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One

Introduction: A Sociological Interpretation of the
Modern History of Economics

The Purely analytic scientist becomes so accustomed to seeing
matter as a demonstration of certain verifiable or falsifiable
principles that he lives at one remove from it. Between him
and the real world springs the law, the explanation, the neces-
sity to categorize. Everything Midas turned to gold, every-
thing this kind of scientist touches turns to its function in his
analysis. . . . The Complexity of the modern sciences is such
that specialization is essential; not only in the interest of scien-
tific or industrial efficiency, but in the nature of the mind’s
capacity. The scholar in many fields is extinct; not because the
desire to be such a scholar is extinct, but because the fields are
too many, and too complex.

(John Fowles, Aristos 9:33–34)

Overview

This book analyzes a struggle between two schools of economics in the
period between the world wars. The two schools are the neoclassical
school, which emerged at the last third of the nineteenth century, and the
institutionalist one,1 which had started with the works of Veblen and
Commons at the end of the nineteenth century and had enjoyed a short
period of prosperity in the interwar period before rapidly declining after
the Second World War. Current historians of economic thought usually
ignore the institutionalists or consider their movement to be an ephemeral
and inconsequential episode in the history of economics. My story, how-
ever, reveals that the rise of the institutionalist school was an important
chapter in the history of economics and has had lingering effects on the
practice of economics to the present.

By analyzing in detail the neoclassical-institutionalist conflict, I wish to
achieve three goals. First, I hope to expose a forgotten chapter in the
history of economics. Historians of the period commonly assume that
pre-Keynesian economists were strong supporters of laissez-faire policies,
who continued to oppose fiercely any intervention of the state in the man-
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agement of the economy, despite the protracted Great Depression. It is
commonly argued that it was the Great Depression which proved the
inadequacy of neoclassical theory, and that it was Keynes who managed
to find a better theory (e.g., Lekachman 1966; Heilbroner 1972, chap. 8;
Hall 1989; Blaug 1990b). As we will see in chapter 2, this presumed gap
between pre-Keynesian neoclassical economics on one hand, and Keyne-
sianism on the other hand is grossly distorted. But my focus is on another
aspect of pre-Keynesian economics, which is completely missing or seri-
ously distorted in many works on economic thought during the first half
of the twentieth century.

This study shows that the institutionalist economists, who were quite
numerous at the time, strongly attacked that economic theory which pro-
scribed state intervention. Marshall and his students had already criti-
cized the notion of laissez-faire, but the institutionalists went much far-
ther. The support of most American economists in intervention preceded
the Great Depression.2 The experience of a managed economy during
World War I strengthened the belief of many economists that coordina-
tion and planning could increase economic productivity.3 The fact that
many of the American economists in the interwar period espoused institu-
tionalism may change our conception of the intellectual history that led to
the New Deal and to the emergence of the American welfare state. At the
same time it makes problematic some phenomena which have looked
“natural” so far. These include the support of many economists for later
conservative economic policies and the highly abstract nature of eco-
nomic science after the Second World War. The current so-called “neo-
classical school” cannot be conceived of as the natural outgrowth of the
prewar Marshallian neoclassical school. From certain perspectives these
“neoclassical” schools appear more antagonistic to each other than
Marshallian neoclassicism and the institutionalist school that fought over
the discipline before the Second World War.

Important as these historical theses are, I hope that this analysis of
interwar conflicts in economics has important implications for a broader
set of theoretical issues concerning the nature of scientific practice and the
forces behind changes in scientific knowledge. My second goal in this
work is to use the case of the struggle between institutionalism and neo-
classical economics to demonstrate the merits of the constructivist ap-
proach in the sociology of science, and especially the actor-network anal-
ysis of Bruno Latour, for understanding the nature of scientific practice in
economics. Although I am not suggesting here an explanation of the
changes in economics, the story I tell is relevant to models of “progress”
in scientific knowledge. In economics as in other fields, historians and
methodologists have used Kuhnian and Lakatosian perspectives to make
sense of the history of their field. These reconstructions of history, I will
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show, are based on selective reading of the history and on arbitrary defi-
nitions of the boundaries of economics. Furthermore, they impose obso-
lete conceptions of science on the practice of economists and use value
judgments instead of impartial analysis of the history. Although the con-
structivists are conscious of the fact that no historical account is free of
biases, they seek to explain the development of science not on the basis of
what present-day practitioners consider “good science.” I will argue that
my constructivist account is more compatible with the full history of eco-
nomics and that it avoids many of the problems that Kuhnian and Laka-
tosian accounts have met.

Instead of explaining change solely by the accumulation of problem-
atic anomalies (Kuhn), or by the exhaustion of the ability of a research
program to generate innovations (Lakatos), the cause of change implicit
in Latour’s scheme is conflict and negotiation among various players,
economists and noneconomists alike. The neoclassical-institutionalist
struggle is a good illustration of this. The rise of institutionalism after
World War I could indeed be attributed either to anomalies which made
it difficult to accept neoclassical theory, or to the depletion of new, inter-
esting things to say from that perspective. The constructivist view, how-
ever, would not deem these explanations sufficient. It would inquire as to
(1) why certain phenomena were perceived anomalies by some, but not
all, economists, (2) why certain anomalies were considered important
enough for some economists to invalidate neoclassical economics, and (3)
why some economists stopped believing in the potential of neoclassical
economics to yield more important findings. The answers to questions of
this sort are to be found in the beliefs of individual scientists, the negotia-
tions among them, and their capabilities to mobilize various resources
and to forge alliances to promote their opinions. This view does admit the
cardinal role of cognitive factors in decisions scientists make, but it re-
minds us that cognitive factors—such as contradictions between theory
and empirical findings (“anomalies”), the validity of evidence of various
sorts, or the priority of different standards—are mediated through and
realized in social, hence contingent, processes. The same cognitive princi-
ples and ideals can be actualized by various practitioners in different
ways. The question, then, is whose perspective is more powerful, and
which direction gains enough momentum to sweep the majority of the
discipline. The answers to these questions cannot be deduced from the
cognitive factors alone: they must be sought after in the social relations
among practitioners.

For historians and methodologists of economics, this book offers a
new way to look at the history of their discipline. For the wider audience
of students of science the book provides an application of the constructiv-
ist approach to the description of a broad historical process, which
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encompassed a whole discipline and several decades. This is the third
goal of the book. Most constructivist research has been preoccupied so
far with analyses of practices in single laboratories (e.g., Latour and
Woolgar 1979), with the tactics and strategies of individuals or small
teams (e.g., Latour 1988a; 1988b), and with similar “micro” studies.
This “bias” is not accidental. The constructivist approach is suspicious of
“macro” concepts such as “disciplines,” “paradigms,” and “research
programs.” It is more interested in exposing the dynamics of scientific
practice by thick descriptions of how concrete scientists use instruments,
handle materials, communicate with each other, and negotiate with non-
scientists (see Pickering 1992a).

Entities, such as “neoclassical economics,” “institutionalism,” “Cam-
bridge school,” and so forth, are indeed not objects that stand indepen-
dently of human action and interaction. The decision to lump together a
large number of economists, whose works are diverse and heterogeneous,
is always somewhat arbitrary and disputable. The boundaries of such
entities often, if not always, change over time. It is not unusual that the
“schools” are “created” only after their members had disappeared. Simi-
larly, bitter enemies, who conceived of their views as diametrically op-
posed to each other, can be pigeonholed as peers of the same camp by
later-day practitioners. All these facts renders my decision to interpret the
struggle between a “neoclassical school” and an “institutionalist school”
more than a bit suspicious. Many sociologists would prefer my story to
revolve around a concrete group of economists or a specific moment in
the history of economics.

And yet, categorization of individuals into paradigms and mapping the
terrain of disciplines are important practices both for practicing scientists
and for historians who wish to present a coherent reading of history.
Various labels were used by the interwar economists themselves, as we
will see in chapter 3, and the current historiography of economics is re-
plete with references to neoclassical, institutionalist, historicist, and many
other schools. This might be the cause for much of the confusion among
historians and economists concerning the works of individual practitio-
ners and the relations among them. Nonetheless, I thought it would be
easier for current readers to follow the historical story if I use the com-
mon ambiguous labels. I do so with utmost care. The next two chapters
tell the history of neoclassical economics and institutionalism—mostly in
the United States but with unavoidable digressions to its British sources of
influence—as I see it. This narrative, I hope, will dispel much of the con-
fusion caused by the conventional nomenclature. But I have to warn the
reader again: when I use the terms “neoclassical economics” and “institu-
tionalism” I do not refer to two clear-cut camps of economists. The terms
are used to illuminate the variety of views of economists in regard to the
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nature of their field. Some economists stood closer to what one can call
the institutionalist pole, while others occupied the space near the neoclas-
sical one. But each economist stood in a unique position of his or her
own, and many were somewhere between these two poles.

The next sections provide a background for each of the main goals and
a summary of my arguments. First, the conventional history of economics
is presented and its Kuhnian and Lakatosian reconstructions are critically
examined. The following section presents the constructivist approach in
the sociology of science in general, while the fourth section concentrates
on the actor-network analysis and on how scientific changes are ex-
plained by that specific variant of the constructivist approach. Finally, the
last section takes us back to interwar economics and previews the neo-
classical-institutionalist struggle, which will be described in detail in
chapters 4 to 8.

A Textbook Version of the History of Economics

The history of economics as commonly presented in economics introduc-
tory textbooks, or as told by historians of economic thought, is quite
straightforward (Mirowski 1994, 68). First, Adam Smith (1723–90) cre-
ated the new science of economics. His The Wealth of Nations, published
in 1776, is considered to be the cornerstone of the discipline, and, com-
bined with the works of David Ricardo (1772–1823), Thomas Malthus
(1766–1834), and others, constitutes classical economics.4 In the 1870s
this tradition was elaborated on by the introduction of marginal calculus
by several scholars simultaneously: William Jevons (1835–82) in En-
gland, Carl Menger (1840–1921) in Austria, Léon Walras (1834–1910)
in France, and, a bit later, John Bates Clark (1847–1938) in the United
States. Menger’s work laid the foundations for the Austrian School, and
Walras’s work is the basis for the Lausanne school, where Walras and his
successor, Vilfredo Pareto (1848–1923), taught. The new marginal eco-
nomics, systematized and organized by Alfred Marshall (1842–1924),
continued to entertain the basic assumptions of hedonism and rationality,
held by the classical tradition. And like the classical tradition, it sup-
ported laissez-faire policy of government nonintervention. Hence, it be-
came known as neoclassical economics.5

This theory had dominated the discipline until the Great Depression
challenged its maxims and threatened its preeminence, if not the very ex-
istence of the discipline itself. Fortunately, John Maynard Keynes (1883–
1946) appeared with a solution to the paradox of the Great Depression
and saved the discipline. Post–World War II economics saw the synthesis
of Keynesian and neoclassical teachings and the application of mathemat-
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ical and statistical tools to this “neoclassical-Keynesian synthesis.”6 This
development, it is argued, led economic theory to its heights, and made it
the most developed social science. Later writers added a new chapter: the
so-called failure of economics in the 1970s—they argue—led many to
doubt the Keynesian Revolution, and the neoclassical approach has
found new supporters in what some call “the new classical economics.”
The current situation is depicted as a struggle between Keynesians (or
neo-Keynesians) and new classicist theories (monetarism, rational expec-
tations, real business cycle), which is a new chapter in the development of
the theory, which had started with Adam Smith, and progressed continu-
ously through the works of Ricardo, Marshall, and Keynes. All these
economists are thus presented as links in a chain. Each one of them built
on the theory of his immediate predecessor, corrected some of his or her
mistakes, and endowed to his successors theory in a better shape (cf. Lei-
jonhufvud 1976, 67–68). Each theory is replaced by a more powerful
one, and economic knowledge grows and improves with each generation
of economists.

The textbook version of the history of economics was used as a basis
for Kuhnian and Lakatosian historiographies. Historians of economics
have debated whether the development of the discipline was achieved
through neoclassical and Keynesian revolutions, according to the
Kuhnian model, or through a gradual succession of degenerating research
programs by progressive ones, according to the Lakatosian model. I will
argue that both views are seriously inadequate and misleading. They
reconstruct the history to fit the models, ignore important episodes
and ideas that played significant roles in the history, and leave unan-
swered deep conceptual problems. In what follows I discuss the Kuhnian
and the Lakatosian applications offered so far and the problems with
these applications.

Kuhn’s main idea is that scientists in each field share the same para-
digm. A paradigm is an exemplar of how to work in the field. It is usually
based on a major success in the past and is acquired by practitioners
during their professional socialization. The paradigm defines for practi-
tioners what is worthwhile investigating, what methods are valid, and
what kinds of solutions are acceptable. Most of the time, Kuhn claims,
scientists accumulate more knowledge and solve puzzles within the
framework of such a paradigm. This is what he calls “normal science.”
But alongside the accumulation of knowledge, anomalies accumulate as
well. Scientists find more and more phenomena and problems which can-
not be explained or solved by the theories and methods of the existing
paradigm. With the accumulation of such problems, more and more sci-
entists feel uneasy. This is when revolutions are bound to happen. A revo-
lution means that a new paradigm is adopted, which allows scientists to
solve the most disturbing anomalies. This involves a profound shift of
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research focuses and styles of work. Older practitioners often find it diffi-
cult to make the change and the revolution is carried primarily by
younger scientists.7 Kuhn’s work has contradictory interpretations. Rela-
tivist philosophers and sociologists of science interpreted the idea of revo-
lutions as negating the idea of progress (e.g., Barnes 1982; see discussion
in Laudan 1990). Kuhn himself, however, was not comfortable with such
an interpretation and in his later work sought to preserve the notion of
progress.8

During the 1960s and 1970s, Kuhn’s model was much in vogue. It also
appealed to social scientists despite Kuhn’s explicit statement that social
science had not yet reached the stage of paradigmatic science (Baum-
berger 1977). Kuhn’s model was employed by sociologists (e.g., Wiley
1979), psychologists (e.g., Weimer and Palermo 1973), political science
(Almond, 1966, 875), and others. Many historians of economics joined
that trend and reinterpreted the history of economics as a succession of
paradigms (e.g., Blaug 1975: 410–11; Redman 1991, chaps. 7–9). I will
present only a brief summary of this reading.9

The rise of classical economics following Adam Smith’s The Wealth
of Nations is presented in this historiography as the moment of transition
from a pre-paradigmatic stage to the stage of “mature science.” During
the pre-paradigmatic stage, there is no single paradigm to guide the
work of scientists. Individual scientists work according to their whims
and intuitions. Then one of the scientists makes a discovery, or suggests
an explanation that impresses many fellow workers and becomes an ex-
emplar for future work. The Wealth of Nations was such a momentous
achievement. It was the first time that someone offered a comprehensive
framework to analyze economic problems of various kinds. Smith’s suc-
cessors adopted his framework and worked on problems which devel-
oped out of it.

The rise of neoclassical economics has several properties which resem-
ble Kuhn’s model of revolutions (e.g., Bronfenbrenner 1971; De Vroey
1975). First, it introduced marginalist calculus as a standardized method
of economic analysis. Second, it changed the focus of economists from
macro-questions of national income to micro-analysis of firms and con-
sumers (Birken 1988). Third, there is some evidence that there was a “cri-
sis” in economics in the 1860s. The fact that marginal economics was
suggested simultaneously by three economists appears as a reaction to
this crisis. That marginalist analysis was actually suggested much earlier
by Thünen (1783–1850), Gossen (1810–58), Cournot (1801–77), and
others only corroborates the Kuhnian model, which includes the appear-
ance of forerunners before a revolution takes place.10

Not all historians of economics agree that economics experienced a
revolution in the end of the nineteenth century. Stigler (1973) admitted,
for example, that marginalism was part of economic teaching, but he



10 CH AP T ER ONE

insisted that very few economists actually employed it in their research
(cf. Howey 1973, 35). Other historians emphasized that Walras, Jevons,
Marshall, J. B. Clark, and Menger held widely different views on method-
ology, the scope of economics, human behavior, economic policies, and
more, thus rendering the notion of one “marginalist paradigm” inaccu-
rate and misleading (Blaug 1973, Coats 1973, 38; Jaffé 1976). The dis-
agreement about the dating of the supposed revolution poses another
problem.11 Finally, it is argued that some of the pioneer “revolutionar-
ies,” including Marshall and Menger, actually claimed that they merely
refined earlier teachings (Blaug 1973, 11).

While there are problems with the Kuhnian view of neoclassical eco-
nomics, the case of Keynesian economics seems, at least on the face of it,
much less problematic. If revolutions occurred in economics, it is widely
accepted, the emergence of Keynesian economics must be regarded
among them (Blaug 1975, 411–12). Keynes, it is commonly argued, com-
bined the two branches of economics, price theory and monetary eco-
nomics, which had been practiced separately (Harcourt 1987, 6). He de-
molished Say’s Law, which supposedly dominated economic thought
from early in the nineteenth century, and showed that the market may
reach equilibrium below full employment. The so-called Keynesian revo-
lution, it is almost universally assumed, revived macroeconomics and
provided it with new concepts and tools (Stanfield 1974). Saving and
consumption propensities, multiplier, effective demand, liquidity trap,
and liquidity preference were all introduced to the economic discourse by
Keynes and have become common terms since then. Expectations and
other psychological factors have been given a bigger role in Keynes’s the-
ory (Shackle 1967). Investment has replaced savings as the crucial vari-
able in accounting for growth and development. Keynes “legalized” state
intervention in the economy and undermined the doctrine of laissez-faire,
which, the Kuhnians say, had dominated economic doctrines until then.
Deficit budgets, an anathema prior to Keynes, became a common tool of
economic policy. Frugality which until then had been regarded by econo-
mists as a virtue, suddenly became a vice.

Coats, who is among those who argue that the rise of Keynesianism
“possessed many of the characteristics associated with Kuhn’s ‘scientific
revolutions,’” adds the sociological aspects of a revolution. “There
were,” he says, “unrecognized precursors of Keynes, a growing concern
about the inadequacy of existing theory, and a change of psychological
outlook on the part of many economists virtually amounting to a ‘conver-
sion experience.’” In accordance with the Kuhnian model, “the revolu-
tion was led by a band of youngsters who encountered fierce resistance
from their elders.” And, also compatible with Kuhn, “within a remark-
ably short time the new paradigm had won an almost complete victory”
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(1969, 293). Seers writes that many economists “resisted changes in the
syllabus to accommodate Keynesian economics and even appointment of
Keynesians to economics faculty” (quoted in Routh 1975, 25; cf. Gal-
braith 1987, 238; Backhouse 1985, 333; J. M. Clark 1947, 1).

In spite of these apparently convincing facts, there are many who con-
tend that Keynesian economics did not break so much from the old neo-
classical theory. This line is usually carried by critics of orthodox econo-
mists, for whom the reform of the economic thought by Keynes was not
sufficiently off the beaten track. Routh, for instance, maintains that
Keynes continued to employ the same deductive reasoning and abstract
analyses of neoclassicists (1975, 286–93). Interestingly, this view is
shared by those who support the Keynesian teaching but perceive it as
continuation of the past (e.g., D. F. Gordon 1965). Oser writes that the
Keynesian system “arose out of the neoclassical, or marginalist, school,
and Keynes himself was steeped in the Marshallian tradition.” “Although
Keynes sharply criticized certain aspects of neoclassical economics,” Oser
explains, “he used many of its postulates and methods. His system was
based on a subjective, psychological approach, and it was permeated with
marginalist concepts, including static equilibrium economics” (1970,
390; cf. Deane 1978). Canterbery tries to synthesize the conflicting views
concerning Keynes by arguing that “Keynes’ theory was not as revolu-
tionary as it appeared, which is not the same as saying that it was not
revolutionary” (1976, 140; italics in original).12

Keynes was not an unknown or a peripheral economist. On the con-
trary, he stood in the center of the establishment: a son of a prominent
neoclassical economist, a pupil of Marshall, and an acquaintance of
powerful officials at the Cambridge administration, the Treasury, and
the business community. Moreover, when The General Theory was
published, Keynes held the most prestigious chair in political economy,
the one at Cambridge, and edited the most circulated professional outlet,
The Economic Journal. Keynes’s contemporaries listened very carefully
to anything that he uttered. His earlier book, Treatise on Money
(pub. 1930), already received a great deal of attention, and when econo-
mists heard that The General Theory, which they had already been
awaiting for several months, was finally published, they lined up in book-
stores to get a copy (Tobin in Breit and Spencer 1986; S. Weintraub 1988,
41; Samuelson 1966, 4:1517).

Other historians, who emphasized the continuity of Keynes and his
predecessors, used this continuity to support a Lakatosian view of the
history of economics as progressing not through revolutions but through
gradual shifts from “degenerating scientific research programmes” to
“progressive” ones. The notion of “scientific research program” (SRP)
resembles Kuhn’s notion of “paradigm” but carries other implications. A
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scientific research program is composed of a “hard core” which is sur-
rounded by a “protective belt.” The hard core includes fundamental axi-
oms which are based on metaphysical beliefs and are taken as given. Re-
search is done by constructing theories to reconcile the hard core with
observations of the real world. Researchers follow the “positive heur-
istic”—the principles derived from the hard core that dictate what should
be studied and the ways it should be done—and observe the “negative
heuristic”—the research topics, and methods precluded by the logic of the
hard core. The theories are called “a protective belt” because their manip-
ulation enables scientists to retain their hard-core beliefs. According to
Lakatos, a hard core cannot be refuted. If it is abandoned eventually it is
not because of a “crisis” caused by accumulation of anomalies. The rea-
son is rather that scientists move from “degenerating SRPs”—programs
that construct theories only to explain ad-hoc facts which are already
known—to “progressive SRPs”—programs that lead to the discovery of
new facts. Lakatos says very little on the process of change itself, but
historians of economics tend to interpret such a transition as a smooth
and gradual transformation in contrast to the extreme change implied by
the concept of a revolution (e.g., Blaug 1994; Backhouse 1994c).13

The Lakatosian historians admit that economics has been changed
during the 1930s but perceive this change in a different manner. Mark
Blaug, the leader of this approach, argues that the idea of a “Keynesian
Revolution” is based on a “Walt Disney version of interwar economics”:
“No American economist,” he says, “advocated [the neoclassical] policy
of wage cutting” between 1929 and 1936. On the contrary, “the leaders
of the American profession strongly supported a [“Keynesian”] pro-
gramme of public works and specifically attacked the shibboleth of a bal-
anced budget.” Hence, he continues, there is no need to resort to the
notion of a Keynesian Revolution which creates an “image of a whole
generation of economists dumbfounded by the persistence of the Great
Depression, unwilling to entertain the obvious remedies of expansionary
fiscal and monetary policy . . . and finally, in despair, abandoning their
old beliefs in an instant conversion to the new paradigm” (1975, 414–15;
see also id. 1990a, chap. 4; Backhouse 1985, 275–76; Weir 1989, 55;
Lee 1989). Blaug thus suggests that “the history of a science is more fruit-
fully conceived, not as a steady progress punctured every few hundred
years by a scientific revolution, but as succession of progressive research
programmes constantly superseding one another with theories of ever-
increasing empirical content” (1975, 409–10).14

The Lakatosian view has its own problems. Blaug ignores all too easily
many manifestations of resistance to Keynesian innovations. His argu-
ment that economists “were united in respect of practical measures
for dealing with the depression, but utterly disunited in respect of the
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theory that lay behind these policy conclusions” (ibid., 415), is at least
exaggerated, if not altogether wrong. J. R. Davis’s seminal research
(1971; see also Barber 1985) shows, indeed, that the support of public
work and deficit budget was much wider than one could expect based on
the “Walt Disney version.” But that there was some resistance is hardly
disputed.15

In the late 1970s, the Lakatosian view became popular among histori-
ans and methodologists of economics and constituted the “orthodoxy” in
the field (Redman 1991, 142–4; Hausman 1992, 87; Backhouse 1994c,
173). Recent debates have been concerned with examining various theo-
ries or research traditions to examine whether they have followed the
methodology of SRPs. The results were mixed; some have argued that
economics passed the test successfully; others have claimed that it failed.
In a conference dedicated to Lakatosian methodology held in Capri in
October 1989, most participants viewed the Lakatosian framework with
suspicion or even with unabashed objection. According to Blaug, the vet-
eran Lakatosian, twenty-five out of the thirty-seven participants were in-
clined to abandon the Lakatosian approach altogether because they
found the concept of a scientific research program too vague and were
unable to agree on the contents of hard cores (Blaug 1991, 500; see also
Backhouse 1994c, 176–77; Hands 1993).16 More important, the attempts
to apply the Lakatosian explanation to changes in economics failed to
show unequivocally that winning SRPs, however defined, had excess em-
pirical content. Blaug tries to save the Lakatosian model by listing a series
of improvements in economic theory and concludes that “there has been
much theoretical progress in twentieth-century economics. There has also
been some empirical progress which, however limited, is perhaps enough
to refute the extreme pessimists” (1994, 121).

In Blaug’s view the constructivist positions of McCloskey and Wein-
traub imply that there is no real progress in economics (Blaug 1994, 130);
that is why he calls them “pessimists.” But the constructivist approach
in general, and the Latourian actor-network analysis that I will present
below in particular, do not imply anything of this sort. The opposite
is true: for Latour, it is the very nature of science that it constantly
produces “new agencies and hybrids” (1987). The fact that science pro-
gresses does not mean that we must choose between Kuhnian and Laka-
tosian models. As we will see below, there are other possibilities to per-
ceive such progress.

When Blaug brought the Lakatosian framework into economics, he
claimed that “certain puzzles about the Keynesian Revolution dissolve
when it is viewed through Lakatosian spectacles” (1975, 415). I believe
that many puzzles which have remained thereafter dissolve when they are
viewed through “constructivist spectacles.” The constructivist sociology
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of science, I suggest, can account for the revolutionary image of some
episodes in the history of science, including economics, and to the con-
trary image of other episodes. Moreover, it helps us understand why the
same episodes may appear both as revolutionary and as traditional. It
also helps us understand why the evaluations of “progressiveness” of
SRPs are never conclusive. In general, it provides us with a framework in
which we can incorporate all the elements of the history of economic
thought, not only those that the current mainstream has selected as “sig-
nificant.” And it is a framework which shows that many enduring prob-
lems with which historians of economics have grappled for many years
are constructed only by artificial conceptualizations that problematize
natural aspects of scientific practice.

My effort in this direction is not the first such effort. In the Capri con-
ference in October 1989, the Lakatosian reconstructions were challenged
by two prominent sociologists of science, Harry Collins and Karin Knorr-
Cetina, and by a reputable philosopher of science, Nancy Cartwright.
Apparently the other participants were “not really comfortable with the
reconceptualization these individuals offered about the enterprise of eco-
nomic science” (Weintraub 1991a, 101) and chose to ignore it and not
publish it in the conference proceedings (De Marchi and Blaug 1991).
The omitted papers were later published in History of Political Economy,
but most economists seem to have paid little attention. As Weintraub
notes, “there are not many historians of economics who have an interest
in the sociology of the economics profession” (1991b, 9). Weintraub’s
own book (1991b) is one of the very few attempts to apply the views of
Collins, Knorr-Cetina, and other sociologists of science to specific epi-
sodes in the history of economics, and I hope that this book helps to
attract more attention of economists to views which are seriously consid-
ered and discussed by sociologists, historians, and philosophers of other
sciences.

The Construction of Scientific Knowledge17

Scientific knowledge, as any other kind of knowledge, is produced by
human beings working together. Philosophers have debated for centuries
the possibilities of the human mind to know Nature. Sociologists have
added to this the recognition that the human mind is a social mind
(Amann and Knorr-Cetina 1989; Knorr-Cetina 1980, 1991). The lan-
guage in which we think, the concepts we use, the principles of logic we
apply—all our basic tools of thinking are acquired and shaped in a long
process of interaction with other people. Furthermore, whatever the pos-
sibilities of knowing are in theory, the outcomes of scientific inquiries
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depend on the practices of research and on the social process that accom-
pany the production of scientific knowledge. “The world is out there,”
Rorty admits, “but descriptions of the world are not”; they are human-
made (1989, 5). The constructivist approach has not originated, how-
ever, in philosophical reflections and is not directly related to any school
in philosophy (cf. Fuller 1990). It is rooted in historical studies and obser-
vations of working scientists that show how scientific knowledge is actu-
ally constructed.

The essence of constructivism is the attempt to study science “as it is”
(Latour and Woolgar 1979; cf. Klamer 1990, 27).18 Its advocates have
refused to accept conventions that privileged science and set themselves
to watch scientists working in their laboratories, to listen to their conver-
sations, and to follow rigorously the historical development of machines,
methods, theories, and inventions (Collins 1991a). It is somewhat ironic,
but not a coincidence, that this “positivistic” approach yielded results
that challenged traditional positivism.19 Constructivists have drawn
attention to the fact that the content of scientific knowledge is being
shaped in a complex social process. This applies to their own findings, a
fact which is often brought as a “proof” of self-refutation. The con-
structivists do not deny that their findings are as shaky, or as stable, as the
findings of other empirical scientists (Latour 1988a, 266n; McCloskey
1994b, chap. 15; McCloskey 1995, 1322).20 Constructivists do not say
that empirical findings are valueless but rather that their value, their
meaning, is not given; it has to be negotiated among competent scientists
(i.e., persons who are regarded competent by their peers) who hold differ-
ent interpretations. The empirical findings are therefore contingent,
which is by no means tantamount to saying that they are of no impor-
tance (Smith 1993).

Those who are familiar with the growing tradition of the rhetoric of
economics would undoubtedly identify the similarity between that tradi-
tion and constructivism. McCloskey, Klamer, and their fellow rhetori-
cians refuse—like the constructivists—to take what economists say about
how they practice economics at face value (McCloskey 1985, 1988a,
1988b, 1990a, 1990b, 1994a, 1994b; Klamer 1987, 1990; Klamer et al.
1988). Like constructivists, they think one should go and see how econo-
mists actually persuade each other (McCloskey 1994a; see also Lind
1992, 1993).21 If science works well and reaches some goals (a matter for
another discussion), it is because of that unseen know-how gathered on
the job and not due to the official rules one learns in school.

Both the constructivists and the rhetoricians of economics are accused
of being sheer relativists who oppose the use of empirical evidence in
science. McCloskey (1994b) labors to dispel this charge and, like the con-
structivist sociologists of science, claims that empirical evidence is crucial
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in science, but its meaning is never objectively given (Latour 1987; see
also Smith 1988). Roy Weintraub—a constructivist influenced mainly by
Stanley Fish’s approach to literary texts—insists that constructivism
“does not mean that anything goes” (1989, 488). Texts, like empirical
findings, can be interpreted in many different ways, but texts, like empir-
ical evidence, limit the range of possible interpretations (on Fish, see
Hoover 1994, 290). Defending the traditional view that perceives the out-
come of experiments and observations as unproblematic runs against
what we know on the practices of scientists. It is self-refuting to defend
the value of empirical research and, at the same time, to deny the empiri-
cal findings of constructivists!22

The finding that knowledge is socially constructed was mistakenly in-
terpreted as meaning that knowledge is determined by interests external
to the scientific practice, such as political and ideological beliefs, religious
convictions, egoistic pursuits of fame or power, and so forth.23 To prevent
this mistake, some constructivists have recently cut the word “social” out
of “social constructivism”; they prefer to be called “constructivists”
rather than “social constructivists” to avoid the erroneous identification
as sheer externalists and to emphasize that “there seems no warrant for
assigning causal priority to the social in understanding scientific practice
and culture” (Pickering 1992a, 14). This step is not intended “to deny
that science is constitutively ‘social’” (ibid.). It is intended only to under-
line that scientific knowledge is the result of dialectical relations among
social, institutional, conceptual, material, and other elements of science in
various combinations. The old debate between internalists and external-
ists (Shapin 1982; 1992) in the study of science is obsolete, because the
elements of the outside world do not appear as “purely internal” or
“purely external.” “Internal” factors—what is a fact, how the validity of
a fact has to be established and reaffirmed, the priority of various logical
requirements—are themselves the result of negotiation and resource mo-
bilization in the “external” world (Johnson [a.k.a. Latour] 1987).

Shapin and Schaffer’s study (1985) of the conflict between Hobbes and
Boyle over what constitutes a valid way of knowing is one of the best
demonstrations of the constructed nature of scientific knowledge. Boyle
promoted experiments as the only reliable method of determining the
truth. He conducted his experiments in public and argued that the agree-
ment of all viewers validated the outcomes and safeguarded against idio-
syncratic errors and perceptual deceptions. Hobbes, in contrast, believed
in the more traditional view that the only valid knowledge was the
knowledge based on infallible mathematical proofs. Experiments, he be-
lieved, were not reliable because our senses often misled us. Amidst the
seventeenth century, both positions were considered viable, and only due
to Boyle’s victory—a victory contingent on the specific social circum-
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stances of seventeenth-century England—experimentalism has become so
pervasive and “reliable” in modern science. Shapin and Schaffer describe
the rise of experimental ideology that has become a core belief of almost
all disciplines.

Economics, in which frequent references to the scientific method of
Boyle are abundant, is among the few fields in which the Hobbesian
approach still takes precedence over Boyle’s experimentalism. According
to several surveys, empirical papers in professional literature are much
less frequent in economics than any other discipline (McCloskey 1994b,
172). Theoretical papers that use no empirical evidence are considered
more prestigious and empirical tests are devised based on theoretical
considerations. From the constructivist perspective, this feature of eco-
nomics is no reason for alarm. One of the findings of the laboratory stud-
ies of constructivists is the large heterogeneity of science (Watson-Verran
and Turnbull 1995). Karin Knorr-Cetina (1991), for example, had docu-
mented the emergence of epistemic cultures in different fields. Epistemic
culture is composed of know-how techniques, rules of thumb, and
other informal, practical guidelines for how to do various things; “untidy
goings-on” in Knorr-Cetina’s language. The emphasis here is on the “dis-
unity of science”: there are different cultures, because each field has its
own history, its own dynamic of personal relations, and its own subject
matter. We cannot make a distinction between a unified scientific method
and different contexts, because the core of science, its epistemic founda-
tions, are themselves constituted by the context (ibid., 107). From this
point of view, Dudley-Evans’s finding (1993) that economics articles con-
stitute a different genre than scientific papers in biology is not surprising;
each field, not only economics, has its own “genre.” The constructivist
emphasis on the diversity of sciences dissolves the traditionally made dis-
tinction between natural and social sciences. Both the so-called “natural
sciences” and “social sciences” are conglomerates of various practices
that differ enormously. The desire of many economists to imitate the
physicists and their pride that their science is the most similar to physics
are therefore based on an utter misunderstanding of what science is
(Mirowski 1994, 55).24

The recognition of the contingency and plurality of science led con-
structivists to the “principle of symmetry.”25 According to this principle
students of science should treat in the same fashion scientific theories that
have triumphed and those that have lost and disappeared. Traditional
interpreters of the history of science have tended to explain victories
of scientific approaches by their superior quality. They problematize
only the resistance to theories which have later been recognized as better.
The assumption is that no explanation is needed for the reception of
Newtonian mechanics, because rational actors would naturally prefer it
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given the evidence available at the time of Newton. In contrast, the con-
structivist approach treats all scientific theories in the same manner, re-
gardless of their eventual destiny (cf. Weintraub 1991b, 5–6). The goal is
not to show how “good” theories win, but to document how the view of
what is “good” is being constituted and then used to resolve debates
about Nature.

The traditional view takes the position of the winner and interprets
history from the winner’s perspective (Weintraub 1991b, 5). Whoever
wins is the right winner. This is why this approach produces Whig histo-
ries, which are, as McCloskey says, “too easy” (1994b, 90; see also her
comment on p. 103; Mirowski 1994, 65). Of course, all historians are
familiar with cases in which a scientist who had appeared as a winner in
the beginning was later declared wrong. There are also numerous cases of
“losers” who were crowned as “winners” many years after their works
had been rejected. The Whig historians simply dodge the problem such
cases pose by taking the position of the last winner. They explain her
previous defeat as caused by social—that is, “unscientific”—causes and
celebrate her eventual victory as the triumph of reason. The constructivist
approach, in contrast, does not perceive history as a “Greek tragedy,” to
use Elkana’s potent image (1981). We cannot assume that what has hap-
pened was the only way it could have happened.

The critics of constructivism accuse it of undermining the noble quest
for truth that has guided scientists for centuries. If the sanctity of the
Scientific Method is challenged, they imply, the most invidious and pre-
posterous theories, such as Nazism or astrology, would claim the same
social recognition and public support that science receives today. This
critique is based on a deep misunderstanding of constructivism.26 Con-
structivism does not seek to challenge the validity of science nor to chal-
lenge its methods. On the contrary, it opts for symmetric treatment be-
cause of its deference toward science and its recognition that philosophers
and methodologists cannot legislate for scientists (Callon and Latour
1992). Saying that truth-claims are contingent does not mean that every-
thing goes, nor does it mean that any two views are equally plausible.
There can be bad and good arguments (Smith 1988; Gerrard 1993;
McCloskey 1994a). But when two camps of scientists make opposite
claims, there is no outside arbitrator who can determine which camp is
right. If a group of researchers—trained and socially recognized as com-
petent—accept in good faith a certain theory as convincing, we, as outsid-
ers, must assume that it is a reasonable theory.27

The criticism of constructivism might be based on the realist notion
that there is one truth against which scientific theories should be mea-
sured. A certain theory might be either true or wrong, and if it is true,
than all rival theories are wrong (Mäki 1995). The constructivist ap-
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proach is different. It does not deny that some claims are true and others
are false, but it highlights the fact that at the frontier of science the known
evidence usually gives rise to more than one reasonable theory, that is, a
theory that competent practitioners deem reasonable in light of the
known evidence. Maybe there is one superior method—the philosopher’s
stone or the holy grail—to rule which theory is the correct one, but unfor-
tunately we are offered contradicting “philosopher’s stones.” How can
we decide which one is the “true” one? This is decided only by the negoti-
ation, alliances, and rhetoric of “stone merchants,” as illustrated, for ex-
ample, by the historical study of Shapin and Schaffer and by the empirical
studies of Knorr-Cetina, studies that show that what scientists have per-
ceived as the ideals of science have varied across disciplines, times, and
places (cf. McCloskey 1995, 1320–21).

In an attempt to save Popperian/Lakatosian methodology of econom-
ics, Backhouse (1994) argues that empirical progress as evident in pre-
dicting novel facts should still be considered a universal principle of meth-
odology. This defense fails to grasp the nature of the constructivist
critique. Constructivists would have no argument with either the positive
observations that many scientists pay attention to successful predictions,
or with a normative argument that they should. Successful predictions,
neat explanations, and practical utility are evidently very persuasive in
science, which may account for the victory of approaches that appear to
perform these tasks. But unlike other approaches, the constructivist ap-
proach calls attention to the fact that “success,” “neatness,” and “useful-
ness” are not given by Nature but constructed in a process of negotiation
and conflict. Moreover, the question of what relative weights should suc-
cessful predictions, neatness, and usefulness be assigned is not answered
by traditional methodology. Indeed, it is answered differently by various
communities of scientists.

Unlike the traditional views of science, the constructivist approach
does not entail that all sciences work well. For positivists, if a scientific
field is shown to have failed, it is immediately excluded from the domain
of science. There is no such thing as “bad science.” For an extreme
relativist, no scientific project is better than others, nor is it better than
nonscientific enterprises of knowledge production. The constructivist ap-
proach is different. It acknowledges the unique features of scientific prac-
tices that might endow its products unique qualities. But the actual out-
comes depend on many factors and vary substantially from one field to
another. The constructivists themselves, as outsider observers of science,
are not interested in evaluating the sciences they study. This is not because
such evaluation is unimportant. From their perspective, evaluation is an
integral part of the practice of working scientists, who must make deci-
sions concerning the direction of their field. The findings of historians and
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sociologists may influence such decisions, and historians and sociologists
may express their own views concerning the direction the field they study
should go. But constructivist accounts do not purport to entail clear con-
clusions about the suitability of various methods. It is compatible with all
methods and approaches and refuses to deprive the status of science from
a given practice because some powerful gatekeepers feel that its method
are improper.

Accounts of Scientific Development: The Actor-Network Analysis

The constructivist approach emphasizes the diversity of science. This is an
empirical finding, as well as a logical implication of the recognition that
there is no absolute standard to judge scientific enterprises. This view can
settle many barren and inconclusive debates among scientists and stu-
dents of science. But at the same time it raises new questions. If many
possibilities are open for scientific enterprises, how should we explain the
options actually selected? Traditionally, students of science implied that
the development of scientific knowledge is determined by the quality of
contending theories and their use of the proper methods. The only thing
that was left open for explanation was the tempo of science, that is, its
rate of progress. This pace was explained by the degree of financial sup-
port and institutional freedom given to scientists. But if the question is
what kind of theories are considered adequate and what scientific meth-
ods are used we need a new kind of conceptual framework. The actor-
network approach (ANA) developed by Bruno Latour and Michel Callon
offers us such a framework.28

The actor-network approach perceives scientists as involved in at-
tempts to promote their own contributions and turn them into “black
boxes”—that is, into knowledge which is accepted and used on a regular
basis as a matter of fact. Scientists are involved in what Latour calls
“trials of strength” at which their claims about the validity of their
findings and the usefulness of their research have to withstand challenges
made by competing colleagues. A successful trial means that an ongoing
concern has incorporated the contribution into its institutional set
of practices. It is not enough to be recognized as “valid” and then put
aside. The new contribution has to become part of a larger apparatus
which can be used regularly without any need to justify the use in order
to become part of the ever-growing and ever-changing stock of knowl-
edge. The contribution might be a theoretical principle which enters in-
troductory textbooks or is referred to regularly in the reporting of exper-
imental results (i.e., the “law of diminishing returns”). Or it might be a
method of measuring a certain variable in order to test theories or for
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some practical reasons (price index, for instance, which is used both for
comparing monetarist with Keynesian theories, and for deciding on pay
raises and social security adjustment). The contribution might also be a
part of a machine without which the machine cannot function properly.
In short, any component that enters into the work of scientists, and which
may be disputable, can become a “black box” once an agreement has
been reached. In any case, the contribution has to become an obligatory
passage point for some concerns, that is, something that cannot be dis-
pensed with.29

In order to succeed in trials of strength, scientists, who compete among
themselves, have to marshal various “allies” in order to harden their cases
and make them more defensible. “Allies” can be anything that bears upon
the strength of the contribution in question, including, of course, other
scientists or people who support the contribution, either financially, or by
bestowing their authority upon it, or simply by using it. But also included
are various instruments and practices that embody the contribution and
arguments that justify it. The authority of respected practitioners in the
field, examples from neighboring fields or from other prestigious disci-
plines, the views of philosophers and methodologists—all can become
part of the network that support the contribution. “Facts” are also allies,
of course, and in most disciplines, they have a considerable weight. But
facts do not speak for themselves! They need scientists as mouthpieces,
and the scientists who summon them up must interpret them, convince
others in their factuality, and explain how they support their argu-
ments.30 To achieve this they have to array the “facts” along with other
allies, such as the interpretations of other famous scientists, other black
boxes, or the way other established facts have been interpreted (Latour
1987, 94–104).

The idea is not that scientists are like crafty lawyers who do not care
about “the Truth” and manipulate the facts to advance personal interests,
as Latour is often, and mistakenly, interpreted. The point is that nobody
knows what “the Truth” is before the trials of strength are concluded.
Thus, scientists who believe that they have revealed a piece of “the Truth”
must do their best to convince others. If we want to extend the metaphor
of the court, we can think about it as a trial in court in which nobody (not
even the plaintiff and the defendant!) knows what happened, and the role
of lawyers is to present the best case for both sides; the jury—the scientific
community in our case—has to decide on the basis of these presentations.
As rhetoricians of law have noticed, one cannot separate between “sub-
stantive” arguments and “rhetorical” tricks. There is no argument with-
out rhetoric. If a certain fact seems to be so unambiguously supportive of
the other side, scientists often admit it and surrender, as happens occa-
sionally in court. When they stick to their position in spite of this “obvi-



22 CH AP T ER ONE

ous” fact, we, as observers from the sideline, cannot just say that they are
pigheaded. After all, if it is not “obvious” for them, who are we to say
that it is “obvious”?

Again, this approach is quite similar to the rhetoric of economics.
Klamer, for example, presents economists as participating in conversa-
tions. They argue to persuade each other and, occasionally, to convince
noneconomists. For that purpose they construct a variety of arguments;
use analogies, metaphors, labels; reconstruct intellectual history; and
make claims concerning the status of their arguments (Klamer 1987,
164). What Klamer calls “variety of arguments” is what Latour calls “al-
lies.” My use of the Latourian framework is partially due to my disciplin-
ary training but also reflects my belief that it carries the rhetoric enterprise
farther. McCloskey and Klamer deal with speech acts; what economists
say and write. The sociology of science deals with what scientists do, and
where—in which institutional and technical environments—they do it as
well. The persuasiveness of claims depends not only on arguments, meta-
phors, analogies, and so forth; it also depends on financial resources, per-
sonal ties, and organizational skills. Whether McCloskey and Klamer
would like to accept this, I am not sure. In any case, their defense on
rhetoric is identical to the constructivist insistence that “facts do not
speak for themselves.” The relative weight of arguments versus practices
and organization can be left for empirical study.31

All allies—facts, people, money, methodological principles, theories,
instruments, machines, practices, organizations, and so forth—constitute
a network which upholds and ratifies each element of it. It is difficult to
undermine any single link of the network without undermining the oth-
ers, and therefore the ability to connect a new element (method, theory,
instrument, etc.) to a strong network is likely to ensure its success in ensu-
ing trials of strength. If the new element is supported by many older ele-
ments that are already perceived as valid, it will be hard to dispute its own
validity. It would be accepted by those who have accepted the whole net-
work and become part of it. Such a success should not be interpreted,
however, as a proof of the veracity of the new element. It is absolutely
possible that the whole network is based on shaky foundations, but such
a claim can be made only by other scientists and scholars who must base
their claim on another network, stronger or weaker.

The concept of network overlaps in some degree institutional bodies
such as disciplines, schools, paradigms, and research programs. An aca-
demic “school” is a group of scholars who make frequent use of each
other’s work. By using the conventions of their own group, its members
convince each other, and if the network can mobilize enough resources
(most importantly, money) it can be intellectually self-sufficient. But in
order to convince outsiders they often have to connect their own school
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to other schools, other disciplines, or to cultural conventions of the soci-
ety at large. A network is therefore wider and much more complex a unit
than a school. A “paradigm,” an exemplar of how to do research in a
specific field (Kuhn 1970a) could be interpreted in the Latourian scheme
as part of the network which many researchers try to get connected to.
Unlike Kuhn however, the ANA does not assume that scientists necessar-
ily use the “paradigm” in the same fashion, or that they mean the same
thing when they refer to the underlying assumptions (cf. Gilbert and
Mulkay 1984). Weintraub provides a fine example of this by showing us
how “equilibrium” has been differently perceived even within the same
group of early general equilibrium theorists (1991b, chap. 5).

Kuhnian historians have attempted to find boundaries among para-
digms, as if there were some absolute boundaries independent of human
agents. Yet researchers who study the histories of various disciplines,
often come up with conflicting descriptions of the basics of paradigms,
quarrel about when revolutions actually happened, and even find it diffi-
cult to categorize individual scholars and ideas. It is the same with “hard
cores”: “Attempting to apply Lakatos’s view of the structure of research
programs to economics creates unnecessary and unhelpful questions”
(Hausman 1992, 88). It is not a surprise that those who have attempted
to apply the Lakatosian model “have disagreed concerning what the hard
core of neoclassical theory is” (Hausman 1992, 86; see further discus-
sion, pp. 87–88; Backhouse 1994c, 176–77). Axel Leijonhufvud has no-
ticed that “controversies may rage within as well as between research
programmes” (1976, 66; see also Mäki 1994). Although he believes that
the “first order of business” in the history of economics is to “characterize
the essentials of the two contending programmes,” he admits that “there
is no—can be no—‘canned programme’ for how is it [sic] to be per-
formed,” and therefore attempts to do so would be controversial them-
selves (ibid., 69). Attempting to solve these difficulties, Mäki distin-
guishes between “antagonism” and “family quarrels.” Antagonism is a
dispute over “core assumptions,” and family quarrels are disputes over
“peripheral assumptions,” apparently within the same camp (1994, 237).
Mäki acknowledges the difficulty of deciding what is “core” and what is
“peripheral” (ibid., 247; see also Blaug 1991), but he underestimates this
difficulty. Any assumption can look either central or peripheral, depend-
ing on the social context in which the dispute is conducted.32

The ANA avoids the pitfalls involved in all the attempts to create indis-
putable and clear-cut maps of the discipline. Under the ANA we do not
have to assume that all so-called neoclassical economists, for instance,
shared the same metaphysical beliefs, an unlikely fact. It is enough to say
that neoclassical economists often referred to similar allies—e.g., Alfred
Marshall, supply and demand curves, or the “utility” of the consumer.
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We also are not required to decide who is “in” and who is “out.” It is
absolutely conceivable that some scholars would make a more frequent
use of the “neoclassical allies,” that over time some elements of the “neo-
classical network” would become more or less popular, or that some
scholars would tie their works to more than one “hard core.”33 “Para-
digms” and “hard cores” are not real objects “out there” that we, the
students of science, have to reveal. The boundaries between them are
shaped by negotiations and struggles of scientists who are involved in
trials of strength, similar to the way “facts” are constructed (Dean 1979,
212). There is no one “correct” way to map a field and classify its practi-
tioners. It is therefore fruitless to argue whether a certain practitioner
“really” belongs to this or that paradigm, or whether a certain idea “re-
ally” constitutes a part of a certain paradigm or deviates from it.34 The
task of the historian or the sociologist is to locate the various social and
ideational connections and follow how the practitioners themselves have
defined the various schools and approaches. It is not our job to impose
our perceptions on the history.

This was a brief summary of the constructivist approach and the actor-
network analysis. It was meant to whet the interest of those who do not
know about this approach, but it is obviously not enough to provide all
its details and defend it against its many critics. I can only hope the read-
ers would be interested enough to consult the works of constructivist so-
ciologists in general,35 and the works of the actor-network theorists in
particular.36

The Goals of This Study

The struggle between institutionalists and neoclassical economists during
the interwar period is an example of a competition between two networks
vying for the same space and the same resources. In the situation analyzed
in this book the struggle was over the question “What should economics
be like?” This type of question often leads toward prolonged disagree-
ments. When the destiny of a whole field is at stake, many people have an
interest in the outcomes of the dispute. Furthermore, the question is too
general and ambiguous to allow any side to easily compose an unassail-
able network, and therefore in many disciplines we find networks that
have consolidated around different answers to similarly broad questions.
Within each school the fundamental principles are taken for granted—as
a black box—and used in the production of more black boxes. But at the
same time at least some advocates of each school are preoccupied with a
major “trial of strength” in which the whole structure of their black
boxes—from the fundamental principles, assumptions, and methods to
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the most specific factual and theoretical propositions—is at stake. Some
resources have to be devoted to this struggle over fundamentals. None-
theless, and in contrary to what Kuhn and many others seem to believe,
this is not necessarily a bad thing: as in economic competition, a rivalry
between two (or more) scientific procedures may involve some waste, but
it also constitutes a stimulus for the competitors to examine their “prod-
ucts” and improve them.

The competing methodologies of neoclassical economics and institu-
tionalism were two black boxes that coexisted together and were em-
ployed simultaneously in producing further knowledge. But since the two
camps fought over the same territory (i.e., nominations in economics
departments, space in major journals, public attention) and made contra-
dictory assertions, they had to channel at least some resources toward the
continuing effort of asserting the validity and fruitfulness of their pro-
posed methodologies. The bulk of this book is concerned with this con-
troversy. We will see that economists promoted their methodological
approaches by weaving and meshing together elements of many sorts,
similar to the way scientists and engineers construct new facts or fabricate
new machines. The proposed methodologies have to be “valid,” they
must fit the accepted “canon,” they should be compatible with knowl-
edge which is deemed sound, and they need to be regarded as useful
and fruitful. Some of their properties might be less satisfactory than oth-
ers. But as a whole, the approach has to be attractive enough relative
to its competition in order to pass the trial of strength. Rivals are likely
to challenge various elements of the arguments made in favor of the meth-
odology and advocates must respond by mobilizing further allies,
strengthening existing elements, and jettisoning weak allies that cannot
be defended.

Given the unique subject matter of such trials of strength, the kinds
of allies which are likely to be mobilized in such cases are quite different
from the allies marshaled into concrete trials. I have identified five main
types of allies which seem to me typical of conflicts over methodologies:
(1) methodologies of prestigious disciplines, (2) theories from neighbor-
ing disciplines, (3) well-known features of the economy, (4) relevance
to practical problems, and (5) respected authorities from the discipline’s
own past. Chapters 4 through 8 analyze how these allies were marshaled
and employed by institutionalists and neoclassical economists in their
conflict during the interwar years.

The analysis will employ another important concept that Callon and
Latour brought into sociology, namely, translation. Borrowing from
Michel Serres, Callon and Latour use the term to refer to the way actors
take on themselves the task of speaking in the name of other entities (Cal-
lon and Latour 1981; Callon 1986; Latour 1987, 108–32). This is evident
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in the case of leaders of social groups who speak in the name of the group,
thus defining its identity and interests. But, Callon and Latour maintain
that this is also the case with scientists who speak in the name of Nature,
which cannot speak for itself. It needs a mouthpiece, and scientists argue
over the question who is the “authentic translator” who represents
Nature most reliably (Latour 1987, 94–100). The same process of trans-
lation took place in the institutionalist-neoclassical struggle: various
economists took on the task of speaking in the name of philosophical
principles, recognized methods, theories, public interests, and the dead
economists of the past, and interpreted for their colleagues what those
mute entities meant for the question of “What should economics be like.”

My goal is not to account for the outcome of the struggle but to analyze
the case of inter-paradigmatic struggles and to identify some of their
unique features. This limitation may disappoint many of the sociologists
of science who will read this work, as well as some of the historians of
economics who are interested in the social configurations that channeled
the evolution of economics (Coats 1984). However, an account of out-
comes requires the analyst to pay attention to all the components of the
pertinent networks. In the case of economics that means that one has to
study the businesspersons and government officials with whom econo-
mists were in touch, the positions economists held in government and
corporations, the funds they were able to solicit, and the tools and the
economic plans they constructed for their various clients. This is a project
well beyond the capacity of this book. Although there are few sociologi-
cal analyses of interwar economics, these are too few and two sporadic to
be used as a basis for a comprehensive account of the developments in a
field as rich and vast as economics, and in a period as eventful and fertile
as the period between the world wars. I chose, therefore, to analyze scho-
lastic and cognitive arguments only, and in this sense my study is not a
full-blown ANA. What it does is to elucidate the structure of methodolog-
ical controversies, and the logic of the actor-network approach serves this
goal well.

A full sociological account must also take much more notice of the
distinctions and disputes within each of the two camps of institutionalism
and neoclassical economics. So far I have talked about institutionalists
and neoclassical economists as if they belonged to two clear-cut groups
with diametrically opposed views, incompatible methods, and unbridge-
able approaches to economic problems. This picture is very far from the
truth as we will see in the next chapters. It also contradicts our con-
structivist view of “paradigms”/“SRPs” presented earlier in this chapter.
I nonetheless adopted these terms (“institutionalism” and “neoclassical
economics”) to simplify the presentation and make the main thesis com-
prehensible. Furthermore, contemporary economists were aware that
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there was a “fault line” within the discipline between what was often
referred to as “orthodoxy” and a younger group challenging that ortho-
doxy. The latter was labeled differently by various writers, including
“young economists,” “recent thought,” and even “institutionalism” (see
chap. 3). Given this awareness by contemporary actors, and in order to
keep this project manageable, I followed the traditional division into “in-
stitutionalism” and “neoclassical economics,” but the readers are warned
that our understanding of the development of economics would not be
full until we investigate the divisions within each group.

The texts analyzed in this book are all the articles which were classified
under the title “Methodology” (Category 1.1) in the Index of Economic
Articles, 1924–1939 (American Economic Association 1961, vol. 2). In
contrast to Backhouse’s statement that “before the 1970s the literature on
economic methodology was very limited” (1994b, 1),37 the interwar pe-
riod was at least as prolific as the era after 1970, and the number of
articles under the heading of “Methodology” was eighty-four. This was
at a time in which there were only five general journals in economics in
the U.S. and Britain and very few other minor journals. I augmented these
materials by the essays in The Trend of Economics, a book edited by
Rexford Tugwell (1924b) that included meta-theoretical essays of many
promising young economists of the time, and that was frequently referred
to by various writers during the interwar period. The importance of the
book is indicated by the fact that eight out of its fifteen participants served
later as presidents of the AEA, and at least four of them are considered
among the most famous American economists ever (Wesley Mitchell,
J. M. Clark, Frank Knight, and Paul Douglas). I also used primary and
secondary sources of later years when those sources helped clarify the
nature of the arguments of the contending parties.

The use of publicly published texts only has, of course, its limitations.
But at the same time, it has “the advantage of being accessible, portable
and static” (Backhouse et al., 1993, 17n). In order to dispel current mis-
conceptions of interwar economics, which are based on an even more
limited and biased selection of texts, the current analysis should be
enough.

The interpretation of texts is not a straightforward practice. The way
texts are understood depends on the readers and their prior knowledge
and on the contexts in which the texts are read. As it was argued quite
frequently recently, the very meaning of “meaning” is not clear; does
“meaning” refer to what the author was trying to say? Is it the meaning
ascribed to the texts by their intended or original readers? Or does each
reader construct its own meaning of the text (Lavoie 1990a, 1990b; Ger-
rard 1993)? These fundamental questions are critical in any study based
on the reading and analysis of texts.38 Since these issues have been elabo-
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rated on by many writers, there is no need to repeat the arguments and I
will simply state my position.

Nowhere I assume that my interpretation of the analyzed texts is objec-
tive and precise. My reading and analysis have been undoubtedly influ-
enced by my motivation and in the context of establishing a general thesis
about the history of economics. They were also influenced probably by
my prior knowledge of sociology and economics and by my ideological
inclinations and professional preferences as a sociologist. Yet my inter-
pretation was done in good faith and offers—I believe—a plausible way
to read these texts.39 It is by no means a final interpretation, but, as
McCloskey often argues, it is an invitation for a conversation. It is a sug-
gestion of an interpretation that has not been voiced so far and which will
hopefully engage those who disagree in a conversation over the proper
interpretation.



Two

The Neoclassical Era (1870–1914) from a
Different Angle

Science is obviously seldom or never . . . a single monolithic
and unified enterprise. . . . Often, viewing all fields together,
[science] seems instead a rather ramshackle structure with
little coherence among its various parts.

(Thomas Kuhn, The Structure of Scientific Revolutions)

BECAUSE of the near-hegemony today of the modern neoclassical school,
the written history of economics reflects neoclassical predilections and
biases. Current historians of economics, who came of age in the post–
World War II era, are more likely to focus on past economists who envi-
sioned and contributed to lines of research which are practiced today
by the vast majority of economists. It is not a reflection on their sincerity
and professional integrity to expect them to judge rather negatively those
approaches, such as institutionalism, that criticized and tried to block
and replace those trends of thought which led to modern economics.
It should therefore be emphasized from the very beginning that by speak-
ing on the “biases” of modern historians, I have no intention of faulting
their work.

However, we know today that there are many equally valid ways to tell
the story of the past (White 1973, 1987; Gerrard 1993). Historians of
science, who wish to say something about the contributions of past scien-
tists, must use their own criteria of what is essential and what is good in
the science they study. Hence, personal biases are inevitable. Our prob-
lem, as historians of economic thought, starts when virtually all of the
practitioners in the field have similar biases and tell similar stories on the
past. This may create a false impression that the conventional history, as
told by those practitioners, is the only valid way to describe the past. Even
though many of the stories told today by neoclassical historians are factu-
ally correct, their choices obscure important aspects of the past, including
the nature, success, and fortune of institutional economics.

In order to understand the emergence of institutionalism, its message,
and its struggle with neoclassical economics, one has to have a wider
picture of the history of economics around the turn of the century. In this
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chapter I will present my interpretation of that history. Undoubtedly, the
picture I will draw will have its own selective biases. But I hope it will
complement pre-existing interpretations and contribute to an open and
critical discussion of economics in the so-called “Neoclassical Era.” My
strategy follows Weintraub’s attempt to understand historically the emer-
gence and evolution of general equilibrium theory. Because history is
“discursively rich, confused, and hardly ever convergent on any coherent
perspective,” Weintraub chose to emphasize the diversity of economic
trends during the turbulent years of the 1930s (1991b, 10, 15–16). I made
a similar choice and emphasized the pluralism of economic ideas between
1870 and the interwar period.

The following section deals with the approach of Alfred Marshall and
other members of the Cambridge School which he established as the lead-
ing approach at that time. Following this I will cross the Ocean and dis-
cuss the group of economists in the United States, who rebelled against
classical economics and founded the American Economic Association
(AEA). The story I tell presents the neoclassical era in new colors: not as
a refinement of classical theory but as a radical change in favor of eco-
nomic reform, evolutionary images of human behavior and institutions,
and empirical studies. This presentation differs from the current dis-
course on the continuity between classical and neoclassical economics by
focusing on the broader philosophical and methodological beliefs that
underlie economic reasoning. Most historians compared the treatment of
concrete theoretical issues (e.g., the theory of value, the determination of
wages, diminishing returns in production, etc.) and thus overlooked the
place of those issues in the general outlooks of contemporary econo-
mists.1 An emphasis on the larger philosophical framework would give us
a better understanding of the emergence of institutionalism and its place
in the history of economic thought.

The Economics of Marshall and His Students

For the traditional historiography of economics, the years between 1870
and 1933 are known as the “neoclassical era.” The conventional text-
book typically discusses the “marginalist revolution” of Jevons, Walras,
and Menger, who introduced marginal utility as a key concept. Then, the
story goes, Marshall synthesized the analysis of demand and supply—his
famous scissors—and thus laid the foundations of economic teaching for
the following half a century. One may easily get the impression that the
main practice of contemporary economists was the application of mar-
ginal tools to specific situations and problems. This impression is grossly
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mistaken. Historicism, Marxism, and institutionalism were three other
broad trends that emerged during the same “neoclassical era” and left
their impact on all the economists of those days. But here I will show that
even Marshall went far beyond marginalism.

That marginalism was not the core of economics during the neoclassi-
cal period we already know due to Stigler’s extensive research and analy-
sis. Stigler, the expert on the evolution of value theory, argued that “util-
ity was not a part of the working equipment of economists during this
period.” To illustrate this, Stigler says that no article in the American
Economic Review used marginal utility theory in 1940, while not less
than fifteen (29% of all articles) did in 1970 (1973, 317–18).2 Marginalist
analysis gained, indeed, wide acceptance at the end of the nineteenth cen-
tury and became part of the economic curriculum, but it was only one
topic among many of equal importance. It did not become the basic tool
of economists until after World War II. Until then one could have been a
successful economist without mastering or even knowing much about
marginal analysis.

Alfred Marshall (1842–1924) is recognized today as the quintessen-
tially neoclassical economist who put the new marginalism in order, con-
nected it with earlier teaching, and wrote the basic textbook that consti-
tuted the cornerstone of economic training worldwide. In the pantheon of
economics, Marshall occupies a position similar to those held by Smith,
Ricardo, Marx, and Keynes. His influence in England was huge. Niehans
(1990, 246) says that at the time of his death, “British universities were
completely Marshallian (see also Oser 1970, 235). Marshall’s Principles
of Economics (pub. 1890) dominated the teaching of economics (Niehans
1990, 246; cf. Rima 1977, 7) and was replaced as the most authoritative
textbook only by Samuelson’s Economics: An Introductory Analysis
(pub. 1948). Present-day neoclassical economists treat Léon Walras as
equal to Marshall in stature and influence. But this is a late development.
The English-speaking economists at the last quarter of the nineteenth cen-
tury knew about Walras but did not consider his work as important and
fruitful as Marshall’s.

The way Marshall is commonly presented and perceived is highly bi-
ased by the Kuhnian and Lakatosian reconstructions. The latter attempt
to demonstrate the continuity from Marshall to modern neoclassical eco-
nomics and, therefore, emphasize Marshall’s contributions to marginal
analysis—the famous scissors of supply and demand, the analysis of mo-
nopolies, the treatment of economies of scale, and so forth. Due to this
bias relatively little attention has been given to evaluate Marshall’s over-
all approach to economic science and to economic problems. In this sec-
tion I will draw upon that part of the literature that does discuss
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Marshall’s foundational beliefs and on a few sections from his own book
to shed light on the Marshall who is less known to most economists even
though his existence has never been a secret.

Marshall wanted to “produce a balanced overall picture of the eco-
nomic system with due weight given to historical and institutional fac-
tors” (O’Brien 1981, 63; Harcourt 1987, 5). The formative influences
on Marshall included German idealism, Spencerean evolutionism, and
the utilitarianism of Bentham and Mill (Groenewegen, 1990, 28). The
mathematical and diagrammatic proofs, for which Marshall is so much
acclaimed today, were advisedly relegated by him to footnotes and ap-
pendixes (Backhouse 1985, 101–2). Blaug attributes this fact to
Marshall’s hope to be read by businessmen (1986a, 150), but this ex-
planation does not hold water. Whatever was Marshall’s original inten-
tion he must have realized that his book became the major source for
advanced teaching in economics. Furthermore, Marshall made many ef-
forts to secure the institutionalization of economics as an independent
discipline and as a science (Kadish 1989; Maloney 1985). Marshall’s care
not to make his book too mathematical should therefore be attributed not
to his wish to appeal to business people but rather to his wish not to turn
economics too mathematical.

According to the conventional view, Marshall’s approach, on the one
hand, and the historicist and institutionalist approaches, on the other,
were diametrically opposed. Marshall preferred the deductive method,
while historicists and institutionalists opted for inductive, that is, empiri-
cal methods. But in fact Marshall was very supportive of historical meth-
ods and shared the historicist-institutionalist criticism of the assumed
universalism of the deductive method. One of the main faults, for in-
stance, that Marshall found in Ricardo’s analysis was the latter’s treat-
ment of economic actors, as if all of them were like businessmen in the
City of London:

For the sake of simplicity of argument, Ricardo and his followers often spoke
as though they regarded man as a constant quantity, and they never gave them-
selves enough trouble to study his variations. The people whom they knew
most intimately were city men; and they sometimes expressed themselves so
carelessly as almost to imply that other Englishmen were very much like those
whom they knew in the city. They were aware that the inhabitants of other
countries had peculiarities of their own that deserved study; but they seemed to
regard such differences as superficial and sure to be removed, as soon as other
nations had got to know that better way which Englishmen were ready to teach
them (1910, 762).3

“But their most vital fault,” Marshall further comments on Ricardo
and his followers, “was that they did not see how liable to change are the
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habits and institutions of industry.” This fault “led them astray as to the
relations between the different industrial classes. It caused them to speak
of labour as a commodity without staying to throw themselves into the
point of view of the workman; . . . They therefore attributed to the forces
of supply and demand a much more mechanical and regular action than
is to be found in real life; and they laid down laws with regard to profits
and wages that did not really hold even for England in their own time”
(ibid., 762–63).4

Mark Blaug perceives “an ambivalent attitude” in Marshall’s work.
“Ostensibly,” Blaug notices, “the Principles is a study of static micro-
economic theory but time after time the reader is told that the conclusions
of static analysis are unreliable and that microeconomics fails to come to
grips with the vital issues of economic policy.” Marshall said that the
“Mecca of the economist” is “economic biology,” by which, Blaug inter-
prets, “Marshall apparently means the study of the economic system as
an organism evolving in historical time” (1985a, 420). Blaug perceives a
contradiction between this approach, which “sounds very much like the
methodological program of American Institutionalism” and the fact that
“Marshall’s efforts throughout his life were devoted to teaching, ex-
pounding and refining” of comparative static theory (ibid.; see also Back-
house 1985, 102).5 This ambivalence, though, is merely in the beholder’s
eye. The Lakatosian historian he is, Blaug cannot but use present-day
notions in reconstructing the hard cores of past research programs. From
the current perspective of modern neoclassical thinking, Marshall’s views
indeed seem to be ambivalent. But for Marshall and his contemporaries,
the attempt to combine comparative statics with the evolutionary analysis
of institutions was very common (Maloney 1985; esp. chap. 5).6 Accord-
ing to Kadish (1989; 1993b), the explanation of the apparent tension
between Marshall’s claims about the importance of “economic biology”
and the fact that he invested most of his time in writing and revising the
marginal analyses of the Principles is Marshall’s efforts to professionalize
economics and present it as a scientific discipline. Marginal analysis was
the one tool economists held perfect monopoly over. In contrast, history
was a well-established discipline from which Marshall wished to differen-
tiate his own field. This does not mean that he was opposed to historical
studies in economics, nor even that he deemed such studies as of second-
ary importance. As Blaug himself notices elsewhere, John Clapham, a
distinguished economic historian (1873–1946) “turned to the study of
British economic history as a result of urging by Marshall” (1986a, 47; cf.
Kadish 1989, 225). Marshall’s support of historical analysis is also evi-
dent in the career of another famous economic historian and theorist,
Arthur Bowley (1869–1957) (Blaug 1986a, 32). These and many other
examples show that Marshall was quite consistent in his support of his-
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torical work and considered deductive theory and historical work as
equally essential.7

According to Marshall himself, his outlook was typical of the period.
He attributed this “modern perspective” to changes in biology, and ar-
gued that John Stuart Mill was the first economist in whose work the
influence of evolutionary theory had been discernible (1910, 764; cf.
Lowe 1964, 195–200 on Mill). Marshall praised also Cliffe Leslie, Walter
Bagehot, John Cairnes, and Arnold Toynbee, “but above all Stanley Jev-
ons, for developing this modern conception” (Marshall 1910, 765).
Leslie, Bagehot, and Toynbee were three of the leaders of the British his-
torical school. Cairnes (1823–75) was a student of John Stuart Mill, the
last giant of the classical era, and Jevons was one of the leaders of the
“marginalist revolution.” Nevertheless, Marshall notices that all of them
adopted the new evolutionary approach. Jevons, who is known today
mainly for his marginal utility theory, was actually known to his con-
temporaries because of his applied works on monetary and other prob-
lems (Black 1973, 109). The fact that Marshall treat these economists as
contributors to the same trend shows the deficiency of current historical
reconstructions that perceive them as bitter enemies.

The “methodological pluralism” of Marshall, Jevons, and others, is
also expressed in John Neville Keynes’s Scope and Method of Political
Economy (1955; originally pub. 1891), which was then the main method-
ological book of the English-speaking world.8 Keynes (1852–1949; John
Maynard’s father) was a friend of Marshall, and his book “reflected
Marshall’s view that the methodological controversies provoked by the
criticisms of both the German and English historical schools could be
papered over by a moderate exposition of the issues, rejecting the extreme
views of the ‘younger’ historical economists who demanded a wholesale
reconstruction of economics on an historical foundation but granting
that effective applications of economic theory required an appreciation of
the historical forces that disturbed the pure operation of economic laws”
(Blaug 1986a, 110). The opposition between the deductive English school
and the inductive historical school, J. N. Keynes argued, “is strictly
speaking one of degree only” (1955, 29).

According to received knowledge, neoclassical economists unequivo-
cally supported laissez-faire, which is one of the reasons they are called
neo-classical. This also seems to be a flagrant distortion. John Maynard
Keynes, Marshall’s most renowned pupil, notices that “some of the most
important works of Alfred Marshall . . . were directed to the elucidation
of the leading cases in which private interest and social interests are not
harmonious,” situations which therefore required government interven-
tion (1924, 27; see also Marshall 1910, 763n). On Jevons, Blaug notices
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that he “condemned the maxim of laissez-faire, opting for a purely prag-
matic approach to government intervention” (1986a, 100). Henry
Sidgwick (1838–1900), a pioneer of the Cambridge School who influ-
enced Marshall himself, supported “an utterly utilitarian approach to all
acts of governmental intervention, including fiscal measures designed to
equalise the distribution of income; a recognition of externalities in pro-
duction as a source of ‘market failure,’ . . . and a sympathetic but scepti-
cal attitude to socialism” (ibid., 223–24). John Maynard Keynes actually
argues that from the time of John Stuart Mill, “economists no longer have
any link with the theological or political philosophies out of which the
dogma of Social Harmony was born, and their scientific analysis leads
them to no such conclusions” (1924, 25–26).9 Keynes’s testimony is sup-
ported by the findings of Jha, who analyzed the contents of Economic
Journal, the only professional journal at that time, from 1891 to 1915:

The neoclassical economists were deeply concerned with the various aspects of
poverty. . . . Poverty and unemployment were increasingly looked upon as the
consequence of economic and non-economic causes over which the labourer
had little control. . . . [This view] led economists to support old age pensions
and unemployment insurance as desirable forms of state assistance. They also
gave their support to the trade union movement, because they believed that a
strong trade union movement was a precondition for the establishment of com-
petitive wages and of industrial peace (1973, 201).

To sum up, the leading school in British economics was aware of the
complexities of human nature and of the major role that institutions
played in shaping human behavior. It saw historical studies as an integral
part of economic science and rejected the view that the economy was best
left alone. It assigned the state the role of ameliorating the detrimental
outcomes of free markets and looked favorably at trade unions as a neces-
sary tool for improving the lot of laborers. A similar way of thinking
developed at the same time in American economics, our next topic.

The Economic Rebels and the Establishment of the American
Economic Association

If Marshallian economics was very different from the common stereotype
of neoclassical economics as extremely pro-laissez-faire and deductive,
this was much more so in regard to American economics during the so-
called “neoclassical era.” Ekelund and Hébert explain that “eclecticism
had always been the hallmark of American economists,” who borrowed
from all the European schools and adjusted them to “the uniquely Amer-
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ican experience and institutions.” For these reasons, “classical and neo-
classical theoretical analysis . . . never had the hold upon American econ-
omists that it did on English economists” (1983, 402).10

While American economics had its unique course of development, it
converged with the Marshallian approach toward the end of the century.
American economists knew about German, Austrian, and French devel-
opments, and many of them, including Richard Ely, John Bates Clark,
Simon Patten, Frank Fetter, Arthur T. Hadley, E.R.A. Seligman, F. W.
Taussig, and Herbert Davenport studied in Germany. If American econo-
mists were attracted to Marshall’s work, it was not because they were
limited to the English literature due to language barriers. The history of
American economics from 1885 is one of the main themes in the presiden-
tial address of J. M. Clark (1936). Clark (1884–1963), a professor at
Columbia, was one of the most important American economists during
the first half of the century (Boulding 1957, 6n; Arrow 1991, 5; Hansen
1953, 11; Stoneman 1979, 2; Blaug 1986a, 53–55) and the son of John
Bates Clark, one of the most famous American economists ever and a
leading figure in the new American Economic Association. Clark’s insight
into the history of American economics is therefore very useful. He lists
four stages in the recent history of American economics. The first period
was the one that followed the establishment of the American Economic
Association (AEA) in 1885. The association was established as a reaction
of American economists against classical economics, and the founders
leaned at first toward the historical method. The marginal neoclassicist
period followed, led by Clark’s own father, J. B. Clark. However, not
many years later, the theory was widely challenged. This third stage
began around the turn of the century, but only the practical needs of
World War I led to the crystallization of new approaches after the war,
the fourth stage in Clark’s presentation.

The founders of the American Economic Association, who saw them-
selves as a “new school,” protested the extreme individualistic economics
of classical writers and pursued liberal reforms in the fields of labor rela-
tions, monopoly regulation, and protective tariffs. In what follows I
describe shortly the main figures among the founders of the Association
and their ideas in order to render the direction in which the intellectual
winds blew.11

Richard T. Ely (1854–1943) was among the most conspicuous leaders
of the “new school.” He “denounced the old school’s political economy
as deductive and mathematical rather than inductive and historical [and]
stressed the need to abandon extreme laissez-faire and to humanize eco-
nomics” (Dorfman 1949, 3:162). Ely was a Christian socialist, who sup-
ported factory legislation and regulation of public utilities (ibid.; Blaug
1986a, 72). According to one newspaper, he enjoyed “the confidence of
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the laboring classes and their recognized leaders” (Dorfman 1949, 3:163)
and was accused of upholding socialism in his work. The accusations led
to an official investigation by the University of Wisconsin, which accepted
Ely’s denial (ibid., 3:257). The incident clearly demonstrates, however,
where Ely’s sympathy rested.

The founders of the Association were generally in favor of labor
in questions of labor legislation and union activities. Edmund Janes
James (1855–1925) defended labor unions, arguing that the American
culture inspired workers “with a desire to share more largely in the
material benefits of an advancing civilization, without, however, securing
to him a corresponding possibility of doing so under the action of our
industrial system” (quoted ibid., 3:161). The only answer to communism
and anarchism, he thought, was to better the conditions of workers.
Reverend Charles Swan Walker (1846–1933) was more radical,
and “even upheld the labor unions’ use of boycott” (ibid., 3:174). Henry
C. Adams (1851–1921), another leader of the “new school,” also de-
fended labor unions, claiming that their importance in balancing the
power of concentrated capital is enough to offset their excessive policies.
He thought that “the labor movement was a step in the further develop-
ment of individual rights and harmonized with the basic ideal of Anglo-
Saxon institutions, that of equal rights” (ibid., 3:166). Adams perceived
his contemporary socialists as “the earnest men of today” and believed
the trade unions to be “the great movers of the present” and “the next
step toward a nearer realization of Liberty and Brotherhood” (quoted in
Furner 1975, 131).12

Many “new-schoolers” held an organic conception of society and op-
posed the individualistic nature of laissez-faire beliefs. In 1885, Henry
Adams said that “the great problem of the present day is properly to
correlate public and private activity so as to preserve harmony and pro-
portion between the various parts of organic society” (Dorfman 1949,
3:173–74). In a monograph published in 1887, Adams argued that “a
tyranny which sprang from the unregulated workings of self-interest was
just as hard upon the individual . . . as that which sprang from political
privileges.” “The American view,” he continued, “must emphasize the
complementary relations of the State and the individual in the develop-
ment of the social organism” (quoted in ibid., 3:167–68).13

Other distinguished leaders of the AEA were Edwin Robert Anderson
Seligman (1861–1939) and Simon Nelson Patten (1852–1922). Seligman
contributed to the establishment of public finance as “a subject of theo-
retical as well as practical importance” (ibid., 3:255). He “had been ac-
tively interested in . . . a variety of reform movements,” but was less radi-
cal and more cautious than Ely (ibid., 3:254). Patten was an idiosyncratic
critic of mainstream classical economics. He supported tariffs in order to
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prevent the concentration of farmers on a single crop (ibid., 3:183), and
argued that “the traditional laws of economics were not natural laws but
social laws, developed by non-progressive people. America required a dif-
ferent set of social laws to achieve fully that progress inherent in its rich
material environment” (ibid., 3:183). Patten developed the idea of “eco-
nomic freedom,” according to which all workers had certain rights in-
cluding the right for comfort, that is, a minimal standard of living, and “a
right to relief” for people struck by misfortune (ibid., 3:184–85).14

Albert Fetter (1863–1949), who received his education in economics
during the period that followed the establishment of the AEA, illuminates
more clearly the way of thinking which led to the establishment of
the American Economic Association. He says that the founders of the
Association protested against what seemed to them to be the irrelevance
of the theories of Ricardo and J. S. Mill to the problems of the American
economy. During the post–Civil War period political struggles concen-
trated on new economic issues, including “railroads, public service
monopolies, industrial monopolies, organized labor, relations of employ-
ers and workmen, the monetary problems . . ., the tariff.” “Professional
economic opinion,” Fetter explains, “gave no help or guidance . . . in all
this turmoil of economic transition” (1925, 13; cf. Furner and Supple
1990, 17).

The liberal and heterodox ideas of the rebellious economists were re-
flected in the way they wanted to define the American Economic Associ-
ation:

Ely’s prospectus [for the AEA’s charter] stated: “We regard the State as an
educational and ethical agency whose positive aid is an indispensable condition
of human progress.” Individual initiative was necessary in industrial life, it
said, but “the doctrine of laissez-faire is unsafe in politics and unsound in
morals.” The conclusions of the political economists of the last generation
were not to be trusted, it asserted, for political economy was in the first stages
of scientific development and its advance was to be achieved not so much by
speculation as by an impartial study of economic conditions. The new group
was to “seek the aid for the united efforts of church, State, and science, without
which the conflict between labor and capital could not be solved” (Dorfman
1949, 3:206).

To make the proposal more attractive to a wider audience, it was toned
down before it became the official Charter of the Association. But the
original draft clearly demonstrates the founders’ rebellious state of mind
(see also Furner 1975, 70–75).

J. M. Clark (1936) tells us that a marginalist period was quick to fol-
low the rebellion of the founders of the American Economic Association.
This second stage must have occurred very shortly after the first, because
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the third one took place, according to Clark’s Presidential Address, in the
early 1900s (cf. Ross 1991, 173), less than twenty years after the estab-
lishment of the AEA. It seems strange that so quickly after the insurrec-
tion of the founders of the AEA in the 1880s the pendulum swung back
to the side of marginalist theory, which, according to our conception, is
the continuation and refinement of classical teachings. How can we ac-
count for this quick transition?

The answer is simple. The contrast between the historicist approach of
the German historical school and the deductive nature of marginal analy-
sis is a later reconstruction on the basis of post–World War II percep-
tions. In the German-speaking world, the contrast was solidified
and magnified due to political reasons. Both the German and the Austro-
Hungarian Empires were highly centralized, and their universities were
controlled by their central governments. When the Second Reich was es-
tablished, Berlin sought to consolidate its hegemony by appointment of
historicist economists, while the Austrian government sponsored the Aus-
trian School and impeded the recruitment and promotion of historicist
economists in Austrian universities (Streissler 1990, 158–63). In Britain
both the historicists and the deductivists have acknowledged all along the
necessity of combining historical research with abstract theory, even
though they quarreled over the relative importance of the methods and
the appropriate way to combine them. Such reconciliation between his-
toricism and deductive theory was much more common in America,
where the influences of many traditions had always been felt (Dorfman
1955, 28). However, in contrast to Marshall, who synthesized margi-
nalism and historical awareness with the classical tradition in the 1880s,
the empiricist spirit of the German historical school and the new marginal
analysis were allied together against the dominant classical school in the
United States.

The founders of the AEA perceived marginal analysis as an answer to
the problems of classical economics. In his second textbook, Outline
of Economics (pub. 1893), Richard Ely added an “elaborate presentation
of the marginal utility doctrine” and stated that the “constructive work of
the Austrian School was fundamental” (Dorfman 1949, 3:257). Henry C.
Adams “was among the first to present Jevons’ theory of value” (ibid.,
3:164), although he later “scrapped the marginal utility economics, at
least its expansion into the area of distribution” (ibid., 3:166). But the
connection between the radical “new school” and marginal analysis is
best exemplified in the work of John Bates Clark, who is considered to be
the founder of the American branch of marginalism, and whose contri-
bution to marginalism is often put on par with those of Jevons, Menger,
and Walras. Clark was a member of the group which founded the AEA
(ibid., 3:206) and, like Ely, thought that unions were important as a
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counterbalance to monopolistic capitalism (ibid., 3:192–93). Because of
these views he also was accused of being a socialist (ibid., 3:195). He
“flatly opposed the extreme individualism” and saw society as “an or-
ganism subject to the law of ordered change” (ibid., 3:194, 196).

Clark’s first book, The Philosophy of Wealth (pub. 1886), “showed
the influence of his German teachers, being critical of the capitalist sys-
tem, but also hinted at the marginal utility theory of value of Jevons and
Menger” (Blaug 1986a, 51). In 1889 Clark published his major theory of
marginal productivity in The Distribution of Wealth, for which he is most
remembered nowadays. “Clark attributed his own version of marginal
utility to the inspiration of his German teacher, Karl Knies” (Dorfman
1955, 28), a leader of the historicist trend. Commenting on Clark’s the-
ory from a modern retrospect, Blaug contends that “the name of John
Bates Clark stands forever associated with one of the worst fallacies in
modern economics: the use of marginal productivity theory to provide an
ethical justification for the functional distribution of income, according
to which the owners of all factors of production receive exactly what they
‘deserve,’ namely their marginal products” (1986a, 50). Blaug refers here
to the marginal productivity theory. This theory states that the wage is
equal to the marginal product; that is, to the money value of the increase
in production due to the addition of one more worker. This theory was
used by conservatives to argue that wages reflected natural forces and
that any intervention, either by collective bargaining or by minimum-
wage legislation, would only cause unemployment (Furner 1975, 185–
90). Although this conservative position was based on marginal analysis,
it was similar in its spirit to the political and philosophical outlook of
classical economists to which Clark objected so fiercely.

The apparent gap between The Philosophy of Wealth and The Dis-
tribution of Wealth puzzles modern readers of J. B. Clark (Henry 1982,
166). Jalladeau, for instance, wondered how “the most original critic of
the principles of classical political economy becomes paradoxically trans-
formed into a theoretician of the most traditional, hypothetical, and de-
ductive kind” (1975, 210). Conservative economists find in the case of
J. B. Clark—“a liberal and optimistic theoretician, who becomes the ad-
vocate of the competitive system after having initially much decried it”
(ibid., 210)—legitimation and indication that their approach is valid and
not ideologically biased. Henry’s interpretation is different. He does not
dispute the fact of a major shift in Clark’s views, but argues “that rather
than a fundamental or radical transformation from a socialist (or anti-
capitalist) position to a pro-capitalist perspective, Clark underwent a
change from support of the small capitalist (what may loosely be called a
‘populist’) to a position in which he threw his intellectual arsenal behind
the large or monopoly capitalist” (1982, 167). Brandis (1985) doubts
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even this. For him, Clark, the moral philosopher, is the same all along: a
scholar whose main concern is the just distribution of wealth. The only
change is in the adoption of new economic tools, marginal analysis, that
led him to believe in the appropriateness of the market system, at least
under ideal conditions. The question, however, is whether this adoption
of an economic tool should be perceived as a “technical” change only or
as a radical change in his outlook.

Clark, no doubt, is a tough nut to crack for historians. But some of the
mystery is solved when we understand that marginal analysis was not
perceived by Clark to be “traditional, hypothetical, and deductive” as
classical economics was. For him, as for Jevons (Black 1973) and Walras
(Jaffé 1973), it was a radical departure from classical economics; a depar-
ture designed to put economic analysis on a sounder scientific basis. For
him, as for Jevons, and even for Menger, marginal analysis was to be
combined with historical and statistical analyses. Henry’s claim that in
his later years Clark employed “rigorous, scientific neoclassicism” might
be misleading if we think on the style of marginal analysis at that period
as identical to the style of mathematical articles in present-day journals.
This, of course, is a wrong impression. As was the case with his contem-
porary Alfred Marshall, Clark supported his marginal analysis by argu-
ments of all sorts and qualified the conclusions of his abstract discussion.
Most importantly, he saw his marginal productivity theory as valid only
in a static system and emphasized the necessity to study real conditions in
order to understand economic realities and govern them (Dorfman 1949,
3:205). Thus, even though wages in the static state were equal to mar-
ginal productivity, in practice, in the dynamic state, the permanent exis-
tence of able but unemployed workers weakened the bargaining power of
workers and pushed wages below marginal productivity. Unions were
therefore necessary to ensure just wages at the same time that monopolis-
tic behavior by unions pushed wages above marginal productivity (Clark
1968, 451–52). Actual policies must be based, therefore, on “close study
and careful regulation” (ibid., 451). In any case, the state must be in-
volved in negotiating just wages, because market forces could not be re-
lied on and unionization created monopoly power (ibid., chap. 25).
Given this attitude and similar views of J. B. Clark, one can accept Dorf-
man’s criticism of those who have read Clark out of context: “Many
statements which [Clark] carefully qualified, such as every man gets what
he produces, have been taken by uncritical conservatives as rigid dogma.
This made a great nineteenth-century liberal thinker into the symbol of
twentieth-century reaction” (Dorfman, 1949, 3:205).

The small detour into J. B. Clark’s work was necessary in order to
dispel the misconception of his work as being “traditional, hypothetical,
and deductive.” This misconception has created a false sense of animosity
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between American marginalists, on one hand, and American economists
who were inclined toward historicism, on the other. Although supporters
of the Austrian marginal utility theory and the German historical school
were in fierce competition with each other in the German-speaking
world, the American economists did not see those approaches as mutually
exclusive. Both schools were perceived by “new schoolers” as “scientific”
criticisms of the ideologically oriented classical economists. Moreover,
the marginalists shared with institutionalists the support of government
intervention (Dorfman 1949, 3:251; cf. Ross 1991, 175). This may come
as a surprise to those who perceive neoclassical economics—a rather mis-
leading epithet—as the continuation and refinement of classical econom-
ics. The political views of most of the American marginalists, like those of
Marshall and his influential Cambridge school, were a far cry from the
extreme laissez-faire of the classical economists.

The profession of economics at the end of the 1880s can be divided
into two main camps: the “old school” of conservative classical econo-
mists and the “new school” of economists who supported both historical
methods and marginal analysis, and who, in addition, favored a more
active role of the state in the economy. The former camp included arch-
conservatives, such as William Graham Sumner (1840–1910) and Simon
Newcomb, and more moderate conservatives, such as Charles F. Dunbar
(1830–1900), Arthur T. Hadley, J. Laurence Laughlin, and Frank W.
Taussig. The conservatives controlled Harvard and Yale, and their ab-
sence from the AEA hampered its professional image (Furner 1975, 76–
80). Yet the two camps seemed to reach a middle ground in what Dorf-
man calls “the new synthesis” during the 1890s. The founders of the AEA
had always sought to attract more members and, therefore, eliminated
“the strictures against laissez-faire” from the original charter of the Asso-
ciation (Dorfman 1949, 3:207; Furner 1975, 73–74). At first, this did not
help. The economists of the “old school” stayed out, and a methoden-
streit ensued. But the founders of the American Economic Association
still looked for a compromise. “In 1887, eager to attract the young men
of the old school, the Council of the Association toned down the con-
stitution.” It left out all statements about policies, and kept only the call
for “economic research, especially the historical and statistical study of
the actual conditions of industrial life.” This time they were successful,
and “by 1890 most of the leading academic members of the ‘old school’
. . . were members of the American Economic Association” (Dorfman
1949, 208). A conciliatory atmosphere prevailed: “Economic discussion
was less marked by personal animosities; controversy was on a higher
level, and generally opposition to any idea was presented dispassion-
ately” (ibid., 3:238; see also Furner and Supple 1990, 9).15
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The new marginalist approach played a major role in achieving this
“rapprochement.” As Dorfman says, “the marginal analysis was now
definitely in the foreground,” and “students arrived at the doctrine from
varied directions.” The marginal utility doctrine was employed “on dif-
ferent sides of concrete questions,” and even though “neither side was
convinced,” they had the marginalist language in common (Dorfman
1949, 3:243). This environment was a fertile soil for Marshall’s Princi-
ples of Economics, which got indeed many positive reviews (ibid., 3:250).
With the new synthesis of classical and marginal economics, American
economics moved to a more conservative position. Although “the synthe-
sis which was being made between the classical economists . . . and the
historical and marginal utility schools . . . was put together in many dif-
ferent ways . . . the most authoritative combination was conservative”
(ibid., 3: 258).

This situation might be conceived as the abandonment of the original
revolutionary ideas of the American Economic Association. And yet it
also legitimized some of those ideas which became now part of the main-
stream. The need in quantitative studies was widely acknowledged, and
“even some of the socialist emphasis upon human values could be recog-
nized as a factor in the new equation.” In general, economists achieved
“an equilibrium among the theories that had seemed so explosive in the
eighties” (ibid.). Furthermore, although “orthodox views continued to
dominate the scene, . . . orthodoxy was no longer inflexible” (ibid.,
3:238). The work of F. W. Taussig (1859–1940), an economist from Har-
vard, is a good illustration. Taussig was the editor of the Quarterly Jour-
nal of Economics from 1896 to 1936. In this capacity and as the author
of the second most popular textbook, Principles of Economics (pub.
1911 and 1939), he “exercised a considerable influence on successive
generations of American economists” (Blaug and Sturges 1983, 368).
Taussig was among the leaders of the “old school” but at the end of 1886
he was “the first of the ‘old school’ advocates to join the Association. This
was not surprising, for Taussig accepted some of the tenets of the mar-
ginal utility school, although skeptical of the fully developed scheme”
(Dorfman 1949, 3:265). He also accepted some points of the German
historical school (ibid.) and was interested in interdisciplinary studies
with psychology (ibid., 3:344). Taussig raised, for example, the possibil-
ity that a decline of prices would induce people to sell more in the short-
run in order to get rid of their inventory before prices fall further (ibid.,
4:237). He also claimed that differential costs were a much more per-
vasive phenomenon than assumed by orthodox theory (ibid., 4:238).
Taussig was the first chairman of the new Tariff Commission (1917–19),
and during the war he was a member of the Price-Fixing Committee of the
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War Industries Board. “These activities reinforced [Taussig’s] broad out-
look and flexibility in treating traditional theory” (ibid., 4:236).

In terms of policy orientation, Taussig can be described as a “moderate
conservative.” He had a “humanitarian drive to achieve a more equitable
distribution of the benefits of material progress,” but he also showed an
“extremely cautious bent toward social change” (ibid.). In principle he
admitted the need for government intervention, but in practice he often
objected to concrete measures. For example, he thought that public
works were not efficient and that nothing could be done about “the plight
of the farmers” (ibid., 4:239). Taussig supported, however, other mea-
sures, such as compulsory workmen’s compensation insurance, public
ownership of dams and power plants, regulation of utilities, insurance of
bank deposits, and monetary policies to prevent financial panics (ibid.,
4:239–42). One should mention also Thomas Nixon Carver (1865–
1961), Taussig’s colleague at Harvard and President of the AEA in 1916,
as close to Taussig in the mixture of conservative views with support for
cautious reforms (see Dorfman 1949, 3:354–55; Dorfman 1959, 4:247–
50). Arthur Twining Hadley (1856–1930), an economist at, and later
President of, Yale, was another influential economist at the time, who
advanced some changes in the theory and was flexible in regard to gov-
ernment legislation (ibid., 4:258–64).

There were, of course, other influential figures among neoclassical
economists who opted for opposite views and held more conservative
views than Taussig, Carver, and Hadley. The dominant figures on the
“orthodox” side included many leading economists: James Laurence
Laughlin (1871–1933), Frank A. Fetter (1863–1949), Herbert J. Dav-
enport (1861–1931), Fred Manville Taylor (1855–1932), and Irving
Fisher (1867–1947). Laughlin was the first head professor at the depart-
ment of Economics at the new University of Chicago and the founder and
first editor of the Journal of Political Economy. He “had little sympathy
with the historical school” and conceived economics as a deductive analy-
sis (Dorfman 1949, 3:272). Laughlin was very critical of attempts to in-
tervene in the economy because he considered businesspersons to be “the
greatest force in the intellectual, social, and material development of the
nation” (ibid., 3:273). Fetter, the President of the AEA in 1912, is most
known for his theory of interest (ibid., 3:360–65; Blaug 1986a, 74–76).
He was a Malthusian, a supporter of eugenics, who opposed “democracy
and opportunity” and supported marginal productivity theory with no
qualification (Dorfman 1949, 3:364). Davenport, the President of the
AEA in 1920, “felt that the deficiencies of traditional economics could be
remedied by reformulating and purifying its concepts” (ibid., 3:375). He
opposed labor legislation, and insisted that the efforts of the rich “chiefly
benefited the poor” (ibid., 3:378). Taylor, President of AEA in 1929, be-
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lieved in natural laws and natural evolution, arguing that tinkering with
“naturally developed” institutions may cause more damage than help
(ibid., 3:391).

Irving Fisher’s views are unique. Fisher was one of the most famous
American economists in the first half of the century, whose contributions
to modern economics are still appreciated (Blaug 1986a, 77–81). He was
mostly concerned with developing value theory, the theory of interest,
and theory of the level of prices (the famous quantity theory). Concerning
policy issues, Fisher said that “he himself was an ardent critic of laissez-
faire” (Dorfman 1949, 3:370), but he seems to have adopted a more con-
servative anti-laissez-faire stand. The world, in his view, “was divided
into the educated and ignorant.” Therefore, “if progress was to be made,
‘the former should be allowed to dominate the latter’” (ibid., 3:371).
Fisher supported compulsory health insurance and workmen’s compen-
sation acts, but objected to regulation of monopolies. He criticized the
blind pursuit of individual self-interest which led to cutthroat competi-
tion and saw government regulation as justified in such cases, although he
doubted the efficacy of the remedy (ibid.).

Although the above five conservatives were famous and influential
members of the discipline, the mainstream of the profession was occupied
by more liberal economists—from moderate conservatives like Taussig
and Carver to staunch liberals like Ely and J. B. Clark. Moreover, the
discipline as a whole was much more open methodologically. Historical
studies in particular became common for all the theoretical camps.16 And
“value theory, long the central theme of general economic theory . . . oc-
cupied less of the attention of the profession” (Dorfman 1959, 5:464).
The main reason, according to Dorfman, was that “the dominant neo-
classicists . . . felt that value theory was largely a settled issue. In their
minds the work of Alfred Marshall in England and J. B. Clark in the
United States had produced a satisfactory logical synthesis of the older
classical school with the doctrine of utility theory. Innovation and funda-
mental exploration were therefore simply not necessary. “It was not so
much that value theory was considered unimportant but rather, because
of its wide acceptance, most scholars felt free to work in other areas”
(ibid.; cf. Tugwell 1924a, 392).

The work in those “other areas” (e.g., banking, marketing, labor, in-
ternational trade), however, was always loosely connected to the core
classical or neoclassical theory. The neoclassicists themselves were aware
that their theory was not a description of reality, and their study of spe-
cific problems was based on history and statistics, very much like
the research of “heterodox” economists. The contenders espoused dif-
ferent views in matters of theory and policy. But the medium through
which they argued over these issues—verbal discussion on the basis
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of marginal analysis, descriptive data, historical examples, and common-
sense arguments—was the same. This is another example of the difficulty
in using the Kuhnian or the Lakatosian frameworks. As an intellectual
exercise, we can characterize two distinct “paradigms” (or “research
programs”) with different assumptions and methodological preferences.
And yet, when we examine the works of individual economists, we find
that they held various combinations of elements from both “schools.”
They quarreled over many issues but experienced no “incommensurabil-
ity gap.”

Institutionalism appeared on this background as a response against the
tranquil complacency of moderate liberals and conservatives. Unlike the
calmness of American economics, the United States witnessed deep cleav-
ages and violent clashes during the same years, and economic issues—
labor relations in particular—stood in the center of social and political
struggles. Thorstein Veblen (1857–1929), John R. Commons (1862–
1945), Robert F. Hoxie (1868–1916), Carleton H. Parker (1878–1918),
and Charles H. Cooley (1846–1929), the pioneers of institutionalism,
were dissatisfied with the continued reliance of economic theory on de-
ductive analysis and viewed with criticism the moderation of pro-labor
positions. Much more than earlier generations, they confided in the
power of empirical science and thought that governments could use eco-
nomic science—properly reformed and modified—to improve economic
performance, equity, and harmony.

Conclusions: Economists in the Forefront of Social Reform

Conventional histories of economics depict neoclassical economics as de-
ductive, conservative, and focused on marginal analysis. In contrast, we
saw in this chapter that both in Britain and the United States, the main-
stream of economics accepted and encouraged historical and statistical
research and favored economic reforms. Marginalism was widely ac-
cepted as one element of theory but was actually practiced by a relatively
small group of economists. The fuller picture of economics, however,
is much wider and even farther away from the conventional picture.
The Walrasian version of marginalism, the Lausanne school, which is the
most similar to the post–World War II neoclassical economics, was
ignored by most Anglo-Saxon economists. Ménard (1990) says that it is
somewhat strange to treat as a school a group which included only two
economists (Walras and Pareto), one of whom, Pareto, later renounced
his “Walrasian” positions. In addition, Walras was unequivocally
against laissez-faire. He developed a rigorous analysis of general equilib-
rium as a tool with which central authority would be able to direct eco-
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nomic activity in the most efficient way. The Austrian school of marginal-
ism was the only one which continued to oppose state regulation,
although even there, the earlier proponents of the theory, especially
Menger and von Wieser, were much more tolerant toward some level of
regulation than both their classical predecessors and their successors in
Vienna (Streissler 1973).

The Austrian school was much more successful than the Walrasian one
at that time and had many followers in the United States, Sweden (where
“the Stockholm school” started to emerge as a center of economic the-
ory), and elsewhere in Europe. In Britain, however, it was not welcomed,
and in the German world (including northern and eastern Europe) it had
to compete with the historicists who had many followers. During the thir-
ties, Lionel Robbins, with the help of immigrants from the Continent,
turned the London school of Economics into a center of Austrian teach-
ing. But this school was put in the shadow of the Cambridge school,
which, led by Keynes, did everything it could to undermine the Austrians.
The attack on the Austrians was so strong that their most prominent
leader, Friedrich von Hayek, had to leave the discipline. It was only in the
1970s, after the decline of Keynesianism, that the Austrian school was
“rehabilitated” and Hayek was awarded the Nobel prize in 1974.

In addition to the Austrians, the only other group that opposed the
liberal mainstream was composed of those who continued to follow clas-
sical economics. This opposition continued to have many followers
(Dorfman 1949), another fact that contradicts the models of Kuhn and
Lakatos. Yet this opposition was dwarfed by the opposition from the left
side of the ideological map. Besides Veblen and other pioneers of institu-
tionalism, the most important criticism came from socialists of various
stripes: Marxian, social-democrats, and Fabians. Even many of those
who were far from being socialist incorporated Marxian threads in their
works. This was especially evident in the growing literature on business
cycles, a topic that gained a central position during the first decades of the
century. Economists such as Arthur Spiethoff (1873–1957), Albert Af-
talion (1874–1956), and Joseph Schumpeter (1883–1950) incorporated
institutional elements into their explanations of economic ups and downs
in order to account for the failure of markets to reach full-employment
equilibrium. Historicist economists joined the attack on the methodologi-
cal level. In terms of politics, there were both liberal and conservative
historicists, but both sides rejected the maxims of laissez faire. The his-
toricists had immense influence, and the need to “contextualize” eco-
nomic behavior and the value of historical research were accepted by
most practicing economists.

It is often argued that neoclassical economics was a bourgeois response
to the exposition of the faults of classical economics by Marx. This might
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be indeed the case. But this does not mean that neoclassical economists
were as politically conservative as their classical ancestors. Marshall, Ely,
Clark, and others have defended capitalism but understood that its de-
fense required rectification of its inherent problems and injustices. We
must remember that Britain and America after The Origin of Species was
very different from Britain of The Wealth of Nations. Intellectually, the
“Darwinian Revolution” engendered, and was part of, a massive change
in the perception of nature, human life, and society. Socially and politi-
cally, the accelerating rate of change, the persistence of poverty, and the
intensification of labor strife posed a tough challenge for the Smithian
belief in natural harmony. At the same time, the growing confidence in
the power of science encouraged the belief that enlightened governments,
guided by scientific research, would be able to improve and advance the
fortune of the human race.

To present the neoclassical economics of today as a natural develop-
ment of the economics of the neoclassical era, and especially of Marshall,
is therefore a severe mistake. Marshallian economics is extremely differ-
ent from the neo-Walrasian neoclassical economics of the postwar era
(Ménard 1990; Yonay 1992). The current view of the neoclassical era as
an earlier stage of present-day economics reflects the results of struggles
among later-day economists over the meaning of economics, its proper
goals and methods, and the past of the discipline. From the currently
common perspective in the discipline, modern economics continues
Marshallian economics, while institutionalism appears as a strange and
exceptional outgrowth, whose demise seems understandable, natural,
and desirable. But when one looks at it from the perspective suggested
here, it is the rise of institutionalism which suddenly appears as natural
and expected. The institutionalist school and the different perceptions
thereof are our next topic.



Three

Reconstructing the History of Institutionalism

Historians, as much as the actors themselves, delight in
deciding who influenced whom, who had only a marginal
contribution, and who made the most significant contribu-
tion. . . . So as not to be confused, we should distinguish the
recruiting of allies so as to build a fact or a machine collec-
tively, from the attribution of responsibility to those who did
most of the work.

(Bruno Latour, Science in Action)

INSTITUTIONALISM is one of those “unorthodox” approaches which are
either totally glossed over or treated all too briefly by common textbooks
on the history of economics. Most writers refer to this school as a unique
and exceptional theory, which challenged the mainstream but did not
derail it from its course. The conventional history texts doubt that institu-
tionalism was indeed “a school,” in the sense that it had a unified, coher-
ent, and consistent approach to which all the institutionalists subscribed
(Mirowski 1981, 593). The alleged lack of coherence and unity is
brought as a proof that institutionalism has never been a viable alterna-
tive to mainstream economics. The authors say that although it might
have had valid critique on orthodox theory, it exhausted its utility by
alerting neoclassical economists to its weaknesses. It is implied that it had
nothing positive to add to the stock of economic knowledge.

The conventional presentation of the history of economics presents
current economics as the culmination of a long process of development
and depicts its past rivals as unworthy alternatives that had no chance to
replace the mainstream due to their own shortcomings. There is nothing
unusual or “unscientific” in this practice of neoclassical economists. As
Kuhn has noticed long ago, triumphant paradigms always revise the his-
tory of their fields (1970a).1 But historians or sociologists, who crave to
understand historical developments, must follow the principle of symme-
try; they have to treat equally theories which failed and those that pre-
vailed. To say that a certain approach won because it was “better” is not
an explanation. The more intriguing question is how and why practicing
economists have reached the conclusion that it was better.
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This chapter confronts the common views on institutionalism with a
different interpretation of institutionalism and its success, achievements,
and lasting contributions to economics. As a counterbalance to the con-
ventional view, my presentation might be biased in the opposite direction.
My goal, however, is not to “black box” my own description, but rather
to reopen the long-closed traditional black box. By presenting a different
picture of institutionalism and its role in the history of economics and by
juxtaposing this picture alongside the conventional picture, I demonstrate
how the history can be interpreted in different ways. The first section
gives a general background on the institutionalist movement. In the sec-
ond section I present some evidence on the success of institutionalism in
American economics during the interwar years. The third section dis-
cusses the long-standing contributions of institutionalists to modern
economics, and the fourth analyzes the question whether there was any
“institutional doctrine” that could replace traditional theory. The final
section deals with the differences between institutionalism and its con-
temporary rivals and argues that the differences were not as polarized as
they are currently presented. Altogether, the evidence presented here
draws a new picture—a picture which is very different from the one we
have encountered in most other books on the practice of economics and
the fortunes of economists during the first half of this century.

The Rise of Institutionalism (1890–1914)

The term “institutionalism” was first used to describe the work of Thor-
stein Veblen (1857–1929). Veblen was an eccentric figure and his career
was very erratic, not the least because of his boisterous behavior. Never-
theless, Veblen inspired generations of American economists and other
scholars due to his sharp diagnosis of American life and poignant criti-
cism of privileged elites. Fundamental to his view of the economy was
the separation between the productive elements (the “machine process”)
and the money-making ones (“the business enterprise”). Workers, engi-
neers, managers, and entrepreneurs were commanded for producing
the goods people needed; bankers, big corporation executives, lawyers,
brokers, salespersons—all those who did not take a direct role in the pro-
duction itself—were denounced as parasites. The Veblenian analysis is
analogous to Marx’s (Harris 1932), but instead of a class struggle be-
tween the owners of the means of production and workers, Veblen pos-
ited the struggle between the “machine process” and the “business enter-
prise.” He envisioned a society in which the latter would be eliminated
but feared that they would actually gain more and more power. Veblen
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wrote insightful diagnoses of modern society based on his critical obser-
vations of the social practices around him but was not involved in empir-
ical investigations, nor did he think that such research was needed. The
ultra-empiricist image of institutionalism clearly does not befit the great
father of that school.2

The second father of institutionalism was John R. Commons (1862–
1945), whose training and career were much more conventional than
Veblen’s, and whose criticism was much less combative. Commons was
a student of Richard Ely, who was one of the most famous American
economists at the end of the nineteenth century and a prominent leader
of the group that had established the AEA (see chap. 2). He was mostly
interested in the emergence and evolution of the legal institutions of capi-
talism and in the development of labor relations between capitalists
and workers. His research method was basically historical studies,
but he took his students to various organizations to watch economic
life in the making and encouraged them to do field work. Unlike the radi-
cal views of Veblen, Commons was committed to a reformist program
and was involved in many welfare reforms and labor legislation in Wis-
consin. Also in contrast to Veblen, Commons had the social skills and the
desire to organize a “school” around him. He turned the University of
Wisconsin in Madison into a center of institutionalist research, that is,
of rigorous study of the evolution and practicing of various economic
organizations.3

The third figure who is often mentioned as the third father of institu-
tionalism is Wesley C. Mitchell (1874–1948). Although he was a student
of Veblen, his work was very different. His vision was the quantification
of economic studies. He believed that quantification would lead to the
discovery of patterns of economic behavior and provide policy makers
with the knowledge necessary to navigate economic life. His main con-
cern was business cycles. His whole work was aimed at taming these
cycles, or at least ironing them out, by deciphering their quantitative in-
terrelations and counterbalancing erratic movements of the market. Al-
though his empirical research was not inspired by Veblen, Mitchell per-
sistently acknowledged Veblen’s contribution to his work all his life. His
explanation of the business cycle was indeed based on the Veblenian dis-
tinction between money-making and production. In practice, however,
Mitchell is responsible much more than Veblen for the success of institu-
tionalism. Unlike Veblen, the perennial iconoclast, Mitchell was a suc-
cessful academic entrepreneur. He was involved in establishing the New
School for Social Research and the National Bureau of Economic Re-
search, which he directed for twenty-five years (1920–45). The money
that he managed to solicit from business persons helped him to turn the
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Bureau into one of the most prolific centers of economic research. This
contribution will be described in more detail later in this chapter.4

Under Commons and Mitchell, Columbia and the University of Wis-
consin were the two centers of what came to be known as “institutional-
ism.” Because Mitchell, the chief advocate of statistical studies, was iden-
tified with Veblen, the term “institutional economics” was assigned to his
work as well, and this is why institutionalism was identified during the
twenties and thirties with quantitative economics. In 1931, Commons,
who actually studied the evolution of economic institutions, began to de-
scribe his approach as “institutional” as well. The two centers—Colum-
bia and Madison—were very different in their practices, a fact that
loomed large in the criticism against the notion of an “institutional
school.” But they did share several principles which are widely recog-
nized today as the trademarks of institutionalism: empirical research, sus-
picion toward deductive theory; emphasis on the changing nature of eco-
nomic institutions, habits, and norms, special attention to the divergence
of market values (prices) from social values, and the belief in the ability of
informed concerted action to improve human welfare.

Veblen, Commons, and Mitchell are the “canonized” fathers of institu-
tionalism but they were not alone in their call for the reform of economic
science. The other pioneers included Charles H. Cooley (1864–1932),
Robert F. Hoxie (1868–1916), and Carleton H. Parker (1881–1958).
Cooley, the “fourth founding father of institutional theory” (Dorfman
1963, 41), is known today as one of the parents of American sociology.
But he was trained as an economist and taught economics at Michigan.
Cooley found the scope of economics too limited and established the de-
partment of sociology at Michigan, but he believed that by studying the
way people interacted with each other he was actually working on the
same problems that economists had been working on for generations.5

Hoxie, another student of Veblen, specialized in labor economics, and his
Trade Unionism in the United States (pub. posthumously in 1917) “still
stands as one of the few permanent contributions to the theory of labor
organization by an American economist” (Dorfman 1949, 3:451;
Goodrich 1932a). Parker, who chaired the economics department at the
University of Washington, sought to introduce the instincts psychology of
McDougall and Thorndike and Freudian psychoanalysis into traditional
economics (Goodrich 1932b; Dorfman 1949, 3: 488–89). It is important
to emphasize that these three economists—Cooley, Hoxie, and Parker—
were highly regarded and very influential at the time. The mainstream
historians, who focus on Veblen, Commons, and Mitchell, may create the
impression that institutionalism was actually a small group of dissenters,
not a “school.” By adding to the list at least three other prominent institu-
tionalists, who greatly influenced the discipline, we get a different impres-
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sion of institutionalism (Yonay 1993). This new image will be further
enhanced once we move to the period after the Great War. This is indeed
our next topic.

The Sway of Institutionalism during the Interwar Period

The focus on Veblen and Commons in the literature on institutionalism
brought about another distortion in the perception of that school. Since
both scholars, and especially Veblen, were active mostly before World
War I, a widespread impression was created that the institutionalist
movement “flourished from the 1890’s to the 1920’s” (Boulding 1957,
1). Similarly, Backhouse maintains that institutionalism was “equally
important” as neoclassical economics “at least until the 1920s” (1985,
221; see also Samuelson 1958, 785n), and Blaug claims that “the institu-
tionalist movement ended for all practical purposes in the 1930s.” Even
a sympathizing viewer like Mirowski speaks about “an institutionalist
school of economic theory in the first three decades of the twentieth cen-
tury” (1990, 83–84). According to Dorothy Ross, “the turning point
came in 1927” (1991, 414) when Mitchell and J. M. Clark supposedly
changed their views, a step that “removed the two most eminent and
established economists from the leading edge of institutionalist debate”
(ibid., 415). Some young institutionalists, she asserts, continued their cri-
tique of neoclassical economics but met with a “greater note of impa-
tience” (ibid., 416).

My research shows, however, that institutionalism reached its apogee
only during the period between the world wars and declined, rather rap-
idly, only after the Second World War. Two new leaders emerged at that
period: John Maurice Clark (1884–1963), who was considered one of the
greatest economists of the interwar period (Dorfman 1959, chap. 15;
Hansen 1953, 8–11; Stoneman 1979),6 and Walton Hale Hamilton
(1881–1958), who enjoyed a wide reputation as well. At the National
Bureau of Economic Research, Mitchell led a host of economists working
on national accounting, price indices, and other quantitative projects.
The most famous among them were Frederick Mills (1892–1964), Arthur
Burns (1904–87), and Simon Kuznets (1901–85). The Commons group
of Wisconsin included Selig Perlman, Edwin Witte, Don D. Lescohier,
and Arthur J. Altmeyer. All of them were involved in labor legislation and
welfare reforms in Wisconsin and on the Federal level. Morris Copeland
(1895–1989) pioneered research on the flow of money and worked for
many years for the federal government. Gardiner Means’s (1896–1988)
work (with Adolph Berle) on the separation of ownership and manage-
ment is a classic which is still widely read among students of industrial
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organizations. Sumner Slichter (1892–1959) was the authority on labor
issues during the period and a constant adviser and arbitrator in labor
issues. Harold Moulton, the President of the Brookings Institution for
many years, was another influential institutionalist. So were Rexford
Tugwell (1891–1979), Leon Keyserling (1908–87), and Edwin Nourse
(1883–1974), three of the leading economic advisers in Roosevelt’s and
Truman’s administrations.

It is not easy to measure the influence and power of a past intellectual
movement. Obviously we cannot make a survey to see how many econo-
mists supported each school, but the above partial list of conspicuous
institutionalists indicates that the interwar support of institutionalism
was much bigger than the conventional writers allow. Other indications
for the place of institutionalists are estimations and interpretations of
contemporary economists. While the economists of the time might have
failed to see the wider picture and lacked historical perspective, we can
learn much from what they said offhand as taken-for-granted facts and
even from the very tone of their arguments. Furthermore, what the partic-
ipants perceived is in some sense the “real trends.” If most people believed
that one school of thought was declining and another was rising, this is an
indication of such a trend regardless of what happened to the actual per-
centage of supporters among the practitioners in the field.

Thorstein Veblen exposed his view of the field of economics in a paper
titled “Economic Theory in the Calculable Future,” given at the annual
meetings of the American Economic Association in December 1924. Veb-
len perceived a general tendency in science at large toward “precise objec-
tive measurements and computations” instead of “postulates and values
which do not lend themselves to that manner of logic and procedure.”
This spirit, Veblen said, was taking economics with it:

The economists are somewhat in arrears in this matter . . . yet they show a
visible drift in this direction. . . . So that those certified articles of theory at
large that have meant so much to the passing generation have been falling into
decay. . . . Self-contained systems of economic theory, balanced and compendi-
ous, are no longer at the focal center of attention . . . the felt need runs rather
along the lines of conjugation between economic science and those fields of
knowledge and belief that are cultivated by the material and biological sciences
(1925, 50–51).

Veblen, the “father” of this “visible drift,” might be biased, but his
discussants, J. M. Clark, and Raymond Bye, did not challenge his descrip-
tion. Clark, a fellow institutionalist, agreed that “the forces and tenden-
cies set forth by Veblen do exist,” but adds that “other tendencies also
exist.” The doubt he raised is whether those other tendencies were “mere
negligible exceptions to the ‘normal’ trend” presented by Veblen, or
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whether they might become a major component of economics alongside
Veblenian economics (1925, 6). Bye belongs to the rival camp but he also
agreed with Veblen that “economists are devoting an increased amount
of attention to detailed study of particular institutions and processes, and
that this trend is likely to continue in the visible future.” Rather than
denying this development, he was adopting it as a new component of the
established doctrine. The “detailed study of particular institutions and
processes did not mean that modern economists broke away from the
past and stopped thinking like their predecessors; it was just the influence
“of the fact that facilities are now at hand for [empirical] work which
formerly were not available” (1925, 59).

A reflection of the change was the relative decline in the publications of
large treatises, which pretended to comprehend all the principles of the
science. Instead, “detailed monographic and itemized inquiry, descrip-
tion, analysis, and appraisal of particular processes . . . are engaging the
best attention of the economists” (Veblen 1925, 50). The current genera-
tion of economists, Veblen explained, “go quite confidently into their
work of detailed inquiry with little help from general principles” (ibid.;
cf. Edie 1927, 434–35). A change was visible also in education. Mitchell
says that “if we may judge the future qualifications of economists by the
courses which are offered them in our university departments at present,
our successors will almost to a man be trained in statistical methods as
carefully as they are trained to discriminate among concepts” (in Mills
1928, 41). In this period statistics was considered a part of the institution-
alist “research program,”7 and a proliferation of statistics courses could
thus be counted as an institutionalist achievement. William Weld also
noticed that “in the schools and colleges there has been an increase in the
number of students studying statistics and graphic presentation,” and he
expressed his belief that “the time is not far distant when most of the
colleges and universities will consider statistics to be a necessary part of
the undergraduate curriculum” (1924, 427).

Institutionalism, however, was more than the use of quantitative meth-
ods, and several institutionalists were dissatisfied with the lack of change
in other aspects of economic teaching. For our purpose the most impor-
tant thing is the way they complained about it: they asserted that even
though the old principles “find very few defenders now,” a survey of
economics teaching showed “the remarkable persistence” of these princi-
ples due to “the inertia of traditionalism. Teachers have vested interests in
those courses in metaphysical economics. They were trained that way”
(Tugwell 1924a, 399). The very fact that he could assert such a thing as
a well-known fact means, at least, that it was considered a reasonable
view among his contemporaries. The formal textbooks used in regular
economics courses, however, did change: “Whereas heretofore most
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courses had been devoted largely to ‘principles’ . . ., they were now more
often divided half to principles and half to problems” (Dorfman 1959,
5:463; a good example is Taussig 1939).

The institutionalists felt that their approach was much more useful in
managing the economy and big corporations and were certain that their
achievements in this regard would secure the longevity of their research
program. They already saw signs of this in the 1920s. George Soule ex-
plained, for example, that the recent trend in economics “has been in-
duced partly by a consciousness of the inadequacy of the older theory.”
But a “much more important” cause, he argued, is “the increased pres-
sure [of business people] for making the science practically useful” (1924,
364). “Many large corporations,” Weld told, “have established research
departments, in which they have placed trained statisticians to study their
own problems.” The federal government also contributed to the increas-
ing demand for institutional economists because it did “not accept rule-
of-thumb methods” in evaluating properties for Income and Excess Prof-
its taxes (ibid., 426–27).

That institutionalism was on the rise was agreed by rivals of that
school. In his defense of a priori economics, Lionel Robbins attacked the
“attempt to provide ‘concrete’ laws of the movement of more complex
phenomena, price fluctuations, cost dispersions, business cycles, and the
like” (1932, 102). His critique is extremely severe, even nasty. But Rob-
bins admitted that “in the last ten years there has been a great multiplica-
tion of this sort of thing under the name of Institutionalism, ‘Quantitative
Economics,’ ‘Dynamic Economics,’ and what not” (ibid.). He com-
mented on the supporters of this movement that “if they have not secured
the upper hand altogether, they have certainly had a wide area of power
in America” (ibid., 104). Paul Samuelson, the great champion of the
mathematical economics that dethroned institutionalism, dates the 1940s
as the time in which “institutionalism withered away as an effective coun-
terforce in economics” (1976, 847). Melvin Reder, in his essay on the
history of the Chicago school in economics, also mentions institutional-
ism as one of the principal contenders in economics until the 1940s
(1982, 3).8

Probably the best testimony of the high standing of institutionalism
was the positions they held in academia and government. In the academic
world, Columbia, Harvard, and Chicago were the three main universities
during the interwar period, as they are today.9 Columbia was clearly an
institutionalist stronghold, with Mitchell and Clark among its faculty
(Arrow 1992, 44); both Tugwell and Keyserling (see below) were gradu-
ate students there.10 The University of Wisconsin, the home of John Com-
mons, which actually ranked third, before Harvard, in the production
of Ph.D.s in 1904–28, was the second stronghold of institutionalism.11
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Harvard, however, was a stronghold of neoclassical economics, with
Thomas Carver and Frederick Taussig, two leaders of American neoclas-
sical economics, among its faculty. In 1932 Joseph Schumpeter, a leading
European theorist and a bitter enemy of institutionalism, joined the fac-
ulty at Harvard (Swedberg 1991).12 As one recent observer says, one of
the “firm opinions” that Harvard economists shared was “that institu-
tionalism was a definite dead end. To a man, the Harvard economists
were staunch classicists and neoclassicists, who responded to the institu-
tionalist challenge with condescension” (Camic 1991, 15). Chicago, in
contrast, began to emerge as a conservative stronghold only toward the
end of the interwar period. Both Frank Knight and Jacob Viner, two of
the most famous neoclassical theorists of the interwar era, joined Chicago
in 1927 and 1919, respectively, but were still too young to imbue the
whole department with their penchant. Paul Douglas (1892–1976), a
Professor at Chicago with views similar to the institutionalists’ (Silk
1974, 68–69; Reder 1982, 3), related that after he had come back from
the Second World War, he “was disconcerted to find that the economic
and political conservatives had acquired an almost complete dominance
over [his] department.” This was after the war. Before the war “the de-
partment had room for radicals like Lange, liberals like Douglas, middle-
of-the-roaders like Viner, as well as the beginnings of a conservative
group in Knight, Simons and Mint” (Minsky 1988, 170; Reder 1982, 9).
Reder dates the transition of Chicago in 1940–46, when several institu-
tionalists (Paul Douglas, H. A. Millis, and Simeon Leland) left and a few
charismatic neoclassical economists, including Milton Friedman, were re-
cruited (ibid., 9–10).

Thus, two of the four leading departments (Columbia and Wisconsin),
which accounted together for at least one-fourth, and at times even for
one-third, of all new Ph.D.s in economics were clearly under institution-
alist domination, strong evidence for the salience of the school. Individual
institutionalists also ranked high in the discipline. Mitchell was “one of
the two or three most famous American economists of his generation”
(Ekelund and Hébert 1983, 418). He served as president of the American
Economic Association (1925) and was chosen in 1937 as the President of
the American Association for the Advancement of Science, the first social
scientist in this capacity since Carroll D. Wright’s term in 1903 (Dorfman
1949, 3:473). In 1947 he was the first winner of the prestigious Francis A.
Walker Medal, “awarded at intervals of at least five years by the Ameri-
can Economic Association to the most distinguished living American
economist” (Dorfman 1959, 5:462). The second winner of the Walker
Medal (1952) was John Maurice Clark, another institutionalist who
served as president of the American Economic Association (1936). At
least six out of twenty presidents of the Association in the period 1925–
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44, were institutionalists and many others were sympathizers. Only three
can be classified as neoclassical economists.13

The institutionalists were also very influential in government. I already
mentioned Commons’s considerable contribution to the shaping of eco-
nomic, industrial, and social policies in the United States. His direct
impact on social and industrial legislation in Wisconsin became a model
for many other states and eventually to much New-Deal legislations,
in which his pupils played major roles. Mitchell, Clark, and others also
served on many public-policy committees (Dorfman 1959, 5:439n; cf.
Barber 1985). Rexford Tugwell was a member of Franklin D. Roosevelt’s
famous “brain trust” and an Assistant Secretary of Agriculture (Dorfman
1959, 5: 502–3n). When the Council of Economic Advisers was formed
in 1946, its first Chairman was Edwin Nourse (Sobel 1980, 21), an insti-
tutionalist agricultural economist (Knapp 1979; see also Nourse 1943).
While Nourse served as a Chairman, an even stronger adviser behind
the scene was Leon Keyserling, who eventually became the Chairman
when Nourse resigned.14 Keyserling was a devout institutionalist and a
fierce critic of post–World War II academic economics. In 1953, a Repub-
lican administration replaced a Democratic one, but the institutionalists
continued to control the Council. The new chairman, Arthur F. Burns,
was a close associate of Mitchell, a coauthor of Mitchell’s crowning
book, Measuring Business Cycles (pub. 1946), and Mitchell’s successor
as the scientific director of the National Bureau for Economic Research.
In 1970 he was appointed as the Chairman of the Federal Reserve Board,
probably the highest professional position in public service. He held
that position for eight years. Another influential institutionalist was
John Dunlop, who was very active in mediating labor disputes and served
in numerous public positions, including Secretary of Commerce under
President Ford.

Evidently, institutionalists continued to exert a great deal of influence
after the war in Washington, but in the academic arena they have been
gradually pushed to the periphery. Simon Kuznets, Mitchell’s student,
continued to enjoy a high reputation and to have many adherents. Never-
theless, and despite his Nobel Prize of 1971, he could not stop the decline
of institutionalism. Clarence Ayres established an institutionalist school
at the University of Texas in Austin (see Phillips 1989), that gained some
recognition in the field. At least eight other institutionalists were elected
as presidents of the AEA—Simon Kuznets (1955); C. B. Hoover (1954);
Morris Copeland (1957); George Stocking (1959); Arthur Burns (1958);
Joseph Spengler (1966); Kenneth John Galbraith (1973); and Robert
Aaron Gordon (1976). This, however, seems to be more a residue of their
past prominence in the field, rather than a testimony of their power in the
postwar era.
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The younger generation of postwar institutionalists—economists such
as Allan Gruchy, Marc Tool, Fagg Foster, Philip Klein, and Wendell Gor-
don—remained mostly unknown to the economic community at large
and to the wider intellectual public. As they were rejected from main-
stream journals, they established their own association, the Association
for Evolutionary Economics, and their own journal, Journal for Eco-
nomic Issues.15 Current economists would find, of course, little interest in
these works, which are so different from their own, and which they are
not trained in digesting and understanding. Yet, for institutionalists, as
well as for many other noneconomists, this kind of work seems much
more sensible and meaningful. As objective students of science we cannot
use the criteria of either group in judging the quality of either approach,
and therefore we cannot ignore the existence of an institutional school on
the periphery of the discipline. For us it must be part of the domain of
economics.

It is impossible to portray the modern intellectual landscape without
mentioning the influence of Polanyi, Galbraith, Myrdal, and Hirschman.
These scholars have neither been direct students nor indirect followers
of any of the prewar institutionalist masters. Yet theoretically and
methodologically their works are in line with the work usually identified
as institutionalist. Karl Polanyi, whose analysis of the rise of capitalism
and excursions into economic anthropology currently enjoy renewed in-
terest among historians, anthropologists, and sociologists (Humphries
1969; Stanfield 1986; Mendel and Salée 1991), was brought to Columbia
by its institutionalist economists, who were impressed with his work
(Neale 1990). John Kenneth Galbraith, the only postwar institutionalist
who reached wide fame and recognition outside economics, has not seen
himself as part of the institutionalist genealogy. Institutionalists, how-
ever, adopted him and christened him as one of their “forefathers”
(Gruchy 1972, chap. 4; Gambs 1975). Gunnar Myrdal, the famous Swed-
ish economist and a Nobel laureate, had started, according to his own
testimony, as a neoclassical economist but moved toward institutionalism
as he was unsatisfied with the way neoclassical economics developed after
World War II (Myrdal 1978). Hirschman’s emphasis on the normative
system that engulfs the business world and his aversion to abstract mod-
els put him much closer to institutionalism than to any other contempo-
rary approach.

Given the centrality of institutionalists at Columbia University and the
University of Wisconsin, their predominance in governmental positions
for several decades, and their influence over the wider intellectual land-
scape (especially of Veblen), it seems impossible to consider the institu-
tionalist chapter in the history of American economics as a mere ephem-
eral episode. This conclusion is supported by numerous testimonies of
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economists—not only sympathizers—who practiced during that period.
It is possible, of course, to argue over the relative power and impact of
institutionalists and neoclassicists, but I hope that I have already con-
vinced the readers that there is something wrong with the conventional
textbooks on the history of economic thought. Institutionalism did play
an important role in the history of economics. Now we should examine
the knowledge it produced. Can we accept the common view that institu-
tionalism was mostly a movement of criticism on orthodox economics
and that it has not had any constructive contribution to the field? As we
will see in the next section, this is another black box that must be opened
and substantially modified.

The Institutionalist Contributions to Economics

Conventional historians of economic thought tend to belittle the impor-
tance of institutionalism for the evolution of economic knowledge. Those
who refer to institutionalism, and who are therefore probably more sym-
pathetic than others, praise institutionalism for some “seminal ideas
which become part of the accepted theoretical structure” (Landreth 1976,
363). Other mainstream economists or historians of economic thought
do not credit institutionalism even that much. All of them deny that insti-
tutionalism offered a new way of looking at, and solving, economic prob-
lems. Institutionalists are aware of their image and fight back by focusing
on their uniting principles and underscoring their achievements and con-
tributions. The difference in the presentation of the contribution of insti-
tutionalism is more in the tone of the presentation and the way the things
are said than in content. Boulding even praises institutionalism as “a side
stream of dissent,” which “may have gouged channels in a direction
which the main stream will one day follow—and in part is following”
(1957, 3). Nevertheless, Boulding’s view on the importance of institution-
alism is substantially limited. He says that some other intellectual fields
like “the ‘new realist’ school of legal-economic thinkers [owe] a great deal
to Veblen and admit it publicly.” But “to the mainstream of academic life
he contributed a few scattered disciples, but not much else” (ibid., 7–8).
Boulding also praises Mitchell, who “left a vast intellectual progeny in the
national income statisticians and the econometricians.” But he too,
Boulding says, had no impact on academic economics. Commons’s many
achievements in policy making are also noticed by Boulding, but, once
again, Boulding claims that these achievements have not infiltrated into
academic economics (cf. Ramstaad 1986, 1098n). Boulding’s conclusion
is therefore mixed. “The direct impact of institutionalism on the main
stream of economic thought has been small,” but “the indirect influence
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of institutionalism has been very great” (1957, 11, 12). “The institution-
alists may not have given the right answers,” he adds, “but they did ask
some very right questions” (ibid., 12).

Blaug claims that “the institutionalist movement ended for all practical
purposes in the 1930s,” but he insists that “this is not to deny that there
were lasting influences.” Blaug points to the possible responsibility of
“the frequent attacks of Veblen and Commons on the narrow focus of
traditional economics” for “the recent interest in cybernetics, operation
research, management science, organization theory and general systems
analysis” (1985a, 710–11). This praise, however, is hedged by the way it
is presented. The space allocated to institutionalism—mere three pages—
seems to be much less than is justified by a movement of such momentum.
These pages are physically detached from the main story on the develop-
ment of economics; they appear as an isolated appendix as if institution-
alism were not an integral part of the history of economic thought.

The contribution of institutionalism to quantitative research is the one
element which is widely recognized by conventional observers as well,
and therefore I will not dwell much on this here (for details, see Dorfman
1963, 44; Kuznets 1963, 109). Yet the way this contribution is treated by
mainstream writers is symptomatic to the mistreatment of institutional-
ism. Boulding says that “the pioneering work of the National Bureau on
national income statistics in the twenties . . . ushered in a revolution in the
economic information system as profound in some ways as the revolution
in astronomy caused by the telescope. Mitchell, however, made only a
small impact on academic economics” (1957, 8; italics added). Similarly,
Blaug thinks that “Mitchell’s contribution to our understanding of the
business cycle and in particular to the revolution in economic informa-
tion that separates 20th- from 19th-century economics is too obvious to
call for comment” (1985a, 710; italics added). And yet, like Boulding,
Blaug quickly adds that institutionalism “did not fulfill its promise to
supply a viable alternative to neoclassical economics” (ibid., 711). These
are quite amazing statements. The contribution of Mitchell is compared
to the invention of the telescope, one of the most celebrated inventions in
the history of science. Similarly, Blaug speaks about a “revolution in eco-
nomic information.” Nevertheless, it is immediately added that institu-
tionalism “made only a small impact on academic economics,” or that it
had not supplied “a viable alternative to neoclassical economics.”

The attitude of Boulding and Blaug exemplifies the merits of the con-
structivist approach in the sociology of science. The constructivists un-
derline the fact that scholars have very different ideas about the standards
science should realize and about the appropriate assessment of how much
these standards are met. But even if we could agree upon the standards
themselves, we would still face the question of how to compare and judge
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two competing approaches, when one is conceded as higher on one di-
mension while the other is considered better on another. The many con-
tributions made by the institutionalists are widely recognized even by
mainstream economists and historians, such as Boulding and Blaug. And
yet the latter allege that those contributions are less important than those
made by neoclassicists. This conclusion reflects the bias of mainstream
economics in favor of abstract mathematical theory. Economic theory is
considered by most postwar economists to be the main goal of the disci-
pline, and the field where new approaches are tested. Interestingly, the
titles of conventional textbooks on the history of economics typically
refer to “economic theory” (Blaug 1985a; Landreth 1976; Spiegel 1983;
Niehans 1990); “economic analysis” (Schumpeter 1954; Backhouse
1985); “economic thought” (Dasgupta 1985; Galbraith 1987; Oser
1970; Napoleoni 1972); or “economic ideas” (Deane 1978; Routh
1975). There are very few texts on the history of “economics” (Canter-
bery 1976) or “economic method” (Ekelund and Hébert 1983). In other
disciplines we often encounter books titled the “history of physics” or
“the history of biology,” which describe both the development of theories
and ideas and the evolution of research methods, experiments, and tools.
Economics is quite unique in its extreme focus on pure theory and ideas.
Important advances in the collection and analysis of data do not enjoy,
therefore, the same exposure in the written histories of the discipline as
innovations in theory.16

This conclusion is also fundamentally different, as one may expect,
from the conclusion reached by institutionalist historians of economic
thought. For instance, Allan Gruchy, a postwar institutionalist, disagrees
“with those who believe that [institutionalism] is a minor flank attack
upon economic orthodoxy which will prove to be ephemeral.” Instead,
he is certain that “holistic economics,” his name for institutionalism,
“is the product of a genuine reconstruction which will turn out to be of
lasting significance” (1947, viii). Ten years later, Allan Gruchy was a
discussant of Boulding’s paper mentioned above. In response to Bould-
ing’s thesis, Gruchy lists the most famous books of Veblen, Mitchell,
Clark, and Means and says that those works successfully “constructed
their mosaic of the American capitalist system” (1957, 14). Forest Hill,
another discussant at the same session, refuted Boulding’s assertion that
institutionalists had little influence on academic economics. Veblen, Hill
says, influenced the study of industrial organization, labor economics,
business cycles, and the theory of the firm (1957, 16). Mitchell’s contribu-
tion to business cycle analysis, he adds, was recognized in the fact that
this contribution “accorded him as the first recipient of . . . the Walker
medal.” He was clearly, Hill maintained, more than an “economic ento-
mologist” or collector of time series, as Boulding argued (ibid., 17).
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The contribution of institutionalists to the collection and analysis of
data is not the only one that is belittled and ignored. So is their contribu-
tion to policy making. Sometimes it sounds as if the institutionalists are
actually attacked for dealing with policy instead of theory. In contrast,
institutionalist writers stress their involvement in shaping economic poli-
cies. For them, this is one of the main criteria according to which scientific
approaches are supposed to be judged. Allan Gruchy, for example, says
that “what is particularly important about the work of the holistic econo-
mists is that it represents one of the most thoroughgoing attempts to close
the gap between economic theory and practice” (1947, ix). The main
contributor to economic policy was undeniably John R. Commons:

Commons and his school made an important contribution to economic think-
ing and policy. Their philosophy found expression in labor legislation, trade-
union developments, public utility regulation, agricultural legislation, and
trade practices. . . . It was the earlier activities of Commons and his group in
Wisconsin who provided the New Dealers with a considerable number of prac-
tical instrumentalities and devices, as well as experienced personnel, to direct
the new agencies of regulation and administration (Dorfman 1959, 4:398).

Boulding concurs that Commons “was the intellectual origin of the New
Deal, of labor legislation, of social security, of a whole movement in this
country towards a welfare state. . . . One runs across his students every-
where, both in universities and in government” (1957, 7; see also Samuel-
son 1976, 846; Ekelund and Hébert 1983, 418; Mirowski 1990, 102).

It became quite habitual to attribute the New Deal to Keynesian ideas.
Yet, as everybody knows, the New Deal started before Keynes’s General
Theory, a fact Lakatosians cite as evidence that the transition to Keyne-
sianism was less “revolutionary” than commonly argued (Blaug 1975).
Leon Keyserling, chairman of the Council of Economic Advisers under
Truman and a staunch institutionalist, questions, however, the impor-
tance of Keynes’s abstract theory. As Sobel explains, “at a time when the
Keynesian Revolution was percolating through the economics depart-
ments of graduate schools,” Keyserling was already involved with fram-
ing much of the legislation of the early New Deal. Keyserling emphati-
cally denies that the inspiration for Roosevelt’s programs could be found
in the works of Keynes. Instead, he traces the roots of the New Deal “to
the pragmatic and practical institutionalists, men like Tugwell and him-
self” (Sobel 1980, 16).

An example of the contrast between Keynesianism and institutionalism
is provided by Arthur Burns’s response to the signs of depression. Late
in 1953 the economy showed signs of recession. Keynesian economists
pushed for a full-scale fiscal policy to prevent it. Arthur Burns, the Chair-
man of the Council of Economic Advisers, took a more careful approach.
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While preparing an expansionary fiscal policy, he used a gradual
approach, and followed the indicators closely, week after week. Eventu-
ally, the strong measures were not necessary. This was an institutionalist
policy, similar to Keynesianism in its prescriptions, but different in spirit
(Sobel 1980, 56–62; see also Moore 1979, 84). Blaug tells us that in the
late 1940s, Burns “emerged as one of the keenest American critics
of Keynes, not because of any inherent logical defects in Keynes’ theories,
but rather because of the haste with which Keynesians rushed towards
policy conclusions on the basis of theories which, Burns felt, had not
yet been decisively tested” (Blaug 1985b, 30). Burns himself said that
Keynesian theory “was no novelty for me. . . . Keynesian fiscal and mone-
tary remedies were commonplace matters. I found myself recommending
Keynesian policies in 1930 and 1931. . . . So did many others. The nov-
elty of Keynes did not lie in the policies he recommended, but rather in
the analytical foundation for his policies” (1985, 19).17 In contrast to
Keynesians, Burns especially emphasized that it was “essential to look
beneath the surface of the aggregates, such as gross national product,
total employment, and the general price level, in order to discover how
the economy really worked. His continued distrust of models constructed
largely from such aggregates stemmed in part from his view that the ag-
gregates did not adequately reflect what goes on in the economy” (Moore
1979, 82).

Sobel adds that in the 1960s, Burns allied himself “with moderates of
both the Keynesian and monetarist schools. . . . Burns was always ready
to jettison ideological baggage when the occasion demanded” (1980,
176). Burns, Sobel adds, “had no hard-and-fast commitment to either
camp; he usually went where the evidence led him” (ibid., 195). For
Sobel, Burns’s pragmatism is evidence of an exceptionally independent
mind. But it reflects not only Burns’s character. It reflects also the gap
between institutionalism and mathematical neoclassicism. Institutional-
ists often averred that the economy was too complex to be comprehended
with the help of a few universal and abstract principles. They claimed that
economists had to observe actual economic arrangements and improve
them according to the specific features of the cases. That was what Burns
did both in the Council of Economic Advisors and in the Federal Reserve
Board (Burns 1985, 19).

Given this prominence of institutionalism in economic policy making,
the exclusion of institutionalists from conventional accounts on the his-
tory of economics is, again, quite astonishing. And again, one can explain
this overlook by the preoccupation of historians of economics with the
development of economic theory rather than policy. Boulding complains
that the influence of Commons is felt “only” “in labor economics, in
social security, in public utility economics, in New-Deal legislation and
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administration” rather than in “basic theory” (1957, 8). Any other disci-
pline able to list major achievements such as these to its credit would
acclaim those who made these contributions as its heroes. But in econom-
ics they are almost forgotten. Commons’s “greatest triumphs in the arena
of practice were viewed as liabilities in the arena of economic theory in
the next generation” (Mirowski 1990, 102). Obviously, policy is not the
main economic playing field; theory is.

There is one more important aspect of the institutionalist contribution
to economics which has not been noticed so far. Some of the students who
were taught and trained by the institutionalists turned out to be leading
figures in the postwar neoclassical revival. Among those one can count
Kenneth Arrow, Milton Friedman, and Jacob Mincer. It might be attrib-
uted to this fact that these economists were less enticed by the mathemati-
zation project and more open toward empirical investigations and coop-
eration with other social sciences even at the expense of mathematical
sophistication. Friedman and Mincer, for example, were much more in-
volved in statistical research relative to their colleagues at the Chicago
school, and both of them have remained suspicious toward the mathe-
matically sophisticated, but substantively limited, methods of economet-
ricians.18 Friedman even said once that no one exemplified the “‘scientific
spirit’ more for him than Mitchell” (in Silk 1974, 54).

In 1959 John Maurice Clark described institutionalism as “one of the
great formative influences in the transformation of our economic thought
in the past half century” (quoted in Dorfman 1963, 8). One does not have
to accept this evaluation as correct, but historians of economics cannot
overlook the fact that one of the leading economists of the era, a man who
was an avid participant in the scene of academic economics, has ex-
pressed such a judgment. Even if his view is exaggerated, it still casts
many doubts over the conventional tendency to belittle the importance of
institutionalism. It is therefore an encouraging sign that the importance of
institutionalism is being reconsidered recently and that practicing econo-
mists seek inspiration in old institutionalist theory (Hodgson 1994).

Is There an Institutionalist Doctrine?

The negative evaluation of institutionalism by most historians of eco-
nomics is mostly due to what the latter consider as weakness in theory.
Conventional historians acknowledge the contributions to empirical in-
vestigations, to policy making, and to numerous substantive fields, and
yet institutionalism is considered unsatisfactory because institutionalists
have not offered “a theoretical structure to replace the model they were
criticizing” (Landreth 1976, 363; Hausman 1992, 226n). Even their cur-
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rent followers often accept this allegation. The institutionalists, who were
aware of this criticism, vehemently rejected this allegation and stressed
their belief in the necessity of theory. Nevertheless, their emphasis on em-
pirical research and their criticism of abstract theory exposed them re-
peatedly to the same allegation.

The accusation in regard to the lack of an institutionalist “theory” is
often accompanied by the argument that the institutionalists differed too
much from each other. If the theories of individual scholars were not
parts of the same whole there would be, of course, no point in speaking
about “an institutionalist doctrine.” The conventional view asserts, for
example, that “what the various [institutionalist] protagonists had in
common was antipathy to orthodoxy” (Knight 1952, 45). Institutional-
ism, Boulding concurs, “is essentially a movement of dissent and has a
certain atmosphere of sectarianism” (1957, 1). The idea that institution-
alism “is essentially a movement of dissent” was adopted by later writers,
who built on this thesis to explain why institutionalism had never been
seriously considered as an alternative to orthodox economics. Landreth,
for example, argues that because of this “fact,” it is impossible to see
institutionalism as a school:

A number of historians of economic theory have found sufficient unity in the
thought of certain heterodox economists to classify them into a school known
as institutionalism. . . . While there are some common bonds among this
group, we cannot find sufficient grounds for such a classification and have
therefore grouped these writers by their one unquestionable common element,
dissent from orthodox theory (1976, 319).

Backhouse also accepts the view that institutionalism “did not score
highly” in terms of “internal consistency and the accuracy with which
it summarizes the pertinent parts of its experience” (1985, 240–41).
In another example, Ekelund and Hébert say that “not even a self-pro-
claimed institutionalist pretends to identify a single, cohesive, and consis-
tent body of thought.” Institutional economics, they say, “is an umbrella
under which many interesting and productive ideas may be hiding”
(1983, 424; see also Simon 1979, 499; Blaug 1985a, 710). This last state-
ment is clearly wrong: self-proclaimed institutionalists have insisted
that “a single, cohesive, and consistent body” of institutionalist thought
exists.

Among the post–World War II economists who kept the torch of insti-
tutionalism alive, the two main figures were Clarence E. Ayres and Allan
G. Gruchy. Both of them put a lot of effort in challenging the atheoretical
image of institutionalism. Ayres’s denial of the common view is very
poignant: “Institutionalism proposes to find [the meaning of economics]
in the interplay of institutions and technology, which in turn are its basic
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analytical principles, just as classical theory has sought the meaning of the
economy in the interplay of wants and scarcity, which . . . constitute its
basic principles” (1951, 52). Ayres explains that the institutionalists’
“zeal for objectivity has led many institutionalists to devote themselves
almost exclusively to empirical studies to the neglect of the interpretation
of the facts their studies have disclosed.” But that does not mean that they
have had no theory. Veblen, he adds, “misled a whole generation of stu-
dents” by saying that he had no theory of value. “But it is our responsibil-
ity not to be misled . . . a theory of value is implicit in all of Veblen’s
work” (ibid.). And he elaborates:

Veblen saw that tool-using . . . is physically productive, a creative process that
underlies all the achievements of mankind; and that the exploits by which some
men are always seeking to get the better of others are an impediment to work-
manship and creative achievement. This basic ethical principle—the instru-
mental theory of value . . .—runs through all of Veblen’s work, and is one of
the foundation principles of institutionalism (Ayres 1951, 53).19

Unlike Ayres, Gruchy does not seek to rehabilitate Veblen. Instead he
claims that the antitheoretical image of institutionalism might have been
different had it been “based more on the work of Commons, Mitchell,
Clark, and other post-Veblenians than on Veblen’s work” (Liebhafsky
1980, 23).20 One of the major themes of Gruchy’s lifetime work “was that
of correcting the stereotyped caricature of institutionalism . . . that still
permeates the minds of contemporary orthodox economists who have
conveniently utilized the stereotype to avoid dealing with the problems
with which heterodox economists consistently confront them” (ibid.).
Gruchy’s view of the essentials of the institutionalist approach is different
from Ayres’s. According to his summary, “the institutionalist theory of
capitalism runs in terms of the continued march towards industrializa-
tion, the spread of collective action, the growing inability of the free mar-
ket system to remove automatically discrepancies between the nation’s
income and product flows, the development of imbalances between prices
and costs and between savings and investment, and the expansion of gov-
ernment action to reduce these discrepancies and imbalances” (1957, 14).
While Ayres concentrates on the interaction between technology and so-
ciety, Gruchy, focuses on the inability of a market economy to produce
socially desirable outcomes, and hence, the need for an active govern-
ment. Their differences notwithstanding, the interpretations of both
Ayres and Gruchy are rooted in Veblen’s theory, and especially in the idea
that the pecuniary logic is different from the logic of production.

From the constructivist point of view, the answer to the question
whether institutionalists had a theory depends on how one defines theory,
and there is no one conception of what theory is that is agreed by all
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philosophers and scientists. Current neoclassical economists internalized
a rather unique view of theory, which is very different from the notion of
theory held by institutionalists. The former view theory as simple models,
which abstract from reality and demonstrate the effects of given variables
on some other variables, using formal and rigorous deductive analysis.
The institutionalists preferred depth and width of theory, even at the ex-
pense of elegance and rigor. Their theories, which have been similar to
those pervasive in most other social sciences, are supposed to account for
fundamental historical processes.

The meaning of theory was thus part of the conflict between institu-
tionalists and neoclassical economists, an issue we will discuss in chapter
4. For now, the point that we should remember is that we cannot accept
the judgment of writers who were trained within the dominant neo-
classical paradigm as an objective evaluation. When they accuse institu-
tionalists of having no theory, what they mean is that institutionalists
had no theory of the neoclassical type; this is the only type of theory
they recognize. Institutionalists lacked, of course, such a theory. This,
however, does not mean that they lacked theory in some other sense of
the word.

The same logic applies to the accusation that institutionalists lacked
internal unity to be considered a viable alternative. There is no doubt
that the institutionalists were not a homogeneous group. Many in-
stitutionalists accepted the market economy as a basis for social action
to bring about better results. Others denied any role for the market.
Consequently, they differed in their attitude toward neoclassical price
theory, which is based on market economy. These differences were
reflected in the way the past was interpreted. While most institutionalists
accepted the contributions of the great economists from Smith to
Marshall as important, others rejected the works of all or some of those
economists. Other differences were revealed in their methodological ap-
proaches. Veblen was not very interested in empirical research; Com-
mons was mostly a historian; and Mitchell indefatigably fought for quan-
titative economics.

The question, however, is the significance of these differences. Do they
mean, as the critics of institutionalism claim, that it is impossible to speak
about “an institutionalist doctrine”? According to the constructivist ap-
proach there are no absolute answers for questions of this sort. The an-
swers are a matter of interpretation. Labels such as “classical” or “neo-
classical” economics indicate certain general ideas that were part of the
work of many individuals. But these labels by no means indicate that the
economists involved had identical principles and beliefs. “Simple labels,”
Arrow says, “are never adequate” (1992, 45). This is true also in regard
to the label “institutionalism.” The people referred to as “institutional-
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ists” seem to share certain tenets despite the gaps among them on meth-
odology, policy, and theory.

When rival approaches clash, it is often the case that each one tries
to challenge the other by drawing attention to internal contradictions
within the beliefs of the contender or among its advocates. In such cases
we would witness a trial of strength in which the criticized party tries
to show its unity and coherence. And this is, indeed, what the institution-
alist writers have done. Clarence Ayres, for instance, admits that “no
critical consensus has evolved” among the heterodox economists, but at
least the institutionalists “acknowledge Veblen as a common source of
inspiration” (1938, iii–iv). Ayres also claims that the most basic institu-
tionalist principle is that “the relative scarcity or relative plentifulness of
all resources [are determined by] the state of the industrial arts. . . . That
is the paramount fact of the modern economic system” (1957, 26). He
argues that “the recognition of that fact is the most constructive achieve-
ment of institutionalists generally. Formless and inchoate as the writings
of institutionalists have been, that emphasis runs through them all”
(ibid., italics added).

Speaking about the generation of institutionalists that followed Veb-
len, Allan Gruchy explains that they “did not slavishly follow the lines
drawn in earlier years by Thorstein Veblen” but “brought new emphasis
to the work of revamping economic thought.” The younger generation,
Gruchy adds, “were prone to be somewhat less speculative and more con-
cerned with immediate economic and social issues than was Veblen. They
were more willing to envision economic reform within the limits of the
existing private-enterprise system.” Yet Gruchy insists that these differ-
ences do not mean “that these younger revisionists of the postwar period
had developed a basic approach to economic studies which was different
from Veblen’s approach. On the contrary, their work was in its essentials
within the Veblenian tradition” (1947, 2). He therefore concludes that
the works of the “outstanding members of the holistic [i.e., institutional-
ist] school . . . fall into the mold of a common intellectual pattern” (ibid.,
541; see also Hodgson 1994, 68–69).

Mark Blaug, a neoclassical historian, praises Gruchy’s book as “a tour
de force of interpretation” but is not convinced of its main thesis (1985a,
712). In his opinion, the interpretation “unfortunately collapses the mo-
ment it is probed.” Blaug, who has never been part of the institutionalist
movement, cannot see any sense in Gruchy’s argument concerning the
“main message” of institutionalism. Looking at the works of various
members of the movement through his own perspective of what counts,
he sees no commonalities. In contrast, John Adams, a contemporary insti-
tutionalist, conceives Gruchy’s “perception of an underlying unity in the
writings of the major American institutionalists” as one of Gruchy’s
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“giant ideas” (1980b, 3). Who is right, Blaug or Gruchy and Adams?
Apparently, the institutionalists shared many beliefs but disagreed on
many other things. What part is more significant? This, the constructivist
approach is never too tired of repeating, depends on one’s perspective and
cognitive or material interests. It is useless to assume that there is any
measure of consensus against which one could compare the unity of insti-
tutionalism and determine whether they were unified enough to be con-
sidered “a school.” What we can do is to follow the debate over unity
itself and find out how the belief that institutionalism was not unified
turned into a black box.

The “Old-Fashioned” Neoclassical School and Institutionalism

The discussion on the unity of institutionalism brings up another impor-
tant aspect of the interpretation of that movement. The critics of insti-
tutionalism, we saw, agreed that institutionalism was “essentially a
movement of dissent”; what the institutionalists had in common “was
antipathy to orthodoxy” (see previous section). The previous section has
documented the attempts of institutionalists to demonstrate their positive
achievements. This presentation may create the impression that they were
indeed united by their objection to orthodox theory. But did all the insti-
tutionalists share “antipathy to orthodoxy”? Today institutionalism is
almost universally perceived as the antithesis of “mainstream” orthodox
theory, but we have to be careful in basing our historical interpretations
on current constructions. In chapter 2 we saw that the Marshallian type
of neoclassical economics was very different from the current version of
neoclassicism. Marshallian economics and the American “new synthesis”
of the 1890s acknowledged the role of institutions, repudiated simplistic
hedonistic psychology, accepted the necessity of historical and statistical
studies, and favored greater involvement of the government in the econ-
omy. So what were the institutionalists so upset about? Why did Veblen
attack orthodox theory? Can we really speak of a struggle between two
clearly distinguishable networks of economists, two distinct schools
or paradigms?

The conventional approach to the history of economics is built on clear
definitions of schools and theoretical approaches, and therefore the rela-
tions between any two movements can be characterized either as com-
pletely contradictory or as compatible. The constructivist approach, in
contrast, treats intellectual schools as labels fluidly assigned to various
groups either by themselves or by others. The map of the discipline that
eventually appears depends on the negotiation among different defini-
tions of the situation. When an agreement has been achieved, it has a
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power of its own; by being assumed by participants, it is constantly rein-
forced, and thus, it can become more “real” than it has originally been.
But it is still a fluid map; new participants, new practices, and new ideas
can always change its contours.

When we study the social life of economics during the twenties and
thirties we can easily sense a competition among several groups. At the
time, the camps were not clearly defined. The term “institutionalism”
itself has just entered the lexicon, and discussions were conducted on its
meaning. Originally it was coined as a label to describe the work of Thor-
stein Veblen only. Sociologically, one could discern two concrete
“schools,” that is, dense networks of economists who were related to
each other; one around Commons in Madison, and the other around
Mitchell and the NBER. There was also a wide trend of using statistics,
which included many other researchers with a variety of theoretical posi-
tions beside Mitchell’s group. The neoclassical camp was even less clearly
defined. When economists spoke about “orthodox” economics what they
usually meant was the British political economy from Smith to Marshall,
but it was not certain what it meant in the 1920s. As we saw in the previ-
ous chapter, many neoclassical economists (i.e., economists who are rec-
ognized as “neoclassical”) supported moderate state intervention and
empirical research. Others looked less favorably toward such practices.
Irving Fisher, Frank Knight, and Frank Taussig—to mention only three
of the leading neoclassical authorities—differed a great deal in their be-
liefs about economic policies and the way economists should go about
their disciplines.21

Nevertheless, I find the labels “institutionalists” and “neoclassical”
useful in analyzing the economic discourse of the interwar period. In
the next chapters we will learn more on the views of institutionalists and
the differences between them and the neoclassical economists. But in
order to give the reader some notion on the differences and to justify the
crude division of the discipline into two camps, I summarize here the
main differences between them. The institutionalists emphasized, of
course, empirical research much more than the neoclassicists. Many of
them accepted the neoclassical analysis of hypothetical conditions as
valuable for a limited range of interests, but they were much more likely
than Marshall to stress the limits of this practice due to irrational compo-
nents of human behavior, the rigidities of institutions, and the evolution-
ary development of the economy. They, therefore, pushed toward quanti-
tative and historical studies and hoped that exact quantitative data would
allow them to find laws of economic development and regulate the econ-
omy safely.22

The neoclassicists were less sanguine concerning the ability of empiri-
cal work to give clear-cut solutions to economic problems. They were
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aware of irrational behavior and of the role of institutions in channeling
human action but believed that deductive analysis based on the assump-
tion of rationality was the most profitable course for economics nonethe-
less. They never mistook their analysis for a description of reality. They
viewed the orthodox value theory only as a starting point and fully agreed
that empirical research was essential for accounting for specific phenom-
ena and for policy making. Because of their more restrained expectations
of economic research, the neoclassicists were more cautious in their pol-
icy recommendations. They had the same goals as institutionalists but
favored more restrained intervention because of their doubts concerning
the ability of economists to ensure the realization of these goals.

Whether these are large or small differences is a matter of taste and
perspective and the decision how to present them depend on strategic and
tactic calculations. If the protagonists expressed harsh criticisms of each
other during the interwar years, this might be attributed to the fact that in
the twenties these two approaches were the main contenders, and in that
context their differences might have appeared large. Yet it would be
wrong to assume that the relations between the two parties were entirely
antagonistic. Several prominent institutionalists—most notably, Veblen,
Tugwell, and Ayres—wished to discard neoclassical theory in its entirety.
But others—especially Commons, J. M. Clark, Copeland, and even
Mitchell—conceived themselves as part of the mainstream of economics.
Commenting on his own work, John Commons claimed that there was
nothing new in his analysis; the only change was in rearranging old ideas
and concepts in somewhat new fashion: “Everything therein can be found
in the work of outstanding economists for two hundred years. . . . The
things that have changed are the interpretations, the emphasis, the
weights assigned to different ones of the thousands of factors which make
up the world-wide economic process” (1990, 8). Mitchell also acknowl-
edged the value of classical theory and conceived institutionalism as an
enterprise of making the old theory more applicable (e.g., 1924, 15, 18;
in Working 1927, 20). The institutionalists, Arthur Burns reminisces,
“were not content with the Marshallian synthesis. They didn’t abandon
it. They found a use for it, but they also found it incomplete and inade-
quate for dealing with the problems of the times” (1985, 17; see also
Yonay 1991, 164–66; R. A. Gordon 1963, 125).23

The social relations between the advocates of the camps were as di-
verse as the positions of both sides. Mark Perlman, an economist with
background in both parties whose father, Selig Perlman, was a well-
known institutionalist colleague of Commons at Wisconsin, describes in
an interview how the students at Wisconsin were exposed to the ideas and
theories of both institutionalists and neoclassical economics. When I
talked on the two schools with Jacob Mincer, a neoclassical economist at
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Columbia who is associated with the Chicago school, he was referring to
“what you call institutionalism” or “what you call neoclassical econom-
ics.” Obviously, he knew what I was referring to by these labels but felt
uncomfortable with them, probably because, like Perlman, he did not
conceive the two camps as completely inimical.

The best proof that the two groups were not polarized as one may
think today is, perhaps, the existence of many economists whose posi-
tions were somewhere between institutionalism and neoclassical econom-
ics. This group included some of the most distinguished economists of the
interwar period: Allyn Young, Thomas S. Adams, Alvin Johnson, Henry
Seager, and Paul Douglas. I will deal with the first three of these econo-
mists, because their ideas illustrate the fuzziness and vagueness of what
appear often as clear-cut borders between institutionalism and orthodoxy
in conventional textbooks. Allyn Young (1876–1929), one of the most
prominent American economists during the interwar period, is sometimes
referred to as a neoclassicist because his “enduring contribution was in
the development of value analysis and money” (Dorfman 1959, 4:222).
But, as Dorfman adds, “his interest went far beyond these areas” (ibid.).24

Young explicitly protested against the “fruitless quarrels of the method-
ological sects, against their intolerance, and against their pretensions to
exclusive possession of the only right points of view and the only effective
methods of research” (Young 1927, 10). Economic research is retarded,
Young lamented, “because of our intolerance of methods and points of
view other than our own” (ibid., 6). For Young, orthodox theory and
institutionalism were complementary: “the contractual approach,” the
Marshallian one, “views social arrangements as deliberate contrivances
resting upon voluntary agreements—instruments which men use in at-
taining their purposes.” “In the institutional view,” he explained, “these
same arrangements appear as social habits, the products of history, not
really shaped by the rational prevision of men . . . man himself . . . is the
product of life in society” (1927, 6).

Young had more confidence in orthodox theory than the institutional-
ists. The theory, he declared in the 1929 edition of Britannica, was “an
instrument of proved effectiveness for predicting some of the results of
economic changes with a fair degree of certainty” (Dorfman 1959,
5:465). But he was very careful in applying its results. The marginal pro-
ductivity theory, for example, was somewhat misleading in his opinion.
Taken by itself, he wrote, it “had no particular significance except as a
‘corrective to the even more misleading notion’ that rewards were not in
any manner dependent upon productivity” (Dorfman 1959, 5:465). At
the same time Young was very interested in economic history and devoted
a great deal of effort to the study of the Industrial Revolution. His belief
that “the economic system grows and evolves like a living organism by
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means of successive adjustments and adaptations” (quoted in Dorfman
1959, 4:224) was virtually identical to the institutionalist position. The
reason I did not classify Young as an institutionalist is his much more
modest expectations concerning the ability of economic science to solve
social and economic problems. He expressed his “fear that we are in dan-
ger of expecting from systematic research more than systematic research
can possibly give us.” Young does not agree with those “who think that
through research . . . the social sciences might be as completely revolu-
tionized . . . as the physical sciences were. . . . As a result, we are asked to
believe, society would be in command of its own destiny” (Young 1927,
23–24). This is an explicit warning against the institutionalist confidence
in the power of empirical research, which Young could not share due to
his own belief that there were no permanent and exact laws that governed
human behavior (ibid., 8). Yet, more like the institutionalists than the
Marshallians, Young believed that “uniformity and regularity” could
emerge out of the “arbitrary or capricious happening” if we applied the
scientific creed of “patient and methodical inquiries which we call re-
search” (ibid., 1). He also agreed with institutionalists that “the increase
in the number of able men who are bringing the spirit of scientific inquiry
into the study of economic problems gives us ground for hoping that we
shall learn how to deal with those problems more effectively and more
wisely” (ibid., 25). Young also stressed the importance of the assiduous
collection of new data and the “need to supplement our statistical inqui-
ries which have to do with aggregates and averages, by historical studies
in which the individual and concrete aspects of economic activities shall
be emphasized” (ibid., 19, 21).25

Thomas Sewell Adams (1873–1933), a Professor at Wisconsin and
later at Yale, was involved in the legislation of income taxes and con-
sulted both federal and state authorities in matters related to taxation
(Dorfman 1959, 4:215). Adams taught “economic theory based primar-
ily on Alfred Marshall’s Principles” (ibid.) but he “evidenced little inter-
est in the more theoretical and abstract aspects of public finance. For him,
such matters as the analysis of tax shifting and incidence were overshad-
owed by the practical problems of making fiscal policy work” (ibid.,
4:221). Adams also urged the Bureau of Labor Statistics to hire graduate
students in economics to field work, so that they “could become ac-
quainted with actual labor and industrial conditions” (ibid., 4:217). On
the other hand, Adams shared with Young and the Marshallians the
doubts in the power of science: “Political economy which is mere sci-
ence,” he wrote, “is not enough partly because it is an impossibility,
partly because there is something more excellent” (Adams 1928, 3–4). An
economic branch which dealt with taxes could “never be merely or prin-
cipally a science.” In this and in many other branches of economics “in



75TH E HIS T ORY OF INS T ITU TIONA L IS M

which the ‘underlying uniformities which the economics seek,’ are vitally
dependent upon the conscious and concerted action of social groups”
(Adams 1928).

Alvin S. Johnson, a student of J. B. Clark, and for some time his per-
sonal secretary, was a professor at Cornell and the President of the AEA
in 1937. Johnson’s main interest was the orthodox price theory, but he
treated the theory as a starting point, not as a description of reality. Al-
though “he has been held in high regard by circles representing the domi-
nant viewpoint of formal economic theory, . . . his active mind, especially
in matters of practical proposals, has often enough cut across that tradi-
tion” (Dorfman 1949, 3:420). Johnson “expressed dissatisfaction with
the limitations of ‘orthodox’ economics,” which left out of discussion
many problems that could not be put in terms of supply and demand
(ibid., 3:423). His view on the nature of economics (1922) is very similar
to the way institutionalists conceived of the discipline.

Conclusions: A Prospering, Mighty, and Fertile School

The conventional narrative of the history-of-economic-thought literature
depicts institutionalism as a nebulous label attached to the works of a
very few early twentieth-century economists who criticized orthodox the-
ory. Those economists were very different from each other and they were
united only by their strong dislike of the economic tradition that preceded
them. They might have had some influence over economic policy-makers
and they encouraged quantitative research. But since they had no alterna-
tive theory, their utility was exhausted as soon as orthodox economists
heeded their criticism and mended the established theory accordingly.
That is why they failed to attract many followers and to survive long
enough to have a permanent impact on the discipline. Understandably,
they disappeared from the economic arena in the 1920s.

In this chapter I offered an alternative narrative, one told mostly by
institutionalist writers. According to this narrative, institutionalism con-
tinued a radical trend in American economics, one which was already
quite powerful in the 1880s. It included dozens of economists and
reached its zenith only during the interwar period. It was very critical of
the established doctrine, but it did not seek to throw it out completely.
The institutionalists suggested an alternative view of the economy and
offered new ways to study it. Their teaching was very persuasive and
attracted the attention of policy-makers and economists. Even many neo-
classical economists shared the institutionalists’ desire to make econom-
ics more empirical and recognized the need in increasing the role of the
state in the economy. The decline of institutionalists started only after
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World War II, but their sway in Washington lingered for a decade or two
thereafter. To sum up, the institutionalist chapter is an important link
in the history of economics without which we cannot understand its past
evolution and many of its modern aspects. Its enduring mark in econom-
ics is evident in the welfare legislation in the United States and the
measurement techniques and economic forecast procedures common in
our days.

Which of these two narratives is closer to the historical reality? Accord-
ing to Latourian principles, when two conflicting claims clash, each party
has to recruit allies to convince potential juries that its claim is valid. In
our case, the orthodox approach has managed to erect a powerful net-
work of allies and its view has become hegemonic. For the last decades its
view has been widely accepted as the whole truth and used as a black box
in the discourse of historians, sociologists, and political scientists, while
the institutionalist narrative has been almost extinct. I believe that this
closure was achieved too early, and my main goal was, therefore, to con-
vince the readers that it should be reopened. My pro-institutionalist nar-
rative might have been overstated, but the evidence presented in this
chapter shows that the accepted narrative is grossly misleading. A discus-
sion of this evidence, both by critics and supporters, can further refine our
picture of modern economics. Meantime, those who want to learn more
on the institutionalist views and the nature of their disagreement with
neoclassicists are invited to read the next chapters, in which various as-
pects of the debate are analyzed.



Four

The Struggle over the Meaning
of Science

What is Science? We cannot define the word with the preci-
sion and concision with which we define Circle, or Equation,
any more than we can so define Money, Government, Stone,
Life. The idea . . . is too vastly complex and diversified. It
embodies the epitome of man’s intellectual development . . . a
particular branch of science, such as Physical Chemistry or
Mediterranean Archeology, is no mere word . . . but a real
object, being the very concrete life of a social group consti-
tuted by real facts of inter-relation.

(Charles S. Peirce, Collected Papers, vol. 7
[quoted in Mirowski 1990])

“Scientific,” like “democracy” and “American,” is becoming
a shibbolethic password which the naive think they have only
to pronounce with sufficient glibness to be welcomed among
the respectable and recognized elect.

(A. B. Wolfe, “Functional Economics”)

Good Science, like God, patriotism, and the flag, are rhetori-
cal devices designed to be impossible to argue against—de-
vices often used in the absence of a good case on the merits.

(J. S. James, “The Drug-Trials Debacle and
What to Do About It”)

THE TRADITIONAL VIEWS of science assume the existence of one fixed set
of rules, the Scientific Method, that unifies all sciences, distinguishes be-
tween production of scientific and nonscientific knowledge, and ensures
the validity of the former. Dispassionate observation, controlled and
replicable experiments, logical calculations, and unassailable mathemati-
cal proofs make scientific knowledge objective, universal, and indepen-
dent of individual and social interests. Of course, different scientific fields
adjust the concrete components of the Scientific Method to their own
special requirements and circumstances, but such adjustments themselves
are determined according to the logic of the Scientific Method. They do



78 CH AP T ER F OU R

not reflect the variety of science, but rather the variety of the realities
studied by science.

Historical and anthropological studies have found, however, that sci-
ence does not work according to this mythical Scientific Method. First of
all, it has been found that criteria of validity and quality in science vary
substantially from one field to another (Knorr-Cetina 1991). Second, the
research has exposed how the methods followed by various scientific
fields are determined in negotiation and conflict among practitioners with
distinct attitudes (Latour and Woolgar 1979; Latour 1987). Even experi-
mentation, the quintessentially scientific method, was accepted as a valid
method only after long struggle with those who warned that experiments
opened the door to serious mistakes due to the limits of our senses
(Shapin and Schaffer 1985). Descartes perceived Newton’s reference to
“force in distance” as unscientific; Pasteur kept double books because the
experiments he conducted failed to prove his argument; and Einstein re-
fused to surrender to the empirical findings of quantum mechanics be-
cause they contradicted his most basic views of the universe. The con-
structivist view therefore emphasizes the variability of scientific cultures
and their heterogeneity.

Disciplines are also influenced by the criteria of other disciplines, espe-
cially of highly prestigious ones. Approaches and methodologies have to
be black boxed like facts or theories, and such stability is achieved by
connecting them to stable networks of celebratedly successful disciplines.
When a new field is established, or an old approach challenged, the prac-
titioners try to tie their views to stable and powerful existing networks. In
any period there is one science which is considered by members of the
larger society to be the leading exemplar of science and serves as a model
for “good science” in remote disciplines. Mechanics was the most presti-
gious field following the success of Newton. Darwin’s theory may have
bestowed this supremacy to biology (Marshall 1910, 764). Chemistry
also reached a period of glory following its success in “creating” new
materials late in the nineteenth century, and, finally, Einstein’s relativity
theory and the invention of atomic energy may have uplifted physics back
to the most preeminent position.1

In many fields we find that a conflict has been ignited by a new ap-
proach, which speaks in the name of progress and “science,” and which
seeks to substitute quantitative, exact and allegedly objective methods for
more qualitative, less exact, and less reproducible ones. Snow (1964)
spoke about “two cultures,” scientists versus humanists, but we might
better view this as a difference between two styles of academic inquiry,
one of which is more common in the natural sciences and the other in the
human sciences. Harwood, for instance, found such a division in his
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study of the “hereditarians” versus the “environmentalists,” in relation
to racial IQ differences: “Whereas Jensen’s supporters’ position is charac-
teristically rational, quantitative, abstract, atomistic, and static, his crit-
ics’ position is inclined to be intuitive, qualitative, concrete, holistic, and
dynamic” (1979, 236).

Due to the diversity of science and its multifaceted nature, each party
in a scientific struggle can draw upon a copious repertoire of philosoph-
ical arguments which have been made during millennia of ontological
and epistemological discourse. It is important to emphasize that it is not
argued here that metaphysical views are the cause of paradigmatic dis-
agreements. This might be the case, but it is equally plausible that philo-
sophical views are only the rationalization for preexisting different
substantive views (MacKenzie and Barnes 1979, 198). The long philo-
sophical discourse includes a variety of opinions and views, and scientific
disputants might be viewed as “shoppers,” who turn to this discourse for
suitable philosophical justifications, which would help them to turn their
plain views into black boxes.

The struggle between neoclassical and institutional economists is one
example of the struggles over the “right method” in science. The core of
the institutionalist attack on neoclassical economics is in the realm of
methodology (Blaug 1985a, 708). Their stress on inductive methods and
their claim that quantitative studies are a prerequisite for the establish-
ment of general laws contrasted the deductive nature that characterized
neoclassical economics, although the latter also recognized the need for
empirical research. It is therefore not a surprise that methodological argu-
ments concerning the nature of science and the criteria of good science
occupied the center stage of the debate. Institutionalists argued that their
empirical approach was more compatible with the methods of modern
experimental science. Some neoclassicists (but not all!) defended qualita-
tive methods and presented their practice as an “art.” Other neoclassicists
reminded their colleagues of the achievements of theoretical reasoning
and accused the institutionalists of amassing countless facts without sug-
gesting any theory to explain them. As in other disciplines, both institu-
tionalists and neoclassicists used many examples from physics and biol-
ogy. There was hardly any methodological essay that did not make a
reference to one of the more prestigious natural sciences. Neoclassicists
brought the laws of mechanics as a model, and as a justification, for their
pursuit of simplified laws of economic behavior. Institutionalists, on the
other hand, drew attention to the laborious and assiduous collection of
data on movements of planets, which preceded and, in their opinions,
allowed the discovery of the laws of mechanics.2 They also used evolu-
tionary theory as a model for economic science. Economic systems, they
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argued, were not mechanical systems. They were, rather, evolving organ-
isms that constantly changed.

In this chapter I describe this struggle and the nature of arguments
brought by both camps. The focus is on the “allies” that each party
brought and on the ways these allies were being tied to the goals of the
parties. The structure of this chapter is in the form of a dialogue. I start
from the core of the institutionalist criticism, and then I review the coun-
terarguments of the neoclassicists, the rebuttals of institutionalists, the
neoclassical rejoinders, and so forth. This is not a chronological descrip-
tion of an actual debate. When the analyzed materials were written, the
various arguments had already been part of the discourse, and the partic-
ipating discussants anticipated the arguments which would be brought
against their claims and preempted them. Yet it is possible to reconstruct
a logical order of arguments, which is also the most convenient way to
comprehend the debate. The chapter is divided into two parts. In the first
part I follow the exchange of arguments which started from the accusa-
tions made by institutionalists that neoclassical economics was not scien-
tific because it was not based on empirical research. The second part deals
with a counterattack of the neoclassicists, in which they accused the insti-
tutionalists of having no theory to make sense of the data they had been
collecting. We will see that the institutionalists and the neoclassicists ac-
tually professed very similar methodological beliefs. Therefore, the third
section explains the essence of the disagreements which kept institutional-
ists and neoclassicists apart even when they declared their allegiance to
the same principles.

The Institutionalist Attack

Institutionalists: Science Is Inductive

If one has to choose one element of institutionalism as the core of the
approach, the emphasis on empirical research is a good choice. Probably
the main allegation of institutionalists against orthodox economics was
the lack of a serious attempt to describe what really happened “out there”
in the economy. And the most respected ally that the institutionalists re-
cruited was Science itself. They made the argument that proper science, as
it was practiced in all other disciplines, was based on the laborious collec-
tion of facts, the search for recurring patterns, attempts to generalize the
data, and, finally, the construction of theories to make sense of the
amassed facts and generalizations. The established neoclassical doctrine,
the institutionalists argued, was uniquely outmoded in its reliance upon
deductive methods:
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Tradition has established as the proper method of theory, deductions from
hypothetical and drastically simplified premises rather than inductions from
observations, the study of case material, or the use of statistics; and has caused
its students to feel no necessity for checking doctrines by reference to the
facts—a process regarded as quite essential in all other sciences. Furthermore,
it has rendered theorists content with extremely general and highly abstract
explanations of economic phenomena (Slichter 1924, 304).

Albert B. Wolfe’s essay began with professing “The Demand for a Sci-
entific Economics,” already implying that the existing approach was not
scientific. He argued that neoclassical theory was “static and taxonomic,
a priori and deductive, unrealistic, scholastically over-refined, and based
on antiquated and unscientific psychology” (1924, 445). Classical and
neoclassical economics, he further asserted, “do not give us a realistic
theory, that is, a theory which explains economic life as it actually is and
based on an adequate inductive method” (ibid., 467). Wolfe made the
further accusation that neoclassical generalizations were derived not
from actualities but “rather [from] metaphysical postulates and hypothe-
ses.” Valid theory, he maintained, should be “dynamic, evolutionary and
relative, concerned broadly and objectively with processes rather than
with the precise implications of conceptual definitions, scientifically in-
ductive rather than formalistically logical in method, and realistic” (ibid.,
445–46; italics in original).

This view was a central recurring theme in many of the methodological
writings. George Soule argued that by not following this fundamental
method of science, namely, inductive research, economists perpetuated
“the primitive state of economic science” (1924, 360). He added that
neoclassical economists “have fallen in love” with the neatness of the
theoretical system they had developed and refused to abandon it in favor
of scientific methods. The result, in Soule’s opinion, was that economic
doctrine had become more like metaphysics than a description of reality
(ibid., 360–61). Lionel Edie explained the fact that “economists are so
much in disagreement nowadays” by the fact that “economics is at last
undergoing a real transition under the impact of the spirit and method
of modern science” (1927, 408). John Candler Cobb (1926) presented
the theory that each scientific discipline was going through “a natural
evolutionary development from qualitative toward quantitative meth-
ods.” Economic theory had just outgrown the qualitative stage, and it
was now following its older sisters—the oldest sister, astronomy, chemis-
try, and the youngest, medicine. Quantification allowed economists to
“formulate the theories and principles of economics into concrete prob-
lems, and to attack them one by one, by intensive inductive method”
(1926, 426–27).
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The recruitment of science by institutionalists could be answered by two
tactics. Neoclassicists could point at those aspects of the prestigious sci-
ences that were more similar to the deductive methods of neoclassical
economics. Or, alternatively, they could say that economics was not a
(natural) science, and that the methods of natural science were therefore
irrelevant. Traditional views of science (including the Mertonian,
Kuhnian, and Lakatosian) tend to assume that academic schools must
adhere to consistent views. Constructivists, in contrast, find that schools
often employ contradictory arguments. Such was the case with the neo-
classical response: some neoclassicists opted for the first alternative,
pointing especially to the achievements of theoretical physics. Others, or
the same neoclassicists in other occasions, insisted that economics was
not (just) a science; it was an art as well (Lowe 1964, 199). I will begin
with the first line and discuss the second later.

Frank Knight, the central neoclassical theorist, said that “there is a
close analogy between theoretical economics and theoretical physics.” In
both fields, he added, application of the principles required adaptation to
particular conditions, “but the application of principles is impossible
without principles to apply.” Laboratory physics could not have achieved
its astonishing progress “without the aid of a relatively separate develop-
ment of mathematical theory.” Similarly, applied economics could not
progress without the development of pure theory (1924, 259; emphases
added). Raymond Bye admitted that chemists and physicists used detailed
observations in their studies but added that they were still interested “in
the ultimate constitution of matter,” which was basically a theoretical
question. Bye mentioned also Einstein’s theory of relativity “which was
an achievement of purely abstract theory,” and yet was celebrated as one
of the greatest feats in the history of science. In astronomy, he added,
“such theoretical questions as the origin of our solar system and the orga-
nization of the stellar universe” were practiced “side by side with such
definite [empirical] researches as the measurement of stellar parallax and
the observation of solar eclipses” (1925, 60–61; see also Bye 1924, 285).
Furthermore, in the absence of the possibility of laboratory experimenta-
tion,” economics was justified, according to Bye, in being even more de-
ductive in its nature than physics (1924, 285). In his view, “the carefully
sifted results arrived at by generations of keen thinkers checking each
other’s results” were as strong safeguards as experimental results in as-
suring the validity of economic theory. Thus, Bye flanked the institution-
alist argument: yes, economics was a science, and indeed, science should
be based on empirical research (alongside deductive reasoning). But in
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economics the experimental part was problematic. It was therefore legiti-
mate, and even desirable, to bolster the deductive part to make up for the
relative lack of experimental evidence.

Institutionalists: The World Is Too Complex to Be Studied Deductively

Now it was the turn of the institutionalists to strike back, and they did it
by recruiting the complexity and the fluidity of economic systems as al-
lies. The institutionalists perceived the social world as a very intricate
system, which contained many interrelated elements, all of which were in
constant change. If the world had been simpler, the argument went, we
might have been able to study it deductively by the power of pure rea-
soning on the basis of a few simple and indisputable postulates. But “the
difficulty of analyzing economic institutions by abstract thought or de-
tached reflection has led to an attempt to apply new [inductive] methods
of scientific inquiry” (Edie 1927, 408–9; see also Hale 1924, 225). De-
ductive reasoning was, indeed, part of any science, but in a human science
like economics, the inductive part should be greater, not smaller, than in
the natural sciences. F. C. Mills said, for instance, that theory did “not
accord strictly with the facts in any scientific field.” But in certain of the
physical sciences, the gap was “reduced to a minimum” due to “absolute
sameness” of the units of analysis (e.g., all atoms of hydrogen are the
same) and the certainty of measurement. In a field like economics, “in
which a multiplicity of causes operate and in which there is a high degree
of variation in the data, a much larger body of inductive evidence is
needed” (1924, 55).

Neoclassicists: “Theory Is the Economist’s Vacuum Tube”

The neoclassicist response to the challenge of complexity was that the
neoclassical theory, in spite, or maybe because, of its simplicity, was the
best strategy to grasp the nature of economic systems. Jacob Viner, for
instance, admitted that “many forces combine to produce an economic
phenomenon,” and these forces “change so rapidly and as yet so unpre-
dictably in their intensity and their relative importance.” Since the world
was so complicated and changed so quickly, he reasoned, we must aban-
don any aspiration of attempting to replicate its exact mechanism. What
we could do, Viner thought, was to analyze the “usual operation” of the
“dominant forces.” As imperfect as it might be, this was the best we could
do (in Mills 1928, 32).3



84 CH AP T ER F OU R

The neoclassicists summoned natural science again to persuade us that
such a strategy was valid and desirable in science: “The phenomena of the
world are complexly built up of many interacting forces. Scientific analy-
sis requires that they be broken up into their elements in order that they
may be more easily understood” (Bye 1924, 288). Bye’s example, again,
was from the study of gravity by observing objects in vacuum tubes.
By using these artificial conditions, physicists discovered laws of falling
bodies that made it possible to understand the real world. Economic the-
ory “is the economist’s substitute for the experimental conditions of the
physicist’s laboratory. It is his vacuum tube” (1924, 288). Frank Knight
employed a similar analogy in defending the use of the assumption of
rationality by neoclassical economics. He did not deny the power of irra-
tional motives in human behavior, but he saw them as “aberrations from
the fundamental tendency and hence in subordination to it” (italics in
original). These aberrations, he continued, “are of the nature of friction,
divergence of materials from conditions taken as standard, and the like,
in the workings of the laws of mechanics in actual machines” (1924,
259). Friction, gravity, and vacuum tubes thus became warriors on the
side of neoclassical economics in its methodological trial of strength.4

Institutionalists: Economics Differs from (Natural) Sciences

As convincing as the metaphors of vacuum tubes and friction were, the
institutionalists showed no less resourcefulness. The differences between
natural and social sciences were marshaled again en force to debilitate the
allies that neoclassical economics brought from physics. George Soule’s
essay can be conceived as a direct response to Bye’s essay. The “economic
man,” Soule averred, was “not a counterpart of the apple in a vacuum”
(1924, 361). The method of the natural science “was at first conceived
proper for the human sciences.” But social sciences were crucially differ-
ent from the natural sciences in the sense that physical units were identical
to each other while social units were not: “In order that Newton’s deduc-
tions might have validity,” Soule explained, “it was necessary to assume
that one body of given mass in a given relationship to a system of bodies
would behave like any other body of like mass in the same relationship to
a like system, that such dominant identity of behavior extended through-
out the physical universe, and that it would not be changed in the passage
of time” (ibid.). This was not the case with economics, where universal
qualities “make up a far smaller part of the phenomena of human behav-
ior than they do of the behavior of falling apples.” “The atmosphere of
circumstance,” he added “is so much more important to man-behavior
than it is to apple-behavior” (ibid., 361–62; cf. Mäki 1994).
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Rexford Tugwell’s argument emphasized the fact that unlike apples,
human beings could change the circumstances of their existence.
He blamed the classical economists for assuming “that there were immu-
table laws continuously governing social development” (1924a, 391).
As examples he mentioned the Malthusian law, the iron law of wages,
and the law of diminishing returns, and argued that the economists who
formulated these laws forgot that “no enlightened society will tolerate
the free working out of such forces.” “We already have,” he added, “a
vast organized politico-social machinery for seeing that [these laws] do
not work out in the way that is described by the economists as though it
were inevitable and benevolent” (ibid., 392). In this way Tugwell re-
cruited human volition which made the strategies of natural science unfit
for economics.

Tugwell’s discussion of the law of diminishing returns illustrated his
objection to the practice of neoclassical theorists of formulating general
laws of economic behavior. That law says that when we add more of one
factor of production, while other factors are constant, we would get less
additional product. Applied to the whole economy, in which land is con-
stant, the law would predict that the growth of the population, that is, of
labor power, will not lead to an equivalent growth of production (Blaug
1985a, chap. 3, 426–27). In reality, Tugwell asserted, the growth of
product has exceeded the growth of population. Yet, economists did not
abandon the law, and argued, instead, “that the law of diminishing re-
turns has only been temporarily circumvented by invention, discovery
and substitution and that the law is always there just the same” (1924,
392). In form, this is similar to what physicists would say about the argu-
ment that airplanes refuted the law of gravity. But Tugwell argued that
the difference was in usefulness: “The law of gravitation has in fact been
useful in innumerable experiments that have established some truth or
uniformity. But you can never point out that the law of diminishing re-
turns has been useful in the same sense. Nor can you successfully contend
that the laws of marginal value have ever helped to establish any further
useful generalizations (ibid., 393).5

Neoclassicists: Economics Is Not a Natural Science

Strangely enough, the same shield that the institutionalists raised to de-
flect Bye’s and Knight’s clever uses of physical metaphors, was used also
by neoclassicists to deflect the general inductive attack of institutionalism.
I refer to the argument that economics and other social “sciences” were
not really sciences, or that they were essentially a different kind of science,
thus calling for different kinds of methods. Knight was one of the few
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chiefs of neoclassical economics who refused to model economics after
physics even though he himself used physical metaphors to defend ortho-
dox theory. “In the realm of physical nature,” Knight argued, “the exact
methods of science have carried understanding and control enormously
farther than common sense could go. But this was because the data are
relatively stable, reducible to classes of manageable number, and espe-
cially classes with recognizable and measurable indices.” None of these
features, he stressed, “seem to hold good of human data” (1924, 267).
Unlike data in natural science, which were “relatively stable [and] reduc-
ible to classes of manageable number,” data on human beings were in
constant change, and the multitude of variables rendered it impossible to
reduce it “to classes of manageable number.” Knight also maintained that
“the problem of understanding and controlling human behavior is radi-
cally different in character from that of explaining the material world and
using it. Physical objects are not at the same time trying to understand
and use the investigator!” (ibid.). Knight fervently challenged the aspira-
tions of many institutionalists and more than a few neoclassicists to be
like physics. He argued that economists had to “recognize that man’s
relations with his fellow man are on a totally different footing from his
relations with the objects of physical nature and to give up . . . the naive
project of carrying over a technique which has been successful in the one
set of problems and using it to solve another set of categorically different
kind (ibid.).

Viner also rejected the desire for economics to be like physics. It
was true, he admitted, that “in the physical sciences progress has con-
sisted in the discovery of quantitative differences underlying what first
appeared to be solely differences in kind.” But “the varied character of
[the economic] subject matter and the wide range of diverse problems
with which it deals makes of economics an ill-ordered and sprawling dis-
cipline.” From this feature of economics Viner concluded that “method-
ological analogies from physics should not be applied to economics as a
whole without the most serious qualifications and reservations” (in Mills
1928, 31).

The fact that neoclassicists used two allies which seem to negate each
other—the similarity of economic laws to laws in physics, and the fact
that social science differed from natural science—is a good example of the
complexities of scientific discourses. From a constructivist perspective,
however, it is not hard to explain this phenomenon. This is similar to an
adroit lawyer who builds the defense of her client by preparing alterna-
tive, often mutually contradictory, lines of defense. Similarly, the neoclas-
sicists argued that economics should not be like natural science, and it
should not be judged according to the criteria of natural science. But even
if one decided it should follow natural sciences, orthodox theory would
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still be exonerated, because it did posses the quality of theoretical natural
science.

I conclude here the first round of arguments. The institutionalists who
wanted to counter the last argument had either to repeat the initial argu-
ments or to mobilize other kinds of allies. If the general philosophical
arguments were not convincing enough, a resort to arguments about the
nature of reality or relevance to policy making might perform the job.
This will be our subject in the following chapters, but before this we have
to follow the neoclassical counterattack on the methodological and philo-
sophical battleground.

The Neoclassicist Counterattack

Neoclassicists: The Place of Theory in Empirical Research

One of the tactics that neoclassicists employed to deflect the frontal attack
of institutionalists on deductive methods was to point at the importance
of deductive reasoning in physics. But this was more than just a defensive
move. It served also as the fulcrum of the neoclassical counterattack
on institutionalism. The main accusation made against the latter was
that institutionalists cared only about collecting data. Empirical data, the
neoclassicists claimed again and again, have “to be digested, interpreted,
generalized upon, and comprehended into a system of principles. . . . A
mere mass of separate, uncoordinated facts about industry would
be chaos, not science. There is a unity and plan to economic life” (Bye
1925, 59–60).

The connection between theory and empirical research was, thus, a
central topic in the ongoing trial of strength. One voice that joined the
attack on the institutionalist trend belonged to John D. Black, who sup-
ported the call to a much larger emphasis on empirical research, but who
nevertheless believed that theory was also lacking and should be im-
proved. Black testified on his own field, agricultural economics, in which
there were “tons of data collected on all sorts of subjects.” “The great
need,” he told his audience was “not more data to analyze quantitatively,
but a better grasp in qualitative terms of the elements of the problems” (in
Mills 1928, 44). At the same roundtable discussion Jacob Viner ex-
pressed similar criticism. Theory was vital. The quantitative studies that
the institutionalists proposed were bound to fail, because

Without some capacity to fit isolated phenomena into some general system,
there can be no sense of proportion, no guide as to the significance and the
proper interpretation of the empirically-discovered relationships between
small groups of detailed phenomena, no working dominance over the wilder-
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ness of single instances which the economic world must seem to be to the econ-
omist who does not believe in general theory, no effective machinery for the
creation of new hypotheses which even the most empirically-minded of statisti-
cians would find essential as a stimulus to really creative quantitative work
(ibid., 35).

Institutionalists: We Do Not Deny the Importance of Theory

The institutionalists knew that the accusation of the neoclassicists might
hurt their efforts and therefore vehemently denied that they took theory
less seriously. The main line of the defense of the institutionalists was
evident in Mitchell’s presidential address from December 1924. This ad-
dress started with the statement that “we all practice both qualitative and
quantitative analyses.” There was no point in trying to prove that “one
type should predominate over the other,” because it was obvious that
“qualitative analysis . . . cannot be dispensed with, if for no other reason,
because quantitative work itself involves distinctions of kinds, and dis-
tinctions of kinds start with distinctions of quality” (1925, 1).

The importance of this issue for the participants was seen in Mitchell’s
frequent reiteration of his position: “No one has denied the usefulness
of quantitative analysis on one side, or of qualitative analysis upon
the other. At most there are differences of emphasis,” Mitchell replied
to his critics in the roundtable discussion of methods where Black and
Viner attacked the quantitative advocates (Mills 1928, 40). He elabo-
rated more in another roundtable discussion, summarized by its Chair,
Holbrook Working: “It is a blunder, [Mitchell] held, to identify quantita-
tive method with induction and the process by which orthodox economic
theory was developed with deduction. In all thinking it is necessary to
pass from the confused data yielded by observation to comprehensive
ideas, and back to particular facts” (Working 1927, 20). Mitchell’s
awareness of the accusation against institutionalism was evident in his
lectures on Types of Economic Theory. In the lecture on Commons,
Mitchell observed that since Veblen’s first publications, many essays on
institutional economics “end with the complaint that institutionalists
have done little except criticizing economics of the standard sort and have
not gotten round the task of putting anything in its place” (1969, 2:701).
Mitchell perceived Commons’s Institutional Economics (pub. 1934) as
the remedy of this problem. That book “covers a wide range of economic
problems and certainly deserves consideration as a valiant attempt to pro-
vide the constructive contribution which had been demanded of institu-
tionalism” (ibid.).6



89TH E S T RU GG L E OV ER THE ME ANING OF SC IE NCE

Many other institutionalists emphasized the importance of theory.
John M. Clark, having asserted the limits of the deductive method, added
that induction alone was also not sufficient because it did not provide us
with an explanation. The core of science, he thus concluded, was the
combination of the deductive and the inductive methods (1924, 74; see
also p. 78; Veblen 1948, 217). Rexford Tugwell also supported a combi-
nation of the deductive and the experimentalist approaches (1924a, 399–
400), arguing that “as a matter of fact deduction lies at the very heart of
induction. The best theorist is the man who knows best the methods . . .
of induction” (ibid., 399). Tugwell took us back to natural science by
mentioning that Newton, Darwin, and Pasteur were among the few who
excelled in both kinds of work, inductive and deductive. On the other
hand, he also referred to Laplace, Lamarck, Franklin, and Priestley who
“were not great inductive workers,” but contributed a lot to the history
of science nonetheless“ (ibid., 401). The mobilization of these deductive
scholars by Tugwell, the staunch advocate of empirical research, indi-
cated his wish to underline his commitment to theoretical practice.

Lionel Edie, another enthusiastic supporter of detailed empirical stud-
ies, also emphasized that “the revival of pure theory is the hope of quanti-
tative method” (1927, 410). Speaking about the young generation of
institutionalists, he said that their main task was to dissolve “the hetero-
geneous facts into new hypotheses pertinent to the problems confronting
us.” But “thus far,” he acknowledged, “they have shouldered a little of
the responsibility” (1927, 410–11). As a consequence, “the mass of spe-
cial studies tends to result in a kind of intellectual anarchy” (ibid., 434).
Edie, however, believed that the lack of theory was a reaction to the past
preoccupation with theory, not an inherent feature of institutionalism.
Like Mitchell, he thought that the problem was already being addressed
by the studies of Commons and Hamilton on the historical development
of property rights and labor relations. “Such efforts are all too rare,” he
admitted (ibid., 411), but he had no doubt that the problem would be
addressed by institutionalists in years to come. Similar points were made
by many other institutionalists (e.g., Cobb 1926, 426–27; Mills 1924,
54), a testimony to the importance institutionalists attached to the refu-
tation of the accusation that their approach lacked theory.

The Evaluation and Perception of Theory

If the institutionalists were so scrupulous in treating theory with respect,
why were they so harshly censured by the neoclassical economists? One
answer might be that this criticism was just part of the “demonization” of
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the enemy. Parties in academic feuds, as in other struggles, often exagger-
ate the opponents’ views in order to render those views less credible. But
this is not the whole explanation. Although the neoclassicists and institu-
tionalists agreed that inductive and deductive methods were complemen-
tary, they did dispute the nature of theory and its role. A clue to the
difference can be found in a controversy which flared during a roundtable
discussion on “The Present Status and Future Prospects of Quantitative
Economics” during the Annual Meeting of the American Economic Asso-
ciation in December 1927 (Mills 1928). The roots of that controversy,
however, were in Mitchell’s visionary presidential address three years
earlier.

In that presidential address, Mitchell emphasized the importance of
theory. But at the same time he emphasized that theory could help only if
and when it was relevant to empirical studies, unlike the old orthodox
theory. Mitchell asked, “When a [current] theorist puts any one of his
problems to a statistician, does the answer he gets ever quite meet his
questions? And when a statistician attempts to test an economic theory,
is his test ever conclusive?” (1925, 3). The answer, he said, was negative
because orthodox theory was built in such a way that empirical data were
irrelevant. To use Popperian terms, Mitchell argued that the old theory
was unfalsifiable. What, then, was the use in quantitative work, Mitchell
asked. His answer was that if we had the Jevonsian (i.e., neoclassical)
theory in mind, then there was no use indeed in quantitative research.
Jevons and Marshall, he maintained, did not formalize problems that
could be answered by empirical research. That was their fundamental
flaw. Theory was vital but only one that could interact with empirical
findings: “What we must expect is a recasting of the old problems into
new forms amenable to statistical attack. In the course of this reformula-
tion of its problems, economic theory will change not merely its complex-
ion, but also its content . . . there is little likelihood that the old explana-
tions will be refuted by these investigators, but much likelihood that they
will be disregarded” (ibid.; italics added).

Mitchell’s presidential address drew a lot of angry reactions by neo-
classicists, who interpreted it as a call to discard the old doctrine in its
entirety. Led by Jacob Viner, they capitalized on this statement to dele-
gitimize institutionalism:

We have been told that the economist of the early future will not be interested
in the questions for which the older economists sought answers, but will con-
cern himself with new problems and only such problems as can be investigated
by the new quantitative techniques. We have also been told that for some time
into the future the new economists . . . will be content to make detailed investi-
gations narrowly confined in their range and to build up mass of information
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as to the empirically-discovered relationships with narrow ranges of concrete
phenomena (Viner in Mills 1928, 34).

Viner warned that these promises sounded like those made by German
historicists a few decades before, promises that had led, in his view,
nowhere (for more on the references to the German historical school, see
chap. 8).

Both camps clearly supported a methodology which combined deduc-
tive reasoning and inductive collection of data, but as Mitchell said,
“there are differences of emphasis” (in Mills 1928, 40). It is easy to con-
cede that theorists try to conceive the world as they know it; hence, they
are “empiricist.” And similarly, observing the world requires some kind
of theoretical scheme to make sense of the data. And yet, institutionalists
and neoclassicists conceived the relations between empirical work and
theory differently. First, the neoclassicists and institutionalists diverged in
their attitudes toward the fundamental principles of orthodox theory.
Mitchell and most institutionalists did not believe that contemporary the-
ory would be much help in constructing generalizations. Hence they
sought to build a new theory from scratch. The neoclassicists, on the
other hand, saw the contemporary theory as the starting point and criti-
cized the radical institutionalists for their willingness to discard that the-
ory. Viner was probably typical in doubting the ability to build a com-
pletely new theory on the basis of recently collected data. In his opinion,
economists must start from a general theory, of which neoclassical theory
was the only specimen, and modify it according to empirical results.

Related to this was the belief of neoclassicists that the orthodox theory
was still useful even in its current level of development. In a clear op-
position to Mitchell, Viner said that the problems posed by classical and
neoclassical economists were still relevant. Many economists, he told us
for instance, “sought for light on the post-war problems in the English
literature of the first two decades of the Nineteenth Century” (in Mill
1928, 35). Raymond Bye admitted that some modifications in the old
doctrine were essential but he did not “anticipate that the resulting princi-
ples will be so vastly different from our present generalizations as some
critics would have us believe” (1925, 59). Bye, like the institutionalists,
professed a combined inductive-deductive methodology but differed from
them in believing that orthodox theory could stand the test of empirical
investigations: “More painstaking study of particular processes and insti-
tutions, more inductive and experimental work, is likely to develop.
Doubtless this will lead to considerable refinement and revision of our
general theory. But there will continue to be an active interest in that
theory, and abandonment of it is neither to be expected nor desired”
(ibid., 61). This was, of course, very different from the assessment of insti-
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tutionalists who were very skeptical of the potential of orthodox theory
to help solve the immediate problems of the economy. I will return to this
subject in chapter 7 when I analyze the trial of strength over relevance.

Realism and Broadness vs. Rigor and Elegance

So far we saw that the institutionalists did not believe that orthodox the-
ory could be helpful in illuminating modern economic life, whereas their
neoclassical opponents believed the theory was still fecund and seminal.
This gap derives from a divergent perception of the role of theory. A. B.
Wolfe, an institutionalist, was interested, for instance, in depth and width
at the expense of elegance and neatness. Economics, he thought, should
try to explain behavior and to include psychological motivations in its
scope. Such a research program, he said, “will doubtless for a long time
to come lack the assurance and the esthetic symmetry and definiteness of
the older . . . systems.” But this price was worthwhile, because the new
research program “will not be the pleasing indoor sport” that the old
theory had been (1924, 466).

Wolfe was aware that since “the natural sciences have developed con-
stantly in prestige,” many economists, especially younger ones, would
import the “standards of scientific objectivity and accuracy developed in
the natural sciences” (ibid., 448). But in his opinion, this was a mistake:
“A true scientific method for economics must take recognizance of the
peculiarities of the data with which economics has to deal. It cannot be
built up on analogy [with natural science]” (ibid., 463). In economics,
psychological factors were the motivating power and their inclusion inev-
itably made theory less precise. In his opinion, the inclusion of important
factors is more important than neatness and accuracy: “An economics
which admits to consideration some type or types of motive, and yet ex-
cludes other of great, if not possibly equal, importance in their influence
on the intensity and direction of economic activity, cannot be scientific
(ibid., 464; emphasis mine).

John Maurice Clark was also concerned with the trade-off of scope
and accuracy and unhesitatingly preferred the former:

What if economics as a theory of efficiency opens up problems requiring evi-
dence not amenable to academic canons of accurate and absolute demonstra-
tion? What does scientific procedure demand? Scientific tactics says: “Limit the
study to evidence about which absolute and accurate statements can be made.”
But scientific strategy says: “It is unscientific to exclude any evidence relevant
to the problem in hand.” This comprehensiveness is scientific, even if it in-
volves some sacrifice of other qualities for which science likes to strive.
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The core of scientific method lies, not in induction, nor in deduction, but in
taking account of all relevant facts and excluding none (1924, 74–75; italics in
original).

Clark was opposed also to the search of a theory which was universally
true. “Human behavior in economic life was so many sided,” he said, that
any attempt to come with formulas which would be “one hundred per
cent accurate” must be “in the form ‘whatever is, is’; preferably camou-
flaged into a semblance of meaning” (ibid., 77–78). Such a formula did
not help us to interpret behavior. What we need, he maintained, was to
“simplify in order to interpret; . . . a never-ending search for generaliza-
tions that are significantly true, and for that very reason are often neither
one hundred per cent accurate, nor universally accurate” (ibid., 78).

Clark’s search for “generalizations that are significantly true” was
probably the best way to describe the concept of science that institutional-
ists held. Scientific theories in the human sciences should not be in the
form of universal laws but should rather explain historical developments
and changes of economic institutions and motivations (cf. Wilber and
Harrison 1978; Ramstaad 1986). That was the concept of theory that
Mitchell had when he argued that Henry L. Moore’s quantitative work
was not only more relevant practically, but also more significant theoret-
ically (1925). Henry Moore (1869–1958) was one of the pioneers of the
use of statistics in economics and one of the first to use regression analyses
to study the elasticity of demand for various crops. Moore, Mitchell said,
did not solve the problem that Alfred Marshall posed, because he could
not control external variables (as required by the ceteris paribus clause of
the comparative statics of neoclassical theory), nor measure the influences
of infinitesimal changes in prices (as required by marginal analysis). But
Moore’s work made it possible to evaluate the actual price elasticity of
demand for particular commodities. Because of this, Mitchell claimed,
Moore’s work was more relevant not only practically, but also more sig-
nificant for theory building. It could be connected to a variety of social,
psychological, and economic factors and thus advance our theory of real
human economic behavior. On the other hand, Jevons’s calculus of plea-
sures and pains, or Marshall’s assumptions of a motivation to consume
and a distaste for work and waiting may or may not be valid. Either way,
it was not relevant, Mitchell reasoned, because these concepts were not
measurable and, hence, useless both practically and theoretically.

Morris Copeland (1931) was very perceptive in noticing the differ-
ences in the meaning of theory. “Hypotheses concerning industrial gov-
ernment or the organization of our railroad system,” Copeland argued,
“are economic theories as truly as hypotheses concerning variations in
price, production and distribution” (1958, 52; italics added). Copeland
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perceived institutionalism as realizing “newer phases of economic the-
ory.” These phases, Copeland said, “aim to take account of certain fea-
tures of society that the Industrial Revolution has made prominent:
disparity in bargaining power, sales efforts, a variety of restraints on com-
petition, overhead costs, changes and ambiguities in our legal system.”

The views of Wolfe, Clark, Mitchell, and Copeland illustrate the insti-
tutionalist response to the accusation that institutionalism had no alter-
native theory to replace orthodox theory. Institutionalism, they believed,
did offer a new kind of theory. It was a theory of institutional change and
industrial organization, of changes in tastes and technologies, of labor
relations, and of psychological motivations and social norms. It was very
different, in its form and content, from neoclassical theory, but they in-
sisted it was not a bit less “a theory.” They acknowledged that their theo-
retical approach was still incipient but were sure it would thrive and re-
place the older theory.

Conclusions: Contesting Perceptions of an Economic Science

In the beginning of the chapter, I brought the argument of institutionalists
that science is primarily the collection of data, an inductive pursuit of the
realities of the world. Neoclassicists responded by saying that science was
also theoretical reasoning from facts to their logical conclusions. Next,
neoclassicists accused institutionalists of having no theory, which was as
vital a part of science as data collection. The institutionalists denied this
allegation fiercely and claimed they had a new type of theory. The sum-
mary of the struggle institutionalists and neoclassicists conducted shows
that the dispute whether the institutionalists had a theory or not stemmed
from the differences in viewing the nature of proper theory. Thus our
historical journey enables us to answer the question whether institution-
alists had a theory or not (chap. 3).

Those who have followed the analysis and the constructivist argument
to this point would probably anticipate the answer: It depends! It depends
on who is answering. Institutionalists and neoclassicists had different no-
tions of what theory was. Speaking about the “paradigmatic” gaps
among various schools, Henry Briefs calls our attention to the fact that
“since each of the approaches points and seeks a distinct kind of invari-
ance or lawfulness, the doctrinal results of ‘other’ approaches may seem
to result in no laws at all [as institutionalism is seen by neoclassicists—
Y. Y.] . . ., or in abstract and rigorous relations lacking relevance to the
concrete reality of the time and space [as neoclassical theory is conceived
by institutionalists—Y. Y.]” (Briefs 1960, 7). The institutionalist theory’s
“refrain that there were no ‘natural’ grounds for economic institutions
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was read [by postwar neoclassical economists] as implying that institu-
tionalism left no systematic economic theory” (Mirowski 1990, 102). To
put it in other words, institutionalists did have an “institutionalist kind”
of theory, but they lacked the “neoclassical type” of theory (Wilber and
Harrison 1978; cf. Hausman 1994, 195).

Historians and sociologists cannot, and should not, aspire to decide
whether the institutionalist theory is a proper theory or whether the cur-
rent neoclassical theory is good or bad. All they can do is to say what past
or present practitioners have thought of either theory and suggest expla-
nations for the fortunes of various doctrines. Of course, methodologists
and philosophers, and practicing economists as well, are concerned with
the evaluation of theories and methods in economics. But the question of
whose concept of theory is better is part of the ongoing struggle over the
way the discipline should go. There is no absolute criteria that can be
employed in order to find the “true” answer to that question. It is a dis-
pute that can be resolved (not necessarily peacefully and to the pleasure of
everybody) only by methodological and philosophical trials of strength of
the type described in this chapter.

The same struggle over the meaning of theory continued after the Sec-
ond World War. Ayres (1951, 52), for example, averred that “to insist
. . . that only curve-plotting is economic theory is to forget the theoretical
presumptions from which alone the significance of curve-plotting de-
rives.” Ayres (1957, 26) criticized the conventional price theory:

It simply is not true that scarce resources are allocated among alternative uses
by the market. The real determinant of whatever allocation occurs in any soci-
ety is the organizational structure of that society—in short, its institutions. At
most, the market only gives effect to prevailing institutions. By focusing atten-
tion on the market mechanism, economists have ignored the real allocational
mechanism. Hence the hiatus between economics and other social studies, all
of which are concerned with various aspects of the institutional structure of
society.

This means that a full economic theory must include the conceptualiza-
tion of the organizational structure. If this cannot be achieved by using
rigorous deductive reasoning, that is too bad; but according to J. M.
Clark’s criteria, the comprehensiveness of theory is more important than
rigor.

For institutionalists, attempts to comprehend the special structure of
the American economy, in contrast to other capitalist societies, or trials
to conceptualize recent changes in capitalism, in governmental policies, in
the structure of corporations, and so forth are the daily bread-and-butter
of economic theory. This is in contrast to orthodox theory, which pre-
ferred rigorous analysis of abstract relationships, which were mathemati-
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cally solid and, in principle, universally applicable. Chandler Morse,
a postwar institutionalist, rejected, therefore, “the frequent misconcep-
tion that the institutionalists denigrated theory.” The institutionalists, he
said, “did disapprove of some kinds of theory, but their aim was a posi-
tive one, to push theory into closer contact with life and reality” (1958,
vi; italics added).

I should add a few words for the noneconomist readers of this book.
For such readers, the institutionalists’ view of theory may seem so trivial
that they might fail to understand the whole dispute. It is therefore im-
portant to understand that economists have a completely different notion
of theory than other social scientists. For many economists, the theories
which are common in sociology, psychology, and political science, be
they Marxist, Weberian, Freudian, behaviorist, pluralist, or whatever,
are “loosely formulated hypotheses” based on “intuitive evidence” which
“conceal moral judgment.” This is a paraphrase of Reisman’s evaluation
of Galbraith’s approach (1981, 84), but such idioms are commonly ex-
pressed by economists when they encounter theories which deviate from
the mathematically couched models common in economics. Only the lat-
ter is considered by them as scientifically solid because it relies on unas-
sailable mathematics and is devoid of any ideological content. Thus Paul
Samuelson, the prophet and pioneer of modern mathematical neoclassi-
cism, could claim with no hesitation that Galbraith, a modern institu-
tionalist, “has no principles. There are few testable, researchable propo-
sitions in his writings that could serve for the purpose of Ph.D. theses or
articles in learned journals. How can a jury prove his attitudes and insight
right or wrong?” (1976, 849). Galbraith, Samuelson continued, “does
provide a ware that is in great demand: a critique in viewpoint against the
prevailing orthodox in economics.” But according to his standard, there
was no theory in Galbraith’s work.

Many of the present-day theoretical disputes share the same feature:
they also involve deep philosophical and epistemological controversies
(Pheby 1988; Mäki 1994). Many advocates of modern neoclassical
theory defend their approach by claiming that there are no alternative
theories. Hausman perceptively interprets that such defenses—advanced,
inter alia, by Friedman (1953), Koopmans (1957), and Grether and Plott
(1979)

implicitly demand that any alternative to accepted theory must preserve a pe-
culiarly “economic” realm to be spanned by a single unified theory. They are not
merely defending simplicity, unity, and broad scope as methodological desider-
ata. . . . Instead one finds a constraint in operation here against considering a
narrow-scope hypothesis, regardless of its empirical vindication (1992, 236).

This preference for simplicity and unity is not a requirement of science as
such but one view of science. A similar gap separates, for instance, the
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view of “the current [‘Walrasian’] orthodoxy concerning the use of eco-
nomic models” and the approach of Milton Friedman, who “works from
inside what he describes as a ‘framework’ . . ., something much looser
than a specific model” (Backhouse 1993a, 126). Apparently, Friedman is
ready to adopt a view of science which is much closer to the institutional-
ists’ conception of theory than to the common perception in economics
(ibid., 128).7

Since science treasures both simplicity and empirical vindication, when
two approaches offer different “baskets” of these goods the choice is the
result of subjective tastes and not of a universal methodology. The fact
that almost all economists—at least in the U.S.—share similar tastes is not
a proof that their preferences are scientifically superior. It is rather a testi-
mony to their power to banish economists with other preferences from
the discipline (Gieryn 1995).

As Gieryn claims, the practice of debating what is “science” is typical
for scientific discourses, but its outcomes can be different in various
schools. In other disciplines, in other countries, and in a few minor uni-
versities in the U.S., practices which have been repudiated by mainstream
economists as nonscientific are still considered as the backbone of science.
The wish of modern economists to follow the procedures of “hard sci-
ence” in order to banish disagreements and controversies “has been a
vain hope.” It simply shifted economic disputes to “the rubric of ‘the
philosophy of science’” (Mirowski 1990, 76). This is inevitable because
there are not any given, eternal, and incontestable procedures of “hard
science.”

Mirowski himself is, therefore, wrong in attributing the decline of in-
stitutionalism to an inner contradiction in its teaching. Mirowski asks
how could institutionalists

praise scientific discourse as the only relevant truth criteria, and simultaneous
[sic] eschew scientific practice as it was understood in mid-twentieth-century
America? Where was the mathematical formalism and axiomization, the sys-
tematic hypothesis-testing according to the canons of classical statistical infer-
ence, the mathematical models, and the style of studied anonymity of the phys-
ics report? (1990, 105)

The answer is simple. In 1945 it was not sure yet what “science” meant
for Americans in general, and for economists in particular. There was still
a contest between pragmatists and logical positivists, between institution-
alists and mathematical economists. It seems that the advocates of “math-
ematical formalism and axiomization” and of mathematical models pre-
vailed.8 But that was the result of ongoing negotiation between 1945 and,
roughly, 1960, a result which could be attributed to many factors from
the immigration of many logical positivists to the U.S. during and after
World War II to the eruption of the Cold War. The result, however, was
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not the same everywhere. In sociology and psychology, the predominant
views were closer in spirit to institutionalism than to the mathematical
models of (certain kinds of) physics and economics. Nor is the outcome
fixed and stable. Current economists, like the economists of the interwar
years, like physicists, chemists, biologists, and sociologists, continue to
make arguments about what is “a science” and what is the meaning of
science in economics. This methodological discourse is an essential part
of the debate about the validity and relevance of economic theories
(Weintraub 1989). It cannot be ruled out of economics as many practic-
ing economists wish,9 nor can it end with conclusive and unequivocal
answers according to a given Scientific Method (McCloskey 1985; Wein-
traub 1989).

Methodological controversies are common in all sciences. The case de-
scribed by Dean (1979) sounds typical of many fields in the human sci-
ences. But Dean dealt with taxonomic schools in botany, and his account
demonstrates that this type of trial of strength is not unique to the human
sciences. In the case of taxonomy, the traditional school originated from
the work of Linnaeus in the eighteenth century, and is based on observed
morphology of plants. In the 1920s, this approach was challenged by
researchers who were influenced by recent advances in genetics. They
sought to base their taxonomy on genetics, by making experiments on
hybridization. The proponents of the new approach claimed that the old
approach had “its value, and hence its excuse, in the biological explora-
tion of new and distant countries.” Yet, they argued that “permanent
taxonomic results must await the application of statistical and experi-
mental methods in the field.” Building on the prestige of experiments in
physics, they boasted that their experimental methods would “turn tax-
onomy from a field overgrown with personal opinions to one in which
scientific proof is supreme” (quoted in Dean 1979, 213). The defenders of
tradition were ready to admit the virtues of the new approach as an addi-
tion to existing practices, but emphasized that in order “to be of maxi-
mum use to science,” biological classification had to “come to terms with
art” (quoted in ibid., 220).

Another example is the way experiments are conceived in medical re-
search. Alvan Feinstein from the Yale School of Medicine distinguishes
between “fastidious” and “pragmatic” perspectives (1983). Advocates of
the first approach “prefer a ‘clean’ arrangement, using homogeneous
groups, reducing or eliminating ambiguity, and avoiding the specter of
biased results” (1983, 545). Their opponents, the pragmatists, think that
medical experiments should be aimed at resolving clinical problems and
should therefore “incorporate the heterogeneity, occasional or frequent
ambiguity, and other ‘messy’ aspects of ordinary clinical practice” (1983,
545). The struggle between these two approaches has been going for a
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long time (Marks 1987), and, as Steven Epstein (1995) shows, the bal-
ance between the two views in AIDS research has changed in favor of the
pragmatist conception due to the pressure exerted by AIDS activists.
Quoting a report of the National Academy of Sciences, Epstein argues
that the “basic scientific conceptions of what it means to ‘prove,’ to ‘ver-
ify,’ or to ‘reproduce’ findings in biomedicine . . . have been challenged
and reshaped by AIDS activists.”10

These are just two examples of a ubiquitous characteristic of scientific
conflicts. The long history of science is replete with such struggles. Econo-
mists are dubious of methodological disputations in economics and claim
that “economic methodology is sterile, that progress never occurs, and
that debates go on and on without the participants ever reaching a con-
sensus” (Hands 1993, 143). “This lack of consensus,” Hands explains,
“is often cited as a reason for not participating in methodological dis-
course” (ibid.). He therefore attempts to convince his readers that eco-
nomic methodologists did reach agreement over many issues. My answer
is different: the very continuation of disputation and controversy is a sign
of a vibrant and lively science. As these debates go on, some agreements
are reached (“black boxes”) but other disputes are likely to erupt. Econo-
mists should ask how to make this discourse better rather than seek how
to proscribe it altogether.



Five

Bringing People and Institutions Back In: The
Struggle over the Scope of Economics

Different persons, according to their choice of profession,
find the money-motive playing a large or a small part in their
lives, and historians can tell us about other phases of social
organization in which this motive has played a much smaller
part than it is now. Most religions and most philosophies dep-
recate, to say the least of it, a way of life mainly influenced by
considerations of personal money profits. On the other hand,
most men to-day reject ascetic notions and do not doubt the
real advantages of wealth. Moreover, it seems obvious to
them that one cannot do without the money-motive, and that,
apart from certain admitted abuses, it does its job well.

(John Maynard Keynes, The End of Laissez-Faire)

The economists approached the task of discussing such
problems as how can nations best organize themselves to
increase their wealth, [and] how wealth is distributed. . . . Yet
the explanations that they gave were unavoidably colored
by their spontaneous working ideas of what human nature
is and how it operates. This is characteristic of economics
today as in the past.

(Wesley Mitchell, Types of Economic Theory)

WHEN ECONOMISTS consider the meaning of science, they often draw on
the leading and most prestigious domains: physics, chemistry, and biol-
ogy. But the question of what science is quickly gives its place to the more
concrete question of how to apply the meaning of science for the unique
subject matter of economics. The answer to this question depends to a
large extent on the way human beings are perceived (cf. Lawson 1994).
That is why human nature and social organizations were marshaled into
the struggle between institutionalists and neoclassical economics and
used to defend the positions of both parties. Institutionalists argued that
the simplifications of pure economic theory, unlike the laws of natural
science, were not helpful in understanding economic phenomena, because
people and social organizations were influenced by a much larger number
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of factors, and, also, because of the ability of people to learn and adapt
their behavior. Similarly, some neoclassicists claimed that exactly due to
these reasons, social scientists must not aspire to imitate natural science.
Human behavior was not as regular as the behavior of heavenly bodies or
as the movement of blood in our veins. Searching for laws of such behav-
ior on the basis of empirical research would not lead us to any meaningful
results. The best we could do, they thought, was to understand the “econ-
omic”—that is, the rational—aspect of human life.

This chapter deals with those aspects of the contest between institu-
tionalists and neoclassicists, which focused on the nature of human be-
ings and social institutions. The first part of the chapter describes the
attack of institutionalists on the assumptions of hedonism and rational-
ity, which, they argued, underlay orthodox theory. The second part is
concerned with the defense of neoclassical economists. Unlike the trial of
strength over methodology, the neoclassicists chose not to play on the
court of human nature. Their defense of neoclassical theory was, mostly,
to plead guilty and admit that classical and early neoclassical thinking
was steeped with misconceived notions of human nature. They main-
tained, however, that neoclassical theory did not depend on those errone-
ous psychological conceptions, and, therefore, its conclusions were not
implicated by them. In fact, they tried to reshape the boundaries of the
economic discourse by arguing that psychological motivations were irrel-
evant for economic analysis. The third part focuses on the attempt of
institutionalists to provide economics with an alternative conception of
human beings, a conception which was centered on the influence of col-
lectivities on the structure of personality.

Exorcising the Economic Man: The Institutionalist Critique

A. B. Wolfe, an institutionalist who fostered bright hopes in regard to the
cooperation between economics and psychology, contended that ortho-
dox economists were the victims “of psychology, adequate to explain a
certain limited type of motive, but inadequate to the needs of [the new]
generation of theorists” (1924, 468). This accusation refers to the hedo-
nistic psychology held by the British utilitarian philosophers during the
eighteenth and nineteenth centuries. In economics this psychology was
incarnated in the conception of the “economic man.” The hedonistic eco-
nomic man (women were invariably ignored!) was supposed to behave
“mechanically” in such a way as to maximize his pleasure and minimize
his pain: Wolfe attacked this view very harshly and was followed by
many other institutionalists (e.g., Mitchell 1924, 14–17; Mills 1924, 42–
43; Tugwell 1924a, 388–94).
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The institutionalist arguments can be divided into three main claims.
First, they recruited the nonmaterial and nonselfish interests of people.
The existence of such interests, they said, refuted the basic assumptions of
neoclassical economics and nullified its conclusions. Second, irrational
behavior was brought in together with a new concept of human beings as
social creatures. Again, this idea was employed in order to convince the
readers that the conclusions drawn from neoclassical analysis were inval-
id. A third major ally was the idea that labor was not only a pain which
must be endured, but also a source of satisfaction, an argument that had
many implications for orthodox economic analysis.

Institutionalists claimed that human beings had interests which were
not material, and which were thereby neglected by neoclassical econo-
mists. Wolfe vehemently rejected classical economics “which would at-
tempt rigidly to exclude from the economist’s consideration every motive
which is not clearly and directly ‘economic,’ that is to say, pecuniarily
hedonistic” (1924, 464). He believed that such an approach was so ab-
surd that one did not need “extended argument” to convince unbiased
economists that it “cannot be scientific.” Institutionalist economics re-
dressed this deficiency in economic theory. A new generation of theorists,
Wolfe said, began “to see the human organism as a whole and to see that
‘economic’ motives are neither all hedonistically acquisitive nor capable
of being dissected out and treated in entire independence of the rest of the
psychic processes of the individual and the community (1924, 467; see
also Tugwell 1924a, 408). Paul Douglas, who shared many of the institu-
tionalist attitudes,1 actually attempted to classify all the “non-commercial
incentives.” Each item on the list can be viewed as a soldier in the allied
institutionalist army in the battle over the nature of human beings. The
list goes as follows:

1. The desire to benefit humanity.
2. The fascination, or joy, of work itself.
3. The desire to project one’s own personality in the work at hand.
4. The desire to be esteemed by one’s fellows in the same field of activity.
5. The desire for the esteem and approval of the general public.
6. The craving for notoriety.
7. The desire for power over men and over things (Douglas 1924, 188).

These motivations were common knowledge for most intellectuals in
those days, and by arguing that neoclassical economics denied them, in-
stitutionalists put a question mark over the soundness of neoclassical eco-
nomics as a whole.

The trial of strength over human motivation involves, however, more
than the psyches of people in the place and time in which the trial occurs.
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It involves “Human Nature” itself. The question is not just what deter-
mines the behavior of people in the immediate society, but how people
in general behave. This trial of strength cannot, therefore, be settled only
on the basis of psychological studies of people in our society. Contenders
have to convince us that their views are valid in regard to simple
and ancient societies as much as to our own modern and complex society.
An empirical research might have found that in the acquisitive society
of modern America the “pecuniarily hedonistic” motivation was indeed
so strong as to make other motivations practically insignificant for under-
standing economic phenomena. Institutionalists emphasized, however,
that one could not mistake current structures of motivations for “Human
Nature” in general. The acquisitive quality of American society was
a product of specific conditions, not a reflection of universal human
traits. Douglas therefore stressed that whatever we might discover in con-
temporary society, Human Nature was very much different from the eco-
nomic man:

The evidence seems irrefutable that alongside the economic motive, which is
undoubtedly real and powerful, there are in most of us, these non-commercial
incentives as well, which are, at present, utilized only to a small fraction of their
capacity. It is one of the problems of our social life to offer these desires an
opportunity to function for the common good and to stimulate them in that
direction. The false conception of the exclusively economic man has blinded us
to these other characteristics of mankind and has helped to make our age one
where the emphasis is laid upon acquisition (1924, 188).

The idea that people were materialistic because of the cultural environ-
ment could be accepted only if another basic assumption of orthodox
economists, namely, rationality, was undermined. The rationality of the
“economic man” means that actors behave in such a way as to maximize
the realization of their desires; to maximize their utility in the economic
language. Institutionalists rejected this view and brought a great deal of
evidence to convince their colleagues that irrational urges were powerful
determinants of human behavior. Here again, all the institutionalists had
to do was to draw attention to common examples of behavior that con-
tradicted evident interests of the actors themselves. The issue here is not
the sacrifice of one’s own economic goals in the pursuit of other people’s
welfare or in order to achieve nonpecuniary desire. What irrationality
means here is that people achieve suboptimal outcomes either due to mis-
takes, lack of patience, short-sightedness, the pursuit of immediate satis-
faction, or as a result of uncontrollable psychological urges.

The institutionalists attacked the idea of the economic man as a human
calculator. “Even business men,” Sumner Slichter said, “are far from
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being the carefully calculating, unemotional, intellectual machines which
the [neoclassical] theory of free enterprise assumes them to be. Often they
are too busy, too careless, or too lazy to investigate thoroughly the alter-
natives presented to them” (1924, 320). Wage earners and consumers are
even more “inclined to be careless and indifferent to their interests in
business dealings. Most of them are amateurs when it comes to buying
and selling. They have not been trained to suppress their whims and fan-
cies, their optimism and their credulity, and to be matter of fact, skeptical
and not too easily convinced by clever talk” (ibid., 321).

Alongside the evidence of irrationality, in the strict economic sense,
institutionalists recruited the view of human beings held by pragmatists
and symbolic interactionists to strengthen the validity of their argument.
The pragmatists and symbolic interactionists emphasized the susceptibil-
ity of men and women to many influences from the surrounding commu-
nity. The rationality of the “economic man” means that one behaves ac-
cording to one’s real desires; not the “false” desires society inculcates in
us. The assumption is that human needs and desires are universal and
constant and cannot be manipulated by others (Stigler and Becker 1977;
see discussion in DiMaggio 1994, 29). The institutionalists, following
pragmatists and symbolic interactionists, refused to accept this assump-
tion and thought that human beings’ basic needs and wants were deter-
mined by social forces.

Pragmatism went even farther and rejected the very distinction be-
tween “society” and “individuals.” Such terms assume that there are
independent individuals, on which society exerts influence. But for prag-
matists there are no individuals independent of society. What people
think, the language they think in, their emotions and desires, and even the
way they perceive themselves—all these are shaped and constituted
by society (e.g., Dewey 1963 [1938]; Mead 1962 [1934]). Institutional-
ists built upon this view to attack the individualistic approach of neoclas-
sical economics. Edie (1927, 406) quoted Thorndike—a famous psych-
ologist at that time—with approval: “Perhaps nine-tenths of what
commonly passes as distinctly human nature is . . . put there by institu-
tions, or grows there by the interaction of the world of natural forces and
the capacity to learn.”

Mitchell stressed the fact that specific economic circumstances give
man “practice in dealing with certain problems, familiarity with certain
conventional ideas, sympathy with certain standards. These circum-
stances help to develop his power of intelligent analysis in certain direc-
tions, and to limit them in others.” “What a genius can accomplish,”
Mitchell added, “depends on whether the circumstances of the time af-
ford him the stimulus and the opportunity for developing the line of activ-
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ity in which he is gifted” (1967, 1:5–6; cf. Dewey 1963). The behavior of
individuals, another institutionalist wrote, was, “standardized by exist-
ing institutions, and that what commonly appears to be intrinsic in
human nature, and therefore axiomatic and unchangeable, is after all
merely a characteristic of institutions” (Edie 1927, 408).

The institutionalists’ effort to replace the individualistic vision with a
social one, like many other battles, had two aspects: defensive and offen-
sive. While the contenders looked for evidence to support their own posi-
tions, they did not neglect the search after “incriminating evidence”
against their opponents. An example is Edie’s claim that the belief of
orthodox economists in individualism was itself a cultural product. He
recruited “more recent social thinkers” to convince the readers that indi-
vidualism was just an appearance which concealed the lack of personal
freedom:

For long, philosophers assumed that individualism meant perfect freedom to
set independently of all restraints. However, more recent social thinkers look
upon individualism as a form of domination wherein the subjects are com-
monly ignorant of the taboos, customs, and precepts which dictate their con-
duct. The so-called freedom of laissez-faire has too often been in reality merely
a slavish obedience to traditional standards of choice and outworn institutional
arrangements (1927, 436).

The third element in the attempt to break the neoclassical network
involved the conventional assumption that work was pain (in the Ben-
thamite terminology) that people wished to minimize. Orthodox theory
assumed that labor was irksome, that is, that people by nature did not
like to work and worked as little as they could. Institutionalists, follow-
ing Saint-Simon, Fourier, and many others, challenged this view. Work,
they reasoned, occupied a large part of our life. It was therefore “irra-
tional” to ignore it in calculating human welfare. Paul Douglas, for in-
stance, said that “no allowance is made [in orthodox theory] for the pos-
sibility that some of the desires . . . may be satisfied either in whole or in
part by the process of the work itself” (1924, 154). Mitchell explained
that for past economists the maxim that “man was condemned to eat his
bread in the sweat of his brow . . . was a hard fact which the economist
had to accept.” Human welfare could be maximized only by “enhancing
the output of goods . . . not in making the process of production pleas-
ant” (1924, 31–32). Mitchell rejected this view and asserted that econo-
mists should care not only for outputs, but for the quality of work as well.
John Maurice Clark also mobilized modern ethics, which “emphasizes
rather the well-rounded development and use of human faculties.” In his
view, the basic needs “have successively worked themselves past the point
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of diminishing return.” New incentives for work must therefore focus
“on other things than wage scales” (1924, 89; see also Edie 1927, 431).
Neoclassical analysis has been based on total separation of consumption
and production. The satisfaction begotten by work could be introduced
into neoclassical theory, but that required a major revision of the theory
and has never been realized.2 The institutionalists thought that such revi-
sions were essential and critical.

Rearranging the Boundaries of Economics: The Neoclassical
Defense

Whereas we found many participants who defended the deductive ap-
proach, virtually no economist in the materials I examined came out to
defend the assumptions of hedonism and rationality. Extreme enuncia-
tions of individualism, hedonism, and rationalism could be found in the
ideological and political discourse of the interwar era. But the absence of
similar declarations from the professional discourse in economics un-
doubtedly indicates that in that arena hedonism had lost its grip. That
does not mean, though, that neoclassical economists abandoned the theo-
ries that hedonism had been associated with earlier.

Raymond Bye’s position reflects the way neoclassical economists
looked at the issue in the 1920s. He first cited the criticism that orthodox
theory was “based on a concept of rational, hedonistic consumers whom
modern psychology shows to be non-existent.” Buyers, he admitted, were
not “economic men” who “carefully [weighed] each dollar’s purchase
against possible alternative purchases; they spend irrationally, foolishly,
swayed by various emotions, advertising, social customs, fads, imitation,
and what not” (1924, 276). His defense of neoclassical theory was simply
to deny any connection between contemporary neoclassical theory and
the views that the institutionalists imputed to them: “Few, if any, econo-
mists of repute now hold the marginal utility theory in its original form,”
he argued (ibid.). “The marginal utility theory in its original form” is a
reference to Jevons’s patently hedonistic formulations. But Bye main-
tained that Jevons’s contribution could stand alone without its hedonistic
underpinnings:

Whether human beings are rational or irrational . . . they make their purchases
in accordance with the law of demand. . . . The marginal utility theory erred in
assuming that it constituted a complete explanation, and that utilities were
evaluated by purchasers in a rational way. Many economists have now dis-
carded these assumptions. . . . The demand for commodities no longer appears
as a rational manifestation of economic men guided by utility, but a mere
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working out of certain characteristics of human choices which explain their
observed tendency to follow the law of demand in a market. . . . It is now
possible to set forth the theory of demand without any taint of hedonism (ibid.,
277–78).

The “law of demand” simply states that people would buy less of a
commodity if its price rises. This is a simple observation that could be
explained by modern psychological variables without assuming that peo-
ple make complex calculations before any economic decision.3 The spirit
behind Bye’s quote is quite obvious. Hedonism and rationality had been
long-standing allies of orthodox economists. Now that they went out of
fashion, the supporters of orthodox theory tried to dissociate themselves
from them. “The rationalistic assumption of human conduct,” Bye said,
“was never necessary to economic theory; it was simply dragged in be-
cause hedonism was the dominant philosophy.” Therefore, he concluded,
we could correct their psychological explanations to accord with modern
psychological views and thus maintain their theoretical generalizations
about demand (ibid., 278).

Bye’s defense was in accord with the Marshallian teaching. Jevons
thought that it was possible, in principle, to ascertain the exact utility a
consumer had from a certain good, so that it would be possible to say that
she enjoyed a cup of tea 2.35 times more than a cup of coffee. The mar-
ginal analysis of consumption postulated that the satisfaction people got
from any additional unit of the same good was decreasing as they had
more of that good, and this was supposed to be demonstrated empiri-
cally. The problem that marginalist economists faced was that nobody at
that time managed to measure utility, a fact that served as a powerful
weapon in the hands of their enemies. Marshall, therefore, tried to retain
the theory by cutting its bonds to hedonistic and rationalistic psychology.
His solution, recounted by Bye, was to assume decreasing utility on the
basis of observations and common sense without assuming that human
beings were rational and hedonistic in all their endeavors. This strategy
excluded psychology from economics: “In fact, a complete theory of
human choices is not essential to the theory of value. Why men buy what
they do is an interesting query, an answer to which is well worth seek-
ing. . . . But for most purposes of economic theory the choices can be
taken for granted, and their explanations left to the psychologist” (Bye
1924, 278).

Adam Smith, Maltus, J. S. Mill, Marx, and scores of other early eco-
nomic thinkers dealt with human needs and desires in length. The early
marginalists, and especially Jevons, emphasized psychological motiva-
tions even more than their classical predecessors. The attempt to banish
such motivations was therefore an abrupt turnabout in the development
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of economic theory. The fact that neoclassical economists were ready to
adopt such a drastic change indicates that human nature was a very pow-
erful ally in the institutionalist alliance. It constituted a real threat for the
old doctrine and the only way out was by changing the rules of the game
and cutting off the psychological wing.

The exclusion of psychological issues from economics is an example of
a strategy which can be seen occasionally in struggles between competing
networks. The strategy is to define the scope of a field according to what
the network does best. Psychological motivations were legitimate subjects
in economics from Adam Smith to Jevons. But as the advocates of the
theory had run into difficulties in dealing with them satisfactorily, they
tried to rule out the whole issue. This strategy, which has actually been
followed by post–World War II economists up to the present,4 was, of
course, fiercely resisted by institutionalists. Referring to formulations
similar to those of Bye, John M. Clark derided this trend:

Some forms of the doctrine of marginal utility are even more clearly tautologi-
cal. Our old friend, the “economic man,” is becoming very self-conscious and
bafflingly non-committal. Instead of introducing himself to his readers with his
old-time freedom, he says: “I may behave one way and I may behave an-
other. . . . You must take my choices as you find them; I choose as I choose and
that is all you really need to know.” The poor thing has been told that his
[hedonistic] psychology is all wrong, and he is gamely trying to get on without
any [psychology] and still perform as many as possible of his accustomed tasks.
He has become a symbol (1924, 77).5

One of the main themes in A. B. Wolfe’s essay was exactly the impor-
tance of psychology in economic science. His essay “The Demand for a
Scientific Economics” included a section on “Psychological Data in Scien-
tific Economics” (1924, 461–69). The main goal in that section was to
fight the inclination of some economists to eschew psychological data
because it was “‘subjective,’ indeterminable, and unamenable to direct
observation.” “The function of the economist, according to this view,”
Wolfe explained, was “to describe the external, superficial organization
and operation of the price system. Study of its motivation is ruled out”
(ibid., 461–62). Wolfe argued against such a position that “an adequate
psychological knowledge is a sine qua non of a realistic, a true, and a
functional economics” (ibid., 468). It is worthwhile to quote his reason-
ing at length:

No one regards economic organization as a purposeless mechanism. Describe
it without reference to its functions and you have something as barren as
Spencer’s sociology. One cannot any more describe and understand the func-
tional process of an economic society without considering the motives which
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actuate them than one could explain the operation of a steam engine without
mentioning the steam. . . . Human motives . . . come in as links in the casual
sequence determining human behavior, economic behavior included. A non-
psychological economics must therefore be regarded as either a superficial frag-
ment, or as positively non-scientific. It is Hamlet with Hamlet left out (ibid.,
462, 466; see also Mitchell 1924, 23).

Wolfe offered an alternative vision of the scope of economics. Econo-
mists, he believed, should study everything that had bearing on the econ-
omy, including suggestion, imitation, emulation, habit, customs, class
standards, class prejudice, moral, political, and aesthetic sentiments,
rivalry, desire for recognition, gregariousness, balked dispositions,
suppressions, repressions, and sublimations. This is only a partial list of
psychological motivations that “must come in for recognition and evalu-
ation whenever observation shows them to have significant influence” on
production, market prices, distribution of income, and consumption
(1924, 465).

There were several topics that the institutionalists hoped to advance by
incorporating psychological factors, and the most obvious one was the
question of how preferences were determined. Neoclassical economists
left this question aside for other disciplines to explain. The institutional-
ists brought this as a glaring neglect of neoclassical economics to perform
its responsibility of explaining economic behavior: “Instead of taking
wants for granted . . . according to . . . traditional economics, present-
day students [i.e., the institutionalists—Y. Y.] feel it necessary to take
them as primary problems of inquiry and analysis” (Edie 1927, 430–31).
Another topic was the study of business cycles. J. C. Cobb argued, for
example, that Mitchell’s book from 1927 on business cycles “clearly
shows the importance of psychological factors . . . and conclusively
proves the need for the development of quantitatively stated psychologi-
cal data” (1928, 66). By marshaling tastes and behavioral determinants
of business cycles, institutionalists implied that even if we wanted to ex-
plain narrow economic matters, we must employ psychological knowl-
edge quite massively.6

Definitions of scope of scientific field cannot be “proven” or “con-
firmed.” Controversies over scope, like controversies over definitions, can
be waged only by reference to the usefulness of alternative definitions.
Neoclassicists sided with the exclusion of psychological factors, among
other reasons, because they did not believe in the possibility of studying
such factors “scientifically.” Psychological issues, they said, were “‘sub-
jective,’ indeterminable, and unamenable to direct observation” (Wolfe
1924, 461). This takes us back to the argument over the meaning of sci-
ence, on which we focused in the previous chapter. Wolfe (1924, 462), in
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response to the exclusion of psychology, first charged that the scope sug-
gested by Bye was “barren.” Wolfe also presented a very rosy picture of
the prospects of the proposed scope to engender achievements which
were useful, either for specific recognized problems in the field or for
other social groups whose support and resources were valuable. In chap-
ter 7 we will see how institutionalists recruited usefulness to promote
their definition of the scope of economics.

Social Institutions as Allies

In this section I deal with another primary component of the institutional-
ist network, which is closely connected to human beings. This component
is the social organization that human creatures construct. If economics
was a science of human behavior, and human behavior depended on so-
cial organization, it followed that social organization was a vital variable
in explaining economic behavior. The same conclusion could be reached
from the acknowledgment that many noneconomic motives affected eco-
nomic behavior. If people were influenced by religious sentiments, politi-
cal affiliation, and cultural urges, then religious, political, and cultural
institutions must be included in the stories economists told. That is why
social institutions were also brought by institutionalists into their struggle
against neoclassical economics. And, of course, this is why they are called
“institutionalists.”

Originally, the term “institutionalist” was restricted to the work of
Thorstein Veblen. Other names suggested by the leaders of the movement
conveyed the same idea: “collective economics” (Commons); “social eco-
nomics” (J. M. Clark); “administrative economics” (Means); or “holistic
economics,” as suggested by Gruchy to include all the variants of institu-
tionalism (1947, 5). All these titles indicate an attempt of institutionalists
to tie the broader society and its institutions to their alliance in order to
support the claim that institutional economics was a broader and a more
useful approach than what the competitors had offered.

The institutionalists promoted a collectivist approach to social life to
replace the individualistic tendency of neoclassical economics. According
to the latter, “a bargain between two persons concerns primarily those
two persons” (J. M. Clark 1924, 91–92). Clark suggested instead that
“the most important effects of private bargain consist in the part they
play in the qualitative evolution of the personal characteristics and social
relations of the human race at large.” Such a premise, if accepted, would
wipe out all the conclusions of neoclassical theory. The whole structure of
orthodox theory has been built on the assumption that “every person is
an island.” The welfare of one individual does not depend on the welfare
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of another. Hence, exchange between two individuals is their own busi-
ness. But Clark asserted exactly the opposite: what two individuals made
between them did influence the whole society. Clark gave two examples:
the business cycle and labor relations. These were two “community prob-
lems,” and they could not be left to individuals.

Morris Copeland employed an analogy of society with a living organ-
ism. He hesitated “to personify the group” but claimed that such an anal-
ogy was helpful because there were several points of resemblance between
groups and organisms. First, “individuals like the cells of the organism
are dependent on each other.” Second, “the group has certain characteris-
tics . . . in a large measure independently of the constituent individuals
involved.” And finally, “certain sub-groups . . . [can] be construed as
having special functions” (1924, 129–30).7 Such a conception of society
is totally opposed to the neoclassical view. If individuals were dependent
on each other, then they would not care only for their own personal wel-
fare, as the neoclassical analysis assumed.

Lionel Edie said that the collectivist notion “may at first glance seem
harmless and unimportant” for the conventional analysis of neoclassical
analysis. But when this notion was “applied vigorously in all phases of
economic thought, there is reason to believe that it points the way to a
profound reconstruction all along the line” (1927, 408). Edie emphasized
two implications. First, it meant that social change could be achieved only
by changing institutions: “Each individual has to learn the entire modern
cultural pattern from birth,” and therefore, “the only chance of modify-
ing the behavior of his own or future generations is to modify external
institutions” (ibid., 407). As Albert B. Wolfe explained, “the individual is
helpless, by himself,” so that “the creation of opportunity is essentially a
cooperative social process and function” (1924, 481). Second, Edie called
attention to the “resistance of institutions to internal change” as illumi-
nated by recent ethnographic studies. Such resistance included “stan-
dards of industrial behavior” that tended “to persist long after they have
outlived their usefulness” (1927, 407). The “resistance of institutions to
internal change” was recruited to show the inadequacy of the neoclassical
approach, which implied that economic agents instantaneously adjusted
to new conditions in the market. This was a derivative from the assump-
tion of rationality implicit in neoclassical analysis even when neoclassi-
cists distanced themselves from that assumption. Edie therefore suggested
that we needed “careful historical analysis of our chief economic institu-
tions . . . [in order to] explain, first, how economic processes have devel-
oped out of the past; second, how they function in the present; and third,
how they may be modified and controlled in the future” (ibid., 414).

The offensive against the neoclassical approach was carried more ag-
gressively by Sumner Slichter. Slichter complained that economic theo-
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rists “consciously endeavor to prevent social institutions and usages from
intruding themselves into the formulation of economic doctrines” (1924,
304). “Machinery, science applied to industry, corporations, trade
unions, cooperative organizations, trade . . . associations, the credit sys-
tem, [and] commercial and investment bankers” were treated, he said, as
they had been treated in “the theories of Adam Smith” (ibid.), although
all these factors had changed substantially since Adam Smith. The impli-
cation was obvious: the orthodox doctrine was severely inappropriate,
because it ignored the most basic elements of the economic system. With-
out dealing with institutions such as unions, trade associations, banks,
and so forth, one could not understand economic phenomena. J. M.
Clark exemplified this by pointing out that in the modern economy “the
dominant actors in economic life are corporations and unions.” The role
of individual entrepreneurs declined, and the function of the entrepreneur
had “become split up into a large group of functions, shared by different
persons and even by different corporate entities” (1924, 93). Under
such circumstances, “the ability of corporate organizations to stimulate
loyalty, or to make loyal behavior the best policy, or both, is the vital
necessity of private enterprise” (ibid.). Although it was possible, as in
present-day theory, to assume that the firm behaved like an individual, it
was also clear that the relations among the various components of com-
plex organizations complicated the behavior of such organizations and
caused deviations from what was expected to maximize profits. This line
of argumentation carries us to the next chapter, where I discuss the re-
cruitment of “the economy” itself into the ongoing struggle between the
two approaches.

Conclusions: Changing Concepts of Human Nature

Hedonism and rationality became part of the black box titled “Human
Nature” in the structure of the classical paradigm during the first three-
quarters of the nineteenth century, and it was not removed from that
structure with the transition to neoclassical economics during the last de-
cades of the century. But “Human Nature” was a black box which con-
tenders could easily challenge, because even lay people had firsthand ex-
perience of it. Scientists may claim to have “better,” “scientific” tools to
study human nature, and therefore they assert that their knowledge is
more valid than commonsense knowledge. But those who disagree with
the dominant views inside the scientific community can always mobilize
common knowledge against the scientific expertise. It follows that the
content of the black box labeled “Human Nature” was very sensitive to
general cultural views of what human nature is. It was a subject that
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scientists could not monopolize, and therefore it was one channel through
which values and ideologies could easily intrude into the realm of social
science.

The institutionalists capitalized on this vulnerability in the orthodox
structure of black boxes. Based on what common people knew from daily
life, institutionalists recruited three chief allies against the economic man.
First, they reminded their readers that people wished to achieve much
wider goals than their own material success. Often, they told us, people
cared more for the welfare of their family members or of the whole com-
munity than for their own selfish interests. This was a point with which
most readers—including practicing economists, new graduate students,
and the public at large—agreed based on their own experience. It was
therefore easy to cast doubt on any theory that seemed to run against this
accepted knowledge.

Second, irrational behavior was brought in together with a new con-
cept of human beings as social creatures. Again, this idea was employed
in order to convince the readers that the conclusions drawn from neoclas-
sical analysis were not valid. People did not maximize given universal
goals, nor did they seek idiosyncratic interests of their own. Rather, they
pursued socially learned goals. Economists could neither take human de-
sires as given nor could they leave the study of those desires to others;
they must include these desires in their explanations. The third ally was
the idea that labor was not only a pain to be endured, but also a source
of satisfaction, an argument that could have revolutionized economic the-
ory if it had been accepted.

The advocates of neoclassical theory chose not to challenge these
claims. This decision indicates that the allies recruited by the institution-
alists, that is, the institutionalist conception of human beings and their
interaction, were well established within the larger intellectual commu-
nity of that period. The neoclassicists either agreed with those concep-
tions or realized it would not benefit them to challenge them. Whatever
the motivation—intellectual or political—their acceptance further rein-
forced the new view of people and society and turned it into a black box.
Rather than attacking this new black box, they denied its supposedly per-
nicious implications. Orthodox theory, they said, did not depend on anti-
quated hedonistic psychology, although it was historically associated
with such an approach. In fact, it did not rely upon any psychological
approach. It merely laid out universal laws of behavior which are useful
for the analysis of behavior everywhere and at any time. This strategy
prompted a struggle over the scope of economics: should economists deal
with the determination of psychological components that bore upon eco-
nomic behavior, or should they leave it to other students of human behav-
ior? Institutionalists thought that economic analyses must deal with all
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determinants of behavior if they wished to understand economic behav-
ior. Neoclassicists maintained that division of labor would be more effi-
cient in the production of knowledge. Obviously, this is a choice that
cannot be resolved by following universal and objective rules. It is depen-
dent on the goals of science, not on “facts” and logic.



Six

The Free Market on Trial: The Struggle over the
Gap between Reality and Theory

Every individual is continually exerting himself to find out the
most advantageous employment for whatever capital he can
command. It is his own advantage, indeed, and not that of the
society, which he has in view. But the study of his own advan-
tage naturally, or rather necessarily, leads him to prefer that
employment which is most advantageous to the society.

(Adam Smith, An Inquiry into the Nature
and Causes of The Wealth of Nations)

The business man’s place in the economy of nature is to
“make money,” not to produce goods. The production of
goods is a mechanical process, incidental to the making of
money; whereas the making of money is a pecuniary opera-
tion, carried on by bargain and sale, not by mechanical appli-
ances and powers. . . . the less use a business man can make of
the mechanical appliances and powers under his charge, and
the smaller a product he can contrive to turn out for a given
return in terms of price, the better it suits his purpose. The
highest achievement in business is the nearest approach to get-
ting something for nothing.

(Thorstein Veblen, The Vested Interest and
the Common Man)

WHEN TWO CAMPS compete in science, each party tries to show the inade-
quacy of the black boxes of its rival in order to undermine the whole
network of allies assembled by that rival. This, however, is not an easy
task. In the complex and abstract domain of science, the meaning and
significance of each black box can be comprehended only in the context
of the whole enterprise. Uncommitted practitioners or uninitiated novices
whose souls the contenders wish to conquer cannot be convinced in the
validity of the black boxes before they choose one party and undergo its
training course. Yet practitioners may appeal to common sense and argue
that certain arguments of the other party are obviously invalid. This type
of reasoning is especially relevant in economics, a science whose materials
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are part of our everyday life. Institutionalists exploited this fact and at-
tacked orthodox economics as an approach whose inadequacy and in-
compatibility with the known facts were notoriously obvious. The condi-
tions of the economy in real life, they maintained, were so far from the
assumptions of neoclassical theory, that a theory based on those assump-
tions was not useful even as an approximation to reality.

The neoclassical analysis started with the model of perfect competi-
tion. By perfect competition economists meant first of all the lack of con-
certed action in the form of monopolies, oligopolies, trusts, labor unions,
and governmental regulation. It was assumed that there were countless
sellers and buyers in each market, and because they all competed against
each other, no single buyer or seller had the power to establish the prices
they wanted to pay or get. No firm, for example, could charge a price
higher than production costs, because if it did, it would be in the interest
of other firms to offer a slightly lower price and “steal” the other’s firm’s
clients (e.g., Samuelson and Nordhaus 1989, 41–43, 541). Only when
firms united together (or are too few to begin with) and had no competi-
tion could they dictate any price they deemed desirable or at least “have
some measure of control over the price of the good” (ibid., 567). The
same was true about workers who could control wages only if they were
organized (ibid., 701–2). The model of perfect competition also assumed
that economic actors had perfect knowledge about the goods offered in
the market, their qualities, their exact properties, and their prices. There
was also a hidden assumption that all goods and services were market-
able, and that each supplier got a full payment for the service or good she
provided (ibid., 44). There were no free lunches, unless the service or
good was so abundant as to satisfy all wants, nor could someone cause
injuries to others without compensating for it (ibid., 771–73).

By recruiting the irrationality of human beings, the institutionalists al-
ready challenged the utility and validity of neoclassical analysis. If indi-
viduals were susceptible to “irrational” urges and pressures, than the
availability of perfect knowledge would not suffice to ensure maximum
welfare. But it was possible to tighten the siege on the orthodox doctrine
by showing that even if people were rational, the neoclassical model
would not work due to structural features of the economy. And indeed,
such a claim constituted an important element in the institutionalist cri-
tique on neoclassical doctrine.

Another aspect of neoclassical theory was the proposition that the best
results for the economy as a whole could be achieved by perfect competi-
tion. This was based on the assumption that rational individuals, either as
firm-owners or as consumers, were best qualified to find the best combi-
nations both in production and consumption. The competition in the
marketplace promised that they would be able to discriminate between
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factors of production, workers, and products and find the “best buy,”
thus promoting efficiency in the economy. This view was elaborated and
refined in the “new welfare economics” of the 1940s and 1950s, but the
roots of this view were in the work of Adam Smith, who argued that
when an individual “intends only his own gain . . . is in this . . . led by an
invisible hand to promote an end which was no part of his intention”
(Smith 1961, 166).1

The conclusion that “common welfare coincided with the private inter-
ests of each individual under conditions of free competition” (Copeland
1924, 107) was derived logically, and hence, unassailably, from certain
simple assumptions. The institutionalist attack was aimed, therefore, at
these assumptions, rather than at the conclusion itself. The institutional-
ists’ attacks on the assumptions of rationality and hedonism and on the
individualistic nature of orthodox theory were already described in the
previous chapter. This chapter deals with the institutionalist attacks
aimed at the gap between the structure of the economy and the way this
structure is postulated by neoclassical theory. Neoclassicists, though, did
not pretend that the real economy was perfectly competitive. Deviations
in the forms of monopolies, government regulations, externalities, and
imperfect knowledge were well known to everybody. The neoclassicists
argued, however, that abstract models were just approximations to real-
life conditions. There were factors which were not included in the theory,
and which accounted for the observable deviations of the real world from
the predictions made by theoretical reasoning. Yet they insisted that the
model of the economy suggested by neoclassical theory was good enough
to help us make sense of economic phenomena, because it included the
most essential insights into the workings of the economy.

To refute this last argument, it was not enough to present just a few
real-life cases which contradicted the theory. Statements like “all swans
are white”—to take a famous example—or “all industries are competi-
tive,” can be convincingly challenged by one black swan, or one uncom-
petitive industry. It is inherently more difficult, however, to challenge a
statement in the form of “most industries are competitive enough to be
usefully analyzed by a model of perfect competition”—the type of asser-
tion made by interwar neoclassicists (cf. McCloskey 1994b, 136). In
order to defend their own approach, and to cast doubts on the neoclassi-
cal structure, institutionalists had, therefore, to persuade their colleagues
that the deviations from perfect competition were too numerous and too
systematic, thus making the neoclassical model of small or no use even as
an approximation. Some of the institutionalists believed that the perfect
competition model had been useful in the past, when the economy had
been simpler. Others did not accept even this. But they all agreed that “the
rapid technical and institutional development of the last century and a
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half renders it impossible any longer to accept the eighteenth-century
analysis of the efficacy of free enterprise” (Slichter 1924, 308). The at-
tempt of institutionalists to reopen the black box of “approximately com-
petitive markets” is the subject of this chapter.

The gist of the institutionalist critique is provided in Morris Cope-
land’s essay. Copeland saw some truth in the classical approach, which
emphasized the efficiency achieved, in principle, by a market economy.
But he also saw much truth in the socialist view, which has “more fre-
quently looked on the darker side of life and found waste of natural re-
sources, chronic idleness of people and of industrial apparatus; nonliving
wages, insecurity of workers, wasteful use of their services and inhuman
treatment; diversion of human effort into the production of armaments,
luxuries, adulterated products and advertising; ample incomes to non-
workers; and autocratic control by a capitalist minority whose title is
hereditary” (1924, 107; cf. Taylor 1928). Each of these items—waste,
idleness, nonliving wages, and so forth—was mobilized by the institu-
tionalists to unsettle and destroy the orthodox network.

The first section of this chapter focuses on evidence showing that mar-
ket values were not a good measure of the social values of goods and
services, thus shooting at the core of the theory of value on which the
whole neoclassical edifice is built. The second part deals with economic
agents’ systematic lack of relevant knowledge, another pillar of the same
edifice. The following section concentrates on the waste caused by com-
petition itself, a reversal of the most important political implication of
neoclassicism. The fourth section is concerned with power disparity in the
economy and its consequences. The issue is not the injustice of the system
but the loss of productive capacity due to inherent labor unrest and lack
of cooperation. The fifth and last part of the chapter considers some dif-
ferences among institutionalists and the nature of the neoclassical re-
sponse to the attack at this front. Neoclassicists actually said very little
about these subjects, and this fact will be discussed in this concluding part
as well.

Making Money and Making Goods: Nonmonetary Evaluation
of Welfare

The institutionalists offered an alternative framework for the model of
free-market and perfect competition. They made a fundamental distinc-
tion between the practice of extracting pecuniary profits, on the one
hand, and the production of goods and services, on the other. This dis-
tinction was one of the main themes of Thorstein Veblen’s approach, in
which we can find polar distinctions between “pecuniary employment”
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and “industrial employment,” or between “business enterprise” and “the
machine process,” or “vendibility” and “serviceability” (Blaug 1986a,
256). The first concepts in these couples refer to the profit motive, and the
second to the actual process of real production. Such a distinction is not
feasible in the neoclassical framework. Under the basic assumptions of
the latter, only “serviceable” things can be sold. Every productive factor
must be fairly remunerated for its services. Given free competition, any
factor which is unpaid can move, or be moved, to places where the remu-
neration is higher. For a similar reason, it is impossible to have unfair
profits. Factors of production cannot be rewarded more than their eco-
nomic value, because any producer who pays them more would end up
with higher costs, and, hence, uncompetitive prices. Income can only be
earned fairly, and only for productive services.

Morris Albert Copeland’s essay “Communities of Economic Interest
and the Price System” was concerned specifically with the divergence be-
tween prices and values. Such divergence was caused by the fact that the
price system did not reflect real gains and costs:

If our property and other civil-economic rights were such that each person or
organization, in entering or refraining from any transaction, had to bear all
costs and could reap all the gains of so doing, we should probably be safe in
assuming the coincidence of individual interests and the common welfare. . . .
Under such circumstances consumers’ demand might shape business policy
rather than conversely, and technological efficiency might be the chief task of
business management. But it is obvious that things are far otherwise today
(1924, 114–15).

Because of this situation, “making money does not necessarily mean
making goods nor making goods always mean making money” (ibid.,
114; Taylor 1928). The general welfare, Copeland declared, was not en-
sured any more by the practice of individuals who cared only for their
own self-interests. Paraphrasing Smith, Copeland said: “Each, seeking
his own general gain, helps to bring about a result which was no part of
his intention. But that result is not always the common good of the self-
seeking parties; it may be a common misfortune” (Copeland 1924, 114).
Lionel Edie underlined the fact that “what each can get for himself de-
pended less on his efficiency in producing goods for the use of others than
on his efficiency in encroaching upon the gains of others by driving
shrewd price bargains” (1927, 425).2 The fact that people could gain by
speculation, manipulation, or sheer fraud was in itself a strong argument
in behalf of the institutionalist thesis. The neoclassical approach
downplayed these practices because under the assumptions of perfect
knowledge and rationality, people could not be gullible. But the question
was still open whether such deviations were frequent enough to make
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the model unavailing. Institutionalists therefore brought examples from
the real world—recruited allies, in the Latourian language—to prove
their point.

The first ally was the existence of advertising and salesmanship. The
very existence of these practices is somewhat anomalous in the neoclassi-
cal framework. Advertising makes sense as a way of disseminating infor-
mation, but it is clear from the way it is done that the target of the adver-
tisers is not only to inform consumers about their options but also to
shape their preferences. Slichter, for example, argued that “modern busi-
ness . . . spends such huge sums and employs so many experts in persuad-
ing men to attach far more weight than they otherwise would” to various
luxurious commodities (1924, 312). An “impressive array of special-
ists—advertising copy writers, press agents, artists, psychologists, sales-
men, window dressers, and others,” make it “their life work to shape
men’s desires in the interest not of mankind but of business” (ibid., 310).
The energies of these specialists are thus being used for unproductive pur-
poses, while consumers are being duped to waste their income on useless
products. Moreover, enterprises intentionally create pain, as is the case
with fashion, which is purchased “less to gain pleasure than to avoid the
discomfort of being out of fashion” (ibid., 312). Lionel Edie concluded on
the basis of these arguments that “the rational element in our choice-
making loses its supremacy,” because of the “very elaborate technique for
dominating the mind of the buyer by appeal to his irrational nature”
(Edie 1927, 431, 433).

The existence of each of the occupations related to salesmanship
and advertising, our everyday experience of buying things we do
not need, and the huge amounts spent by people on things that appear to
have little use were brought into the trial of strength to give more credibil-
ity to the idea that more than a few business practices caused harm to
society. The fact that institutionalists wanted to underline here was not
only the irrationality of consumers but also the shrewd rationality of
business entrepreneurs, who employed science and specialists “to take
advantage of every failure on [the consumers’] part to guard their inter-
ests.” “Prospective buyers are minutely studied and classified. Every de-
sire, hope, fear, whim, prejudice, or impulse which might possibly lead
people to buy is sought out” (Slichter 1924, 321–22; cf. Mitchell 1924,
30; Copeland 1924, 113; A. B. Wolfe 1924, 467). Advertising and sales-
manship were not a minor phenomenon in the modern economy but a
central feature thereof that must be considered in the evaluation of its
functioning.3

Pollution and other environmental hazards were another ally of insti-
tutionalism. Here the argument was simple: if enterprises were not
required to pay for pollution, rational businesspersons would find it
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“profitable to pollute the air or the streams, [and] to locate their plants
regardless of the effect upon the value of adjoining property” (Slichter
1924, 314). This was also the case with the safety of workers: rational
employers would rather compromise the health of their employees than
their profits. These examples showed that the market mechanism did not
guarantee social welfare. “Industrial accidents, industrial disease, pollu-
tion of the air by smoke or of the streams by discharge of waste in them
are among the costs which are easily preventable but which it usually
pays industrial establishments to let fall on others rather than to elimi-
nate” (ibid., 345; see also Mitchell 1924, 21–22; Copeland 1924, 110).4

Overutilization of natural resources was another fact that institutionalists
tied to their offensive to prove the inefficiency of the free market. In the
case of natural resources, Slichter claimed that free competition provided
“no incentive to discriminate against enterprises which disregard the gen-
eral welfare” by overutilization of these resources (1924, 309). The mar-
ket mechanism encouraged rational entrepreneurs to think about their
short-term individual interests and blinded even rational people as far as
long-run interests were regarded (see also Copeland 1924, 114).5

Another fact which was brought to support the general thesis that mar-
kets discouraged efficiency was the practice of firing workers during re-
cessions. In his path-breaking Studies in the Economics of Overhead
Costs (pub. 1923), John Maurice Clark argued that from the social wel-
fare point of view, it was better to employ all workers during depressions,
while for each firm it was profitable to dismiss them. Overhead (or indi-
rect) costs are fixed costs which firms have to pay regardless of how much
they produce. When a firm invests in capital in the form of machinery or
buildings, it has to pay for these machines even if it does not utilize them.
Labor is similar in the sense that one has to incur costs in order to repro-
duce it, that is, to keep it alive. But unlike machines, employers can dis-
charge workers during recessions and let them reproduce themselves at
no cost to the employers (Edie 1927, 425; Slichter 1924, 314; Copeland
1924, 107, 134). Beyond the evident unfairness of this practice, it in-
volved a huge waste for society at large. Resources are idle because it does
not pay for private owners to use them, but it is obvious that by using
these resources, the society as a whole could be better off (cf. Copeland
1924, 111).

Advertising, salesmanship, pollution, lack of occupational safety,
overutilization of natural resources, and depressions, were the more fre-
quent examples given by institutionalists to deviations from general wel-
fare due to the profit motive of private interests. The modern economic
language specifies the term “externalities” to all those cases in which
someone creates a nuisance for which she is not required to pay (negative
externalities; external diseconomies), or in which someone is not paid for
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her services (positive externalities; external economies) (Nicholson 1990,
chap. 21). The modern neoclassical solution is to allow for state regula-
tion to overcome this apparent market failure, either by establishing ex-
plicit guidelines and standards of pollution, by the use of taxes, or by
simulating the market by selling a limited number of pollution permits
(ibid., 617–29). In any case, externalities are perceived as exceptional
cases in which the market fails to perform its regulatory duties. It is a
concept whose very existence reinforces the image of the market as the
most efficient mechanism of allocation and distribution.

For the institutionalists, the concept of externalities—if they had been
familiar with this jargon—was much wider. Advertising also “pollutes”
the minds of citizens by creating wants where they have not existed be-
fore. Firing a worker also creates a damage which the firm does not have
to pay for (e.g., discomfort for the worker, extra burden on welfare agen-
cies, increasing crime, riots). Similarly, overutilization of natural re-
sources decreases the welfare of future generations without any compen-
sation for this injury by present-day producers and consumers. In sum,
the institutionalists perceived externalities as the main characteristic of
modern economies, a feature that impeded the ability of the invisible
hand to foster optimal welfare. A visible hand of rational planning was
needed to secure the best economic results.6

Lack of Knowledge and Its Implications

The divergence of private interests from public interests was enough, in
Slichter’s mind, “to indicate quite conclusively that, even were men fully
informed of their own interests and entirely rational in their choices, the
value of competition as a protective agency would be extremely limited”
(1924, 314; italics in original). But the institutionalists marshaled other
allies in an attempt to make their network stronger. Their next target
was the assumption of perfect knowledge, which lay in the heart of the
perfect-competition framework. The goal was again to show that the
divergence from neoclassical assumptions was neither local nor trivial.
Economic actors, they said, lacked basic knowledge on crucial issues.
Furthermore, given the complexity of required information and time con-
straints, it was unlikely that they would ever have useful knowledge on
many issues.7

The attempt to bolster the chronic lack of knowledge as a black box
occupied a significant part of Slichter’s essay (1924), and I follow
his arguments. Slichter began with business enterprises, who among
all economic actors were best qualified to gather the information that
was relevant to their activities. And indeed, he argued, they could “afford
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to investigate goods, prices, the existing and prospective conditions of
it of buyers.” Yet there was “much information of vital importance . . .
which even they [were] unable to gather.” Slichter gave the example of
“determining the competency of applicants for employment.” Since em-
ployers often could not discern the more qualified workers, “the incentive
which [wage earners] have to develop skill is very substantially dimin-
ished” (1924, 314–15). This was a systematic deviation that might keep
the economy far away from the desired optimum.8

Business enterprises were the most likely to have valid knowledge on
their practices. “When we turn to wage earners and consumers,” he con-
tinued, “we find a far more serious absence of requisite market informa-
tion” (ibid., 315). Slichter first examined the ability of workers to choose
rationally the best work for them, based on wages, work conditions, and
accident and disease rates. Concerning wages, he said that “while there
are statistics on wages, it is compiled only at the industry level, and the
findings are not given in a way that common workers can understand it”
(ibid.). “Information concerning the physical and nervous strain of the
work in different occupations, and in different plants is almost totally
lacking.” Workmen’s compensation acts “resulted in the collection of vo-
luminous statistics on industrial accidents,” but these statistics “relate in
large degree to industries rather than to specific occupations or jobs, and
. . . the existing data do not show the relative hazards in individual
plants.” Moreover, the available data was not brought to the attention of
workers and have not been “reduced to a simplified, understandable form
so that workers can easily compare the risks of different employments”
(ibid., 316–17). On the risk of industrial disease, he added, there was
almost no information whatsoever.

We should note here the way that Slichter lined up his allies. First, there
were no statistics. Second, if there were, then they were not in a form that
workers could understand; and if they could understand them, then they
were too general to inform them about the specific conditions necessary
for rational decisions about their specific jobs. Furthermore, this was true
not only for wages, but also for accident rates. With regard to frequencies
of industrial diseases, work-related strain, and unemployment, the infor-
mation was even scarcer. Without this vital information, workers could
not maximize their utility in the way that neoclassical theory assumed,
and again, this applied to the whole labor force. The divergence from
perfect competition was pervasive.

Slichter then added the third element of this front: consumers also
lacked vital information about the products they bought: “The consumer
. . . has so many things to purchase and so little time in which to buy
them, that [collecting information] is impracticable. Often the appraisal
of quality requires technical training and knowledge and, not infre-
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quently, the making of tests which, of course, are usually out of the ques-
tion (ibid., 318–19). Consumers did learn from experience, Slichter ad-
mitted, but this was a “slow and costly way of discovering which goods
are superior” (ibid., 320). The consumer, he further observed, did not
maximize his utility: “If he is reasonably well satisfied with a certain
brand, he is likely to continue to use it rather than to experiment with
others”—a precursory expression of the satisficing notion that Herbert
Simon introduced into economics many years later.

Slichter’s allies—the difficulty of finding out the skills of new workers,
the lack of sufficient knowledge on the jobs we are offered, our inability
to consider all brands and test their quality—were known facts from per-
sonal experience, and their recruitment contributed to the effort to taint
the assumption of perfect knowledge as too unrealistic to be useful. But
there is one more aspect of the absence of information that is less visible.
This is “the extraordinary uncertainty in the demand for goods which
exists despite the great need for them, the unprecedentedly great ability
to buy them, and the extensive efforts made by business to stimulate pur-
chasing” (Slichter, 1924, 328). Macroeconomic ups and downs, the busi-
ness cycles, leave business enterprises uncertain concerning the demand
for their goods and services. Free competitive enterprise “is peculiarly
unfitted to function well in the face of uncertain demand, and at
the slightest uncertainty it restricts production.” Hence, “chronic under-
production is an inherent characteristic of free enterprise” (ibid., 330,
italics added).

Competition as a Source of Waste

Thus far the institutionalist attack challenged two key black boxes of
neoclassical analysis: they maintained that market prices did not reflect
real values, and they claimed that economic actors did not have the infor-
mation necessary to make rational decisions. In this section we will see
how they assaulted another sacrosanct principle of the orthodox doc-
trine. Competition, they argued, led to waste of resources. This was, of
course, a sharp contrast to orthodox teaching, which had always per-
ceived competition as an unqualified blessing and offered a return to a
regime of competition as a solution for most economic problems.

In his essay, Slichter listed several reasons why markets were not effi-
cient. First, “in the field of marketing, competition usually results in an
enhancement rather than a reduction of expenses” (1924, 342). “The
expenditures of each are likely to nullify those of the others so that the
result is about the same distribution of business but higher selling costs to
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all” (ibid., 343).9 Another problem was the irresponsible risks taken by
firms under stiff competition. This was, according to Slichter, the root of
the crisis in banking, a crisis which was solved only by abandoning the
principle of free enterprise and the creation of “special machinery to im-
pose on the banks the credit policy which the public interest demands”
(ibid., 309).10 A third problem caused by too much competition was “the
wastes resulting from unstandardized raw materials, equipment, or prod-
ucts” (ibid., 346). Producers have an interest to keep a clientele by mak-
ing machines, which are incompatible with similar machines made by
competitors. This is rational from the individual firm’s point of view, but
it lowers the welfare of consumers and imposes unnecessary expenses
when consumers have to change from one environment to another or to
combine both. The difficulties many of us have in moving from an IBM/
PC to a Macintosh environment, or vice versa, is a good example of this
inefficiency.

Another problem was that “competition forces producers to scrap old-
style equipment prematurely” (ibid., 346). In order to retain competitive
prices, producers have to use the most efficient methods, which means
that they have to buy the most sophisticated machinery. But if the ma-
chinery was getting more advanced all the time, they were driven to buy
new machines before they had had time to cover the costs of the old ones.
This was one example of a more general problem of “firms with high
indirect costs [which] can drive out firms with lower total costs” (ibid.,
341). Indirect (overhead) costs are fixed costs that do not depend on the
quantities produced, such as machines, management expenses, advertis-
ing, offices, and public relations. A firm with high indirect costs and low
direct costs (which do vary with quantities produced) can sell in lower
prices than a firm with a reverse cost structure. According to neoclassical
analysis, the price of a good (P) must equal the marginal cost of produc-
ing it. Marginal cost (MC) is the cost of producing one more unit, and it
is assumed to rise as more of that good is produced.11 If P is higher than
MC, it will pay to produce one more unit, because the firm can sell it for
more than it costs to produce it. If P is below MC, the firm will cut pro-
duction as the cost of producing the last unit is higher than what the firm
can charge for it. Slichter accepts this logic, and deduces the possibility of
a firm with a low MC to drive out a firm with higher MC but lower total
costs due to lower fixed (indirect) costs. This leaves alive the firm with the
higher overall costs, an apparent inefficiency.

The point in which Slichter departed from the conventional neoclassi-
cal analysis was in considering the possibility that two firms in the same
industry would have different cost structures. The neoclassical analysis
assumed that cost structures were the same across the same industry, an
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assumption, or a black box, that institutionalists challenged.12 Hale, for
instance, raised the possibility that “the price of finished products may be
much higher than the cost to some producers,” while “the price is no
greater than the cost of producing at the margin” (1924, 201; italics in
original). This brought systematic and permanent “above-normal” prof-
its for some producers, a possibility which contradicted neoclassical
teaching. This analysis was similar to neoclassical analysis in its abstract-
ness and deductive reasoning but violated a fundamental premise of neo-
classical theory in order to make the analysis more realistic. As in the
previous cases, neoclassical theorists were aware that cost structures of
firms were not identical in reality, but they were inclined to assume that
they were similar enough to be treated as identical without missing any
essential feature of the economy.

Morris Copeland raised another problem caused by competition: the
case of increasing returns (decreasing costs13). Increasing returns is a situ-
ation in which the multiplication of all the factors of production by the
same constant yields more than a proportional increase of the output.
Copeland argued that in such a case, “free competition must be cutthroat
competition” (1924, 110n). According to the neoclassical analysis, firms
try to sell more until MC and P are equal. Under the assumption of con-
stant or decreasing returns, when production rises, MC rises as well, and
therefore equilibrium must be reached. But in the case of decreasing costs,
as the firm produces more, its MC declines. There is an incentive for each
firm to cut its prices and steal clients from competitors. This may lead
either to cutthroat competition, which may destroy all competitors, or to
the breakdown of free competition as firms merge together to prevent
ruinous competition or are taken over by a single firm.

Given the drawbacks of competition that institutionalists identified, it
is probably not surprising that they have not joined the lamentation
about the rise of big corporations and the emergence of monopolistic
competition. Yet later writers have argued that the main faults that insti-
tutionalism found in capitalism was the fact that the modern economy
was governed by a few big corporations with monopolistic power. It is
believed that this feature of the modern economy was one of their most
powerful arguments against neoclassical theory. Our study of interwar
institutionalism fails to confirm this belief. The decline of free competi-
tion was mentioned by several institutionalists but did not play a major
role in any of the institutionalist essays I examined.14 Although I did not
find it to be a major theme in the institutionalist critique, the neoclassical
model was criticized harshly by some critics because of its incongruity
with a real world of bigger and bigger corporations (cf. Bye 1924, 276).
It is therefore an intriguing enigma how such a powerful attack on the old
doctrine was almost totally sidestepped by the institutionalist literature.
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The solution of this puzzle is implicit in what I have said so far. The
arguments institutionalists arrayed show that competition was not per-
ceived by them as a marvelous arrangement in the first place. Hence, they
felt no need to grieve its decline. If they wanted to establish that competi-
tion was harmful, they could not censure its decline as a major problem
in their onslaught on the neoclassical approach.

Imperfect, or monopolistic, competition was one of the central topics
in neoclassical thought during the late 20s and early 30s. Piero Sraffa
(1898–1983) and Joan Robinson (1903–83) at Cambridge, Edward
Chamberlin (1899–1967) at Harvard, and others have developed neat
and rigorous models of imperfect competition that turned into fundamen-
tal black boxes of modern neoclassical economics (Shackle 1967, chaps.
5–6; Samuelson 1971; Ekelund and Hébert 1983, chap. 20). For neo-
classicists, this work was essential in order to find the way to restore
perfect-competition outcomes. For institutionalists, monopolies and mo-
nopolistic competition were established facts, and the question was how
to regulate them and get the best out of this new reality. The institutional-
ist program for maximizing social welfare involved, therefore, more coor-
dination and a larger dose of central planning, not as a substitute for
markets but as mechanisms for improving market functioning:

Many expenditures can be controlled only by the cooperative action of large
number of establishments. This, however, requires some sort of super-plant
organization able to impose its will upon individual firms. . . . Some sort of
super-plant organization is needed to avoid the great waste in the exploitation
of oil and natural gas. . . . Advertising and selling expenditures cannot be kept
down by the independent action of competitors . . . stabilization of both styles
and prices is beyond the power of individual business establishments acting
independently (Slichter 1924, 345–46; cf. Cyert 1988, chap. 6).

The solution was coordination, not competition. “Super-plant organi-
zation,” which was considered sacrilegious by the orthodox doctrine,
was suggested as salvation by institutionalists. Mitchell was even more
explicit in arguing that the exploitation of modern technology necessi-
tated a cooperation on the highest level. Instead of many small businesses
working alone against each other, “production ought to be organized on
a continental scale. Every industry ought to be carefully adjusted to every
one of the industries with which it interlocks” (1924, 30). Mitchell knew
that such a practice would involve a problem of monopoly power, that
could be used against unprotected consumers. He was also aware of the
inefficiencies involved in monitoring giant production. Yet he believed
that proper regulation and careful planning could reduce such negative
effects to a minimum, thus making the advantages of large scale beneficial
for the society as a whole (ibid., 30–31).
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The Missing Dimension: Power Disparity and
Labor Relations

The institutionalists marshaled externalities, lack of knowledge, and
wasteful competition against neoclassical theory and the associated pol-
icy of laissez-faire. These allies could have been enough to discredit the
whole neoclassical structure of black boxes, but the war effort of the insti-
tutionalists was augmented by an attack from another front. Power, the
institutionalists claimed, was unequally divided between economic sec-
tors, and those who had more power could tilt the economic system in
their favor. The neoclassical approach assumed that private enterprise
was harmonious, thus ignoring the basic conflict of interests that under-
lay capitalist economies. The institutionalists, in contrast, perceived this
conflict as another reason why capitalist systems did not work as effi-
ciently as orthodox theory anticipated.15

Again, the institutionalists drew examples from economic life around
them. The first example that they brought to substantiate the above argu-
ment was the way industrialists used “skilled employment experts” in
order to discover and hold those workers “who are willing to endure long
hours, extremely heavy work, or extraordinarily great risks for little or
no extra compensation.” As a result, “competition for labor comes to be
based less purely on wages and working conditions and more upon skill
in obtaining and holding the most docile, most easily satisfied, and least
discriminating workers” (Slichter 1924, 322).

Another factor in the lack of balance between workers and business
was the greater ability of employers “to wait or to take advantage of
alternative opportunities” (ibid., 323). This vast power disparity made
the neoclassical theory of wages entirely useless, claimed Slichter. The
theory argued that the wage of a worker was equal to her marginal pro-
ductivity, that is, to the additional net revenues the firm gets from em-
ploying that one more worker. If the wage is less than this, it is profitable
to employ more workers. Assuming perfect competition in the labor mar-
ket, the firm would have to offer the workers higher wages. With more
workers, marginal productivity is assumed to decline until equilibrium is
achieved. The parity of marginal productivity and wages is a fundamental
neoclassical black box, on which many models have been built (Blaug
1985a, chap. 11; Samuelson and Nordhaus 1989, chaps. 27, 30). For
example, a common neoclassical explanation of unemployment is the ex-
istence of a minimum-wage statute and collective contracts with unions
that fix the wage rate above marginal productivity. That makes it unecon-
omic to hire more workers, because the value of what they would add to
production is less than their aggregate income as sanctioned by law
(Stigler 1946).
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The institutionalists who challenged this black box sought after allies
to show that in real life it was not reasonable to expect wages to equal
marginal productivity. This was not easy to prove because marginal pro-
ductivity could not be directly measured. The trial of strength in that
point, therefore, had to be waged by recruiting indirect evidence. Slichter
recruited the lag of wages behind the increase in productivity of workers.
Total productivity of an industry (or the whole economy) is easier to
estimate than marginal productivity, and by claiming that average wages
lagged behind total production, Slichter put a question mark over the
marginal productivity theory. Another argument was the practice of busi-
ness persons to “put up with a more or less serious shortage of workers
rather than pay more than they consider labor to be worth,” which de-
pended more on “what they have been used to paying” than on calcula-
tions of productivity (Slichter 1924, 325). Employers “do not hasten to
raise wages with marginal productivity because of the great uncertainty
of modern business. Although they may at the moment be able to pay
more,” they are constantly afraid of an economic downturn around the
corner (ibid.).16

Thus, norms of businesspersons and uncertainty were both brought in
as structural factors which kept wages below marginal productivity. In
addition, Slichter brought in the immobility of workers. Neoclassical the-
ory assumed competition, which, in the case of the labor market, meant
that employers could choose the workers who asked for the lowest wages,
and employees could choose the best-paying employers. Slichter, how-
ever, argued that in fact, employees were not really free, because they
learned “from experience the difficulties of finding a satisfactory place,
and this renders them loathe to leave a reasonably good place” (ibid.,
327). This barrier was strengthened by the fact that seniority on the job
gave workers “a certain standing in the eyes of the management . . . [and]
a feeling of some security against lay-off.” Lionel Edie supported the as-
sault on marginal productivity theory with studies by Alvin Hansen, Paul
Douglas, and Arthur Bowley—three recognized authorities in the field of
labor economics—which showed “the inconsistent relationship between
physical productivity and financial reward” (1927, 423). Slichter also of-
fered an alternative black box: “wage earners have learned that, regard-
less of what employers can afford to give them, wages, hours, and work-
ing conditions are, as a rule, no better than managements, in view of the
economic strength of the men, find it expedient or necessary to grant.”
Bargaining power is therefore “esteemed and respected by labor, and
hard work, technical proficiency, and cooperation tend to fall into disre-
pute” (Slichter 1924, 339–40).

By bringing the disparity of power between employers and consumers
and between the former and employees, institutionalists wished to estab-
lish something more than the unfairness of the system. Their chief goal
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was to call neoclassical theory into question. The ability of business enter-
prises to extract higher profits at the expense of both consumers and
labor served this goal. If consumers were outsmarted by producers, and
labor had no room to maneuver, then no matter how similar other ele-
ments of the economy were to the ideal perfect-competition model, a free
market regime would not maximize social welfare as claimed by ortho-
dox theory; state intervention was needed.

But that was not all. Slichter raised yet another argument. The polarity
of labor and capital, this labor specialist claimed, deprived managements
of “the benefit of suggestions and criticisms from those who are in the
best position to observe points of waste and to suggest changes, namely
the workmen and the minor officials” (1924, 332). “Managements are
responsible to capitalists,” he explained, “and administrative policies are
designed to advance the interests of the capitalists. . . . The officials can
scarcely encourage workers to criticize policies designed to benefit inves-
tors, often at the expense of the wage earners.” Furthermore, managers
did not want workers to “develop an attitude of self-assertion and inde-
pendence which would render them unwilling to submit with docility to
the management of industry,” and therefore they did not encourage
workers to submit suggestions for improvements. Workers, in turn, were
afraid that such suggestions would cost them their jobs because of the
changes they entail (ibid., 333, 340; Edie 1927, 425). The neoclassical
framework left no place for such important considerations as the nature
of labor relations and the motivation of workers. Its model implied that
workers were homogeneous; their production could not change due to
better treatment, and this approach, Slichter averred, was a serious theo-
retical flaw.

The last point made by Slichter ties his argument about labor to his
earlier arguments and to his claim that competition was not the best re-
gime. One of the reasons “for the acute differences between capital and
labor” under existing arrangements, he explained, “is the fact that wages
and conditions of work are . . . settled in each plant separately. This gives
each enterprise a powerful incentive to obtain an advantage by paying
less or offering less favorable terms than its rivals” (1924, 350). This is
another reason to favor super-plant coordination. Such coordination
would make it easier to compensate workers more fairly, and thus, in-
crease social welfare.

Conclusions: Economic Realities and Economic Models

Slichter summarizes all the deviations from perfect competition condi-
tions. His summary was so emphatic and declarative, that it is worth-
while to present it at length:
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Incomplete and fragmentary as our survey has been, it has indicated that the
faults of free enterprise are by no means simply incidental and exceptional. . . .
We have found that the most fundamental requirement of free enterprise—an
interest on the part of individual buyers and sellers in discriminating against
those who disregard the common welfare—is lacking, not in a few scattered
instances, but in many. We have seen, furthermore, that even when individuals
do have an interest in discriminating, they frequently lack the information, the
time, the willingness, the intelligence, or the bargaining power to do so. We
have observed that free capitalistic enterprise habitually underproduces, that,
owing to the uncertainty of markets, it must underproduce if business enter-
prises are to remain solvent; that it fails lamentably to get managements to
concentrate upon the improvement of technique and the elimination of waste
and forces them into a fight for markets so fierce and of such vital importance
that a large share of the best executive ability must be devoted to the struggle;
that it not only fails to obtain the cooperation of labor in production, but also
causes wage earners consciously to withhold their aid and often to fight against
technical improvements. . . . Finally, we have seen that the existing industrial
organization is largely responsible for a deep-seated and extremely bitter con-
flict between capital and labor, of such magnitude and intensity in some coun-
tries that it shakes the foundations of the social order itself (Slichter 1924, 351;
italics in original).

The themes in this summary reappear in the writing of other institu-
tionalists. Yet the institutionalists did not negate that the orthodox model
has some value. John Maurice Clark, for example, said that “as a tool
of analysis, [neoclassical theory] is invaluable; but as the sole source of
truth, it is woefully inadequate” (1924, 101). His position was also
reflected in his evaluation of Adam Smith, who “grasped the element
of mutual aid running through exchange, [and] saw its organizing possi-
bilities.” Smith’s contribution was “the validity of price as an economic
organizing force” (ibid., 83). Yet Clark insisted that value theory of neo-
classical economics captured only one aspect of economic life. He there-
fore agreed with the “new generations” of economists, the institutional-
ists, who discovered that real-world arrangements “fail to produce the
expected efficiency and instead cause waste and social loss rather than
pure mutual gain in the process of free exchange (ibid., 84). Neoclassical
theory did hold some important truth, but it failed to account for many
facets of economic life. It was useful as a starting point, but the analysis
had to go beyond it (see also Clark 1936, 4–5).

Clark was not alone among institutionalists in attempting to exploit
the merits of orthodox theory without subscribing to its basic conclu-
sions. Commons himself stated that “institutional economics cannot sep-
arate itself from the marvelous discoveries and insight of the classical
economists” (1931, 648). Copeland also asserted that “the broad, gen-



132 CH AP T ER S IX

eral truth of the classical explanation . . . appeals and persists because of
its comparative simplicity as well as its approximate truth.” But, like
Clark, Copeland immediately added that “it is only an approximation.”
Furthermore, the approximation was “so rough and crude that it fails to
account for any of the imperfections of coordination” (1924, 107). Later
he explained that “we cannot get very far by assuming [as orthodox the-
ory does] a static society, with free competition and constant or increas-
ing costs for each enterprise, for by so doing we rule out nearly all the
factors to which imperfection in the functioning of exchange coordina-
tion are due” (ibid., 119).17 Orthodox theory admitted the existence of
imperfections, but it could not treat these imperfections “except as devia-
tions from the theoretical norm.” Thus, “Business depression have been
construed as abnormal times, trusts as unnatural monopolies, non-living
wages as true only for the short-run, and many social evils have been
blamed on individuals and the inaccuracies of their felicific calculations”
(ibid., 107–8; italics in original). Copeland asserted that these properties
of the economy should be treated theoretically, because they were system-
atic features of the economic complex. The institutionalists, in sum,
wanted to modify some boxes of the neoclassical edifice and kick out
several others. But they mostly wanted to add new walls to the existing
building of orthodox theory.

In chapter 3 we discussed the question whether the institutionalists had
an alternative theory. We saw in this chapter more evidence that they did.
They agreed that economics should be a science of welfare and that
the market could not be relied upon to determine the real value of goods
and services, although it did serve as a starting point for an overall evalu-
ation. They also agreed that orthodox theory did not provide the tools
for analyzing general welfare. The common goal of Clark, Cope-
land, Douglas, Tugwell, Slichter, Hale, and Wolfe (all in Tugwell 1924b)
was geared toward the identification of a general scheme of social welfare
and methods to achieve it. Strangely enough, the neoclassical essays on
institutionalism that I encountered in the methodological writings of the
twenties ignored this most essential contribution of institutionalism. Ray-
mond Bye’s essay (1924) is the only one in the analyzed corpus which
tackled a few of the institutionalist claims, and even he seems to miss the
crux of the institutionalist critique. In his 1924 essay in The Trend of
Economics, Bye grasped well most of the criticisms against neoclassical
theory on the methodological level (see chap. 4) or in regard to the nature
of human behavior (see chap. 5). But in regard to the suitability of ortho-
dox theory for capturing the structure of the modern economy, the only
critique that he mentioned was that “monopoly control of supply, the
stratification of society into non-competing groups, lack of mobility of
capital, and similar conditions result in a marked discrepancy between
value and disutility costs” (1924, 276; see also 1925, 59). The problems
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of cutthroat competition, systematic lack of knowledge, structural and
dysfunctional disparities of power, and many other problems raised by
institutionalists were not mentioned at all. The focus was on the decline
of competition, an issue that was the least important in the institutionalist
attack on neoclassical theory.

Bye’s defense of neoclassical theory further shows that he either was
unaware of the institutionalist attack or that he preferred to ignore it. His
main argument was that modern neoclassical theory (of the 1920s) got
rid of the outmoded psychological concept of disutility. He referred to the
work of Herbert Davenport, Carl Gustav Cassel, and Thomas Carver,
three prominent neoclassical theorists around the turn of the century.
Those economists, he argued, got rid of the psychological interpretation
of prices and based it, instead, on supply and demand analysis (1924,
278–79). Bye took pride in this modern version of marginal analysis and
perceived it as an appropriate answer to the severe criticism that had been
leveled toward orthodox theory (ibid., 280). But this modern theory was
exactly the theory that the institutionalists disputed. The institutionalists
agreed that in principle, in a market system, “the available resources [are]
being devoted only to the production of those commodities for which the
highest prices are offered,” as claimed by Bye. But due to advertising,
salesmanship, lack of information (and inability to reach necessary infor-
mation), and many other reasons mentioned in this chapter, the highest
prices were not necessarily offered for the things people needed most. Nor
did these prices reflect all the used resources or the impact on the environ-
ment. The health of the workers, and other factors, were also not suffi-
ciently reckoned with.

Bye’s defense of the concept of marginal productivity was a case in
point. We saw above that Slichter had a grounded objection to the theory
based on what he considered to be common practices of employers and
employees. Bye, however, responded to a much simpler and less sophisti-
cated criticism. He argued that “when it is said that labor is paid accord-
ing to its marginal productivity, what is meant is not that labor gets what
it produces. . ., but that it is paid according to its value to the employers
who are bidding for it in a competitive market” (ibid., 281; italics in
original). This is a proper answer to a common misunderstanding that
confuses total product and marginal product.18 The main point of the
institutionalists was different. They focused on the fact that the value to
employers diverged substantially from the value to society. On this topic
Bye was silent. Nor did he say anything on the arguments concerning, for
example, the immobility of workers due to their age, their lack of secu-
rity, and the inability of consumers to judge the quality of products.

One cannot assume that Bye’s attitude was representative of the neo-
classical position. We saw earlier that Frank Knight was another defender
of neoclassical theory whose views were quite different from those of Bye.
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They also differed in their political positions. Bye accepted the possibility
that governmental intervention was needed. He maintained, however,
that any attempt to control the economy should be done according to
“the laws of economics,” that is, according to neoclassical theory. A good
example was trade policy. In contrast to the common laissez-faire ideol-
ogy which totally proscribed tariffs, Bye said that tariffs which were in-
troduced according to economic theory, as suggested by Friedrich List
and Henry Carey, were not out of the question (1924, 297). This was
pretty much the attitude of Marshall and his students. Knight, in contrast,
was known as a stubborn opponent of any governmental intervention,
which was the reason he is known as one of the forebears of the Chicago
school. Knight, however, based his opposition to government not on eco-
nomic theory but rather on broader social and political concerns: “That
men are not completely rational in managing their affairs is true, but
hardly implies that a government, which must be run by men, will be both
wise and benevolent in managing those of everybody” (1957, 21). He
was aware—probably unlike some of his progeny at Chicago—that a
free-market economy was not perfect, but thought that it was preferable
because “it has the supreme merit of enabling people to co-operate with-
out specific agreement on values” (ibid.). As Silk explains, “Knight was
deeply pessimistic about the human race and its pretensions of altruism;
he thought the dominant trait of mankind was greed, and he thought it
essential to build an economic system which recognized that fact” (1974,
51). That is why he “held that the state, even when it sought to do good,
was far more likely to do evil” (ibid.). Free enterprise was better, in his
view, not because it was more efficient, but rather because it allowed
individuals to explicitly pursue their interests without the repressive pow-
ers of the state (Dorfman 1959, 5: 479).

Knight’s view represented the minority within the economic profession
between the world wars. It deviated not only from the radical attitudes of
institutionalists, but from the reformist zeal of Marshallians in Britain
and the founders of the AEA as well (see chap. 2). For our interest in this
chapter, however, the main point is that Knight, like Bye, did not con-
front directly the arguments made by institutionalists concerning the
compatibility between economic theory and the modern economy. His
stands were derived from ethical and social considerations and not from
the perception of private enterprise as efficient (see also the essays in
Knight 1946). It was only after the Second World War that the mathe-
matical economists addressed the points made by institutionalists and an-
alyzed situations of imperfect knowledge, unequal power, externalities,
and so forth.

All along this chapter I referred in footnotes to many of the modern
treatments of problems that the institutionalist literature brought up.
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Some people may consider those treatments as sufficient and claim that
institutionalism completed its service by pointing our attention to the
flaws of the primitive neoclassical theory (chap. 3). That is the explana-
tion often given by mainstreamers for the demise of institutionalism. On
the other hand, others would argue that much of the institutionalist cri-
tique is still valid. The mathematical theorists modified the models in
order to answer some of the problems raised by the critics of neoclassical
theory but have not addressed the main arguments: the profusion of ex-
ternalities, the systematic lack of knowledge and inability to collect data,
and the inherently antagonistic relations between various sectors of the
capitalist economy. One does not have to accept this evaluation in order
to appreciate the contribution of institutionalists to modern economics.
The fact that some of the most recent models in economic theory deal
with problems which were brought up by the institutionalist thinkers is in
itself a testimony that their contribution is larger than what even the most
generous conventional textbooks concede. It is also a hint that modern
economists may still find some inspiration in the long-forgotten writings
of institutionalist economists, either for the extension of neoclassical
models or for a new revolution in economic thought.



Seven

The Struggle over Social Relevance and the
Place of Values

Since no paradigm ever solves all the problems it defines and
since no two paradigms leave all the same problems unsolved,
paradigm debates always involve the question: Which prob-
lems is it more significant to have solved? . . . The question of
values can be answered only in terms of criteria that lie out-
side of normal science altogether.

(Thomas S. Kuhn, The Structure of Scientific Revolutions)

The specialist in general theory . . . must drop the supersti-
tion, which too long has impaired the usefulness of his work,
that the explanation of how value is determined is the central
task of economic theory beside which all others are of little
consequence. . . . The problem of value determination . . .
can possess only subordinate significance in comparison with
the question of how industry can be made to operate more
closely in conformity with the general well-being.

(Sumner Slichter, “The Organization and Control of
Economic Activity”)

It is a sign of the maturity of a discipline that its main
problems are not drawn from immediate, changing events.
A genuine and persistent separation of scientific study from
the real world leads to sterility, but an immediate and sensi-
tive response to current events stultifies the deepening and the
widening of analytical principles and techniques. The leading
theoretical chemists are not working on detergents or head-
ache remedies and the leading economic theorists need not be
concerned with urban renewal or oil embargoes.

(George Stigler, Essays in the History of Economics)

SCIENTIFIC VALIDITY measured in terms of logical analysis and compati-
bility with reality is not the only criterion for choosing among scientific
approaches. When there are two competing approaches, which are both
valid, or when scientists cannot agree which approach is valid, they can
resort to a criterion of an entirely different character. This criterion is the
usefulness of the competing approaches and their relevance to practical
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needs.1 The way we have defined black boxes, they include more than
conventions of how to do research (i.e., methods), accepted facts, and
agreed upon explanations (i.e., theories). They include also shared goals
of scientific research. Scientists spend time and energy trying to convince
each other and the world at large of the importance of their individual
and collective pursuits. Defending a research program by reference to its
practical utility often leads to arguments concerning the “do-ability” and
applicability of research programs. Each party makes promises concern-
ing the prospective ability of its paradigm to solve various problems. The
time span of these promises is often quite long and the promises are un-
derstandably very speculative. Hence, opponents frequently challenge the
promises, and disputes over prospects of research programs to solve prac-
tical problems ensue.

I will begin this chapter by discussing the accusations made by institu-
tionalists concerning the inability of neoclassical theory to address impor-
tant practical problems. Orthodox economics, they said, was irrelevant,
if not outright damaging for policy making, because of the unrealistic
nature of its assumptions and its undue concentration on abstract value
theory. The institutionalists argued that by following their own inductive
research program, economic science would be able to provide solutions
to many pressing economic problems. These promises are the subject of
the second section. The third section reviews the neoclassical response
which had two aspects: casting doubts on the utopian promises of institu-
tionalists and making promises about the prospects of the neoclassical
research program itself. Neoclassical theory, its proponents claimed, was
neither finished nor stagnant; it was a project that had proved itself in the
past and would yield many fruits in the future. The last section deals with
the role of values in economic science. This issue is related to the trial of
strength over relevance because the neoclassicists argued that the best
way to help solve practical problems was to focus on pure theory in an
unbiased way by excluding any discussion of values. Institutionalists
claimed that such an omission would lead to a barren science and asserted
that values could be handled scientifically and without subverting scien-
tific norms.

Institutionalists: Overpriced Value Theory

One of the main claims of institutionalists was that practical needs neces-
sitated much more emphasis on empirical research. People might debate
in the abstract the virtues of a deductive approach relative to an inductive
one, the institutionalists agreed. But urgent economic problems required
research that paid careful attention to the realities of human nature, social
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institutions, and the economy. Rexford Tugwell, for instance, argued that
orthodox economists “managed to create the structure of classical theory
[only] by doing a good deal of violence to what were then hidden actuali-
ties.” This, he argued, was one of the reasons that “their economic theory
cannot help us to understand the problems of human economic behavior
any more” (1924a, 390). He claimed that the laws of neoclassical theory
“are not useful in the sense that natural laws are useful” because they
were not based on a study of the real economy. Instead of attempting to
find laws which described the reality, economic laws “became, in the
hands of the classical school, ends in themselves . . . they were merely
logical exercises” (ibid., 393).

Similarly, Wesley Mitchell characterized pre–World War I economics
as dry, dull, and impractical. He complained that economics had become
“an academic discipline, cultivated by professors and neglected by men of
action, modest in its pretensions to practical usefulness, more conspicu-
ous for consistency and erudition than for insight” (1924, 19). And
George Soule complained that “the plain fact is that whereas most people
trust the word of the natural scientists as a matter of course, neither the
ordinary leader of public life nor the ordinary private citizen has . . .
thought of accepting economics as a body of contemporary and exact
knowledge from which guidance may be derived in action” (1924, 359).
Soule blamed the “primitive state” of the discipline which was due to the
lack of empirical work. Institutionalism therefore appeared as the solu-
tion that might turn economics into a practical science referred to by lead-
ers and informed citizens (ibid., 360).

A common complaint of the critics of orthodox theory was that it had
concentrated its efforts on one problem, value theory.2 Valuable though
it might have been (and not all of them agreed that it was valuable), they
argued that it was wrong to ignore all the other issues. The institutional-
ists, Joseph Dorfman says, “conceded that a good deal of value theory
was valid . . . , but they contended that it was too limited and narrow and
that its importance to economic science had been overstressed” (1959,
5:465–56). A. B. Wolfe caustically remarked that the marginalists had
used analytical geometry and calculus “to pile up a formidable mass of
‘value theory’ which left objective reality to one side, [and] helped to solve
no actual economic problem” (1924, 468). Sumner Slichter claimed that
instead of studying the economic system, economic theory had “exhibited
a remarkable tendency to concentrate attention upon a single problem,
regarding it as the central one in economics, and feeling no necessity for
extending its inquiries beyond the limits thus set” (1924, 306).

The “infatuation” of neoclassical theory with value theory is exempli-
fied in their use of Robinson Crusoe. The story about Robinson Crusoe’s
desert island is a rhetorical device, which is often used in teaching eco-
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nomics (cf. Madison 1990, 40–41). The idea is that Robinson Crusoe, as
the sole resident of the island, can decide how to divide his time between,
let’s say, picking bananas and coconuts. Given his skills in picking fruits
(“the technology”) and his tastes, one can find out how Crusoe would
allocate his resources (i.e., his time) in an optimal way. It would also be
possible to determine the relative values of bananas and coconuts, that is,
how many bananas each coconut is worth. This is the basic question that
value theory has dealt with, although it has proceeded, of course, to
worlds in which there are several factors of production, more than one
person, and more products. Yet the theory still deals with very simple
worlds relative to our real one. Institutionalists were very critical of the
fictional world of Mr. Crusoe. As William E. Weld told us, “in fact, this
island has been neglected in recent years by the students of economics.
The present-day economist is profoundly interested in human welfare,
and the doctrine of ‘truth for its own sake’ in such an engrossing world of
actualities does not have the chance to make itself felt” (1924, 425).

According to the institutionalists, the main concern of economists
should be “the problem of the organization and control of economic ac-
tivity” (Slichter 1924, 353). Economists should stop being preoccupied
with the determination of prices and focus on the question of how to
direct industry in a way which will maximize the happiness of the com-
munity (ibid.). Slichter gave a long list of new realities which emerged
since Adam Smith’s time but were ignored by theory, such as corpora-
tions, trade unions, cooperative organizations, trade and employers’ as-
sociations, and commercial and investment banks (cf. Taylor 1928, 270).
Slichter then elaborated on the kinds of questions which were not dis-
cussed by neoclassical economics despite their importance. Among other
things he mentioned the influence of market organization and institutions
upon prices, the effects of buying and selling policies on actual behavior,
the impact of the credit system on savings, the impact of science on the
longevity of capital, and the way labor productivity depended on wages
(Slichter 1924, 304–5; cf. Edie 1927, 427–28). Orthodox theory was not
useful for managing modern industries, Slichter implied, because it had
ignored all these topics.

I end this section with Tugwell’s description of the reaction of many
contemporary students to the neat and sophisticated orthodox theory.
His sarcastic description informs us about the atmosphere in economics
during the twenties, although we cannot know precisely how many econ-
omists felt that way:

So it was that classical theory . . . stood triumphantly symmetrical, an absolute!
And so it is still too much taught. By a series of assumptions and with the use
of certain chosen illustrations it can be worked up to climactically. . . . And
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when the thing is complete—there you are! Value! But someway or other the
student goes away from the demonstration unsatisfied, frustrated, angry, feel-
ing rather as though a logical trick had been played upon him (1924a, 393).

Institutionalists: Promises and Alleged Successes

The institutionalists not only complained about the preoccupation of
neoclassicists with value theory, they also called attention to many practi-
cal problems, which waited to be addressed. They passionately argued
that economists had to concern themselves with these issues, and ex-
pressed their certitude concerning the power of their own empirical ap-
proach to solve many important economic problems. Often they claimed
that promising results had already been achieved. The way those argu-
ments are tied together is nicely seen in the references to the experience of
the First World War. Wesley Mitchell emphasized the economic problems
that the war brought and the problems of economic adjustment in its
wake. He mentioned several of the main questions of the day—should the
U.S. collect its loans to the Allies, how to reduce the domestic debt, and
so forth, and concluded: “The list of problems bred by the war need not
be completed; it is long enough to suggest how varied and how searching
are the demands that will be made upon the constructive capacity of econ-
omists” (1924, 20–21).

Mitchell was sure that these pressing needs would nail down the com-
mitment of economists to the institutionalist path. The war seemed to
prove, at least for Mitchell and his fellow institutionalists, that the im-
provement of economic performance required adaptation of policy to di-
versified specific circumstances. This practice seemed to be facilitated by
the institutionalist kind of empirical research, rather than by the abstract
neoclassical theory, which appeared to be too general to offer concrete
solutions. Mitchell thus added that the war experience disqualified the
arid preoccupation with value theory, and though this had not had much
influence on theory yet, “the next few years should harvest heavy crops
from the sowing of the war. . . . The war [is] just beginning to make its
influence felt in the slow-moving social sciences” (ibid., 20).

Mitchell also emphasized the positive experience with government
planning during the war. He underscored the policies of central planning
and underlined the collection of data by government agencies that made
these policies effective: “Thousands of men who participated in the work
of the War Boards learned to think in terms of the nation’s needs, to
collect quantitative data . . . and to effect a strange blending of govern-
ment and private initiative” (ibid., 20). The success of empirical work and
governmental intervention thus proved the merits of institutionalism, or
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at least that was what the institutionalists hoped. As George Soule said,
the experience of the war had changed the perspective of economists, and
many of the best of them “left their grazing on the arid hillsides of tradi-
tional theory and began to crop the juicy lowlands of fact” (1924, 364–
65; see also Clark 1936; Dorfman 1949, 3:493). Based on the war experi-
ence, Mitchell hoped that many other problems, which were not related
to the war, might be solved by economists who studied the actual func-
tioning of economic institutions and by government intervention in steer-
ing the economy based on empirical findings provided by economists.
Included in the goals that Mitchell expected economists to achieve were
control of business cycles, conservation of natural resources, and elimina-
tion of waste in industry (1924, 21–22; cf. Soule 1924, 365).

The ability to prevent waste was stressed by numerous institutionalists.
Mitchell, for instance, assigned to economists the role of finding out
whether the organization of industry “on a continental scale” could in-
crease production because of better coordination, or would be unproduc-
tive, because it “necessarily involves bureaucratic control [which would]
lead to a new type of inefficiency.” Mitchell also claimed that “we need
careful quantitative analyses of efficiency under various conditions”
(1924, 30–31). He believed that the economic science of the institutional-
ist type would be able to give definite answers to that question. Similarly,
Mitchell asserted that economists could find whether advertising was
beneficial to the economy as a whole, and “the bearings of inequality of
income upon savings, personal efficiency of workers, industrial depres-
sions and the like” (ibid., 30). All these are complex issues, but Mitchell
treated them as solvable with the help of the empirical tools that institu-
tionalism promoted. He was even more sanguine with respect to the pros-
pects of psychological research and the contribution of such research to
economic studies (ibid., 23).

Mitchell exhibited an extremely optimistic belief in the potential of
institutional economics and argued that “where scientific work is possible
there is slight excuse for hesitation” (1924, 30). He worked laboriously to
realize the goal of scientific guidance for economic policy, and one of his
achievements was the establishment of the National Bureau for Economic
Research (NBER, est. 1920), which has remained one of the major re-
search institutions in economics.3 The task of the NBER, as Mitchell saw
it, “would be nothing less than to gather statistics and commission mono-
graphs that would enable a national leader . . . to fabricate an all-embrac-
ing program” (Sobel 1980, 43).

Mitchell’s student, Rexford Tugwell, expressed a similarly optimistic
belief in the ability of science to solve quickly and conclusively formidable
and vague questions. For example, he asked, “How far can human beings
adjust themselves to industrial conditions?” We know that they have
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some capability of adjustment, he said, “but just how far? That we do not
know. And we can formulate no worthwhile program until we find
out. . . . And inductive measurement can be of the very greatest service
here” (1924a, 407). Similarly, he “seduced” readers to support institu-
tionalism by expressing his belief in the ability to find out inductively how
deep economic motives are. Are they deeper, for example, than sexual
motives? He believed that science, in the fashion of institutionalism,
could answer this question, and that an answer to this question was a
prerequisite for the formulation of any policy (ibid.).4

There are countless other examples of institutionalists who depicted a
utopian picture of the achievements that could be reached by the adop-
tion of their research program. I will give only one more outspoken exam-
ple from Lionel Edie’s essay. He assured readers that by adopting empiri-
cal methods, economists would accomplish the same level of success as
other sciences. They would be able to control the economy, he promised,
and their control will be “analogous to the bacteriologist who masters the
microbe and controls disease, or to that of the physicist who discovers
new knowledge of the atom and gives new control over energy, or to that
of the electrician who discovers how to regulate radio activity (1927, 436;
underlines added). This is a good illustration of the aspirations institu-
tionalists fomented and publicized in order to convince the community of
economists in the merit of their research program. It should be empha-
sized, though, that this was not necessarily a tricky manipulation to at-
tract supporters. The institutionalists probably believed in these promises
themselves, and in any case, their sincerity is not at issue here.5 The main
point is that such “utopian” visions were offered by the contenders. As
we will see, this practice was not limited to institutionalists; neoclassical
economists also made promises, as do all scientists who have a “cause” to
promote.

Given the extremely optimistic nature of their promises, the institu-
tionalists knew that they had to work hard to convince their fellow econ-
omists. They therefore tried to demonstrate the feasibility of their vision
by claiming that their research program had already been applied success-
fully. Speaking about quantitative research, John Cobb said that “how
far this [quantitative] tendency will go in economics and what it will ac-
complish is idle speculation.” But he insisted that “it is beginning to work
and has indicated the probability of important results” (1926, 427).
George Soule was less modest. Referring to recent developments in col-
lecting quantitative data and to the experiments in economic policy, he
bragged that “the result was a growth almost miraculous” (1924, 364–
65). Lionel Edie, who examined “several hundred monographic eco-
nomic studies,” found that “the most salient common characteristic is the
discovery of new knowledge about economic behavior.”6 He maintained
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that even though each of these studies yielded “microscopic” increments
of knowledge, “nevertheless, in their totality these increments give in-
creasing knowledge of, and therefore increasing control over, human na-
ture in relation to economic institutions” (1927, 435–36).

This closes up the case of institutionalists: Starting with the failure of
the neoclassical doctrine to pursue contemporary economic problems,
they presented their research program as having the required conceptual
gadgets and methods to handle those problems. Furthermore, they prom-
ised to solve the problems and pointed to some preliminary achievements
in order to enhance the credibility of these promises. Now we turn to the
other side and see how neoclassical economists coped with this seemingly
unstoppable attack.

The Neoclassical Attack: Doubting the Institutionalist Strategy

The neoclassicists used the same tactics as the institutionalists in order to
defend their approach and cast doubt upon their opponents. They tried to
prove that the promises of the institutionalists were doomed to fail and
drew a utopian picture of the future which their own research program
could allegedly bring about. An example of the first move was Jacob
Viner’s deprecation of the institutionalist contribution: “The new quanti-
tative work [of institutionalists] has suggested refinements and correc-
tions, but its contribution has so far been modest in its proportions” (in
Mills 1928, 35). While he admitted that quantitative methods could help
solve several problems, Viner predicted “that for many years at least there
would be much within the traditional range of economic inquiry which
will wholly resist quantitative inquiry, and that it will also be many years
before economists discover how to apply quantitative analysis to a wide
range of problems which seem by their inherent nature to be ill adapted
for such analysis” (ibid., 32).7 It was unnecessary to prove that the quan-
titative method promoted by institutionalism was in principle flawed. It
was enough to argue that the fruits of this method were bound to ripen
only in the far future in order to establish the necessity of neoclassical
theory for the time being. Viner thus turned the institutionalist argument
of practicality on its head: it is the institutionalists who fruitlessly played
with dreams for the future. Meanwhile, neoclassical theory gave immedi-
ate solutions to current problems.

Moreover, there were inherent properties of the economy, which lim-
ited the potential of quantitative research. Viner explained that “eco-
nomic phenomena are always the product of a host of factors.” Hence, it
provided “a fertile field for the application of probability theory,” that is,
to quantitative research. Yet there were “comparatively few factors,”
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which carried dominant weight, and which changed “so rapidly and as
yet so unpredictably in their intensity and their relative importance.” Be-
cause of this, the deductive reasoning of neoclassicism which concen-
trated on these few factors would “often render more service than the
most subtle elaboration of probability theory” (ibid., 32).

The dean of the opposition to institutionalism in the post–World War
I period was Frank Knight. In a letter dated May 18, 1923, Knight wrote
to Mitchell that he was “the farthest in the world from having anything
against the study of economic institutions. But . . . I am very skeptical
about the development of any science in that field” (in Mitchell 1969,
2:735). It is this skepticism in the prospects of success of the institutional-
ist research program, and not different conceptions of human nature and
society, that led Knight to criticize institutionalism. Knight’s skepticism
was the common thread in his resistance to the institutionalist research
program, in a score of later articles. He knew that good economic advice
must be based on actual experience and knowledge of history. But he did
not believe in the possibility of reaching meaningful conclusions by a sci-
entific study of the institutional aspects. Economic science could only help
illuminate the rational aspect. It should focus on this feasible and impor-
tant task, rather than waste its energies on futile attempts to find laws of
human behavior (see chaps. 4 and 5).

This was similar to the objection of Marshall and other empirically
conscious neoclassicists to statistical “tests” of the theory. Philip Mirow-
ski (1989b) maintains that the view of “old-fashioned” neoclassicists on
the role of statistics was very different from the institutionalist position.
The institutionalists wanted to use statistics to improve theory and were
ready to make sweeping changes based on statistical results or any other
kind of empirical knowledge. The “old-fashioned” neoclassicists, on the
other hand, conceived statistics as important for the practical application
of theory but did not believe that the theory itself could be improved
according to empirical data. Mirowski cites a letter from Marshall to
Henry Moore. The latter tried to build empirical demand curves, and was
praised by Mitchell in his presidential address as advancing Marshall’s
abstract theory and making it more useful both for policy making and
theory construction (see chap. 4). In his letter, Marshall stressed that he
“deliberately decided not to follow” Moore’s research. His experience
“of the last forty years has confirmed me in the belief that your method is
not likely to have practical fruit,” he wrote to Moore (Mirowski 1989b,
222n). Marshall gave two main reasons. First, most economic variables
depended on too many factors to separate the impact of each. Second,
many factors could not be measured and quantified. These arguments
take us back to those made by the neoclassicists in chapter 4.

In spite of their objections, the neoclassicists supported statistical re-
search and even conducted it themselves. Mirowski emphasizes the fact
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that “many of the leading lights of marginalism were also instrumental in
the development of probability theory and statistics: Jevons, Edgeworth,
Bowley, Keynes, Slutsky, and Wald, only to name the most illustrious”
(1989b, 222). How can we reconcile their objections to the institutional-
ist research program with their own engagement in statistical research?
The answer lies in the place allocated to statistics in their overall plan. In
contrast to the institutionalists, the neoclassicists did not feel compelled
to link neoclassical price theory to “explicit empirical evidence or to pol-
lute their value theory with stochastic concepts” (ibid., 223). An example
is Arthur Bowley’s work. Bowley thought that the role of the statistician
“was to assist economic theory, not to challenge it,” an attitude “to be
contrasted with that of Henry Moore and Wesley Mitchell working in the
United States at exactly the same time” (Blaug 1986a, 34). The plans of
institutionalists to overhaul economic theory based on statistical studies
was met with ridicule and “extremely disparaging comments” by leading
neoclassicists such as Walras and Marshall, who “used their influence to
discourage interest in those directions” (Mirowski 1989b, 221–22).

In order to understand the approach of “old-fashioned” neoclassicists,
we have to understand the distinction they made between “theoretical
economics” on one hand, and some other kind of economics which dealt
with aspects of the economic system which were closer to real life. It is
quite clear that Marshall, Knight, and other neoclassicists understood
that orthodox theory was valid in capturing only one facet of economic
life; a universal and perhaps the most important aspect, but nonetheless
only one (see chap. 4). Therefore they had no problem in accepting the
idea that it was necessary to supplement orthodox theory with “applied”
or “historical” studies:

Such a mass of interrelated data seems to call for a combination of three meth-
ods of treatment which must logically be sharply differentiated. The first is
economic theory in the recognized sense, a study, largely deductive in charac-
ter, of the more general aspects of economic cause and effect, those tendencies
of a price system which are independent of the specific wants, technology and
resources. The second division, or applied economics, should attempt a statisti-
cal and inductive study of the actual data at the particular place and time, and
of the manner in which general laws are modified by special and accidental
circumstances of all sorts. . . . The third division of economics is the philoso-
phy of history in the economic field, or what some of its votaries have chosen
to call “historical” and others “institutional” economics, studying “the cumu-
lative changes of institutions” (Knight, 1924, 264).

By “applied economics” Knight referred to the quantitative research of
Mitchell at Columbia and the NBER, and “institutional economics” was
his characterization of Commons’s research program at Wisconsin. The
role of applied economics was to conduct “a statistical and inductive
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study of the actual data at the particular place and time, and of the man-
ner in which general laws are modified by special and accidental circum-
stances of all sorts.” Knight emphasized that “this branch of the science
is subject to very narrow limitations” because the data being gathered
“lack the stability, classifiability and measurability requisite to scientific
treatment” (Knight 1924, 264). More important, Knight believed that
applied economics could succeed only when it relied upon theory as a
benchmark. He compared applied economics to applied physics and said
that in both fields “the application of principles is impossible without
principles to apply. It is no argument against the practical value of pure
theory that taken alone it does not yield definite rules for guidance”
(1924, 259). Similarly, Knight limited the function of historical and insti-
tutional studies and doubted their ability to yield “scientific” results in
the strict meaning of the concept. Historical and institutional economics,
he argued, was “a field for the exercise of informed judgment rather than
for reasoning according to the canons of science” (ibid., 264).

Raymond Bye (1924, 273–75), who argued that the theory of value
and distribution should continue to stand at the center of the field, raised
another justification for empirical research: the need in descriptive infor-
mation in fields which lack theory, such as consumption and uncertainty.
He added, however, that it was “difficult to conceive of an ‘institutional
economics’ which can ever take the place of current economic science.”
“A mere description of the organization and technique of institutions,”
he explained, would “furnish much information of value to the business
man and statesman, and help to build up an applied economics as distin-
guished from the broader general or ‘pure’ science,” but naturally, it was
the “pure science” which was more important even for practical matters.

The institutionalists did not accept the separation between “pure the-
ory” and “applied economics.” In chapter 4 we saw their methodological
arguments. Here I seek to emphasize their appeal to practical reason.
Thus, Spengler maintained at a roundtable meeting during the AEA an-
nual conference that a practically good theory “must give due weight to
the role of institutions and must allow for more flexibility in economic
behavior than is assumed in the classical analysis” (in Homan 1931,
136). A similar contention is made by Sumner Slichter. In contrast to
Knight, Slichter insisted that “the problem of industrial organization and
control is . . . a fit subject for theoretical speculation, and there are advan-
tages in having it investigated by theorists as well as by specialists in other
fields.” In order to reach useful solutions, practical problems needed “to
be studied not merely as a problem of marketing, banking, railroads, ag-
riculture, or municipal utilities, but as a general problem of economics.”
Whereas Knight doubted the ability to reach general conclusions about
the evolution of economic institutions, Slichter believed that “the com-
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parative method should be used and an effort made to arrive at general
laws and principles, to build up . . . a general theory of economic organi-
zation and control” (Slichter 1924, 353).

For institutionalists, any theory which kept the institutional variables
out was a theory of “empty boxes,” to use John H. Clapham’s term.
Clapham was an English economic historian who wrote a famous article,
“Of Empty Economic Boxes,” which was published in the Economic
Journal in 1922 and stirred up a vigorous debate. Clapham attacked
Marshallian theory, according to which “increasing-cost and decreasing
cost industries . . . ought to be taxed and subsidised [respectively] so as to
maximise economic welfare.” Clapham agreed but wondered “how are
we to tell which industries conform to the one category rather than the
other?” (Blaug 1986a, 48). In a similar fashion, institutionalists believed
that many concepts of orthodox theory which were inherently incapable
of operationalization were merely “empty boxes,” because they could not
be used for either policy construction or for the advancement of theory.

The Neoclassical Defense: Theory Is the Key to Powerful Policies

Not only can we not rely upon the cheerful assurances of institutionalists,
the neoclassical economists said, we also have no reason to do so. Even if
the critique of institutionalists was valid in certain points, this was not a
reason to abandon orthodox theory, which was being constantly im-
proved. The neoclassical doctrine, its advocates asserted, was not stag-
nant. They willingly admitted that there was “still room for further devel-
opment in the pure theory or mechanics of economic relations” (Frank
Knight in Working 1927, 19), but claimed that the theory was “in process
of evolution” (Bye 1924, 272). “As our knowledge of allied sciences
grows,” Bye explained, “[and] as the tools of observation and measure-
ment available to the economist become more perfected, our generaliza-
tions are becoming more accurate and useful” (ibid.).

In order to prove that their promises were not rubber checks the neo-
classicists pointed at their recent achievements. Bye, for instance, said that
“meanwhile, the theory of value and distribution itself is undergoing an
evolution which gives it greater precision and validity” (1924, 275).
There was already much good literature in the field of applied econom-
ics,” Bye added, and a “great deal more that is better is sure to be pro-
duced in the next few decades” (ibid., 291). Bye refers mainly to “recent
developments of the theory of distribution, as exemplified in the marginal
productivity theory.” He explained why these developments “may be re-
garded as a distinct advance.” For example, “The one-sided supply analy-
sis of classical economics has been blended with the equally one-sided



148 CH AP T ER S EV EN

productivity analysis into a well-rounded whole.” This is Marshall’s fa-
mous contribution. Another innovation is the replacement of “the cruder
term specific productivity” with “the more scientifically precise and un-
objectionable phrase marginal productivity.” The iron law of wages,
which stated that workers were doomed to receive subsistence wage (the
wage-fund theory) “has given way to a theory which admits the influence
of standards of living and various hereditary and environmental factors
in determining the wages of the different labor-strata.” And a new theory
of interest included psychological and productivity factors. Concerning
the theory of profits, “great advance has been made over the classical
theory, which regarded profits as almost synonymous with interest . . . .
Emphasis is now placed on the strategic position of the entrepreneur,
who, as the risk-taker and director of industrial processes, acts as the
shock absorber of the industrial system (ibid., 283).

Bye’s essay was written in 1924, only thirty-four years after Alfred
Marshall established marginal utility theory as a black box in economics.
Since then, English economists (Pigou, Wicksteed, and Marshall himself),
Swedish (Wicksell, Cassel), Austrian (Böhm-Bawerk, Wieser, von Mises,
Schumpeter), American (Carver, Taussig, Davenport, Fisher), and others
developed neoclassical applications in many fields. The debates between
the Austrians, the Walrasians, and the Marshallians led to theoretical
elaborations, and Bye avowed that this “evolution is bound to continue.”

Bye also made a concrete promise “which would go far to meet the
objection that the present theory is abstract and unreal.” He asserted that
future theory would focus much more “upon specific rents, profits, wages
and interest rates instead of confining it so largely . . . to the more general
determination of those incomes” (ibid., 284). This promise was an an-
swer to the accusation that by speaking about “the wage rate,” or “the
interest rate,” neoclassical theory ignored systematic differences between
various kinds of workers, or between various interest rates. But Bye
thought that this was not an inherent problem of neoclassical theory: it
could be handled satisfactorily within its framework.8 Bye argued also
that “we must pay more attention to the frictions and obstacles of a dy-
namic world, which interfere with the conditions of free competition and
perfect mobility assumed by the older theory” (1925, 59). Another ave-
nue for advancing neoclassical theory was raised by Frank Knight, who
believed that the passage of time was the most important element missing
in neoclassical economics, that should, and could, be introduced into it
(in Working 1927, 19).

The defenders went farther than promising that future developments in
theory would solve the problems critics had found in neoclassical theory.
They also claimed that the way to solve existing weaknesses in the theory
and make it more useful was by making the theory even more rigorous
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and comprehensive. The problem, they said, was not the abstract nature
of neoclassical theory, as the institutionalists claimed. On the contrary,
the problem was the fact that the theory was not abstract enough. More
rigorous, deductive, and abstract reasoning was necessary to make the
theory powerful and useful. For instance, Jacob Viner raised the possibil-
ity that the old neoclassical economics was not “excessively general in its
pursuit of wide generalizations,” and this was why some economists were
“accepting the criticism of the Lausanne school that it deals simulta-
neously with the variations in too few factors to give an adequate bird’s-
eye picture of the general system of interrelationships as a whole (in Mills
1928, 36).

Lausanne is where Leon Walras, and later Vilfredo Pareto, taught.
Walras’s version of neoclassical analysis was much more rigorous and
abstract than the version of Jevons and Marshall, which had dominated
neoclassical thinking since the end of the nineteenth century. The few
supporters of the Lausanne school advocated the analysis of all markets
simultaneously (general equilibrium), while Marshall and his students
maintained that various markets could be analyzed only one by one (par-
tial equilibrium), and claimed that such an analysis was good enough for
all practical matters. Viner disagreed; in his opinion a return to the teach-
ings of Walras and his school would advance neoclassical thinking since
current problems were caused by the insufficient development of main-
stream theory. Thus, while the institutionalists inferred from the flaws of
Marshallian neoclassical economics that economics should be more em-
pirical, Viner believed that the solution was to make the theory more
mathematically rigorous. This could be achieved only by making it less
empirical and more abstract.9

Referring to Clapham’s accusation of empty boxes, Frank Taussig, a
leader of neoclassical economics, agreed “that too many of our concepts
and propositions are in vacuo and that we are but ill informed about the
way in which the facts of economic life fit into them.” Yet he felt that “the
rapid accumulation of statistical data and their analysis by the best statis-
tical methods were ‘putting more and more into our empty boxes’”
(Dorfman 1959, 4:238). It is important to note that they will fill the boxes
of the existing doctrine, not build new ones; empirical studies are impor-
tant for applications, not as a basis for a new theory.

The institutionalists attempted to cast doubt on the promises of neo-
classicists to renew and advance orthodox theory, similar to the attempt
of neoclassicists to cast doubt on the institutionalist promises. One way
to achieve this goal subtly was by blurring the distinction between classi-
cal and neoclassical economics. Wesley Mitchell, for instance, said
that the neoclassicists thought that marginal analysis was “radically dif-
ferent from Ricardo’s type of theory . . . [but] Jevons, Menger, Walras,
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[John Bates] Clark and their disciples did not really produce a new
species of economic theory; what they had found turned out to be merely
a new variety of the Ricardian species” (1924, 15). Tugwell, in a similar
fashion, argued that “the early classicists marked out the way which
was to be pursued by the English mathematical school, the Austrian
psychological school and finally to be rounded into its perfect form
by Alfred Marshall and certain Americans” (1924a, 392). Bye spoke en-
thusiastically on “recent developments”; he believed that the recent
works in neoclassical economics were “more scientifically precise and un-
objectionable,” and asserted that “the theory has also been bettered in
many details.” Mitchell and Tugwell “cooled him down.” The innova-
tions Bye talked about might seem like great changes, but actually—the
institutionalists claimed—they “did not really produce a new species of
economic theory.” They merely created “a new variety of the Ricardian
species.” These changes were certainly not enough, they implied, for ad-
justing the theory to the new needs of modern society and to its scientific
capabilities.

The similarity of the neoclassical economics to its classical predeces-
sors is still an open question in the historiography of economics. Some
present-day economists accept the claim made by Mitchell and Tugwell;
others do not. What is of interest here is the way the controversy over the
relevance of the competing research program spilled over to a dispute
over the interpretation of past works and their relations to contemporary
works. This subject will occupy us in the next chapter, but first we have
to examine another “spill over”: the struggle over the place of values in
the science of economics.

The Scientific Study of Value: Should Economics Be an
Ethical Science?

The disputes over the goals of economics, its scope, and its methods led
to a very fierce debate about the connection of economic science to values.
Is economics only a “positive” science which has the sole task of describ-
ing reality, or is it also a “normative” science which is endowed with the
role of assessing and judging economic institutions? The struggle over
this question is closely interrelated to the debate which research program
was more useful, which is the reason we discuss it here.

The pioneers of economics, or of political economy as it was known
until the end of the nineteenth century, were interested in broad questions
of social policy, politics, morality, and religion. For them, the treatment
of economic problems naturally involved matters of values and social
goals. It is only during the neoclassical era that “there has been a tendency
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for neoclassical economic theory to become more purely descriptive, ana-
lyzing the phenomena of economic life in a colorless, impersonal way,
relegating the consideration of questions of public policy, or the goodness
or badness of existing institutions, to the background, or omitting them
altogether” (Bye 1924, 289). The substitution of the term “political econ-
omy” by the term “economics” reflected this trend toward “positive eco-
nomics” and away from “normative economics” (Black 1983).10 Yet
many economists disputed this tendency. While “some regard this ten-
dency as a mark of progress,” Bye explained, “others decry it as a sign of
decadence” (Bye 1924, 289).

Within the United States, the first battle over this issue was conducted
during the 1880s and involved the founders of the AEA on one side,
and the supporters of classical orthodoxy on the other side. Ely, the vocif-
erous and polemic leader of the “new school” who laid the foundations
of the AEA (see chap. 2), claimed that economists should prescribe “rules
and regulations for such a production, distribution, and consumption
of wealth as to render the citizens good and happy” (quoted in Ross
1991, 114). For Ely, “economics was concerned not with economic ar-
rangements as they existed in the present, . . . but with what ought to be
in the future” (Ross 1991, 114). He was supported by Henry C. Adams
and by Richmond Mayo-Smith, who claimed that economics must direct
state action and “say what will be the consequences of such action, and
whether it will be for good or evil” (quoted in Ross 1991, 114). The older
school, on the other hand, argued in favor of a complete separation be-
tween the “science” of economics and the “art” of its application in the
political sphere (Lowe 1964, 199). As in Britain, Dorothy Ross says, they
wanted to use the authority of science to undermine socialist ideology and
support the existing economic order. Frank W. Taussig, a leader of that
school, “even suggested that the sphere of state economic action be given
over entirely to sociology or political science” (Ross 1991, 114).

The struggle of neoclassicists and institutionalists was connected
to this emerging debate. The institutionalists continued the tradition
of the AEA founders and felt that the trend toward positive economics
“robs economics of its vitality and significance, making it a dry exercise
in dialectics instead of an interesting and important contribution to
human improvement. They would make economics a science of welfare,
rather than a science of wealth” (Bye 1924, 289). For the institutionalists,
this issue was one of their central rallying cries, and virtually all of them
ardently opposed the separation of “positive” and “normative.” In what
follows I describe first the opinion of modern neoclassicists, who em-
ployed the separation of economics and values to strengthen their claim
for scientific status. I then move to the institutionalists, who attacked the
new neoclassical approach as barren and argued that a fruitful approach



152 CH AP T ER S EV EN

must couple a description of “what is” to normative discussions of “what
ought to be.”

Bye defended the separation of positive from normative questions.
Pure science, he maintained, should present the world as it is. Then ap-
plied science can apply the objective knowledge to specific questions and
in relation to views of how the world ought to be. He admitted that “the
ultimate reason and justification for the great mass of scientific investiga-
tion . . . is undoubtedly its usefulness in promoting the welfare of man-
kind. . . . Economic science must show us ways of increasing the prosper-
ity of the race if it is to justify its existence.” The question, however, was
“by what means we can best go about it” (1924, 289). He believed that
“the surest procedure is to make a clear separation of pure from applied
science. . . . Purely descriptive knowledge, impartially arrived at by disin-
terested observation, is a necessary preliminary to the solution of any
problem” (1924, 290). Hence, he perceived the growing separation of
economics and ethics as “an encouraging sign.” It stripped “economic
laws of their ethical bias” and made it possible to understand the “nature
of things as they are.” This put us “in a better position to locate defects
and find means for their removal,” and therefore reformers must first
acquire “a thorough knowledge of pure economics if they are to achieve
useful results” (ibid., 290–91).11

One of the claims of those neoclassicists who supported the separation
of economics and values was that economists should not decide for other
people what was a good service, and what was not. This belief was ex-
pressed sharply by Herbert Davenport: “What is the economist, that he
should go behind the market fact and set up a social philosophy of ulti-
mate appraisals?” (quoted in Wolfe 1924, 469). Neoclassicists therefore
preferred to take a “neutral” position and to discuss how to get as much
as possible of what people wanted, without pretending to judge the values
of the things being sought after. This, they claimed, was the province of
other fields.12

Institutionalists strongly objected to this reasoning. Their view was
clearly stated in A. B. Wolfe’s essay in The Trend of Economics. Wolfe
argued that economics dealt with wealth not for its own sake, but rather
because wealth represented the opportunity to gain some satisfaction. Ef-
ficiency could be assessed only by referring to this satisfaction. But if this
satisfaction was the ultimate goal, then “the efficiency of our economic
organization is to be measured not alone by the technical efficiency of its
productive processes, but by the extent to which it succeeds in distribut-
ing products and services where they will do the most good” (1924, 476–
77). J. M. Clark (1924, 73) also concentrated on the concept of “effi-
ciency.” He stated that this concept inevitably involved evaluation, and
the question is whether the theory of economic efficiency could stop
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“short of the whole problem of ideals of good conduct and welfare; in
short, of morals and ethics?” If there were such a universal and objective
standard of efficiency, it would then be possible to have an economic
science, which is independent of subjective values. Clark, however, did
not believe that such a standard existed. He reviewed the attempts to
define efficiency, first by some material standard, and later by the concept
of utility, “so that economic efficiency has become, at bottom, a psycho-
logical conception” (1924, 73). He then concluded that any separation of
economics from ethics “cannot be done without introducing a bias. The
economic standard of judgment will become a standard which, from the
broader social point of view, is limited or warped, either by excluding
certain values (for instance, those on which the market sets no value
which their creator can collect) or by accepting certain partial or imper-
fect judgments of value (for instance, the judgment of a laborer as to the
fatigues and other sacrifices of production)” (ibid., 73–74; italics in origi-
nal). Efficiency must be evaluated on the basis of ultimate goals, and the
goals of society “are supposed to have something ethical about them,”
Clark emphatically added.

The problem that Clark and Wolfe raised is a reflection of the problem
of externalities (see chap. 6). If someone makes something which has
some value for society, but which is not rewarded by the market (“posi-
tive externality”), then it is not enough to study the market in order
to understand all aspects of social welfare. Negative externalities pose,
of course, a similar problem: if someone inflicts damages and is not re-
quired to bear the costs, it is still the job of economists to consider those
hurtful effects in their study of welfare. Goods and services which do
not improve welfare, that is, do not make people happier, such as fashion
and “conspicuous consumption,” should not be reckoned in the calcula-
tion of social welfare, even though they are profitable for individual
firms. As Morris Copeland claimed, if all persons “had to bear all the
costs and could reap all the gains” of their activities, “we should probably
be safe in assuming the coincidence of individual interests [as reflected by
market prices] and the common welfare” (1924, 115). But this was not
the case, and given the existence of externalities, “the necessity for econo-
mists to take some stand on the issue has become of increasing impor-
tance” (ibid.).

The notion that economists should deal with all aspects of human wel-
fare, and not only with market transactions, was clearly related to the
view of institutionalists on human nature. Both the recognition of non-
material interests and the repudiation of hedonistic conceptions led to
the conclusion that a theory of welfare could not limit itself only to
marketable goods and services. Taking “consumption as the end of all
things corresponds to hedonistic ethics,” Clark argued (1924, 89), and
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this meant that economists could not limit themselves to the study
of markets and prices. They had to consider all spheres of human life
and employ a realistic conception of human nature in order to know what
added to human welfare. This idea was very important for institutional-
ists, and they built a large array of arguments to establish it as a central
black box of economic science. I identified six such reasons given by
institutionalists.

First, John Maurice Clark argued that a change of the legal order may
change the “wealth” of a society by giving more or less exclusive rights to
owners of some property. Paradoxically, “an invention, once made pub-
lic, is not ‘productive,’ and the inventor is not a productive factor” be-
cause everybody can make use of the invention without paying for it. But
if the inventor could keep patent rights and sell the invention, then it
would become “wealth” (1924, 88). This argument exposed the illogical
nature of the neoclassical definition of wealth, which is based on market
valuations. If we want to measure the welfare of society, Clark and many
other institutionalists asserted, we cannot rely upon market values, which
change according to arbitrary legal statutes. And if we cannot use market
values, we must rely upon our own judgment.13

A second argument in favor of the institutionalist approach was the
long list of problems which persisted in spite of material richness or even
because of them. Morris Copeland mentioned, among other things,
“waste of natural resources,” “chronic idleness of people and of indus-
trial apparatus,” “non-living wages, insecurity of workers,” and “pro-
duction of armaments, luxuries, adulterated products” (1924, 107). All
these examples came to one thing: suffering is prolonged in spite of the
enormous advances in production. Something must be wrong if orthodox
theory asserted that modern societies were much better-off than they had
been a few decades earlier, while most of the population, the workers,
were getting very low wages and lived in a constant fear of being laid off.
Davenport might have had a point in arguing that economists should not
make decisions for citizens about the importance of goods and services.
But to deny that a society was better-off when income was transferred
from the rich to a poor family on the verge of starvation appeared illogi-
cal to Copeland and to his fellow institutionalists.14

Third, several institutional economists thought that even if a separa-
tion of economics from ethics “could be done, it would be nothing less
than disastrous for a young science that hopes to become more and
more important and useful and for a world which needs to have the work
of the economists directed toward the betterment of its material situa-
tion” (Tugwell 1924a, 420). Here we return to the domain of relevance.
A. B. Wolfe (1924, 469) warned that the view that economists should not
consider at all “whether [economic] service was beneficial or harmful,”
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might turn economics into a useless discipline. He cited Charles Horton
Cooley, the economist from the University of Michigan who helped insti-
tutionalize American sociology. Cooley maintained that conventional
value economics had become “almost wholly a short-range study of
mechanism, remarkable for elaborateness within a confined area, but not
at all remarkable for breadth or for any light it throws on the wider eco-
nomic and social significance of the mechanism which it treats” (quoted
in Wolfe 1924, 469–70).

Fourth, the institutionalists denied that there was any contradiction
between understanding the economy as it was and discussing its virtues
and vices. These were two related practices, which should be pursued
separately according to Bye. Yet in order to implement the “positive”
aspect well, the economist “should be highly conversant with existing
social purposes, constructively critical of them, intimately aware of the
present effects of social forces in detail, actively concerned with possible
alternative ways and means of achieving . . . goals” (Homan 1928, 352).
This view entailed the separation of the “positive” from the “normative”
but invested economists with the responsibility for both (Copeland 1924,
121). The evaluation of economic institutions and policies was essential,
Slichter argued, and this task involved appraisal. But it was a task “which
the economist can scarcely escape, for, if he does not study how the eco-
nomic system works, who will?” (1924, 307). Philosophers did not know
the “positive” aspect and could not make well-informed judgments about
what was good for the society economically. “The economist is best
equipped to investigate the common economic interest” (Copeland 1924,
123), and it should, therefore, be her role to evaluate the overall social
results of economic policies.

Fifth, whether we liked it or not, it was impossible to divorce econom-
ics from ethical norms. A. B. Wolfe maintained that all the older schools,
including classical economics and neoclassical marginalism, were based
on ethical criteria (1924, 474–76). Even the work of business econo-
mists—his term for a new trend in neoclassical economics—reflected their
value-preferences by revealing “a sort of irritable contemptuousness
for any economics which does not accept profit and physical output
as criteria of economy and ‘prosperity’” (ibid., 476). The “logical
gymnastics [that] the pure science economists are put to in their attempt
to evade ethical norms and valuations,” Wolfe scoffed, confirmed
that “non-ethical economics” was impossible (ibid.). Some institutional-
ists went even farther and argued that the allegedly non-normative analy-
sis of neoclassical theory was more ideologically biased, because it
was based on hidden value judgments, whereas institutionalists discussed
values openly.15 George Soule, for instance, claimed that “the imaginary
system of economic universals [of orthodox theory] . . . brought about a
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feeling that attempts to control economic phenomena through the exer-
cise of human will or ingenuity were fruitless and hence probably im-
moral” (1924, 363). If, according to the theory, nothing could be done to
redress a regrettable situation, the neoclassicist would be inclined to jus-
tify the situation as inevitable, regardless of how much she despised that
situation. Soule argued that such a conclusion cloaked a very concrete
ideology.16

Wage policy is a good example. Bye accepted the normative view
that wages were too low but argued that the goal of raising wages could
be achieved only if the laws of economics were heeded. The goal could
be achieved only by raising marginal productivity or by limiting the
supply of labor, not through collective bargaining: “A better knowledge
of economic theory would have prevented many a trade union abuse
and pointed out the path to real wage increases” (1924, 297). The institu-
tionalists rejected the idea of economic laws, and Slichter explicitly
argued that wages were determined not according to marginal productiv-
ity, but rather according to the power of workers (see chap. 6). Laws that
explained why collective bargaining could not work were therefore
not based on science; they were a rather apologetic justification of the
existing order.

The sixth argument in favor of normative economics was that welfare
could be studied scientifically even though it involved values. Copeland
argued that economists could study empirically what things were valued
by the society (Copeland, 1924, 123). A. B. Wolfe asserted that while
economics was “necessarily a science of means and ends. . . . ethics is also
fundamentally a science . . . of means and ends.” Wolfe maintained that
economists could not “escape the task of taking into consideration the
relative value of the conflicting ends themselves.” But “taking into con-
sideration” did not mean that economists had to decide what values
should actually be considered as more important. They had to register
what the public thought and take note of conflicts of ultimate goals when
they found them (1924, 477).17

“Positive” economists, who did not want to make any value judgment,
were forced to resort to material wealth as measured by market prices as
the only criterion for welfare susceptible to scientific analysis. They did
not say that material wealth was the only thing that counted. But they
insisted that this was the only thing that economists could speak about as
economists (cf. chap. 5). Institutionalists responded to this by arguing
that (1) market prices depended on arbitrary legal statutes; (2) the satis-
faction derived from material wealth depended on its use and its distribu-
tion; (3) the neoclassical approach ignored important aspects of welfare;
(4) economists could deal with factual and normative issues separately,
and they were the only ones who could evaluate properly economic wel-
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fare; (5) neoclassical economics itself was biased by the nature of its
premises; and (6) social goals, which might serve as criteria for evaluating
social welfare, could be determined scientifically by studying human be-
ings and finding what they were actually satisfied by.

It should be remembered, however, that in this issue, the institutional-
ists were supported by a large faction of neoclassicists. Frank Knight, one
of the most prominent neoclassicists during that period, concurred, for
instance, that the coupled treatment of goals and means by economists
was unavoidable and, more than this, desired:

[It] is in fact necessary and proper for the question of objectives to occupy a
large if not the main part of social discussion. For social science cannot, like the
natural sciences, be restricted to the problem of means for achieving objectives
taken for granted. Not the winning of power, but its use is, and must be, the
leading question (1928, 247).

Knight thought that the attempt to separate values and facts stemmed
from a feeling of “pronounced irritation” on the part of a large propor-
tion of social scientists due to the uncertainty concerning the appropriate
method of social science. This feeling caused a considerable number of
younger men to “seek escape in the methods of the natural sciences,” and
the positive-normative dichotomy was part of this attempt. Knight con-
sidered this attempt hopeless. He argued instead “that the situation from
which escape is sought is not so bad as it seems” (ibid.). Social science was
different from natural science and one should not aspire to the same level
of certainty and immediate applicability as in the natural sciences. Eco-
nomics should consist of a discourse on human problems, and that is why
the separation of values from science was completely misguided.

Conclusions: The Coupling of Validity and Relevance

This chapter demonstrated that alleged relevance to practical needs
played an important role in the trial of strength between institutionalists
and neoclassicists. Both parties presented their visions of the contribu-
tions their approaches would make to the solution of urgent economic
problems and cast doubt on the promises of their rivals. Institutionalists
argued that their empirical research program was much more suitable
than the obsolete neoclassical approach for proper understanding and
handling of current economic problems. Neoclassicists, on the other
hand, claimed that institutionalists would drown in the complexities of
the countless social factors they wished to study. They maintained that
their own neoclassical approach would be much more useful because it
tackled only the most central aspects of economic behavior. They admit-
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ted that by abstracting from reality, they ignored pertinent facets of eco-
nomic behavior. But they insisted that this was the most fruitful strategy
to comprehend the economy and govern it.

Promises for the future cannot be proved. In contrast to substantive
theoretical or methodological reasonings that can be subjected to rigor-
ous logical examination, promises deal, by definition, with the unknown,
and are therefore inherently speculative. Thus, even those positivists who
believe that decisions in science should be made solely on the basis of
solid “facts” and sound logical reasoning must admit that when two com-
peting strategies are offered, the choice often involves beliefs in the un-
proved potentialities of these strategies. This conclusion is supported by
a common practice of scientists. It is common in science to say that it is
not “fair” to judge a new theory, research method, or technique in its
early stages, and practitioners from all fields justifiably demand to subject
their methods and ideas to the “test of time.” In other words, they ask us
to ignore visible contradictions and problems on the ground that proper
answers and solutions may emerge during the development of their inno-
vations. Kuhn took account of this aspect and noticed that new para-
digms are often less powerful in their outset than the established para-
digms they wish to replace (1970a, 154). In choosing scientific strategies,
we thus face again “a situation in which there can be no proof,” which
therefore calls upon the use of “techniques of persuasion” (ibid., 152).
Such practices mean that decisions are reached on the basis of arational,
aesthetic, and metaphysical views (ibid., 155–59), a conclusion that jibes
with ours in chapter 4.

Can we make a rational decision on the basis of an examination of the
past records of the competing research programs? The answer is no, and
the reasons are similar to those we explicated in earlier chapters. First, the
reliance upon past records is not a simple “automatic” practice but rather
a process of assessment: is a certain “achievement” really an achievement,
and can it really be attributed to the school which claims it as its own?
Was the War Industries Board of World War I, for instance, really suc-
cessful? Was its success due to the “institutionalist” approach of its econ-
omists? No universal, uncontested answers exist for such questions. The
same is true with regard to failures. Institutionalists claimed that “ortho-
dox theory” failed to offer solutions to the urgent problems of the post–
World War I period. But did it really fail? Who should answer such a
question? Many people indeed complained about the economic situation,
which, for all practical matters, means that there was a “crisis.” But
would the outcomes have been better had institutionalists controlled eco-
nomic policy making? Or would the situation have been worsened? There
is no absolute and indisputable way to answer such questions apart from
substantive beliefs about the economy. Answers also depend on theoreti-
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cal frameworks and methodological approaches. The only way to reach
a conclusion is to conduct trials of strength in which contenders would
raise conflicting arguments and debate competing views. “Successes,” a
popular adage says, “have many parents; failures are orphans.” This is
true in science as it is valid elsewhere, and institutionalists and neoclassi-
cists exemplified this “principle” by claiming the successes for themselves
and blaming their rivals for the failures.

There is, however, a second, not less severe problem in using the
past as the basis for judging the ability of competing schools to provide
suitable answers to the pressing needs of today. Whatever the successes
and failures of the past, they do not prove the ability to tackle current
problems. We should not necessarily support those approaches that had
many achievements in the past—even if nobody challenges these suc-
cesses—because this would be a prescription for stagnation. Nor can we
infer from an indisputable failure in the past that a research program is
hopelessly impotent in solving the challenges of the future. The neoclassi-
cists did capitalize on past successes, but this only confirmed the institu-
tionalists’ contention that orthodox theory was an obsolete approach,
inadequate for the new problems of mature industrial economies. Neo-
classicists, however, admitted that their approach needed revisions to be
able to handle new problems and insisted such revisions were already
under way.

Past successes (and failures) do not prove the ability (or inability) to
solve current problems. Yet such a record, like examples from other disci-
plines and philosophical arguments, have an impact on the evaluation of
the contending research programs by uncommitted practitioners who
have to make their choices. This is why the advocates referred to the
achievements their respective schools had allegedly realized. The institu-
tionalists “explained” that their research program was still young, but
they pointed to several studies that, according to them, already increased
our knowledge of economic realities and our ability to treat economic
problems. Neoclassicists understood that references to long-past achieve-
ments would not convince the contemporary audience in the suitability of
their approach and therefore stressed the recent developments in their
theoretical treatment of present problems.

While the past may provide some indications of practical capabilities,
a conviction in the potential of a research program to solve urgent present
problems ultimately relies on a belief in the validity of its interpretation of
the world and the adequacy of its research methods. Neoclassical econo-
mists believed that their theory took into consideration the most essential
elements of the economy and trusted the practical conclusions they de-
rived from it. In their opinion, the orthodox theory of value was most
valuable in the construction of economic policy. Institutionalists, on the
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other hand, believed that by breaking “the closed circle of the old eco-
nomic universals,” they were able to generate “at once a more useful
practice and a more vital theory” (Soule 1924, 365).

Here we come full circle: the practical value was supposed to help us
decide which approach was more valid, at least pragmatically; but the
belief in the practicality of a scientific approach ultimately depended on
its assumed validity. Hence, claims of usefulness should not be viewed as
an independent criterion for good science. It should be conceived rather
as one “front” of the overall debate among contending approaches. As
scientific advocates debate “facts” and theories, so do they argue over
usefulness, and the arguments are inextricably woven together. A theory
is claimed to be valid because it “solves problems,” but the belief that a
theory really solves problems ultimately relies upon its assumed validity.

Many historians of economic thought tend to explain the rise and fall
of scientific schools by stating that winning approaches were “more prac-
tical,” or “more relevant” for the problems of their times, while the losing
schools are frequently presented as “irrelevant” to the solution of press-
ing problems.18 Based on our ongoing analysis, we have to reject such
explanations. It would not suffice to say that institutionalism expanded in
the 1920s because it offered practical solutions to the problems of the
day, as it would be too simple to explain its decline in the 1950s by some
hypothetical loss of its potential practicality. The question is not which
theory was “really” more useful—a question that we, as outside observ-
ers, do not have the tools to answer—but which theory was more success-
ful in convincing practicing economists that it was more useful.

In our case, we can say that institutionalism rose after World War I
because there was a sense—not a proof by any means—that it offered
better solutions to contemporary problems. The war threw the world
economy out of balance, and the huge debts of governments, internally
and to other governments, further exacerbated the situation. A sense of
chaos in the economy always encourages doubts about the adequacy of
economic science, and thus helps the opposition to shake established doc-
trines (Wiley 1983, 46). In addition, the surprising success of managed
economies during the war raised another question mark concerning the
traditional teachings of orthodox economics. But neither the postwar dif-
ficulties nor the success of the war economy provided decisive proof that
institutionalism had better solutions. The winning nations in World War
I, we know, failed to heed the advice of mainstream economists (Keynes
1988 [1919]). The latter could therefore shift the blame for the difficulties
on politicians, as they certainly did, and not without justification. Simi-
larly, the success of the managed economy during the war did not show
that such a system would be more efficient during peacetime, as Keynes
perceptively warned (1924, 35). The success of institutionalism was
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therefore not a direct and logically unavoidable consequence of the
changing atmosphere. It rose because its advocates were able to seize
upon the atmosphere and convince many of their colleagues that the es-
tablished doctrine indeed “failed,” and that their alternative approach,
among the many alternative approaches, had the best chances to “fix” the
economy.

The same principle applies to the explanation of the fall of institution-
alism after the Second World War. Nowadays, neoclassical economists
often claim that institutionalism failed because it had no substantive pro-
gram to replace the orthodox policies it criticized (see chap. 3). Since
mainstream economics is dominated today by the Keynesian-neoclassical
synthesis, this “explanation” has been accepted by many economists and
noneconomists. We, however, should be aware that such contentions are
self-serving and cannot be accepted at face value. The few surviving fol-
lowers of institutionalism, for example, claim that their school had con-
crete programs, which were applied during Roosevelt’s New Deal and
Truman’s Fair Deal. They even assert that the success of the economy in
the 1950s and 1960s was due to institutionalist policies (see chap. 3). For
modern economists, this would probably sound as a ridiculous claim. But
the outside observer should not privilege the “common knowledge.” She
must investigate why and how most economists came to believe that insti-
tutionalists had no concrete program. This is the question historians
should deal with, instead of constructing a Whig history which simply
explains that one theory lost because it was replaced by a better one.

There are many examples for similar trials of strength over relevance in
other disciplines. In the case of taxonomy the traditional taxonomists
argued that whatever the merits of the experimental approach in princi-
ple, it just did not do as an answer to practical needs because it is “the
work of a lifetime,” and “one can hardly expect taxonomists . . . to wait
so long (Faegri 1937 as quoted in Dean 1979, 220), a claim which is
amazingly similar to arguments made by both neoclassicists and institu-
tionalists. The advocates of “pure science,” Richard Whitley says, often
defend themselves by claiming future applicability for their “scientific”
work (1984, 55). The experimental taxonomists, the “pure scientists” in
this context, admitted that the old taxonomy “has its value” for certain
immediate needs. But “permanent taxonomic results,” they argued,
“must await the application of statistical and experimental methods”
(Dean 1979, 213). They believed, in other words, that in the future, after
elaborations and refinements of the new method, the latter would be even
more useful than the old methods which appear more productive in the
short-run. Such a claim was made by both the institutionalists and the
neoclassicists. The former had just begun developing statistical tools and
claimed that the results were soon to come; the latter set themselves on the
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mission of rigorous reformulation of orthodox theory which, they be-
lieved, would make the theory applicable to daily economic life.

Another example is provided in the study of MacKenzie and Barnes
on biometry and Mendelism. Biometrists pointed to the predictive power
of their statistical analyses, and thus held the same position as institution-
alists. Mendelists argued, in contrast, that their approach explicated
the mechanism of evolution, and thus had the potential of improving
predictive possibilities to a previously unimaginable level (MacKenzie
and Barnes 1979, 194–95), an argument which in many respects
resembles the contentions of the neoclassicists such as Knight and Viner.
In general, questions of “do-ability” are raised in the attempts of competi-
tors to present their rivals’ goals as “utopian,” “undoable,” “unfeasible,”
and so forth (Fujimura 1987). The rivals meet such doubts by demand-
ing patience and by brushing failures aside as temporary difficulties
(Law 1973).

Trials of strength over relevance continue in present-day economics as
well. Mathematical economics, which has dominated postwar econom-
ics, has often been accused of excessive formalism. This accusation is
voiced every now and then by distinguished economists, by supporters of
heterodox schools, by scientists from other fields, and by business and
government officials. Claims similar to those made by institutionalists
sixty and seventy years ago are often used by these recent critics. And as
their interwar predecessors, the advocates of mainstream, mathematical,
neoclassical economics continue to defend their approach, to point to
alleged achievements, and to promise more impressive successes in the
future. Similar trials of strength take place inside the mainstream as well
as among competing alternatives. Neo-Keynesians claim that their ap-
proach does not only capture “reality” better than the theories of their
rivals; they also aver that it offers better tools to solve the economic prob-
lems of our period (Hahn and Solow 1995). Their rivals also think that
their policy prescriptions, extreme or attenuated laissez-faire, is the best
solution to the same economic difficulties. Alternative approaches, such
as Neo-Marxism, institutionalism, post Keynesianism, neo-Austrian eco-
nomics, Schumpeterian economics, and others maintain that they have
better solutions than mainstream economics. But each one of them also
asserts that its answer is more useful than any of the other alternatives.
And as was the case in the 1920s and 1930s, so does the present struggle
involve questions of scientific validity, perceptions of reality, and compet-
ing interpretations of theories and facts.
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Evolution or Revolution? The Struggle over the
History of the Discipline

There can be small revolutions as well as large ones, and some
revolutions affect only the members of a professional subspe-
ciality, and that for such groups even the discovery of a new
and unexpected phenomena may be revolutionary.

The Depreciation of historical fact is deeply, and probably
functionally, ingrained in the ideology of the scientific profes-
sion, the same profession that places the highest of all values
upon factual details of other sorts. . . . The sciences, like other
professional enterprises, do need their heroes and do preserve
their names. Fortunately, instead of forgetting these heroes,
scientists have been able to forget or revise their works.

(Thomas S. Kuhn, The Structure of Scientific Revolutions)

THIS CHAPTER deals with the way in which contenders in a scientific con-
flict relate their contentions to past works in their field. There are three
dimensions to the connection between the past and ongoing scientific
struggles. First, scientists have to decide whether to present their ideas as
continuing the past or as a break-away from it. Second, the contenders
construct the history of the field in such a way as to make their contribu-
tions look like natural developments from the past. They may emphasize
the work of selected practitioners in the past and downplay the role of
others, or they may present earlier approaches in such a way as to make
their own approach appear to be the next logical stage of development.
They can also, on a third dimension, interpret past work according to the
story they tell, in such a way as to justify their own work (Gerrard 1993,
60). One way or another, the past is a focal point in conflicts among
paradigms (Brown 1993).

The first question a new group of scientists must ask is how to connect
its program to the works previously carried out in the field. Should they
claim that they continue a magnificent tradition? Or should they proclaim
to break away from a mistaken line of inquiry which leads nowhere? In
science, “progress” is a primary value, but given the uncertainty of scien-
tific results, the authority of past scientists, whose contributions to the



164 CH AP T ER EIG HT

advancement of the field are highly recognized and respected, also has its
own legitimizing power. The choice is not between innovation, on the one
hand, and loyalty to the past, on the other. It is obvious that merely stick-
ing to past achievements would not lead present scientists to the recogni-
tion that they seek as original scientists. The real choice is how to frame
one’s novel results. In other words, the question that scientists face is not
whether to innovate or not, but rather how to package their innovations
(Pinch 1990, 658; cf. Perrin 1987; Mendelsohn 1974).

The choice how to present a new contribution is not determined by the
degree of similarity of its content to old teachings. Even a party which
advances opinions which seem to be patently in contrast to the views of
the “Founding Fathers” of a certain field does not have to give up the
attempt to recruit those Founding Fathers. They can recruit the spirit of
“sacred writings” or they can advance new interpretations of the “sacred
writings” that are compatible with their novel ideas. Arguments may be
made that would the Founding Fathers be alive today, know what we
know today, and be acquainted with modern methods, they would have
adjusted their views to be like those of the recruiting party. In fact there
is no objective way of knowing the “degree of similarity” between a cur-
rent program and an older tradition apart from the arguments made by
interested contenders. What we later hear about similarities and differ-
ences reflects the outcome of the struggle, and, hence, cannot be presented
as the independent causes of how new approaches are perceived. As Na-
ture cannot explain the outcomes of scientific controversies (Latour
1987), so it is impossible to use the writings of the Founding Fathers to
explain the outcomes of scholarly controversies over the interpretation of
those writings. The actual decisions of scientists depend on concrete con-
temporary circumstances in the fields they work in and on general values
of the surrounding environments. A sense of “crisis” may push econo-
mists to speak more in terms of “breaking away,” even if they offer only
minor changes. During more tranquil times they would be more likely to
present their work as “continuing the past,” even if they want to change
the face of the field entirely.1

Defying the laws of nature, the best strategy for any group of scientists
would be to try to have their cake and eat it too. They would try to
present their work as very innovative but at the same time find “evidence”
in the writings of the Founding Fathers that these radically new ideas are
also in line with the spirit of the Fathers. But since it would not be easy to
persuade an audience that both of these claims are true, scientists often
have to choose which aspect to stress: continuity or change. We should
also be aware that the members of a single paradigm do not necessarily
share the same view of the past. Their opinions in this issue are not only
a matter of cognitive similarity, but also a political decision and a matter
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of personal “tastes.” Even if practitioners share the same theoretical posi-
tions, they may adopt different strategies to advance these ideas as a result
of their different assessments of the balance of power in the field or due to
different personal temperaments.

The first section of this chapter deals with the neoclassical strategy of
presenting the institutionalists as extreme revolutionaries, who ignored
the great achievements of Adam Smith, Ricardo, John Stuart Mill, Jevons,
Marshall, and the other masters of economics. The institutionalists
pleaded “not guilty” and concentrated their efforts on establishing the
connections between their approach and those great economists tradi-
tionally revered by the discipline. Their efforts in this regard are described
in the second section of this chapter. Not all institutionalists, however,
pledged allegiance to the classical and neoclassical tradition, and many of
them added the authority of nonconformist economists to their efforts to
stabilize the institutionalist network. These aspects are covered in the
third section of this chapter. The last section summarizes and discusses
the way in which the past was used by interwar practitioners.

A “Revolutionary” Stigma: The Neoclassical Attack on
Institutionalism

Raymond T. Bye led an attack on institutionalism, in which he claimed
that institutionalist economics is going to discard all the marvelous
achievements of the past. Bye began his essay by distinguishing three pos-
sible reactions to any change: conservative, revolutionist, and evolution-
ist. The conservative “clings tenaciously to the past, resisting all prog-
ress”; the revolutionist “sees only the defects . . . and, too eager for future
possibilities, . . . he would throw away all the old”; and, finally, the evo-
lutionist “knows that the world moves onward, but he regards this pro-
cess as one of orderly growth. Therefore for him progress means no rough
breakage with the past” (1924, 271). Referring concretely to the institu-
tionalists, Bye argued that those “severe critics, . . . impatient at the ab-
stractions and strained logic of neoclassicism . . . would throw away
much or all of classical teachings, hoping to substitute for it a new eco-
nomics, resting on sounder premises and using a better methodology”
(ibid.). The institutionalists, he implied, were extreme radicals, who in
spite of their good intentions might cause great harm to the discipline by
abandoning the teachings of their predecessors.

Such accusations were typical. Neoclassicists, for example, exploited
Wesley Mitchell’s declaration in his 1924 presidential address that “there
is . . . much likelihood that [old explanations] will be disregarded” due to
quantitative investigations (Mitchell 1925, 3). John Black claimed that
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this statement “has done considerable harm.” Although Mitchell denied
that his statement disparaged theory, Black contended that “young men
who know little of economic theory have taken it to mean that [theory] is
nothing for them to worry about, . . ., that all they need to do is get busy
with some data and develop some principles of their own” (in Mills 1928,
44). Jacob Viner’s attack in that same roundtable meeting (ibid.) was
much harsher. Viner took issue with Mitchell’s assertion that the new
economists would “be content to make detailed investigations narrowly
confined in their range and to build up a mass of information” (ibid., 34).
He explained that Mitchell’s predictions were “almost precisely identical
. . . to the prophecies of the German historical school some sixty years
ago.” It was this resemblance, he added, that concerned him so much.
The German school was successful in revolutionizing the learning of eco-
nomics in Germany, and the result was, according to Viner, a sheer fail-
ure. “German economics,” he said, “is now obviously struggling to re-
pair the resultant damage, and . . . to regain the exalted position which it
occupied before the historical school won its costly and temporary vic-
tory” (ibid., 24).2

The way that the German historical school was introduced into the
historical narrative is a typical case of how parties in scientific disputes
attempt to implicate their rivals by associating them with negatively val-
ued names from the past. By equating institutionalism with the German
school, Viner drew on the attitudes prevalent in the field. He did not
analyze the German historical school’s position and its implications but
assumed that the school had been a disaster for the advancement of eco-
nomic knowledge. Like Viner, Frank Knight did not bother to say what
is wrong with the German school or to analyze the similarities between
that school and institutionalism. He casually mentioned “the father of the
new Historismus in American economics, Dr. Thorstein Veblen” (1924,
249), thus creating an impression that institutionalism was nothing but a
new version of the German school, and hence, equally misguided and
dangerous.3

Institutionalist writers were aware that “an avowal of historical
method nowadays is likely to be construed as a repetition of the defects of
that method as used by some students [i.e., the German historicists—
Y. Y.] in the past” (Edie 1927, 414). They could have counterattacked
either by challenging the negative valuation of the German historical
school—thus opening a closed black box that defined the German histor-
ical school as a failure—or by dissociating themselves from that school.
They chose the second option and admitted that “in the hands of some of
the adherents of the German historical school, history tended to become
either an encyclopedic description of raw facts or an attempt to formulate
certain universal laws of development” (ibid.). Mitchell also denounced
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the German approach for moving from the extreme of too abstract a the-
ory to the equally erroneous extreme of discarding the whole structure of
abstract theory (Mitchell 1924, 18).

Yet the institutionalists also emphasized the positive aspects of the
German school: “It is indeed a narrow view,” Edie said about the criti-
cism against German historicism, “which encompasses only the defects of
their work, and ignores their contribution to inductive method, to eco-
nomic realism, and to evolutionary interpretation of economic institu-
tions (1927, 414; cf. Gay 1930; Young 1927). This is another example of
the “forensic” tactics of pursuing two contradictory lines of defense si-
multaneously: we are not like the German historicists, the institutionalists
seem to say, but even if you—the impartial jury—find us to be similar to
the Germans, please notice that the latter have made several important
contributions to economics.

The neoclassicist, who presented themselves as the guardians of the
past, faced a different dilemma. Since the notion of progress is central to
the scientific ideology, pledging allegiance to the long-dead masters of the
discipline may expose the pledgers to the accusation that they were doc-
trinaire believers, who promoted a religion rather than a science.4 Thus,
they had to be sophisticated enough in mobilizing the past in such a way
as not to contradict their simultaneous claim for innovation. Bye’s solu-
tion was to speak about evolution as the golden path between revolution
and conservatism. “Older theories are being modified and corrected; but
progress is being made . . . by building from what has gone before”
(1924, 272). “It is not to be expected,” he said on another occasion, “that
economics will forever fit into the mold that was cast for it by such men
as Adam Smith, David Ricardo, and John Stuart Mill. There would be no
progress in our science if we did not modify, refine, and supplement their
crude generalizations” (1925, 59).

In the previous chapter we saw that the neoclassicists displayed the
recent developments in their theory and promised to make many more
innovations. To maintain this impression of innovativeness, Bye, Viner,
and others condemned fellow neoclassicists, who wanted to preserve the
doctrine unchanged, at least as harshly as they condemned the institution-
alist opponents of neoclassical theory. For example, Bye denounced those
“exponents of neo-classical economics” who “have become enamored of
its dialectics and logical symmetry, and continue to dispose it to their
disciples in much of its original form” (1924, 271). This devastating at-
tack is as taxing and unrelenting as any of the attacks waged by the most
extreme institutionalists. But Bye did not conduct this attack in order to
debunk the neoclassical approach in principle. On the contrary, he did it
to escape the criticism aimed at the old theory by distancing himself and
orthodox theory itself from its doctrinaire backers.
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Institutionalists as the Guardians of Tradition

In the textbooks on the history of economic thought institutionalism is
presented without exception as an antithetical approach to neoclassical
economics. We noticed ourselves in earlier chapters the strong objection
that institutionalists raised to the old doctrine. We may think, therefore,
that in this case, the institutionalist protagonists had no other choice but
to wage a direct attack on the established doctrine and to openly deny any
ties to Smith, Ricardo, Marshall, and the rest of the economic pantheon.
It seems as if there was no way that they could claim to be the followers
of those economists. Bye and Viner, it can therefore be argued, have not
“stigmatized” institutionalists as revolutionary; they simply presented
the “simple truth” about them. Would not the institutionalists themselves
disavow any tie to the past?

Nevertheless, they did not. Many of the institutionalists conceived
themselves as the legitimate successors of the traditional economists and
refused to denounce their predecessors: “Saying that ‘Adam Smith is out
of date’ or ‘Mill’s work is obsolete,’ is temptingly easy and only too
common” (Cobb 1928, 64). Instead of disowning earlier generations, the
institutionalists brazenly claimed that they continued along avenues envi-
sioned by the discipline pioneers themselves: “Fully a generation ago, vi-
sion of the trends of economic science which are now materializing [i.e.,
institutionalism—Y. Y.] was in the minds of leading economists” (Edie
1927, 438). The institutionalist strategy was to emphasize those elements
in the work of past economists that resembled their own program. As we
saw in chapter 3, this was not a bogus scheme; there were real similarities
between the work of institutionalists and those who had preceded them.
But for our analysis here, one should not care how similar they “really”
were. What the reader should mind is the tactics used by the institutional-
ists to convey the impression of similarity. That we tend to assume today
that the institutionalists totally broke away from the generations before
them is a testimony to the success of Viner, Bye, and others to turn their
view into a part of the dominant network and the failure of institutional-
ist to black box their perception of history. But as historians we must free
ourselves from conventions and examine how the institutionalists them-
selves presented their relations to previous teachings.

The institutionalists maintained that the “attempt to apply new meth-
ods of scientific inquiry” were not new “but are simply a matter of greater
emphasis upon methods which have long been recognized” (Edie 1927,
408–9). William Weld, for example, included Marshall and Pareto
among those who “have been desirous of reaching . . . inductive princi-
ples” (1924, 432). Wesley Mitchell even presented the emerging quantita-
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tive approach as a mature stage of traditional economics. “The method of
Ricardo and the method of the modern quantitative worker,” he told an
audience at the AEA Annual Meetings, “are identical” (in Working 1927,
20). A figure that many institutionalists referred to was Alfred Marshall,
the epitome of neoclassical economics. Notwithstanding his role in en-
shrining neoclassical economics, the institutionalists emphasized that Al-
fred Marshal had been inclined toward empirical research and had felt
the need for greater emphasis on such research. In his 1925 presidential
address, Mitchell quoted Marshall as saying that his own qualitative
work should be supplemented by statistical work, which had not yet been
possible due to lack of data (1925, 1). Frederick C. Mills reminded us that
“Alfred Marshall long since called economic laws ‘statements of eco-
nomic tendencies,’” which meant that he abandoned the view that eco-
nomic laws truly described the behavior of real people (1924, 49; see also
Edie 1927, 438; Cobb 1928, 67).

Other protagonists of orthodox theory were also mentioned. Lionel
Edie recruited William S. Jevons. In a lecture given in 1876, Jevons antic-
ipated a vigorous growth of “concrete” historical and mathematical eco-
nomics alongside the old “abstract” science. Edie quoted from Jevons’s
famous book: “Economics might be gradually erected into an exact sci-
ence, if only commercial statistics were far more complete and accurate
than they are at present.” Jevons was further quoted as arguing that “the
deductive science of Economics must be verified and rendered useful by
the purely empirical science of statistics. Theory must be invested with the
reality and life of fact” (quoted in Edie 1927, 439; on Jevons see also
Mills 1924, 44 and 49n). Francis A. Walker, one of the most respected
American economists of the nineteenth century (1840–97), was similarly
quoted as promoting in 1889 the new scientific spirit, by which he meant
the “more careful observation of phenomena,” and the use of statistics
(Edie 1927, 439). “Similar sentiments,” Edie continued, “were expressed
by Patten, Dunbar, Cairnes, Ely, [John Neville] Keynes, Giffen, and many
others” (ibid., 440). These economists were all part of the pantheon of
economics, and by stressing their support of empirical studies, institu-
tionalists sought to mesh them into their own network.

The opponents of institutionalism could argue that, the above state-
ments notwithstanding, those great economists of the past did not pursue
statistical work themselves. It seems that this method was not considered
important enough by those economists. Scholars often support many
ideas in general but realize only those ideas that they deem most vital.
This argument threatened the institutionalist recruitment of the distin-
guished past economists. They needed therefore to explain the fact that
the economists they mentioned had not employed quantitative methods
themselves. One explanation was given by George Soule, who pointed at
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the lack of sufficient data and statistical tools in the nineteenth century,
an explanation supported by Marshall and Jevons in the above quota-
tions. Soule explained that “the premature flowering of economic the-
ory” was a “necessary fault in the pioneers,” because the quantitative
way was not open for them. But this inclination “was exaggerated by
their followers, and in some cases was even exalted into a conscious
method” in contrast to the spirit of the pioneers (1924, 360–61). If the
Founding Fathers were alive today, Soule implied, they would have sup-
ported the institutionalist party in its struggle with contemporary neo-
classical economists.

Another way to construct the new agenda as continuing the practice of
past economists was to say that the old way of doing economics was
suitable for studying the simple economy of the past. Classical and neo-
classical theory, the argument went, gave a valid account of the economy
in the nineteenth century. Nevertheless, the world changed so much that
the old theory lost its explanatory power. William Weld, for example,
suggested that the ceteris paribus clause, on which the deductive reason-
ing of comparative statics was based, was useful to analyze the simple
economy of the nineteenth century. In such an economy it was possible to
find two situations which differ in one thing only, “others things being
equal.” But in the modern world, Weld explained, “the so-called ‘other
things’ are less likely to be equal” (1924, 426). Similarly, Sumner Slichter
gave a whole list of new realities which had emerged since Adam Smith’s
time, but had been ignored by orthodox theory (1924, 304). Whether
economic theory was deductive and abstract because quantitative tools
and data were not available, as Soule and Mitchell maintained, or be-
cause the simpler economy of the nineteenth century could have been
properly comprehended by such a simplified theory, as Slichter and Weld
contended—the bottom line is the same: classical theory might have been
the best possible one in the nineteenth century but was inadequate for
modern times (Taylor 1928). The new institutionalist approach, its advo-
cates claimed, retained the spirit of the classical theorists and adjusted the
basic principles of those scholars to modern economies and to the possi-
bilities of modern science.

It seems, on the face of it, more difficult to argue that the institutional-
ists held the same view of human behavior that the heroes of the past have
held. Classical writers, so we have learned, introduced the concept of
“homo economicus” into economic thinking. Hedonism and rationality,
the two most essential features of that “economic man,” were two of the
main accusations that institutionalists made against orthodox theory.
The institutionalists could not exonerate the classical economists in this
issue without undermining their arguments concerning human nature
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and society (chap. 5). What they did was to argue over the meanings that
the classical forebears had assigned to the conception of the “economic
man” and to say that it was not part of their “hard core.” An example is
provided by John Maurice Clark, who pointed to the similarity between
his own approach to human nature and the classical view of Adam Smith
(1924, 97). Clark found evidence that the classicists did not support the
idea of rationality; they only thought that individuals could choose better
than governments.5

Paul Douglas devoted much space to repudiate the conception of “eco-
nomic man” in his essay in The Trend of Economics (1924). Yet Douglas
contended that the institutionalist view was not so much divorced from
the thinking of classical and neoclassical economists. For instance, Nas-
sau Senior (1790–1864), a prominent classical economist who explicitly
elaborated the behavioral assumptions behind the economic-man concep-
tion, did not assume “that men desired wealth for its own sake.” “On the
contrary, Douglas continued, “he forestalled such criticism . . . by admit-
ting that men’s ‘wants are as various as the differences in individual char-
acters.’” Douglas reminded us that Senior’s An Outline of the Sci-
ence of Political Economy (1836) had mentioned the wish to get power,
distinction, leisure, bodily and mental amusement, and to benefit friends
and the public. Senior promoted the concept of the economic man on the
ground that money “seems to be the only object for which the desire is
universal” (ibid., 153). The same logic drove J. N. Keynes to support the
“economic man.” He agreed that “there may be other incentives to ef-
fort” than material ones. But he asserted that “in order to introduce the
simplicity that is requisite in a scientifically exact treatment . . ., it is legit-
imate and even indispensable to begin” by assuming that the desire for
wealth “operates without check” (ibid., 154).

Douglas commented that “little objection can perhaps legitimately be
offered to such a method, if those who employed it were aware of the
limited character of their conclusions.” “Error creeps in,” He alluded to
his contemporary orthodoxy, “when the economist forgets that the result
is only ‘a first approximation toward the truth,’ and that other ignored
forces may invalidate it” (ibid., 155). The approach of Senior and J. N.
Keynes was unobjectionable in itself, Douglas maintained, but it was
abused later by neoclassicists who failed to understand its gist, and “have
either denied or minimized the existence of [nonmonetary] motives, or
have brushed them aside with the statement that, for the sake of ‘simplic-
ity,’ any consideration of them may be excluded” (ibid., 155). The cur-
rently dominant neoclassical view thus appears as a debased incarnation
of the Founding Fathers’ view of human nature. Institutionalism, in con-
trast, is presented as advancing the conceptions of classical writers into
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modern times. It was neither a revolutionary step, nor a radical rejection
of the past but simply a revision of old concepts according to new knowl-
edge and modern ideas.6

The institutionalists also looked for support in the more recent works
of distinguished neoclassicists themselves, economists who expressed
ideas similar to theirs. Douglas (1924, 155), for instance, added that his
contemporary Frank Taussig (1859–1940) was “a noteworthy excep-
tion” to the fault of neoclassical economists who “have either denied or
minimized the existence of [nonmonetary] motives” (ibid., 155). Taussig
was a leading figure in American neoclassical economics around the turn
of the century, and the editor of the prestigious Quarterly Journal of Eco-
nomics (1896–1936). His recruitment carried therefore a significant
weight. Mitchell, in another example, favorably commented on Marshall
who was “more realistic than [John Stuart] Mill in that he does not use
‘an artificial definition of a man’ but insists that he deals with real men”
(1969, 2:218). Mitchell also referred to Henry Sidgwick, “who succeeded
John Stuart Mill as leader of the English utilitarians.” Sidgwick “averred
that he ate his dinner because he was hungry, not because he anticipated
pleasure” (1924, 15), a poignant hint against hedonism. Similarly, John
Bates Clark was quoted as saying that “the ultimate foundations of polit-
ical economy . . . include a modern view of human nature and of intensi-
fied social activity” (Edie 1927, 438–39).

The institutionalists’ view of human nature was closely related to their
emphasis on the role of social institutions in human life, and institutional-
ists looked for hints to similar recognition in the works of the Founding
Fathers. Mitchell argued, for instance, that “the orthodox economists
[were not] wholly hostile to [the institutionalist] kind of work.” He spe-
cifically referred to John Stuart Mill, who “emphasized the influence of
institutions upon distribution, and placed his hopes for the future upon
institutional change” (1924, 18). Mitchell, however, criticized Mill be-
cause “such excursions into institutionalist economics were not consid-
ered to be really a part of economic theory—they were ‘application of
social philosophy’ in the language of Mill’s sub-title” (ibid.). Thus, on the
one hand, Mitchell found cognitive affinity between institutionalist
thought and the writing of a prominent classical economist. On the other
hand, he criticized that scholar for “differentiating economic theory from
the study of economic institutions” (ibid.). This allowed Mitchell to cre-
ate the impression that the institutionalists took the classical view for-
ward and improved it, while contemporary neoclassicists, who ignored
institutions even more than Mill, were actually regressing.

We reach now what appears to be the deepest gap between institution-
alism and classical economics: the support of active government by the
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former and the endorsement of laissez-faire by the latter. We all know
about Adam Smith and his notion of the “invisible hand,” about David
Ricardo, the stock broker whose ideas served the interests of the rising
capitalist class, and about Thomas Malthus, who denied the ability of
reforms to change the harsh conditions of the working class. It appears
therefore unthinkable that there was anything in common between the
classical economists and the institutionalists, who favored an active gov-
ernment and believed in the ability of well-informed reformers to improve
common welfare manifold. Nevertheless, the institutionalists did try to
break the alignment of laissez-faire policies with the mythical Founding
Fathers of the discipline and forwarded evidence to show that the institu-
tionalist interventionist views were prefigured by some of the distin-
guished economists of the past. Wesley Mitchell, to take one example,
claimed that orthodox theorists were not fans of private property and free
competition for their own sake. They supported these institutions be-
cause they saw them as necessary means to achieve economic growth. But
they would have had no problems in adjusting the means, if the condi-
tions were different:

The classical attitude toward economics from Adam Smith to Marshall is
an effort to gain understanding of actual economic behavior . . . for practical
purpose—to improve economic organization. From Adam Smith who pleaded
for economic freedom to Marshall who wanted to abolish poverty, the classical
economists were at bottom reformers. They were critics of economic organiza-
tion. To think of them as champions of capitalism is to reveal ignorance of their
writings;—though I suppose all of them thought that private property . . .
was necessary to stimulate labor and waiting as human nature now stands
(1969, 2:219).

Abbott Usher’s presidential address (1934) is a good example of the
way old theories are reinterpreted in the light of new knowledge and in-
terests.7 Usher devoted his whole presidential address to dispel the mis-
conception, in his opinion, of associating classical economics with the
extreme position of laissez-faire. He admitted that “classical and neoclas-
sical economic theory is commonly associated with a form of liberalism
that was more largely directed toward the repeal of old laws and regula-
tions than to the constructive development of institutions to meet new
social problems” (1934, 1). This was the case, he explained, because the
classical economists lived amidst a society which was replete with obso-
lete economic regulations that had hindered the expansion of industry
and commerce. They believed that by abolishing governmental interven-
tion, society would be able to produce more wealth.8 But Usher argued
that new concepts and knowledge were gained since the original classical
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economists had died. Given this new knowledge, the same classical prin-
ciples, he implied, would actually lead to calls for active government (cf.
Taylor 1928, 270; Young 1928).

One of the new concepts with which the classical writers were unfamil-
iar, and would have led them to reconsider their positions, was the idea
of evolution, of constant change. Because of this concept that had been
very central since the middle of the nineteenth century, “we cannot as-
sume that our institutions are approximately mature and adequate.” We
have to be keenly aware of “the imperfections of adjustment” and adopt
“positive, conscious action” to overcome these imperfections. Further-
more, “any given society will always find its institutional mechanism in-
adequate and imperfect, because changing conditions create new needs
and problems for which self-regulating mechanisms cannot instantly be
created. Regulation is thus essential even in a society that tends to be
self-regulating” (Usher 1934, 4–5). Usher vehemently professed that even
the classical writers would have believed “that social evolution is a con-
structive process which involves active participation of both individuals
and state,” had they known the principles of evolution and its role in the
history of nature and human beings. Moreover, they would have recog-
nized that “there is no guiding hand other than the collective wisdom of
each generation. By reason of persistent imperfect and maladjustment,
the remedial activities of the state must be extensive and . . . vigorous”
(ibid., 5).

John Maurice Clark praised classical economics as a big step relative to
previous doctrines, but by the same token he implied that it had to be
modified to fit modern circumstances. “As against the chief doctrines they
had, at the time, to combat,” Clark explained, “these classical assump-
tions were true.” The alternative to classical economics was “the interests
and sophisms of class exploitation.” And since “these interests and soph-
isms retain a dangerous degree of vitality,” the principles of classical eco-
nomics “retain essential truth” (1924, 82). Nevertheless, these very prin-
ciples were inferior to modern conceptions, because they “ignore many
democratic and human values which are now striving for practical recog-
nition” (ibid.). Institutionalism, in Clark’s opinion, built on the classical
tradition. It retained the valid aspects of it and added an analysis of those
properties of the economy which were missing in the original classical
analysis.

Clark’s view was reflected in his appraisal of Adam Smith. Smith,
Clark explained, “was born into a world whose official economics was
utterly distrustful of free exchange.” Smith, Clark told us, “grasped the
element of mutual aid running through exchange, saw its organizing pos-
sibilities and contrasted these with the crippling effects of contemporary
sorts of interference” (ibid., 83; cf. Young 1927, 4). This was a giant step
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forward, but we must continue and comprehend other aspects, like the
externalities which the institutionalists called attention to again and
again. The problem, Clark thought, was that later economists enshrined
the letter of Adam Smith’s work rather than absorbing its spirit. Hence,
the limitations of classical theory “are chiefly the work of later writers
than Adam Smith, who seldom allowed his thinking to be cramped by its
own machinery” (1924, 84). In this fashion, Adam Smith was vindicated,
while orthodox theory as contemporarily practiced was indicted.

Recruitment of Unorthodox Authorities

So far we have seen that the neoclassicists tried to present institutionalism
as revolutionary, while institutionalists presented it as evolving from the
leading theories of the past. This, however, is not an exact picture. Two
qualifications have to be made. First, not all institutionalists saw them-
selves as following the path of Adam Smith, David Ricardo, John Stuart
Mill, and Alfred Marshall. Second, the institutionalists also drew on the
work of past critics and rivals of orthodox economics. This section deals
with these tactics.

While most institutionalists expressed their appreciation for the contri-
butions of the great masters of English political economy, some of them
did not accept this respectful view. Best known among those who fiercely
attacked orthodox theory was, of course, Thorstein Veblen. Veblen’s an-
tiestablishment view needs little discussion as it is well known and fre-
quently documented (Gruchy 1947, 35–50; Landreth 1976, 320–25;
Mitchell 1969, 2:626; the essays in Blaug 1992a). Although there is no
doubt that Veblen was one of the main sources of inspiration for all insti-
tutionalists, many of the latter, including his own pupils, were much more
sympathetic toward orthodox theory. In the materials I analyzed, Rex-
ford Tugwell is the only one who lashed out at the entire tradition of the
English political economy. Referring to the belief of Adam Smith in the
harmony of interests, Tugwell called it a “mystic paradox” and said that
were it “not so tenacious, it would not deserve serious consideration”
(1924a, 408). Adam Smith is not the only victim of Tugwell’s critique. In
explaining what seems to him to be the deterioration of economic
thought, he claimed that one of the main causes was the academization of
economics. Economics suffered because the teaching of a science—the
inculcation of an existing doctrine—contradicted the practice of science,
the production of new original ideas (1924a, 410). Tugwell’s sweeping
critique certainly carried the aura of revolutionary rhetoric. He expected
revolutionary changes that would be carried not by academic scholars
but by special research institutions and economic practitioners in govern-
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ment and business. Similar views against orthodoxy were expressed by
Clarence Ayres, Veblen’s student and the most prominent leader of insti-
tutionalism during the postwar years. Slichter also attacked Ricardo and
mainstream economists after him, but unlike Tugwell and Ayres, he
spared Smith, who, in his opinion, responded appropriately to the eco-
nomic problems of his time.

Veblen and Tugwell constituted the minority among institutionalist
thinkers. Mitchell, Commons, Clark, Copeland, and many others treated
the works of past economists much more respectfully and saw themselves
as the followers of those famous pioneers of the discipline. These more
moderate institutionalists, though, did not limit their references to the
past to mainstream teachings. They established their continuity with
classical and neoclassical writers wherever they could, but used the works
of past critics of orthodox theory as well. Citation of unorthodox sources
may be less helpful in establishing the credibility of institutionalism
among conservative colleagues, but it may help them to secure
and tighten their black boxes. The fact that institutionalist ideas had
been suggested before by economists in different places and at different
times added to the impression that those ideas contained some grain of
truth. It was easier to disparage a group of current economists than to
disregard a continuous tradition, even when this tradition departed from
the main current.

Thus, Mitchell referred to the criticism on Ricardo’s economics by
Richard Jones, “who knew enough of economic history and of contem-
porary conditions outside of England to appreciate that Ricardo’s whole
system applied to an institutional situation recent in its development and
limited in its scope” (1924, 17). Mitchell also mentioned Sismondi, who
“investigated the development and cultural consequences of the indus-
trial revolution in England,” and John Rae, who “showed how different
institutions affect invention and accumulation of capital” (ibid., 17–18).
Richard Jones (1790–1855), John Rae (1796–1872), and Jean Charles
Leonard Simonde de Sismondi (1773–1842) were indeed three famous
critics of the classical system whose works were recognized as important
despite their “heretical” views. Mitchell drew support from socialist
thinkers as well. He mentioned Robert Owen, William Thompson, Saint
Simon, and Charles Fourier, who “sought to devise a new set of institu-
tions which would insure a juster distribution of labor and income”
(ibid., 18). In this case, the socialists’ support in the importance of institu-
tions appeared side by side with John Stuart Mill’s opinion, the views of
some respected economists from the classical era, and the work of the
German historical school. Thus, even if the socialists were not “credible
sources,” their support added to the overall weight of the argument.
There must be something good in the institutionalist claim, Mitchell im-
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plied, if economists as different from each other as Fourier, John Stuart
Mill, Sismondi, and Roscher shared its main principles (ibid., 18). Mitch-
ell was not even afraid of recruiting Karl Marx, who “knew how to use
contemporary documents as an effective supplement of economic theory
if not as its basis” (ibid.), and argued that the objection to Marx’s politi-
cal views should not blind economists to the virtues of his methods. These
virtues were praised by Morris Copeland as well. Copeland wished to
synthesize the Marxist approach with the orthodox view and admitted
that, of the two, “in some respects the Marxian view is the more realis-
tic”(1924, 107).

Conclusions: How to Be Both Traditional and Innovative

Institutionalists drew on both orthodox and unorthodox economists. As
is the case with any significant change, the new empirical stress and other
institutionalist innovations could be perceived either as an evolution of
the past or as a revolutionary departure from it. Evolution, after all,
brings about many “revolutionary” developments, and the labeling of a
change as evolutionary or revolutionary is a matter of judgment and
taste, as well as the result of social negotiation. Most institutionalists en-
deavored to show that their ideas were in line with the principles of the
Founding Fathers of the discipline. This did not prevent them from airing
very sharp criticisms on many aspects of older works, but they empha-
sized those statements of the accepted doctrine that were most similar to
theirs and interpreted the intentions of deceased economists in such a way
as to fit their own goals.

Wesley Mitchell is a good example of a scientist who chose to present
his work as continuing the tradition, rather than as a breakaway. Mitch-
ell would be the last one to deny the “revolutionary” significance of those
quantitative methods that he so passionately advocated and promoted.
As we saw, he went as far as to argue that the new methods would change
the whole focus of economic research, a statement that got him in trouble
among his fellow economists. But nevertheless, he still presented his ap-
proach as a mature stage of old doctrines. In a roundtable in the AEA
Annual Meeting of 1927, Mitchell insisted that there was no place for
struggle between the orthodoxy and the new approach (in Working
1927). A year later, when Mitchell was harshly criticized for abandoning
the old theory, he answered that the representatives of traditional eco-
nomics overstated the claims made by institutionalists and “passed over
in silence” what institutionalists said in favor of the established doctrine.
“I know no competent economist,” he said in response to criticism by
Viner and others, “who would subscribe to the one-sided views which
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have been imputed to persons unnamed [probably himself—Y. Y.]” (in
Mills 1928, 39–40).

The institutionalists used any source that they could: they were not
sheepish in citing socialist, Marxist, and other unorthodox economists. In
general, the institutionalists tried to build the strongest defense they could
for their ideas, using past works where and when those works were in-
strumental in endorsing their case. The neoclassicists were equally “op-
portunistic.” They did not have to bother to show their loyalty to the
Founding Fathers, because that was not disputed by their opponents.
While institutionalists were accused of being too revolutionary, the neo-
classicists were accused of being too traditionalist. As a consequence,
their strategy was the reverse of the institutionalists’ strategy, emphasiz-
ing the differences between their ideas and older theories. But the neoclas-
sicists also tried to present past economists as closer to modern ideas of
good science, so that their own resemblance to those economists would
be less damaging. For instance, they agreed with the methodological ar-
guments of the critics but denied the fact that such a criticism was a
breakaway from the past. “It is not that the men of the past were not
interested in precise knowledge of industrial phenomena,” Bye explained,
“but that they did not know how to get it. They were obliged to reason
speculatively and qualitatively, because they lacked the tools for empiri-
cal and quantitative work” (1925, 59). Frank W. Taussig also asserted
that “no one has ever denied” the value of quantitative work for econom-
ics, and no one “completely neglected it.” The recent emphasis on such
work was merely “due to the enormous growth of the available quantita-
tive material, and the development . . . of expert methods” (in Mills
1928, 41). A similar opinion was given at the same roundtable session by
Jacob Hollander, another reputable veteran neoclassicist who served as
the President of the AEA in 1921 (ibid., 30).9

We can see this line of defense as an attempt of the neoclassical “loyal-
ists” to jump on the empirical bandwagon by presenting the past as
empirically oriented. But as we said about the institutionalist representa-
tions, we should not treat the neoclassical ones as a conscious and delib-
erate distortion of history. Empirical elements could be found in classical
thoughts as acknowledged by both institutionalists and neoclassicists,
each group for its own reason. The neoclassical defense of earlier teachers
was very similar to the arguments of the empiricist institutionalists, and
especially to the arguments of Soule (1924) and Mitchell (1925), who
explained the rise of quantitative economics by the recent availability of
data and the development of statistical techniques. The difference be-
tween the neoclassicists and the institutionalists was subtle. The defend-
ers of the established theory argued that the tradition had always been
based not only on deductive fantasies, but on observation as well.
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By defending past practices, they defended their own practices of the same
nature. The institutionalists implied that the classicists recognized the im-
portance of empirical studies in principle and made some pioneering re-
search. But orthodox theories, they added, had not been based on system-
atic research. The neoclassicists brought forth the argument to contain
the inductivist trend and to preserve the existing precedence of deductive
reasoning by claiming that the current approach was not so lopsided as
argued by the institutionalists. The latter made the argument in order to
show that the core of the changes sought by them was in line with the
original ideas of earlier economists but had not yet been realized.

The neoclassicists blamed institutionalists for abandoning the teach-
ings of the past. But at the same time, when those old teachings contra-
dicted the beliefs of modern neoclassical economists, the latter were not
timid in denouncing those same teachings. Bye, the staunch defender of
orthodox theory, admitted that both the classical economists and the in-
stitutionalists conceived “normative economics” as an integral part of the
economic vocation. Nevertheless, in this case he denounced the classical
position and held that modern economists should learn from their mis-
take: “The economics of the classicists, with its apologies for the present
system, its defense of laissez-faire, its sweeping assertions about the im-
possibility of raising wages, and so on, was pseudo-science . . . because it
made the mistake that some misguided reformers would now like to see
repeated” (1924, 290). This is a good demonstration that practicing sci-
entists are not so much interested in preserving the past as they are inter-
ested in finding support for their own ideas in the past. Since the institu-
tionalists criticized many properties of past theories, Bye marshaled the
revered names of the past against institutionalism. But when the ideas of
those same great economists were closer to the position of institutional-
ists, he had no qualms about criticizing them harshly.

This “opportunistic” strategy of both institutionalists and neoclassi-
cists may leave the impression that the economists of that period were
immoral and dishonest. This was clearly not the case. First of all, the
statements that the disputants cited from older writings were not forged.
Second, their interpretations of past works were not only instruments to
deceive others. They also reflected the way that they understood those
works themselves. If the two parties had different interpretations of
Adam Smith, for example, it was because each party read Smith through
the perspective of its own approach. As in the case of “Nature,” there is
no singular outside objective interpretation that can be brought as the
“real” meaning of a scholar’s ideas. Economists may recruit things that
Marshall, for example, wrote in various publications, draw on certain
testimonies of Marshall’s pupils and friends, bring evidence from private
letters, and so on. Eventually they may even convince others that their
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interpretation is correct, thus making it into a black box. But like the
black boxes of “natural facts,” the validity of all such interpretations is
provisional. It can hold until someone offers another interpretation and
is able to mobilize enough allies from Marshall’s writings and other
sources to convince others that her interpretation was better.10

Even if we could reach an agreement about the views of one scholar,
we would be left with the much more complicated task of reaching an
agreement about the meaning and significance of an intellectual trend.
The tradition of English political economy from Smith to Cairnes
commonly known as “the classical era” is a collaborative project, encom-
passing 150 years and hundreds of scholars. It is difficult enough to reach
agreement on the interpretation of only one prolific writer. It is virtually
hopeless to try to reach agreement on the meaning of “classical econom-
ics,” which encompasses the works of Smith, Ricardo, Malthus, Senior,
James and John Stuart Mill, Cairnes, and many others. And, of course, it
is very unlikely that all these economists had exactly the same views.
This does not mean that every interpretation of “classical economics” is
equally legitimate. Barbara Herrnstein Smith, an avowed relativist, forci-
bly argued (1988) that the claim that we could never know what was the
“true” meaning of a literary work did not mean that any interpretation
thereof was acceptable and that all interpretations were equally good.
It seems ridiculous to say that the classical and neoclassical traditions
were not deductive and abstract. When we compare them to other re-
search programs, we can easily see that they were more deductive and
abstract than most. The institutionalists did not deny it either, and there-
fore this fact was black-boxed. Both camps also agreed that there were
inductive elements in the practice of classical and neoclassical economists.
Similarly, there was no argument that classical economists supported lais-
sez-faire. The question is why did they use mostly deductive methods?
Was it because they did not have an alternative at the time? Or was it
because they thought it was the best method for economics in general and
forever? Why did they support laissez-faire? Did they support it for its
own sake? Or did they support it because it was better than the common
inhibitions on free trade at the beginning of the Industrial Revolution?
Both interpretations appear to be compatible with the written evidence,
and therefore both the institutionalists and the neoclassicists could find
evidence in the classical writings to support their claims that the classi-
cists were like them.

A similar note can be made in regard to the connection between the
German historical school and institutionalism. Many modern writers
claim that institutionalists were indeed influenced by the German school,
and show the similarities between the two. Jack Myler’s dissertation on
German Historicism and American Economics documents the connec-
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tions in detail. He lists five similarities: emphasis on inductive research,
focus on processes of change, a collectivist approach as opposed to indi-
vidualism, moral relativism, and support of governmental intervention
(1956, 349). In some cases the connection is quite obvious on a personal
level, as in the case of American economists—such as Richard T. Ely,
John R. Commons’s mentor—who was a student of Knies, a prominent
figure in the German school. However, the fact that we can show many
similarities between the German historical school and institutionalism,
and even direct channels of influence, does not mean that institutionalism
was an American offshoot of German historicism. The institutionalists’
attempt to dissociate themselves from the German school was not simply
a bluff. Veblen, the other “father” of institutionalism, along with Com-
mons, was very critical of the German school, as were Mitchell, Tugwell,
and others.11 “From the beginning, the Americans followed the German
historical school in a discriminating fashion” (Dorfman 1955, 28; em-
phasis added). As Myler said, the German historical school might have
provided “the intellectual seedbed for the institutional approach” (1956,
348), but the “seedbed” could have fostered different kinds of plants. We
should also remember that historicism was not “the sole source of institu-
tional doctrine” (ibid., 349). There is no doubt that the American institu-
tionalists were proficient in the English tradition, and even though they
challenged it, they absorbed many of its concepts and attitudes. Com-
mons’s first major book, for example, attempted to combine marginalist
notions concerning value and distribution with historicist ideas and re-
formist concerns“ (Rutherford 1990, xv). Moreover, American econom-
ics has its own unorthodox tradition, with figures such as Henry Carey
(1793–1879) and Henry George (1839–97). Not all deviations from the
orthodox doctrine, therefore, had their origin in German influence.

The same conclusion holds for the controversy over the meaning of
classical economics or the true intentions of Adam Smith, Ricardo, or
Marshall. We do not have to say that both the institutionalist and the
neoclassical readings of earlier works were equally convincing, but the
decision whose interpretation was better could not be decided by us—the
bystander observers on that struggle—since our familiarity with those
classical works is much more limited than the expertise of both parties of
that controversy.12 All we, historians and sociologists, can do is to docu-
ment the arguments made by both sides concerning the history of eco-
nomics and investigate the role such arguments played in the wider con-
flict between institutionalist and neoclassical economists.

A similar process takes place today whenever the interwar period itself
is discussed. Interpretation of that period bears upon current struggles,
and, therefore, the historical analyst is unavoidably involved in the ongo-
ing competitions among present-day schools and approaches. The cur-
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rently prevalent perception of institutionalism as a breakaway from ear-
lier traditions is the result of the sweeping victory of mathematical eco-
nomics in the postwar period. It simply left no institutionalists to write
the history of their approach from their own perspective. And those ac-
counts from the institutionalist point of view that were published were
pushed aside and ignored.13 That is why I found it necessary in chapter 3
to present a picture of institutionalism which is different from the one
that can be found in most textbooks on the history of economic thought.
According to the view of this writer, that presentation is not supposed to
be perceived as the ultimate truth. It was offered as a countervailing
weight to the conventional presentation in an attempt to open a black box
that has been closed too rapidly and coercively.

Those who accept the common image of institutionalism as radical and
revolutionary may object and argue that their view is supported by the
explicitly virulent attacks on the established doctrine by Veblen, Ayres,
and Tugwell. Indeed, those attacks might have helped the neoclassical
camp to successfully brand the institutionalists as “radical” and “revolu-
tionaries,” a stigmatization that Veblen, Ayres, and Tugwell would have
probably accepted willingly. Furthermore, this image of institutionalism
is supported by a large group of postwar institutionalists, whose avowed
extremism supports the radical image of past institutionalism (Mirowski
1990). But the success of later economists to define institutionalism as
revolutionary cannot be explained solely by the views of that small group
despite its prestige and influence within institutionalist circles. Commons,
Mitchell, and John Maurice Clark were not less influential, and more
institutionalists preferred their attitudes toward orthodox theory. Many
contemporary followers of institutionalism have also advanced this mod-
erate view and conceived their approach as supplementary to mainstream
economics. They have challenged the conventional narrative told by neo-
classical mainstreamers and by their more radical peers and emphasized
those past institutionalists who were not interested in abolishing tradi-
tional theory. Allan Gruchy, for example, says that “the institutionalists
do not repudiate or dispense with pure or basic economic theory. What
they have done over the years is to take the basic theory of Marshall,
Keynes, and others and place it in the larger setting of a theory of the
evolving economic system” (1957, 14; see also Adams 1980b, 6). John
Adams also agrees that modern institutionalists are “more willing to bor-
row some of the language and concepts of orthodoxy and have toned
down the overheated criticism of Veblen” (1980b, 11).

To prevent any mistake, it is not argued here that the moderate image
is truer than the radical one. To repeat our general principle, there is,
of course, a factual basis for perceiving institutionalism as radical. But
there is also a basis to perceive it as a continuation of past trends. Accord-
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ing to the constructivist approach in the sociology of science, our task
as historians and sociologists of economics is not to decide which basis is
bigger. This determination would be the result of conflict and negotiation
among economists; not the cause of the conventions eventually agreed
upon. Moreover, we may attribute the current radicalism of institutional-
ists to the successful stigmatization of earlier institutionalists as radical.
The success of the neoclassical rivals to push institutionalism out of the
discipline core left the moderate institutionalists without ties to power-
ful sources and facilitated the efforts of radical institutionalists to take
over the institutionalist movement. Thus, it is possible that the extremist
image of institutionalism has produced a reality of present-day extremity
rather than reflected it. As historians we should be very careful not to
use this image as evidence concerning the nature of institutionalism in
the past.

The principles that enable us to depict the same research program
either as revolutionary or as conservative holds for other research
programs as well. It is possible, for instance, to portray modern, mathe-
matical, neoclassical theory as revolutionary as it deviated from the
Marshallian approach in many key issues (see chap. 9). The fact that its
similarities with the Marshallian tradition are stressed reflects the choices
of mathematical economists and their success in repressing other econo-
mists who purported to have followed Marshall and claimed to be his
true followers and economists from their own camp who thought of
themselves as radical innovators.

There are many examples of controversies about the past of this nature
in other disciplines as well. MacKenzie and Barnes (1979, 192–97) pro-
vide us an example from biology. Biometrists and Mendelists disputed
each other’s claims to the Darwinian and Galtonian heritage. In sociology
the interpretations of Marx and Weber have been fiercely debated. In
psychology many scientists recruited Freud to advance their own agen-
das. Such interpretive controversies are not limited to the academic
world. Religious sects often debate the interpretation of “holy scripts”
and claim to constitute the true heirs of “the holy tradition.” Artistic and
literary circles also seek to follow past masters and argue over the essence
of those masters’ works. And political leaders, who profess that they real-
ize the vision of great national heroes, must establish the similarity be-
tween their contesting programs and the ideas of those heroic figures. The
past is always a major battleground of present-day wars.
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Epilogue: The Fall of Institutionalism and the Rise
of Modern Economics

The theory of general economic equilibrium . . . is an “intel-
lectual experiment”—a particular method chosen for describ-
ing how a market economy works under various simplifying
and unreal postulates. These postulates were not intended by
its creators to be more than intermediary steps in the process
of analysis—they were simplifications which were intended to
be removed later when the theory was brought into closer
approximation to real life. But it was an inherent consequence
of the a priori approach of this school that its followers
should be preoccupied with the properties of the notion of
“equilibrium”—which meant that progress took the form,
not of removing the scaffolding but of constantly adding to it.
Making the theory more rigorous made the whole construc-
tion even more abstract (and hence more distant from its ulti-
mate goal) since it involved the discovery (or recognition) of
additional assumptions implied in the results.

(Nicholas Kaldor, “Recollections of an Economist”)

BEFORE World War II, institutionalism was well established in major uni-
versities and the government, and its influence on New Deal legisla-
tion was substantial. Nevertheless, by the late 1950s it was already
considered outdated. The explanation of this rapid decline requires an-
other study, but based on my research I can offer some preliminary
thoughts on this sudden change of fate. I hope that these thoughts, as
sketchy as they are, would complete the story about institutionalism and
demonstrate the ability of the actor-network analysis to account for both
its rise and decline.

My argument in this chapter is, in a nutshell, that institutionalism did
not lose the war described in the previous chapters. It 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 sky-
rocketed soon after the Second World War. This new winner was mathe-
matical economics. Despite frequent assertions, this approach did not
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evolve out of an existing approach.1 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 dom-
inant currents of the period. The power of mathematical economics
was augmented by the development of econometrics as a new approach
to quantitative research that differed from the way institutionalists prac-
ticed such research.2 The relations between mathematical economics and
econometrics was not tranquil, and the tension between their basic beliefs
and methods produced bitter methodological disputes. Yet under the
sponsorship of the Cowles Commission, the contrasts were ignored, and
a new overarching philosophy was created that presented the mathemati-
cal and econometric enterprises as complementary.

If anyone could claim to be the “natural” heir of the old Marshallian
neoclassicism it was Keynes and his associates and disciples at Cam-
bridge, who maintained the methodological strategies of Marshall and
his general outlook of economics.3 Keynes opposed both the mathemati-
zation of economic theory and the attempt to verify it by econometric
tools. Yet postwar economists co-opted Keynesianism into the rising
mathematical-econometric alliance, thus creating the winning neoclassi-
cal-Keynesian synthesis.4 This synthesis has dominated economics at least
since the 1960s. The Keynesian component has been under attack since
the early 1970s from various “conservative” approaches (monetarism,
rational expectations theory, real business cycle theory), but it is still one
of the main parties, and it is accepted by many that the whole macroeco-
nomic discourse is Keynesian even today (Friedman and Samuelson in
Blaug 1990b). The next three sections deal, respectively, with the three
components of the winning coalition: mathematical economics, econo-
metrics, and Keynesianism.

The Rise of Mathematical Economics

During the 1930s a group of American graduate students in the United
States started to develop mathematical economics. The emergence of this
group was an extraordinary phenomenon. Those young economists were
not disciples of older mathematical economists, although they got some
help and encouragement from the very few economists who had been
interested in mathematical economics, including Irving Fisher and Harold
Hotelling. They pursued their mathematical interests, deviant from the
dominant trends, and sometimes had to overcome resistance from their
own teachers. Nevertheless, they persisted in their endeavors and their
numbers increased constantly until they became the mainstream of eco-
nomics sometime during the 1950s. Among these pioneers were Paul
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Samuelson, Kenneth Arrow, Milton Friedman, George Stigler, Robert
Dorfman, Armen Alchian, Joe Bain, and Abram Bergson.5

The emergence of this group in the United States coincided with the
consolidation of a similar group in the London School of Economics. In
Britain the leaders of this movement included John Hicks and Lionel
Robbins. Both were not trained at Cambridge, the core of British eco-
nomics, where the efforts to develop mathematical theory were not wel-
comed. Due to the unexpected death of Allyn Young in 1929, who had
been appointed only three years earlier as the head of the economics de-
partment at the LSE, Robbins was appointed to that position, and it was
he who established the LSE as a center of the new movement. Robbins’s
appointment put the LSE on a new track. The original course of the LSE,
under the influence of Sidney Webb, led toward empirical and historical
studies. This attitude was very similar to the spirit that motivated the
institutionalist movement (Kadish 1993a). The fortuitous event of
Young’s death, as well as the way Hicks stumbled upon Paretian theory
(Klamer 1989), show that in Britain, as in the United States, mathematical
economics was not an evolution of an existing school. Indeed, Jevons,
Walras, and Pareto “had already introduced mathematics into econom-
ics. But after 1930, this activity underwent a rebirth” (Samuelson 1970,
844; italics added).

The new mathematical research program had two main elements.
First, it included a transformation of Marshallian economics into a math-
ematical form as a basis for further rigorous derivations. While institu-
tionalists and many neoclassicists in the interwar period felt that price
theory had been completed (see chaps. 6–8), the years after World War II
witnessed a flood of articles, each focusing on a certain element of the
theory, couching it in a newly born jargon, and deriving rigorous conclu-
sions out of it. The analyses have assumed that consumers maximized
their utility and firms their profits. The mathematical economists did not
necessarily believe that these assumptions about maximization were true.
But they nonetheless defined the discipline as a science of rational alloca-
tion of resources and left it to other social sciences to study real economic
behavior.6

The basic technique has been one of maximization and minimization
under constraints. Calculus, especially Lagrangian methods, became the
basic instrument in the economic theorist’s tool kit. Various conditions
were analyzed: perfect competition, monopolies, duopolies and oligopo-
lies, schemes of taxation and subsidies, technologies of increasing, con-
stant, and decreasing returns, various production functions, and so forth.
The pages of the main American journals (AER, JPE, QJE) during the
1950s are full of such papers.7 Concepts like externalities, public goods,
elasticities, income and substitution effects, complementary and substi-
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tuting goods, indifference curves, isoquants, and many others were de-
fined in an exact fashion, and the mathematical economists studied the
implications of hypothetical coefficients and combinations of factors.8

The second major aspect of the mathematical revolution was general
equilibrium theory that originated in Walras’s work. Marshall treated
each market separately. He knew, of course, that prices and quantities of
other goods influenced the market of any single commodity, but he
thought that these influences were too complex, and therefore he treated
them as exogenous in the analysis of a single industry (Marshall 1920,
book V, esp. chap. 6 and notes xiv–xxi of the Mathematical Appendix;
A. K. Dasgupta 1985, 100; Bladen 1974, 382–85). Walras, in contrast,
believed that it was possible to analyze the connections between all mar-
kets, and the pioneers of the mathematical revolution followed his lead
(Stigler in Breit and Spencer 1986, 103–4; Ménard 1990).9

The economists who analyzed general equilibrium started with the
simplest assumptions of perfect competition, no government interven-
tion, and perfect knowledge of all economic actors. They asked whether
there was a solution to the system of equations which described the pref-
erences of all consumers and the production functions of all commodities.
The idea was not to find the actual preferences and the real production
functions. This was obviously an impossible task, although Léon Walras
and his early disciples might have entertained such an idea (Ménard
1990, 119). Instead the mathematical economists wanted to know if a
system of equations that described a whole economy was solvable in prin-
ciple. After conditions of existence were identified by Arrow, Dubreu,
and McKenzie, these investigators and other theoreticians investigated
whether and when there was only one solution, and whether the solutions
were stable or not. These questions have occupied many of the best math-
ematical minds in economics for a very long period. They still constitute
one of the main branches of economic theory today.10

The Mathematical Economics-Econometrics Alliance

A big push toward mathematical economics was given by the establish-
ment of the Econometric Society and the publication of Econometrica as
a new journal dedicated to mathematical articles. Today the term “econo-
metrics” is reserved for statistical studies, but at that time it meant the use
of mathematics, including both abstract, deductive mathematical model-
ing and the use of empirical data and statistical procedures for testing
theories. The Econometric Society and Econometrica provided forums
for presentation and publication, and increased the unity of the mathe-
matical devotees. More important, both the Society and the journal
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were supported by the Cowles Commission, a private and affluent fund
dedicated for economic research. The Commission also organized sum-
mer conferences that were very instrumental in establishing a unified
international group, devoted to the development of economics as an exact
science.11

The Econometric Society achieved a rearrangement of the forces in eco-
nomics by turning quantitative research from an ally of institutionalism
into an ally of mathematical pure theory. Institutionalists envisioned sta-
tistics as a tool for devising new theories, leaving behind concepts that
could not be operationalized, and adding new psychological and institu-
tional variables. In contrast, the conception that was developed by econo-
metricians at the Cowles Commission perceived econometrics as an in-
strument for adjudicating between rival models which originated in the
old neoclassical theory (e.g., L. Klein 1985, chaps. 10–11). The Cowles
Commission itself had embarked first on a course of quantitative research
in the institutionalist fashion. But as the connections between the Com-
mission and the Econometric Society got stronger in the early 1940s,
economists from the Society were appointed to the Commission and
changed its course (Malinvaud 1991, 50–51).

The “great battle” between the old institutionalist conception of statis-
tical research and econometrics was fought in the late 1940s when Tjall-
ing Koopmans wrote an extremely critical review of Wesley Mitchell’s
and Arthur Burns’s Measuring Business Cycles (pub. 1946). The Review,
titled “Measurement Without Theory,” was actually an attack on the
approach used by institutionalists in quantitative research (usually re-
ferred to as the NBER method after the National Bureau for Economic
Research where Mitchell established a large research group that worked
under his aegis). Rutledge Vining responded in 1949 and defended the
method of Mitchell and Burns. The exchange between Koopmans and
Vining, which also included Koopman’s “Reply” and Vining’s “Rejoin-
der” in the same year, revealed the fundamental gap between the institu-
tionalists’ views and the approach of the Cowles Commission.12 When
the exchange took place, the so-called “NBER method” was still consid-
ered legitimate. But in a short period the approach of Koopmans and his
colleagues (Frisch and Tinbergen in Europe, Klein, Marschak, Tobin, and
others in the United States), became the only legitimate method in the field
of economics.

A similar crucial exchange took place between Lester, Machlup, and
Stigler and involved the merits of marginal theory itself. Lester, an institu-
tionally oriented labor economist, cited empirical evidence against
the basics of the neoclassical approach (1946). His article motivated
Fritz Machlup to write an article in defense of marginal analysis (1946).
In the same year George Stigler wrote an article which relied upon mar-
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ginal analysis to condemn minimum-wage legislation (Stigler 1946). The
next year Lester replied to Machlup and attacked Stigler (Lester 1947),
and the exchange continued with Machlup’s (1947) and Stigler’s (1947)
responses.13

Like the exchange between Vining and Koopmans, this exchange indi-
cated a watershed in the history of institutionalism. At that point it was
still considered a legitimate and serious contender in the discipline, but
thereafter it rapidly lost its power. The optimism of institutionalists just
after the war (e.g., Gruchy 1947, 1) changed into a sense of failure and
despair. At the Annual Meeting of the AEA in December 1956, Kenneth
Boulding (1957, 1) did not hesitate to argue that “there is not today any-
thing which would be called either an institutionalist ‘movement’ in eco-
nomics nor even an institutionalist group.” He admitted that “there are
a few economists today who would call themselves institutionalists,” but
these, he claimed, “tend to be isolated individuals” (ibid., 1). In 1958, the
institutionalists established a separate organization (Gambs 1980), a step
that signaled the demise of institutionalism as a significant power within
mainstream economics.

The alliance of pure mathematical economic theory and econometrics
was not achieved without problems. The London School of Economics,
which became the center of mathematical economics in England, was
under the strong influence of the Austrian School. The latter supported a
subjectivist approach and objected in principle to macroeconomic stud-
ies. It perceived the role of economics as developing logical implications
of fundamental postulates which were known by introspection. In the
United States this approach was supported by Frank Knight and immi-
grants from Europe who subscribed to the Austrian School, such as Fritz
Machlup.14 Lionel Robbins’s An Essay on the Nature and Significance of
Economic Science (1932) is the most famous methodological work of
that approach.

Six years after Robbins’s book, Terence Hutchison published The Sig-
nificance and Basic Postulates of Economics (1938) in which he advo-
cated the opposite empirical approach. Hutchison was influenced by Pop-
per’s notion of science, which regarded as science only those theories
which were refutable. A priori knowledge was ruled out as unscientific.15

The debate between Robbins’s a priori approach and Hutchison’s empir-
icism was conducted in the 1940s and 1950s in a series of articles and
responses in the professional journals (Hutchison 1941, 1956; Knight
1940, 1941; Machlup 1955; 1956).

The dispute has never been resolved, but it was successfully swept
under the rug under the influence of Milton Friedman’s Essays in Positive
Economics (1953). Friedman maintained that the reality of assumptions
was irrelevant, and that the only criterion to judge theories was their
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success in prediction. In this way he hoped to avoid the accusation that
pure economic theory was not scientific, in the Popperian sense, because
it was inherently irrefutable, or worse, repeatedly refuted by daily obser-
vations. Friedman thus gave an empirical Popperian dress to a methodol-
ogy which was basically the one supported by Robbins.16 McCloskey has
noted that in practice economists do not follow Friedman’s methodology
(1985, 16–19), in the sense that they do not abandon fundamental as-
sumptions even when their predictions fail. Yet this methodology is still
professed by most practicing economists (McCloskey 1985, 9; O’Brien
1974, 17; cf. discussion by Hausman 1989).17

Keynes, Keynesianism, and the Transformation of Economics

Surprisingly enough, this discussion of interwar economics has not even
touched upon the “Keynesian Revolution” yet. This is not a mistake. The
“Keynesian Revolution” has been considered the most celebrated event in
the field of economics in this century, but from a methodological point of
view it was less revolutionary than the innovations of the mathematical
economists and the econometricians. Keynes was a student of Marshall
and his basic view on the nature of economic science was always
Marshallian. Speaking about Marshall’s students, including Pigou, Rob-
ertson, and Keynes, Schumpeter argued that they were

formed by [Marshall’s] teaching and started from his teaching, however far
they may have traveled beyond it. After 1930, Keynes himself and most of what
may be termed the third generation did indeed renounce allegiance. But so far
as purely scientific analysis is concerned, this means less than it seems to mean.
And though some of them grew to dislike Marshall, not only his modes of
thought but also his personal aura, his stamp is still upon them all (1954, 833;
See also Briefs 1960, 35n; Jensen 1983).

Keynes’s main work was in the field of monetary theory and business
cycles, the two topics that comprised macroeconomic research before
World War II. Macroeconomic theory of national product had not been
much changed by the marginalist revolution of the 1870s. That revolu-
tion focused on micro-theory of consumer behavior and firms, leaving the
classical theory unchanged. Say’s Law, according to which supply created
its own demand (making prolonged involuntary unemployment impossi-
ble), was formulated early in the nineteenth century, and remained in the
textbooks until Keynes’s General Theory (Hansen 1953, 6). Marxists,
institutionalists, and other critics have long doubted the classical doc-
trine, and the Marshallian economists themselves became increasingly
skeptical about its validity. Keynes’s work was part of a growing litera-
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ture on macroeconomic issues (cf. Clarke 1988). It was aimed at revising
classical macroeconomics, not Marshallian microeconomics (Oser 1970,
390; Galbraith 1987, 235–36; Routh 1975; Deane 1978).18

The institutionalists accepted the Keynesian Revolution as their own
victory. They supported, of course, the conclusion that government inter-
vention was needed and thought that Keynes moved toward recognition
in the importance of institutional research. In 1947, John Maurice Clark
claimed that General Theory was a step in the right direction, but it was
still restrained by Keynes’s wish not to alienate traditional economists
(Clark 1947; see also Gruchy 1947, 71n). Keynes opposed both mathe-
matical economics and econometrics. General Theory contains only rudi-
mentary mathematics and in very small doses. This was not due to lack of
mathematical knowledge on Keynes’s part. Keynes underwent good
training in mathematics and statistics, and in 1922 he even published a
book on the theory of probability. But like Marshall he consciously
avoided the use of sophisticated mathematics and statistics in his work
and expressed his dissatisfaction with mathematical efforts of others. In
his essay on Jevons, Keynes lamented “how disappointing are the fruits
. . . of the bright idea of reducing economics to a mathematical applica-
tion of the hedonistic calculus of Bentham” (quoted in Black 1973, 111).
This statement would probably fit Keynes’s opinion with regard to the
sequel of Jevons’s enterprise by modern mathematical economists had he
lived long enough to witness those efforts.

On Keynes’s objection to econometrics we can learn much from an
amusing, but instructive, story which Jan Tinbergen, a pioneer of modern
econometrics, relates. Tinbergen and a few collaborators found statistical
evidence to support one of the crucial assumptions of Keynes in The Eco-
nomic Consequences of the Peace (pub. 1919). Tinbergen told Keynes
about it, “expecting that he would consider this to be a strengthening of
his position.” Instead, Keynes responded by saying, “How nice for you to
have found the correct figure!” (Tinbergen 1988, 78). Tinbergen explains
that Keynes intuited the right answer, and this is a gift of a genius. This
explanation misses the main point. Keynes was not an intuitionist, and
the above anecdote does not prove Keynes’s indifference to empirical re-
search. On the contrary, Keynes was very knowledgeable in economic
matters based on personal experience and broad reading of business news
and analyses. His objection to econometrics stemmed from a conviction
that econometric tools could not reveal new economic knowledge, as he
wrote in his pointed review of Tinbergen’s attempt to test business-cycle
theories with statistical tools (Keynes 1939; see more comprehensive
analysis in Patinkin 1976). Interestingly, Keynes voiced clear and strong
objection to the use of price indices and national income figures (1964
[1936], chap. 4; Carabelli 1992). His objection is stated in the beginning



192 CH AP T ER NINE

of General Theory, and it is an explicit reversal of his view in his 1930
Treatise on Money. Therefore it is difficult to see this position as just a
heedless statement. Yet post–World War II economic discourse has com-
pletely ignored this part of General Theory.19

The mathematical economists mathematized Keynes’s theory, and the
econometricians turned Keynesianism into their centerpiece (Brirfs 1960,
35n). There is contradictory evidence concerning Keynes’s reaction to the
common mathematical version of the IS-LM curves, first developed by
John Hicks in his 1937 review of General Theory and pervasive in most
postwar textbooks.20 Keynes sent an approving letter to Hicks, but some
interpreters believe that the approval was merely out of politeness. In
any case, Hicks’s presentation was the basis of many more mathematical
elaborations in the postwar era after Keynes’s death in 1946 (S. Wein-
traub 1977a).21

Econometrics started in the area of microeconomics. H. L. Moore and
his student, Henry Schultz, and the pioneers of economic statistics in Eu-
rope were interested in deriving empirical demand curves both as a test to
the theory and for practical reasons. Only in the late 1930s did econome-
tricians begin to build statistical models of the whole economy (Arrow
1991, 4–5).22 For them, Keynesianism was like a heavenly blessing. It
focused the attention of the discipline on macroeconomic questions and
provided them with problems that seemed most suitable for statistical
work. With the increasing availability of national data, the econometri-
cians found a rich meadow to graze in, and econometric models became
the second pillar of modern economics (Lawrence Klein in Breit and
Spencer 1986, 24).

Keynes was a shrewd academic entrepreneur who wished to have
an impact on academic economics as well as on economic policy. It
is therefore difficult to distinguish between his fundamental beliefs and
the compromises he made to convince his intended audiences. J. M. Clark
might have gone too far in depicting Keynes as a “closet institutionalist.”
Keynes seemed to have an avid interest in theoretical work, but he also
“saluted Commons as ‘an eminent American economist’” (Mitchell
1969, 2:731; Keynes 1963 [1925], 334–36).23 I do not wish to express
any categorical view about Keynes’s real intentions. The interpretive
literature on Keynes is vast. But it is quite clear that the Keynesianism
which developed after Keynes’s death in 1946 was not what he himself
envisioned.24

The mathematical and econometric conversion of Keynesianism cre-
ated an unbeatable coalition of mathematical modeling, econometrics,
and Keynesianism, which dominated economics in the 1950s and
1960s.25 Even monetarism, which has been perceived as the rival of
Keynesianism, is actually one of the variants of the dominant coalition.
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Milton Friedman, the monetarist, and Paul Samuelson, the Keynesian,
share the acceptance of mathematical economics, to which both have
made numerous contributions, and of econometrics as the methodologi-
cal armory for deciding between their models. The differences between
them are about the coefficients of certain equations, not about the meth-
odology or the general approach.26

The Old and the New Economics

The “New Economics” of the post–World War II era is thus composed of
three principal elements: mathematical modeling in microeconomics,
“Keynesian” discourse in macroeconomics, and econometrics as the em-
pirical arm of the previous two theoretical pursuits. Institutionalism has
been pushed aside, but it was not the only loser. “Old-fashioned” neo-
classical economics, its main foe for many years, lost as well. Even though
mathematical economists and econometricians have proclaimed Mar-
shall and Keynes as their heroes, the way they approached economic
problems was very different from that of Marshall and Keynes.27 The new
coalition did not refrain from striking even at the holiest of “old-fash-
ioned” neoclassical economics: Alfred Marshall. Samuelson, for instance,
complained that “the ambiguities of Alfred Marshall paralysed the best
brains in the Anglo-Saxon branch of our profession for three decades”
(quoted in Groenewegen 1990, 24). He belittles the work done before
mathematical economics, saying that “the sleeping beauty of political
economy was waiting for the enlivening kiss of new methods, new para-
digms, new hired hands, and new problems” (in Breit and Spencer 1986,
60).28 Even more disparaging of Marshall is Lionel Robbins’s stricture.
Robbins praises Marshall’s Principles of Economics as one of the best
treatises, but at the same time he rebukes Marshall:

We have all felt . . . a sense almost of shame at the incredible banalities of much
of the so-called theory of production—the tedious discussions of the various
forms of peasant proprietorship, factory organization, industrial psychology,
technical education, etc., which are apt to occur in even the best treatises on
general theory. . . . One has only to compare the masterly sweep of Book V of
Marshall’s Principles, which deals with problems which are strictly economic
in our sense, with the spineless platitude about manures and the “fine natures
among domestic servants” of much of Book IV to realise the insidious effect of
a procedure which opens the door to the intrusions of amateur technology into
discussions which should be purely economic (1932, 65; emphases added).

Marshall, Keynes, Taussig, Knight, and other “old-fashioned” neo-
classicists considered historical, psychological, and sociological knowl-
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edge as absolutely necessary for proper economic policy making. Their
constant gaze was set upon policy issues. They believed that economic
theory gave important hints for how to conduct the economy, but they
were fully aware that good policy needed much more than proficiency in
abstract theory. This approach to the field has eventually been lost. Grad-
ually Walras replaced Marshall as the icon of neoclassical economics. On
the cover of the third edition of his famous textbook (1955), Samuelson
drew the “Family Tree of Economics,” which includes only the most fa-
mous economists: Adam Smith, David Ricardo, John Stuart Mill, Marx,
Marshall, and Keynes. In the fourth edition (1958) Walras is entered in
the same circle with Marshall. This addition symbolizes the transforma-
tion from “old-fashioned” to mathematical neoclassical economics.29

The “old-fashioned” neoclassicists also fought for their lives, although
the distinction between the old and the new was not very clear for the
participants themselves. Speaking about econometrics and Keynesianism,
Lawrence Klein writes that “for 10 or 20 years opposition was fierce” (in
Breit and Spencer 1986, 22). We can see this conflict, for example, in the
critique by George Stigler (1943) and I.M.D. Little (1950) of the “new
welfare” economics. Both were dissatisfied with the separation of eco-
nomics and ethics and with the narrowing of the field only to those state-
ments that could be mathematically proven.30 Stigler’s criticism was part
of a discussion in a session on the new mathematical welfare economics
at the annual meetings of the AEA at which the merits of the new “rigor-
ous” approach were hotly debated.

“Skirmishes” like this erupted several times in that period. In the field
of international trade, for example, Jacob Viner rejected Haberler’s The-
ory of International Trade (pub. 1936). Haberler’s book was “the first
book which successfully reformulated the old classical theory of compar-
ative costs in the modern language of general equilibrium theory” (Blaug
1985b, 75). According to Blaug, Viner’s rejection in his Studies in the
Theory of International Trade (pub. 1937) was mostly a quarrel about
the respective merits of ‘partial’ [i.e., Marshallian] versus ‘general’ equi-
librium analysis” (ibid.; see Viner in Mills 1928, 36). For similar reasons,
Milton Friedman rejected the arguments of Lange in his Price, Flexibility
and Employment (Weintraub 1991b, 1).31 But objections of this sort
could not prevent the mathematical machine from rolling forward.

Gerard Debreu (1991, 1), one of the most prominent mathematical
economists, provides in his presidential address to the American Eco-
nomic Association several statistics to illustrate the change of economics
since World War II. He found that in 1940, “less than 3 percent of the
refereed pages . . . [of AER] include rudimentary mathematical expres-
sions.” In 1990, “nearly 40 percent . . . display mathematics of a more
elaborate type.”32 Debreu provides more evidence to demonstrate the
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mathematization of economics. For example, many of the best econo-
mists, as defined by several different criteria, are mathematical econo-
mists, and more than a few faculty members in the best economics depart-
ments got their Ph.D.s in mathematics. And today, he adds, “graduate
training in mathematics is necessary” (Debreu 1991, 2).

The mathematization of economics magnified the traits of economic
theory which institutionalists had so fiercely criticized, and which “old-
fashioned” neoclassicists had started to rectify. Economists today know
less than at any time before about economic history and the history of
their discipline (Klamer and Colander 1990; Yonay 1992). Different in-
stitutional arrangements and norms are totally overlooked.33 Many econ-
omists, though not all, believe piously in the rationality of human behav-
ior to a degree that none of the great economists from Adam Smith to
Keynes ever believed. The acquaintance of economists with other social
sciences has decreased manifold. And the support of economists in lais-
sez-faire, both in terms of the proportion of the advocates and the fervor
of their belief, has become more powerful than at any time since the early
days of classical economics. The institutionalist critique that drew the
attention of earlier neoclassicists has vanished almost entirely, and mod-
ern neoclassicists do not pause even for a moment to reflect on it.

This picture of a dramatic turnabout contrasts with the way conven-
tional historians of economics tell the story of modern economics. Nor
does it correspond to either the Kuhnian or the Lakatosian theories of
changes in science. But it does not contradict the constructivist ap-
proaches in science studies. Indeed, it is a surprising shift given the bal-
ance of power and the allocation of resources during the prewar years.
But since human agents—scientists and others—can act on the world, the
drastic transformation is not inconceivable. Yet, to explain how it actu-
ally happened, we must follow the history very closely. This project must
await further research.34



Ten

Conclusions: The Evolution of Economic Analysis

Pure science and impure economics both require of the scien-
tist that he should live most of his thinking life along some
spoke remote from the true hub of society which he is a mem-
ber; and from the true hub of the now in which he is. This
produces the characteristic and expectable two-facedness of
the modern scientist: scientific morality and social immoral-
ity. . . . The scientific mind, in being totally scientific, is being
unscientific. We are in a phase of history where the scientific
pole is dominant; but where there is pole, there is counter-
pole. The scientist atomizes, someone must synthesize; the sci-
entist withdraws, someone must draw together. The scientist
particularizes, someone must universalize. The scientist dehu-
manizes, someone must humanize. The scientist turns his
back on the as yet, and perhaps eternally unverifiable; and
someone must face it.

(John Fowles, Aristos, 9:35–36)

Science is a public good, which must be preserved at all
costs, since it is a source of variety. It causes new states of
the world to proliferate. And this diversity depends on the
diversity of interests and projects that are included in those
collectives that reconfigure nature and society. Without it,
without this source of diversity, the market—with its natural
propensity to transform science into a commodity—would
be ever more doomed to convergence and irreversibility.
In the end it would negate itself. Like Carnot’s cycle, the
economic machine can only function with a source of heat
and a source of cold!

(Michel Callon, “Is Science a Public Good?”)

THE CONVENTIONAL VIEW on the history of economics perceives a
straight development from Adam Smith and classical economics, to Al-
fred Marshall and neoclassical economics, and then to the Keynesianism
of the 1930s. The developments of the postwar period are depicted as the
logical conclusion of this long development. Mathematical economists
have merely “translated” Marshall into rigorous mathematical models
that have enabled them to correct mistakes and to deduce more rigor-
ously the implications of specific conditions and assumptions. Similarly,
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rigorous econometrician models of the whole economy allowed macro-
economists to put the Keynesian and rival theories in exact form and test
their adequacy statistically. The study of the interwar struggle between
institutionalists and neoclassical economics challenges this grossly over-
simplified and misleading picture. It demonstrates that the nature of eco-
nomic science in our period is not a logical conclusion of prewar pro-
cesses. On the contrary, interwar economics was edging away from the
abstract and deductive pole, putting a higher premium on the empirical
study of the institutional aspects of economics. This trend was evident in
the approach of Alfred Marshall and his students, including Keynes, and
in the popularity of many views that sturdily attacked orthodox econom-
ics head-on.

Institutionalism was one of those critical approaches that gained a
great deal of influence during that period in the United States. Unlike the
current tendency to belittle that school, institutionalism undoubtedly
constituted one of the major intellectual forces in interwar American eco-
nomics. Institutionalists held key positions in academic settings and con-
trolled two of the four leading economics departments in the United
States (Columbia and Wisconsin). Wesley Mitchell established the Na-
tional Bureau for Economic Research, and was among the founders of the
New School for Social Research. John Commons founded a new journal
(Land Economics), trained a large group of economists who investigated
various aspects of economic policy, and helped to initiate social welfare
plans, first in Wisconsin, and later as part of the New Deal. These
achievements were recognized by contemporary economists, who be-
stowed respect and rewards on their institutionalist colleagues. Mitchell
and J. M. Clark gained the highest award of the American Economic
Association, the Walker Medal, and served, along with several other in-
stitutionalists, as presidents of the Association.

Even if institutionalism was a poor alternative to orthodox econom-
ics—as is often argued today—our story indicates that it was a significant
episode in the history of American economics. Whatever one thinks about
the merits of institutionalism, it is obvious that during the 1920s and
1930s, the economic profession was preoccupied with the institutionalist
critique, and major concessions were made by orthodox economists as a
result. The later return of economists to even more extreme abstractions
might indicate the inherent barrenness of institutionalism, as neoclassical
economists say today. Or it may reflect the defeat of institutionalists in
the struggle over resources, as the constructivist approach implies. But in
any case, a historical account of the development of economics cannot
ignore this episode.

The success of institutionalism in those years and the centrality of the
debates analyzed in chapters 4 through 8 indicate that the mathematiza-
tion of economics after World War II constituted a major change in the
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practices and beliefs within the profession. Of course, there are more than
a few continuities between postwar economics and the Marshallian tra-
dition, and therefore the label “revolutionary” to characterize postwar
economics is as problematic here as elsewhere. It was extremely revolu-
tionary in some aspects; it was quite traditional in others. In any case,
mathematical economics emerged only after a bitter conflict with both
institutionalists and traditional neoclassicists. There was no logical neces-
sity that it would gain such a domination, as previous developments were
not determined by pure and universal logic and indisputable facts. The
triumph of mathematical economics, like the successes and failures of
previous schools, is the outcome of struggles between two or more
schools and the negotiation among them. This aspect, which is totally
missing from Kuhnian and Lakatosian approaches, is essential for our
understanding of the dynamics of science. Historians should study the
process that resulted in these developments, not to justify them ex post
facto as the inevitable growth of knowledge.

Many historians of economics imply that a good theory would prevail
over worse and weaker theories. The quality of a theory is assumed to be
the most important determinant of its destiny; in order to explain its suc-
cess or failure we must evaluate its quality, and this evaluation is pre-
sumed to be an objective property of the theory. Thus the history of eco-
nomics collapses into philosophy of economics, as anyone can notice by
casual reading of the history of economics literature. Neil de Marchi has
made the same observation by noticing recently the affinity between the
standard logic of modern neoclassical tools and the Lakatosian rational-
ist construction of the history of science (1991). The logic often implied
by present-day economists is that if one can construe a model of rational
action that fits ostensibly irrational human behavior, this model should
be preferred over explanations in terms of psychological drives, habits, or
social customs (Klamer 1990; Mehta 1993). The Lakatosian rationalist
reconstruction (as interpreted by De Marchi and other economists) also
looks at the development of science in retrospect and justifies the choices
of scientists as rational (Brown 1993). If economists have made good
choices, no more explanations are needed. Like economists who build
models, they prefer neat models over more realistic but clumsier theoreti-
cal principles (cf. Hirsch et al. 1987).

For those who accept the validity and usefulness of the pervasive prac-
tice of economic model-building, this approach might appear as a strong
argument in favor of Lakatos. But there are many others for whom hypo-
thetical rational reconstructions, either of economic or scientific choices,
are not persuasive at all. They would argue that it is possible to come up
with an a posteriori rationalization of any action, making such an expla-
nation uninteresting and useless. They would look for the explanation of
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human action by understanding the motives of the actors (e.g., Lavoie
1990a), by detailed study of historical evolution of economic institutions
(e.g., Veblen 1948; cf. Nelson 1994), or by observing real economic be-
havior (DiMaggio 1994).1 It might be evident to the reader that the au-
thor of this book is inclined toward the second group of scholars, but this
is not the point here. What is important is that the evaluation of the histo-
riography of a scientific discipline is inextricably tied to the evaluation of
current practices prevalent in that discipline.

If the goodness of institutionalism, Marshallian economics, Keynesian-
ism, mathematical economics, and econometrics is not the appropriate
explanation for their respective fate, where should we look for an expla-
nation? As suggested in the first chapter, the explanation can emerge only
from a rigorous study of the wide and complex network of people, ideas,
cash flows, practices, and artifacts that were involved in the production
of economic knowledge. Since this network—or more accurately, the
plethora of partially overlapping networks that have produced economic
knowledge in various locales—is immense and dynamic, it is obviously
beyond the scope of this volume to explain the rise of institutionalism
during the interwar years and its postwar demise. Our main goal was
to shed some light on one part of the network, namely, the part dealing
with the philosophical and methodological foundations of economic
knowledge, its goals, and its prospects, and all this in the American con-
text only. As limited as this project has been, I hope it was enough to
cast some new light on the recent history of economic thought and reopen
a few black boxes that were closed prematurely. In the rest of this chapter
I want, nonetheless, to examine three much broader questions in light
of what we have learned so far. The first section discusses how to explain
changes in economic knowledge, the second deals with the question
of whether economic science has progressed, and the last section tries
to give some clues of how to examine whether economics is a good sci-
ence or not.

The Translation of Mute Objects: How to Explain
Economic Knowledge?

Although any pretense to offer an explanation at this stage would be
patently premature, we can raise serious doubts concerning some of the
explanations offered from other theoretical perspectives and gain, at
least, an idea of what a constructivist explanation would look like. It is
possible to summarize the deficiency of all the explanations that have
been offered so far by noticing a feature they all share. All these explana-
tions assume that there are fixed and stable entities that may serve as the
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“causes” of the outcomes of scientific competition among economic
schools. The scientific discipline, economics in our case, is posited as the
“dependent variable,” and the debate revolves around the significance of
various “independent variables,” such as political pressures, ideological
commitments, religious beliefs, philosophical doctrines, economic booms
and recessions, concrete economic and social problems, major scientific
achievements, the views of prominent scholars, logic, and facts. This
common approach assumes that each one of these variables can either
enhance the chances of a party during a scientific struggle or reduce them.
Scholars from various schools of thought and different theoretical per-
spectives have argued over the relative importance of each of these fac-
tors, but all of them have presupposed that the connection between the
“cause” and the “outcome” is stable and fixed.

Within the Lakatosian framework, the ability of the theory to yield
novel empirical findings or novel theoretical explanations is the key,
and it is assumed that this novelty is an intrinsic feature of the theory.
The reasons this project has failed are discussed and analyzed by many
papers in De Marchi and Blaug (1991), although the editors try to save
the Lakatosian perspective as much as possible. Basically the problem is
that the progressiveness of a research program, which is supposed to be
the main causal variable, is treated as an objective variable. But the inno-
vativeness of a new theory is not naturally given, of course. Human
agents have to convince their colleagues that their innovations are really
novel, that they are valid, and, not less important, significant for human
life. The institutionalists and the neoclassicists tried to do exactly that.
Both were able to muster enough support until World War II but failed to
do so after the war.

The Kuhnian approach suffers from the same problem. Within the
Kuhnian framework, anomalies, that is, contradictions between the theo-
ries and the empirical evidence, are the causes of change in science. The
accumulation of anomalies and the growing recognition of their existence
create a “crisis” and eventually lead to a “scientific revolution.” The
“anomalousness” is assumed to be given. They can be ignored or brushed
aside, but the objective historian can unequivocally determine that an
“anomaly” has existed. Although Kuhn himself was aware that a fact can
be considered an “anomaly” just from within a paradigm, economists
who have used his model have often used their judgment to determine the
existence of “anomalies.” Anomalies, and hence crises, were not consid-
ered to be products of human construction but as given facts, as the
causes of changes in economic theory. Thus, the rise of institutionalism
might be attributed to contradictions between orthodox theory and the
success of the managed economy of World War I. Keynesianism has been
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often attributed to the “anomaly” of the Great Depression, and the rise of
new classical economics is currently attributed by many practitioners to
the “anomaly” of stagflation in the mid 1970s.

According to our approach, however, the “anomality” of these events
is a human construct (Star and Gerson 1987). Moreover, even when the
existence of an anomaly is acknowledged, its importance and significance
might be debated, and therefore its impact depends on the decisions and
actions of various contenders. Harvey (1980) and Star (1989) provide
examples of how the responses to “anomalies” were influenced by the
social context in which they were “revealed” and defined (see also Callon
1980b). Kuhn himself has never explained when scientists feel uncom-
fortable enough to give up their hopes to find a solution within the exist-
ing paradigm (but see his comment in 1970a, 79). Sensing this difficulty
in evaluating the growth of economics, George Stigler claimed that
“Kuhn’s assertion that a crisis is necessary for the emergence of a new
paradigm is virtually a tautology” (quoted in Bronfenbrenner 1971, 140–
41). Stigler, in this sense, is a precursor of the constructivist view. In La-
tourian terms, a crisis occurs when the dominant network loses many
allies (or a few powerful ones).2 This is not necessarily confined to the
discovery of “anomalies.” The dominance of a certain paradigm might be
undermined for many reasons: the initiative of a politically skillful scien-
tist from the opposition, a new discovery, an influence from another dis-
cipline, or a new philosophical or cultural ideal. Such developments influ-
ence the availability of potential allies and their weights and thus impact
the balance of power in the discipline. “Anomalies,” that is, the percep-
tion that some accepted facts are unaccounted for by the dominant the-
ory, are but one factor that can cause people to abandon the dominant
paradigm, but they are not the only reason.

For an illustration let us look at the Great Depression, one of the best
examples of a contradiction between theoretical teaching and empirical
reality. Many historians of economics have brought up the Depression as
the major determinant that undermined the dominance of neoclassical
theory and allowed Keynesianism to rise and be established as the new
mainstream. But this is an a posteriori reconstruction. At the time of the
Depression it was not known how it would impact the struggle among
various schools, and the advocates tried to align it with their views of the
economy. Keynesians used, of course, the Great Depression to advance
their theory, and institutionalists perceived it as another proof for the
necessity of general planning. But neoclassicists had an explanation that
accorded their outlook as well. For them the crisis was the outcome of
increasing intervention of governments and the failure to prevent monop-
olies (see the papers in D. V. Brown et al. 1934, and esp. Schumpeter
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1934).3 Furthermore, neoclassical economists argued that the Depression
exposed the failure of institutionalists, who held a great deal of power in
the United States during the 1930s and failed to anticipate and cure it
(Robbins 1932, 104). If such a claim looks disingenuous today, it is be-
cause we have been trained to think about the Great Depression in a
specific way. We thus cannot say that neoclassical economics declined
because of the Great Depression. The proper way to put it is to say that
neoclassical economics declined inter alia because there were some econo-
mists who successfully used the Great Depression in such a fashion as to
implicate neoclassical theory.

Kuhnian explanations also fail to explain how a new paradigm is cho-
sen in the wake of a “crisis.” Kuhn refused to say that new paradigms
win because they were “better.” It is just their perceived potential,
especially in solving conspicuous problems, that convinces many scien-
tists to espouse them. Laudan properly points to the fact that Kuhn’s
model lacks a satisfactory explanation of the way a new paradigm gains
hegemony: “The things [Kuhn] has to say are, when taken together,
inconsistent, and, when taken separately, are unconvincing” (1982, 264;
cf. Mulkay 1975, 513–16). In the terms of the ANA we would expect that
the supporters of both the new and the old approaches will point to
the problems that their respective approaches can best solve. It is reason-
able, of course, that the approach which gives a convincing solution to
those problems which are considered more important, will be the one that
will have more chances to win. But we do not have to assume, as Kuhn
does, that there are certain problems which are recognized by all mem-
bers as equally troubling. What is important is socially constructed. The
role of the scientific revolutionaries is, as in politics, to convince enough
members that they have better solutions to the problems that disturb
those members.4

The Lakatosian and Kuhnian types of explanation seek the cause of
change in the interaction of scientific knowledge with reality. They are
called “internalist” explanations, because they remain inside the world of
knowledge. Many scholars who have not been satisfied with these expla-
nations have offered instead explanations that seek the causes of eco-
nomic knowledge in the social surroundings of the discipline. An example
of this externalist view is Dorothy Ross’s analysis of economics in the end
of the previous century. Ross rejects the explanation of the marginalist
success by its professional, scientific nature: “Neither professionalization
nor science,” she says, “are univocal terms; rather they are shaped by
cognitive, aesthetic, and value judgments imbedded in history” (1991,
177). Quite perceptively she notices that science meant something else in
Germany and France than in the U.S. and Britain, and therefore marginal-
ism met more resistance in the former countries.
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So far her reasoning is similar to the constructivist logic (see chap. 4),
but having rejected the “internalist” factors, Ross turns to the “external”
one, culture, and her constructivism turns into positivism: “Marginalism
won its success in England and America not just because it embodied a
sophisticated economic theory but because it met the standards of sophis-
tication operative in those cultures” (1991, 177; italics added). The wider
culture is treated as an external force, “a cause,” that has influenced the
internal world of economics. What we saw in this book is different. We
saw that even in the same society the “standards of sophistication opera-
tive in [that] culture” were not given and uncontested. Rather, they were
the subject of dispute within the American scientific culture in general,
and economists were avid participants in this dispute. There might have
been general principles agreed upon by all, or most, American scientists
that differed from those accepted by German scientists. But the interpre-
tation of those principles and their meaning for economics were open for
debate. Both parties in our story tried, of course, to mobilize them on
their behalf and to convince the others that those principles entailed the
vision of science they espoused. The end result was as much a product of
their efforts, skills, and choices as it was a product of the original ideas
themselves.

Our approach is thus equally critical toward internalist and externalist
explanations. Explaining economic knowledge by personal feuds or ideo-
logical and political forces is as problematic as the Whig history of inter-
nalists. Whereas the latter assumes that Nature is the ultimate umpire in
science, the externalists assume that Society performs that role. It is as-
sumed that each external force supports one scientific party or another; it
cannot be mobilized by both (cf. Latour 1987, 142–44). There is a variety
of external explanations that have been offered by various scholars, and
all of them share this predicament. Ross’s culturalist account is in many
respects the broadest and most sophisticated, but others have been raised
by a score of historians, sociologists, and economists and, hence, merit a
brief mention.

One of the most popular accounts of the rise of modern economics
attaches the destiny of economic theories to political ideologies. Thus it is
offered that marginalism appeared in the last quarter of the nineteenth
century as a response to the Marxist challenge, and its success—it is often
argued—stemmed from its service for the dominant class. Following
Mark Blaug, Ross argues that “the social and political relevance of mar-
ginalism was its great attraction” during the end of the last century
(1991, 178).5 “Marginalism,” she says about J. B. Clark’s work, “must
have been attractive because its higher level of abstraction seemed to es-
cape the ideological contention of the Gilded Age and allow the legitima-
tion of capitalism on the basis of science rather than moralism” (1991,
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179). According to Ross, marginalism won because it appeared objective
and scientific. This explanation, however, does not hold water because at
that time it was not established yet what objectivism and political neutral-
ism implied in economic research. During the ideologically charged days
of the 1930s, many people resorted indeed to science in a search after
“objective” answers for the grave economic and social problems. Lionel
Robbins, the supporter of mathematical neoclassicism, offered them de-
ductive apriorism as an answer. The deductive method was based on
logic, and, according to Robbins (1932), left no room for personal prefer-
ences. Terence Hutchison, on the other hand, offered logical-positivism
as the proper strategy against the infiltration of ideological biases. The
deductive method, he reasoned, was based on philosophical assumptions
which might disguise ideological preferences (Hutchison 1938, 137–43;
cf. Tugwell 1924a, 414). Thus, both parties recruited the same ally,
“ideological neutrality,” in defending themselves and indicting the oppo-
nents (cf. Coats 1983b, 7; Proctor 1991).

After World War II the mathematical economists won. This triumph,
like that of the marginalists in the 1870s, has again been attributed by
many scholars to the ideological neutrality of the mathematical method.
The mathematical appearance might, indeed, have helped the pioneer
mathematical economists spread their theories, including those that en-
tailed government intervention. Yet, this appearance is exactly what we
must explain. From our constructivist perspective, it is wrong to say that
mathematical economics won because it offered a more objective way to
conduct economic research. It won because, first, objectivism was ac-
cepted as a required feature of science, and, second, because mathemati-
cal economists succeeded in presenting themselves as objective. Critics of
mathematical economics argue, in contrast, that the aura of objectivity is
just an illusion (e.g., Mirowski 1981, 597); under the apparently impar-
tial appearance of mathematics many ideological premises and implica-
tions reside.

Ross’s explanation attributes the success of marginalism to the ab-
stractness of neoclassical theory, not to its specific content. Its support of
capitalist society was achieved indirectly by cloaking economic disparities
and injustices in an esoteric, scientific jargon. Other scholars have identi-
fied a more direct association between dominant economic theories and
the dominant capitalist ideology and have argued that neoclassical eco-
nomics (in the 1870s) and mathematical neoclassical economics (in the
postwar years) won because their contents supported directly the interests
of dominant interests. For example, it is claimed that John Bates Clark’s
version of marginalism justified the existing distribution of income (e.g.,
Blaug 1986a, 50–52). Or, as another example, the standard demand and
supply analysis led to the conclusion that minimum wage legislation was
ineffective, a conclusion favored by employers.



205CO NCL US IO NS

This line of reasoning errs twice. First, it assumes a simple connection
between political interests and economic theories; each theory, it is as-
sumed, has a clear and unambiguous political implication. Second, it as-
sumes that “interests” are objectively given and known to all; they are not
a matter of social construction. It is easy to show that the first assumption
does not fit the evidence as many theories have been employed to support
completely different ideologies. J. B. Clark’s theory, for example, has
been offered liberal, as well as conservative, interpretations. Clark offered
a theory that seemed to justify the distribution of income, but argued that
this theory was applicable only under static conditions, not in the dy-
namic world. Clark and many of his prominent colleagues rejected, un-
doubtedly, the Marxian analysis but promoted many radical reforms, ac-
tivity for which they were bitterly attacked by powerful business persons
and their representatives in academic administrations (chap. 2).

The institutionalists of the interwar era also believed in the necessity to
reform American capitalism in order to save it from communism and
fascism that loomed over interwar Europe. This may have contributed to
their success in the 1920s and 1930s, but such an account leaves us with
no explanation of their eventual decline. Most postwar institutionalists,
indeed, adopted more radical views, but this might have been the out-
come of their marginalization rather than its cause. At the same time
Arthur Burns, one of the most prominent institutionalists and Mitchell’s
close friend and collaborator, adopted conservative policies and served
under Eisenhower and Nixon as Chairman of the Council of Economic
Advisers and Chairman of the Federal Reserve Board.

We can see a similar diversity within the neoclassical camp. The most
prominent American neoclassicists during the interwar period, Knight
and Viner, were more conservative than their British counterparts,
Marshall, and his pupils, who thought that the modern state had to be
more involved in the management of the economy. Their conservative
approach notwithstanding, they lost their academic standing during the
conservative years of the late 1940s and the 1950s. The mathematical
economists and econometricians who took over the field after the war
(e.g., Samuelson, Arrow, Tobin, L. Klein) were much more liberal than
the “old-fashioned” neoclassicists. They had to overcome fierce political
resistance in their struggle to make their knowledge useful in managing
the national economy. Their academic victory was the key of their politi-
cal power, not the outcome of such power they had commanded earlier
(Yonay 1992). Joseph Stigler and Milton Friedman were also pioneers of
the mathematical revolution, which has not prevented them from reach-
ing very conservative conclusions.

The conclusion is that economic theories can be interpreted in diamet-
rically conflicting ways to support different political interests and ideolo-
gies. Hence, political interests cannot serve as explanations for the victory
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of one economic approach over others. But there is even a more profound
reason why we cannot use political interests as the causal variable. This
reason is that the interests themselves are not given. They are constructed
by human agents in social negotiation, and economic theory plays a sig-
nificant role in this process. Keynesian ideas, which dominated American
economics in the 1950s and 1960s, met a deep sense of apprehension
from the business community. The Keynesians had to work hard to con-
vince businesspersons that the latter’s interests were actually served by
Keynesian policies (R. M. Collins 1981). Nowadays it is often argued that
Keynesianism won because it furthered the interests of capitalism, but at
the time of its ascent capitalists had opposed it vehemently. There might
be an “objective” compatibility between Keynesianism and the “real”
interests of capitalists but how could this compatibility promote Keynes-
ianism if real living capitalists actively opposed it?6

Another kind of external explanation that can be often found in the
literature on the history of economic knowledge assigns changes in theory
to the economic situation and to specific economic problems that society
faces at the time (e.g., Leijonhufvud 1976, 75; Ward 1972, 23). In time of
inflation, for instance, it is only logical—the advocates of this kind of
explanation say—that theories that purport to solve this problem, or that
actually solve it, would become more powerful. During a prolonged re-
cession, on the other hand, one can expect theories that explain unem-
ployment to be more dominant. Thus, the adherents of this view would
see the transition which took place during the 1970s from a Keynesian
framework to a monetarist/real expectations framework as natural devel-
opment given the prominence of inflation in those years.

On the face of it, this explanation sounds very reasonable. Economic
knowledge is practical knowledge, and its development is motivated by
real needs of society. What could be more natural than expecting it to
respond directly to changes in the exigencies of the time? The constructiv-
ist logic, however, quickly exposes the inadequacy of this apparently per-
suasive explanation. According to this type of explanation, the solution
for the most urgent economic problem is the most powerful ally whose
mobilization is decisive in struggles among competing economic schools.
But as is the case with all allies, the question which side this ally endorses
is not a given fact. It depends, again, on the actions of human actors,
economists, who must persuade their colleagues that their approach of-
fers the best chances to solve the crucial problem. If only one school of-
fered a solution that nobody challenged, then it would make sense to
assume that this school would be preferred. But in most cases, all compet-
ing schools would claim to have a solution for the stressing needs of the
economy, as we saw in chapter 7 in regard to the problems of the Ameri-
can economy after World War I.
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Even after an economic problem has being solved, the advocates of
various theoretical approaches argue over the question of who should be
credited with the success, or whether it was indeed a success. We already
mentioned two such cases. The first case is the constructed success of the
War Industries Board (WIB) during World War I. This success was gener-
ally attributed to the institutionalist spirit, but Keynes, for example,
warned that its achievements might have been due to the unique collective
spirit of the war. Recent economists are not even sure that it was such a
great success. The association between the postwar prosperity and
Keynesianism, which is widely accepted as an explanation for the hege-
mony of Keynesianism during the 50s and 60s (e.g., Silk 1974, 246–47),
was challenged very early by the institutionalists who assigned it to the
prudent direction of Arthur Burns as the Chairman of the Council of
Economic Advisers under Eisenhower and other institutionalists in vari-
ous government positions (chap. 3). Similarly, the argument that the in-
flation was harnessed due to the monetarist policies of central banks is
also a claim made by a certain party and not an incontestable fact.

Furthermore, even the question what is a “problem” is not an external
factor that impacts economics from the outside. Sociologists of social
problems know that the definition of a situation as a “social problem” is
the outcome of social negotiation (Spector and Kitsuse 1987). To define
a situation as a “social problem” some work of definition is needed. First,
it has to be shown that the situation is “bad”; that the outcomes are
undesirable. But this is not enough. The situation would not be defined as
a “social problem” unless it is accepted that there is a “solution”; that the
outcomes could be bettered. Thus, airplane accidents are not considered
a “social problem” if they are not assumed to result from correctable
conditions, such as pervasively negligent maintenance or insufficient gov-
ernment control. If they are perceived as a “natural” concomitant of fly-
ing, they are “bad” but not a “problem.” Air accidents can become a
“social problem,” however, if someone manages to convince the public
that the accident rate could be lowered. It is the same with the economy.
Low rates of growth are not considered a “problem” if people do not
think that growth is feasible. And indeed, the lack of growth in preindus-
trial societies was not considered a problem.

Obviously, economists are not passive participants in the construction
of “economic problems” but are very active in the identification of certain
situations as “problems,” because one must refer to economic knowledge
in order to argue that the economy could be better. Unemployment, for
instance, became a “social problem” when Keynes and others convinced
powerful social actors that it could be eliminated. Perhaps it ceased to
constitute a “social problem” more recently as many contemporary econ-
omists persuaded powerful groups that nothing could be done to lower it.
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Another type of externalist explanation seeks to explain the develop-
ment of scientific knowledge by the petty interests of the scientists them-
selves. Scientists want to elevate their own standings and would do any-
thing to achieve this goal. Latour is often misunderstood as supporting
such a view. According to this view, neither Nature nor Society deter-
mines economic knowledge. One cannot anticipate who would win the
battle over the soul of economics, and the outcomes depend on the per-
sonalities involved, their whims, personal ties, and tactics. Cunning and
shrewd scientists can, according to this view, manipulate powerful people
outside of science and cause them to believe whatever they want. The
ANA agrees that personal skills and choices are significant. Skillful prac-
titioners can maneuver and adjust their ideas to correspond to known
facts and common beliefs, and if they know how to mobilize allies and
align them together they have more chances of convincing their col-
leagues and other interested actors. But the ANA does not imply that
these personal squabbles are the most important factor in determining the
course of a scientific discipline. The squabbles are conducted in certain
institutional orders, and the choices of the actors are constrained by the
conditions under which they act. If they keep denying facts that seem
obvious or fail to satisfy the demands of society, their organizational
skills and smart stratagems may not be enough to sustain their ideas.

Similar but more sensible accounts focus on the interests of the profes-
sion as a whole rather than on personal interests. Economists, like other
professional groups (Bourdieu 1975, 1988; cf. Abbott 1988), wish to se-
cure their position as a required profession. To accomplish this goal they
have to gain monopoly over economic knowledge, and this aspiration to
make their knowledge inaccessible for others is the most important vari-
able, for instance, in explaining the history of economic thought since the
professionalization of the discipline began in the last decades of the nine-
teenth century. John Maloney, one of the historians who developed this
thesis, raises several professional motives that had led to “the priority
which the Marshallian school of economics gave to the development of
price theory,” that is, marginalism. First, it was “a conscious drive to-
wards a secure professional autonomy.” Second, “to belong to an eso-
teric closed shop selling scarce commodity . . . is gratifying as an end in
itself.” Third, it is “much less time-consuming . . . to make a professional
reputation through theoretical brilliance rather than through dull and
dogged factual work” (1985, 233). These three professional interests
could have led the Cambridge school to develop price theory, but “nei-
ther of these factors,” Maloney qualifies his explanation, “will by itself
lead to the kind of accumulative bias in favor of high theory” (ibid.). The
continuing emphasis on abstract theory is attributed by Maloney to the
usefulness of such a theory “for grading entrants in terms of general intel-
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lectual caliber” (ibid.). This is a fourth professional interest that com-
pletes the explanation of the triumph of high theory by the interests of the
economic profession.

Alon Kadish (1989) also explains the shaping of economic profession
in late-nineteenth-century England, and like Maloney, his explanation
hinges on professional interests. But according to Kadish, Marshall con-
centrated his intellectual efforts on the development of deductive reason-
ing because he wanted to distinguish economics from the rival discipline
of history. Marshall wanted to turn economics into a distinct field of
specialization at Cambridge, a specialization that would be required of all
those who will deal with economic policy and analysis. At that time his-
tory was already an established practice at Cambridge, and Marshall did
not want people trained in history but with meager knowledge and un-
derstanding in economic theory to deal with economic issues. That is why
he pushed forward the exclusive analysis of marginal utility and marginal
product, even though he never thought that the study of history was insig-
nificant in economics.

Philip Mirowski is a third historian who explains the development of
economics during the last century by referring to the interests of those
who were actually involved in producing it. In his opinion, the major
drive was the economists’ desire to be “scientists.” That was their most
important professional goal (1989b). The accounts of Maloney, Kadish,
Mirowski, and Trachtenberg7 add an important aspect to our under-
standing of the evolution of economics. There is no doubt that we must
consider the motives of those who actually “make economics.” But this
explanation leaves open the question of what kind of knowledge is the
most conducive for advancing professional interests. As was the case with
other types of explanation, there is no given and established tie between
a specific interest and substantive knowledge. The ties had to be worked
out by rhetorical work of interested economists. Mirowski himself is
aware that the economists did not agree on how to realize their goal to be
“a science.” Two camps, “the advocates and the detractors of statistical-
probabilistic work,” professed to properly represent “Science,” and this
dispute was, in his opinion, “indicative of the conflicting and confused
images of science in that period.”8 Mirowski, who at least in this respect
resembles most other historians of economic thought, is subscribed to the
belief that science is typically characterized by consensus. But the compar-
ative study of science by both sociologists and historians shows that
“conflicting and confused images of science” are very common in all sci-
entific practices.

Thus we saw in chapter 4 that both institutionalists and neoclassicists
wished to turn economics into a science. Both looked up to the methods
of successful disciplines, such as physics and biology, and the methods of
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those fields undoubtedly influenced the choices of economists. But which
science to follow, physics (as many neoclassicists did) or biology (that
was favored by institutionalists)? Or perhaps medicine, as a few other
economists have suggested? What aspect of those sciences have to be no-
ticed by economists? How to adjust the methods of the model science to
the special circumstances of economics? Different answers to these ques-
tions separated the economists despite their shared desire to be “more
scientific.” The complexity of society, for example, was recruited by insti-
tutionalists to delegitimize the neoclassical enterprise as too simplistic,
and by neoclassicists to cast doubt on the feasibility of the institutional-
ists’ wish to find laws of behavior.

Thus, even if the economists did wish to bolster their position as
a “science,” as argued by Kadish, Maloney, Mirowski, and others, it
still does not follow that they had to adopt marginalism or mathematical
economics. In the 1870s, for example, historicist economists thought
that their “merchandise” would better satisfy the need for professional
prestige. According to Collison Black, “the whole science of political
economy” in Britain around 1870 was “being widely attacked and criti-
cized, and Sir Francis Galton had questioned whether Section F [of politi-
cal economy] merited a place in the British Association [for the advance-
ment of Science] at all” (1983, 55). John Kells Ingram, one of the leaders
of the British historical school, suggested historicism as the solution
(ibid.; Koot 1987, 62), an offer that entailed an intensified focus on the
interface of economics and politics. In contrast, John Cairnes, John Stuart
Mill’s devoted student, suggested that accentuated political neutrality
might be the remedy. That was the reason that many economists, includ-
ing Jevons and Marshall, preferred the term “economics” over political
economy.9 Eventually, Cairnes’s option won more supporters, but again,
this is what we have to explain. Perhaps more economists thought that it
would serve the profession better, but we must understand how they have
come to believe so.

An illustration that there is no predetermined strategy for how to pro-
mote scientific prestige and autonomy is the fate of mathematical eco-
nomics prior to its postwar boom. At the time that marginalism was pre-
ferred, supposedly to enhance the autonomy of economists, mathematical
formulations were rejected. For example, Cluade Ménard argues that the
mathematics of Walrasian economics was one of the reasons that
Walras’s approach failed to gain support from his contemporaries, in-
cluding Marshall (1990, 102–4). The latter knew about Walras’s work
and consciously ignored it despite his efforts to secure the autonomous
and scientific status of economics. This was not only because the econo-
mists of the time did not know mathematics. Many of them, including
Marshall and Keynes, were much more mathematically proficient than
Walras. But contemporary economists did not think that economic the-
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ory would benefit from mathematization. This attitude changed after the
1930s. The neo-Walrasian research program succeeded exactly because
of the same factor that had thwarted Walras’s efforts half a century ear-
lier. “What Walras was looking for, in his relations with mathematicians,
was not only help but guarantee: he expected from them an a posteriori
legitimation to his program” (ibid., 101). In the last quarter of the nine-
teenth century mathematics did not have the power to do it. But appar-
ently the circumstances changed, and in the post–World War II era, math-
ematics did provide legitimation.10

The ANA does not isolate one factor as the most crucial in explaining
changes in science. What it does is focus on those who produce scientific
knowledge, the scientists, in order to watch how they make decisions and
how they reach agreements. Facts, logic, social needs, philosophical
ideas, political power, personal goals, and professional interests are all
part of the big puzzle, but their significance for the ongoing scientific en-
terprise depends on the way they are translated by the scientists who take
part in the production of knowledge. All these potential allies are mute;
their implications for the question at hand are not objectively given, and
the participants have to speak in their behalf (Callon and Latour 1981;
see the discussion in chap. 1). That is why the process of science produc-
tion is so crucial. The outcomes of scientific controversies are never deter-
mined by “external” forces or “internal” facts—although they are surely
important—but depend also on the acts and rhetoric of the actors (cf.
Johnston 1976).

Unlike the Kuhnian and Lakatosian models, the ANA does not provide
a neat model with universal and unambiguous analyses of changes in
science. On the contrary, its analyses are inherently open to a variety of
possible scenarios. This could have been a disadvantage if the other mod-
els worked well. But this is not the case. The inadequacies of the Kuhnian
model were already agreed upon by many historians of economics with a
Lakatosian bent. But the Lakatosian approach is fraught with numerous
problems as well. It looks neat and attractive, but the moment it is applied
it stops to be so clear and unproblematic. The reality is too rich and open
to be encapsulated into the Lakatosian mold. The power of the ANA is
not in offering a simple formula to explain how scientific theories emerge
and diffuse and to judge their quality, but rather in providing us a frame-
work for catching the multifaceted heterogeneity of science and compre-
hend all the components that are involved in its incessant movement.

Economics as an Open Network: Did Economics Progress?

The questions why institutionalism emerged as a major trend in interwar
economics, why its struggle with “old-fashioned” neoclassical economics
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has never been concluded, and why both camps have been defeated by
postwar mathematical economics are not answered in this book. In the
previous section I reviewed several explanations and showed their inade-
quacy. But by saying that previous accounts were inadequate, I did
not mean to say they have taught us nothing. On the contrary, all the
accounts mentioned above have identified important variables of the
equation. They have generally erred—in addition to overlooking the
translation problem—in their efforts to identify one major “cause” and in
assuming fixed and everlasting relations between “independent vari-
ables” (the “causes,” or “allies”) and the “dependent variable,” eco-
nomic knowledge in our case. But it was not our aim to claim that they
have played no role.

Economic facts, successful prediction, and brilliant theoretical concep-
tions are brought into the network of economic knowledge-production
and participate in determining its future. Similarly, it would be ridiculous
to say that major economic events, such as the Great Depression or the
high inflation of the late 1970s, had no effect on economic thought. These
events were very conspicuous and economists could not discuss their field
without some reference to them. It would be equally senseless to think
that the production of economic knowledge was not influenced by the
prolonged dialogue and rivalry with Marxist scholarship and politics. It
is also impossible to think that economists were not inspired by concep-
tual developments in other intellectual fields. And yes, they, like practitio-
ners in many other academic fields, were unavoidably biased by their own
wish to be recognized as the proper authority on the knowledge of the
economy.

But none of the above factors can be isolated as “The Cause” of eco-
nomic knowledge. This claim is not merely a compromise to satisfy all
contenders. It is rather an argument that these factors are inextricably
tied to each other and therefore it is impossible to estimate their relative
weights. It is impossible, for example, to say whether “internal” forces
were more or less important than “external” ones in the struggle between
institutionalism and neoclassical economics. This conflict was focused
on questions of “what is science,” the scope and goals of the discipline,
and its relevance to social welfare. The answers to these questions are
inherently a matter of taste and values and, therefore, cannot remain de-
tached from culture and society. “Images of knowledge,” Elkana has
written, “are determining factors for problem choice in the body of
knowledge. They are the long-sought bridges between the purely social
and the body of knowledge” (Elkana 1981, 18), and hence, they are si-
multaneously “internal” and “external.” They are influenced by the sur-
rounding ideologies, and in turn determine what would be considered
“important, interesting, worthwhile, risky, symmetrical, beautiful, ab-
surd, [and] harmonious” (ibid.).11
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Because of this multiplicity of influences, the history of economic
knowledge can never be as neat and coherent as typically told by the
conventional accounts. In those accounts the development of economics
is always stepping in an orderly manner from one stage to another ac-
cording to a “master plan” of history. It is implied that the discipline is a
coherent whole, which, except for the short periods of transformation, is
unified by shared beliefs and practices. The reality is much more complex
and jumbled. Practitioners come from different countries, different
schools, and different professional training. They are exposed to various
influences from other disciplines, attend to different issues within the
field, and hold many shades of opinions. Researchers who feel close to
each other form, or are identified as, a “school,” and the schools compete
over the definition of the discipline and its character. But it should be
remembered that even within each “school” there is a diversity of opin-
ions and preferences.

The diversity and plurality were evident, I hope, in the previous chap-
ters. I, indeed, focused on two major schools, which were the most pow-
erful within academic economics. The full spectrum of economic knowl-
edge included many more approaches, such as socialism of various kinds,
followers of classical economics, and various idiosyncratic combin-
ations of ideas from different fields and theories. The frequent refer-
ence to “institutionalism” and “neoclassical economics” in this book
might have also obscured the internal differences within each camp.
But those differences were, I hope, quite evident in the analysis of the
arguments. In chapter 4 we saw that the institutionalists differed in their
philosophies of science. Some expressed unlimited faith in the ability
of science to provide definite answers to very complex questions, while
some others were closer to the careful position of neoclassicists and
warned that the power of science was limited. In chapter 6, we saw that
several institutionalists accepted the market economy as a basis for social
action to bring about better results. Others denied any role for the mar-
ket. Consequently, they differed in their attitude toward neoclassical
price theory, which was based on a market economy; some accepted it as
a starting point or as a component of a much wider theory, while others
wished to get rid of it completely (chap. 3). These differences were
reflected in the way the past was interpreted. While most institutionalists
accepted as important the contributions of the great economists from
Smith to Marshall, others rejected the works of all or some of those econ-
omists (chap. 8).

That institutionalists disagreed on many thing is well known, because
the rivals of that school used this fact to claim that institutionalism was
not a cohesive doctrine that could be a serious alternative for neoclassical
economics. But, as we saw in chapter 3, institutionalists disputed that
assertion and claimed that they had enough things in common to be re-



214 CH AP T ER TE N

garded as one group. I hope that the readers of this book can appreciate
now the justification for this argument as well. Interestingly, the question
whether neoclassical economics is unified has been given less attention.
The relations between Walras, Menger, and Jevons were discussed in
connection with the “marginalist revolution” (see the articles in Black
et al. 1973), but it is often assumed that Marshallian economics and
current neoclassical practices are unified enough to be treated as coherent
schools. In this work, however, we saw that the interwar neoclassicists
themselves had substantial differences. Some of them joined with institu-
tionalists in seeing economics as one of the exact sciences; others adhered
to a view of economics as a literary discourse, involving both science
and art. Some neoclassicists accepted theinstitutionalists’ conception of
human nature; others insisted that economic science must start from the
assumption of rationality. Many neoclassicists accepted that govern-
ment must play a much bigger role in the economy; others kept resisting
any such interference. These differences have not been studied and
analyzed because nobody sought to challenge the existence of a “neo-
classical” school. Its “enemy,” the institutionalists, chose not to chal-
lenge the unity of neoclassicism because they preferred to present mar-
ginalism as inflexible and stagnant. In general, we can conclude that the
identity of scientific schools (or other social entities) and the perception of
their unity are the result of social negotiation. It is related to the effort of
individuals to black box their own contributions and its result can never
be predicted. But behind any facade of unity there is always a medley of
views originating in the diversity of individual backgrounds, circum-
stances, and experiences.

It should also be remembered that I dealt only with the American
scene. The stories of Italian, Swedish, French, German, Austrian, Indian,
and Japanese economics in the same period appear to be quite different.
In Britain, there were similar conflicts between advocates of orthodox
theory (the Cambridge school) and institutionalist-type economists (eco-
nomic historians at Oxford and the Fabian socialists at the LSE), but the
institutional arena and the alignment of forces were different. At the time
that American economics was busy with the struggle between institution-
alism and neoclassical theory, new developments were in the making
both in the U.S. and Britain, developments that made their impact a de-
cade or two later. Most important for later developments is the simulta-
neous development of Keynesianism and mathematical economics. Usu-
ally, historians speak about the “Keynesian Revolution,” of the 1930s,
and a few mention also a “Mathematical Revolution” initiated by
Samuelson somewhat later. But while the Keynesian movement was mov-
ing forward at full steam in the late 1930s, those who were not yet en-
gulfed by its tide did not stop working. It is difficult to imagine that hun-
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dreds of economists would convert to a new theory and stop working on
the many projects that they had previously been conducting.12 W. Arthur
Lewis, a student at the London School of Economics in the 1930s and the
Nobel Prize winner for 1979, recalls that the LSE “had not quite caught
up with Keynesianism, which was taught by the young lecturers but de-
nounced by the big names.” On the other hand, he says, “the school was
in the forefront of the development and worldwide expansion of neoclas-
sical economics” (in Breit and Spencer 1986, 4). The “Keynesian Revolu-
tion” is dated 1936, the year General Theory was published. Three years
later, John Hicks published Value and Capital, a book that helped to put
the “mathematical revolution in motion.” Other schools were not idle in
the 1930s. In institutionalism, Adolf A. Berle Jr. and Gardiner C. Means
published The Modern Corporation and Private Property in 1932, and
Commons published Institutional Economics two years later. Joan
Robinson at Cambridge, and Edward Chamberlin at Harvard, launched
the theory of imperfect competition in the early 1930s. Friedrich von
Hayek carried the Austrian School forward with Price and Production
(pub. 1931) and Profit, Interest and Investment (pub. 1939). Advocates
of socialism and the Austrian economists who abhorred it developed a
theoretical examination of planned economies (Lavoie 1985). Ragnar
Frisch and Jan Tinbergen tackled fundamental problems in econometrics
and made pioneering applications of econometrics in macroeconomics.
All these developments took place simultaneously. For sociologists of sci-
ence, the fact that all these developments took place at the same time does
not constitute a problem. It does become a problem only if we adopt a
rigid view that conceives disciplines as ruled by one paradigm or research
program only. When we think about economics as a network which is
connected in various ways with many other networks, we can notice the
simultaneity of all these developments: institutionalism, Keynesianism,
mathematical economics, econometrics, and new developments within
Marshallian theory (e.g., imperfect/monopolistic competition).

The modern sociology of science underlines the diversity of any scien-
tific enterprise. In modern science, when science is practiced in many loca-
tions all over the globe, it is difficult to imagine that one school would
sweep the whole discipline in a short period. Communication is indeed
faster, but the organization is much more complex, and various locales
are embedded in different social networks. Susan Leigh Star borrows the
concept of an “open system” from information theory to describe this
aspect: “Real-world information systems are continuously evolving and
decentralized. They require negotiation between distributed parts in
order to function and as a result contain arm’s-length relationships be-
tween components. The internal consistency of an open system cannot be
assured because its very character is open and evolving” (1989, 20). In
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economics, for example, some practitioners drew upon mechanics and
calculus; others have built upon evolutionary theories. Some established
connection with the Federal Reserve system and other governmental
agencies, while others tied their work to a network of radical critique of
capitalism. Some cultural elements are more general and widespread
(e.g., basic principles of logic, the idea of democracy), while others are
limited to specific locales (e.g., econometric techniques, general equilib-
rium models, Veblen’s teachings). The networks themselves are tied to
each other in a complex and fluid web of relations (Fujimura 1992; Star
and Griesemer 1989). Because of this, “simply keeping up with develop-
ments as perspectives are evolving is impossible” (Star 1989, 24), or as
Philip Mirowski (1986b, 3) says, “it is by no means a simple matter” to
identify the orthodoxy of modern economics, because “orthodoxies have
a habit of not standing still.” Nor does the opposition to orthodoxy stand
still, of course.

The ongoing analysis carries a straightforward implication for the
question of whether science progresses smoothly through succession of
scientific research programs or dramatically through revolutions. If there
are many simultaneous changes, loose connections among individuals,
liquid definitions of camps, and shifting alliances, then one can always
find some evidence of continuity and some evidence of revolution. Eco-
nomics provides many examples, of which the case of institutionalism
(chap. 8) is quite typical. Institutionalists followed and intensified the use
of historical evidence and statistics that were promoted earlier by
Marshall and prominent American economists. But they also became
more skeptical toward the marginalist approach that unified many econ-
omists at the end of the nineteenth century. Most institutionalists pre-
ferred the less revolutionary image and presented their approach as the
adjustment of past practices to modern economies and advanced science.
Few others, however, thought that the revolutionary image was better
and more useful and presented institutionalism as a revolutionary solu-
tion to the inability of traditional economics to solve economic problems.
The opponents of institutionalism also depicted it as revolutionary but
for the opposite purpose of depriving it of legitimacy. We can see the
same considerations in the way economists presented Keynesianism.
Keynes himself presented his view as revolutionary, probably because the
Great Depression had hit hard the confidence in preceding theories. But
after World War II, many Keynesians sought to describe it as an improve-
ment of earlier teachings, not their replacement.13 Another example,
modern mathematical economics, is presented as a natural development
of Marshallian economics despite many fundamental differences in their
weltanschauungen.
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Did economics progress at all in the last century? Did the institutional-
ists contribute to its progress? Have the postwar economists taken eco-
nomics forward or have they moved backward? Obviously, the answers
to these consequential questions depend on the theoretical perspective of
the respondent. But what does progress mean in our constructivist frame-
work? Many of the critics of constructivism think that since constructiv-
ists do not accept the existence of any absolute criterion to judge science,
there is no meaning to the concept of “progress.” Due to the lack of a
ruler to measure progress, it is impossible to say that a recent theory is
better than an older one. Any claim for an advancement is necessarily
partisan and, therefore, has no value.

But this interpretation is grossly imprecise. Indeed, it is impossible to
measure the growth of economics with an objective ruler. And indeed,
various scholars hold different views concerning the importance of this
idea or another for the “progress” of economics. Obviously, the institu-
tionalists thought that their empirical and quantitative studies carried the
discipline forward, whereas neoclassical economists were quite skeptical
about it. A constructivist sociologist cannot decide who is right. She
would say that the decision that would eventually have been accepted,
will be the result of resource mobilization of the participants in the dis-
course. But whatever the decision in the field, science continues to pro-
gress. The reasoning is the opposite from the one imputed to constructiv-
ism by its faultfinders. We cannot say what is better because all parties
contribute to our knowledge and understanding. Competent and well-
trained people, who are motivated by the passion to know and under-
stand or by the desire for glory and fame, will always find something new
to add to the stock of knowledge. They could have found more things, or
other things, had they employed other methods, but it is the nature of the
scientific practice that it always produces new knowledge. It is a “prac-
tice”; scientists constantly do something, and during these activities they
gather data, invent concepts, classify, measure, combine things or break
them up, experiment with objects or watch them closely. Some kind of
knowledge is always being produced.

The discussion of progress in economics carries us to the last topic of
this book. So far we have been concerned with the history of economics
and the reasons it has evolved the way it has. But as we often said about
the heroes of our story, the view of history is closely connected to meth-
odological choices relevant for current practice. Does our story carry im-
portant conclusions for modern economists? It is impossible to end this
book without a few thoughts about this question, although my goal
would be merely to raise some issues rather than answer them. The dis-
cussion will therefore be very brief.
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Pride without Arrogance: What Is a Good Science?

Methodologists of economics are concerned with the question of whether
economics is a science or not, and what economists should do in order
to be “real” scientists. Obviously, these questions preoccupied the inter-
war economists as much as they preoccupy their modern successors.
The constructivists tell us, however, that there is no one way of doing
science. Although there are a multitude of connections between scien-
tific fields, each field has its own properties, partially due to its unique
subject matter, and partially due to the historical contingencies in which
it has been practiced. According to Daniel Hausman, “the values of
economic theorists are distinctive in the weight given to mathematical
elegance, in the comparatively small attention given to experimentation,
data gathering, and testing, and in the concern for policy relevance”
(1992, 84). He then proceeds to examine whether this is compatible
with being a “science.” But if there is no one, and only one, model of
science, how could we assess the quality of this practice? Science is what
scientists do; economics is what economists do. If economists prefer
mathematical elegance over data gathering, can we fault them for their
view of science?

Blaug and Backhouse have criticized recently the constructivist ap-
proach exactly on this ground. They say that this approach accepts sci-
ence as it is, rather then setting values and norms for scientific practice. As
a sociological or historical pursuit, description of what scientists actually
do is, obviously, an important job. But as Blaug (1994) and Backhouse
(1994c, 179) properly grasp, constructivism has direct normative impli-
cations. If sciences are practiced in many ways and there is no supreme
model of science to be used as a guide for all scientific practices, then we
must accept all the choices of scientists and view any scientific strategy as
legitimate. Everything goes! In their view this is a very undesirable feature
as it prevents the betterment of scientific practices. As an example, Back-
house cites Roy Weintraub’s defense of general equilibrium theory (GET;
Backhouse 1994c, 179). Weintraub, a general equilibrium theorist him-
self, is among the few who have adopted a constructivist perspective in
economics. GET has been harshly criticized for its detachment from eco-
nomic realities. The critics used various methodological norms as the
basis for their attack, and especially the Popperian insight that demands
empirical testing, something GET has never been exposed to. Backhouse
thinks that Weintraub’s adoption of constructivism is a sheer evasion
from any rigorous test. But according to constructivism economists know
best how to pursue knowledge in their field. Noneconomists do not know
enough to judge them, so it is impossible to criticize them.14 For Back-
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house, this is crooked logic as it put scientists on a privileged level above
any doubt; whatever scientists do is good.

Blaug’s and Backhouse’s critiques are important but miss the mark.
Constructivism is certainly not indifferent to normative issues. Its call
to follow what scientists actually do does not mean that the constructiv-
ists condone everything. They are also interested in judging theories
and improving science but they believe that effective critique must be
based on understanding actual scientific behavior. Constructivism does
not entail that all scientific theories and practices have the same value.
On the contrary, from our constructivist approach—as we saw through-
out this manuscript—methodological and normative considerations
are cardinal elements of scientific practice. Science is permanently en-
gaged in a discourse of which methods are good and which ones are bad
(cf. Feyerabend 1975, 1978). If the critiques of Blaug and Backhouse
were correct, there would be no point in this discourse, which is surely
not my intention here, nor is it entailed by Latour and the other con-
structivists. Indeed, in order to judge economics, one must know econom-
ics. One must be an actor in the discipline. That makes her a “partisan,”
but there is no reason to be ashamed of it. The debate on methodology
and philosophy of economics cannot be divorced from substantive and
theoretical discussion. The arguments about the adequacy of the neoclas-
sical and the institutionalist strategies could not be separated from the
reasoning about human behavior and social life (chap. 5) and about eco-
nomic realities (chap. 6). To judge the economics of the 1990s, to evalu-
ate whether current economic theory helps in understanding economic
life, one must be proficient in current economic theory and recent eco-
nomic research.

This, the critics would be quick to point out, leaves us exposed to the
danger that scientific disciplines would turn into closed worlds; theory
would turn into dogma, and nobody would be able to protest, as those
who disagreed would be thrown out before they become qualified and
recognized speakers. The insiders would be accomplices and the outsiders
would be considered, according to the reasoning above, illegitimate
speakers. Such a danger indeed exists. Moreover, this author shares the
critiques of Blaug, Backhouse, and many others, that modern economics
has made some wrong choices. But since he is not an economist he cannot
say anything, or can he?

The solution is to be found in the openness of the network. The world
of science is not a feudal system in which each lord has an unconstrained
authority over well-defined territory. Science is a complex and mammoth
network that includes not only scientists, laboratories, instruments, and
theories. It also includes all the “nonscientific” elements that scientists
must be in contact with in order to do their works, such as policy-makers
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and private benefactors who finance science, public-opinion leaders who
create a supportive (or nonsupportive) atmosphere for science, university
administrators who take care of the immediate workplace of the scien-
tists, and so forth. Boundaries are constantly challenged, contested, and
redrawn. To survive, economists must attach their work to the network
of government officials, administrators, and benefactors. The fact that the
current network of economists includes such people says either that there
is something useful for those people in mainstream economic theory and
research, or that the economists are such shrewd manipulators that they
have been capable of deceiving powerful politicians and business mag-
nates about the relevance of their work.15

Critics of mainstream economics, who think that there are more useful
strategies (for the goals they deem important), can mobilize actors and
resources outside of economics proper and establish their own networks.
The conventional explanations of historians of economics make the mis-
take of overemphasizing the unity and homogeneity of scientific disci-
plines. The “invisible college” of modern science is assumed to be unified
by professional journals, textbooks, and conferences. That is why the
Kuhnian story of revolutions is so heroic and too fantastic. The dictator-
ship of “normal science,” like the dictatorship of the Politburo in the
USSR, can never be as perfect and inescapable as the control of Big
Brother in George Orwell’s 1984. There are always hubs of opposition
that are connected to some other powerful interests. Institutionalists
managed to survive and produce more knowledge, although they have
been kept on the margins of the profession. Hodgson claims that they
have recently started to emerge again as an important power in current
economics (1994). The same is true about Austrian economics and Marx-
ian economics. Explanations that focus on the success of mathematical
neoclassical economics overlook the fact that a good model of science
must explain also the endurance of all these schools.

Moreover, economic knowledge can be produced in other locations
than economic departments, and by other people than those with Ph.D.s
in economics. Political economists located in political science depart-
ments, for example, have managed to create an alternative network that
ties the analysis of inflation and unemployment to the analysis of power
structure in the advanced industrial states (e.g., Lindberg and Maier
1985). Economic sociologists have also managed to secure their own po-
sition as competent speakers on questions of economic organization (e.g.,
Zukin and Dimaggio 1990; Smelser and Swedberg 1994). Departments
of organizational behavior, labor relations, management science, and the
like also serve as locations for studying subjects that once had been stud-
ied in economics departments. Of course, not all the coexistent networks
are equally powerful and influential. Central banks and treasury officials
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are typically connected to mainstream economics. But political scientists,
sociologists, and business school researchers survive and even flourish,
which means that they have succeeded in connecting their ideas to some
ongoing concerns in society.

Traditional methodologists may view this plurality of economic-
knowledge producers with some concern. But there is no reason to be
worried. We should no longer pursue the ideal of a Unified Science. In a
lecture at Harvard, Kuhn himself joined the conclusion of many sociolo-
gists of science and offered to abandon “the view of science as a single
monolithic enterprise, bound by a unique method.” Rather, he continues,
“it should be seen as a complex but unsystematic structure of distinct
specialties or species, each responsible for a different domain of phenom-
ena” (1992, 18). Kuhn retains his belief in science by arguing that within
each scientific specialty scientists produce knowledge “in ways that in-
crease accuracy, . . . consistency with other accepted beliefs . . . breadth
of applicability . . . [and] simplicity” (ibid., 13, 18). Accuracy, applicabil-
ity, and consistency, though, are not objectively observed. As outsiders
we cannot testify whether accuracy in economics has been increased or
not in the last decades, or whether the loss of accuracy has been offset by
a gain in another criteria. All we can say is that the trials of strength
within each scientific niche force scientists to defend their ideas, and this
fight compels them to consider their views and improve them.

The normative implications of constructivism, as presented in this
book, can thus be summarized in one sentence. Practicing economists
may be proud and confident about the way they study the economy, but
they should not be too arrogant to assume that their success negates the
value of other practices. The achievements of mathematical economics
since the early years of the 1950s are numerous and impressive. The con-
ceptual and empirical advancements listed by Blaug (1994)—Game
theory, linear programming, input-output analysis, national income ac-
counting, the measurement of inequality, welfare economics, economet-
ric models, macroeconomic models—are real and important. The post-
war discourse has contributed many new concepts to the social science
literature. It is difficult to imagine what this discourse would look like
without “human capital,” “demand elasticity,” “transaction costs,”
“agency costs,” “moral hazard,” “Nash equilibrium,” “rent-seeking be-
havior,” “price leadership,” “adverse selection,” “free riders,” and many
other concepts that have been added by economists in the last half of the
century. But the victory of mathematical economics in the institutional
level and their manifold achievements do not prove that they have found
the best theory and that older approaches had nothing worthwhile pursu-
ing and remembering. Nor should they look down upon less accepted
practices within economics or in other disciplines.
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Unlike Lakatosian methodologists who expect the springs of innova-
tion to dry up, the constructivist sociology of science predicts that mathe-
matical economics would continue to yield new concepts and insightful
models if enough economists pursue it. The issue scientists and methodol-
ogists should consider is the “marginal utility” of this line of research in
comparison with alternative avenues. McCloskey, who is a staunch sup-
porter of modern economics, is critical only toward the hubris of modern
economists that prevents them from recognizing the value of other types
of research. She hopes, therefore, that “a rhetorical criticism, like a course
of psychoanalysis, might make economists more self-aware, modest, and
tolerant, better in person and profession” (1985, 175). Hausman, from a
very different perspective, concurs that economists should “be more
eclectic, more opportunistic, more willing to gather data, more willing
to work with generalizations with narrow scope, and more willing to
collaborate with other social scientists” (Hausman 1992, 280). The call
of Hutchison, Blaug, and Backhouse to pit economic theory with more
empirical findings is in harmony with this spirit, as is the critique of radi-
cal economists like Mirowski, Wilber and Jameson (1983), and others.
Even the champions of mathematical economics admit that the discipline
should be opened to new practices (e.g., Debreu 1991). The constructivist
approach cannot tell practicing economists what theory to choose or
what methods to use. All it can say is, with McCloskey, Hausman, and
many others, that economists should be interested in expanding the hori-
zons of their discipline in order to increase the diversity of economic
knowledge and its richness (Callon 1994).



Notes

Chapter One
Introduction: A Sociological Interpretation of the
Modern History of Economics

1. Most writers use the terms “institutional school” or “institutional econo-
mists” when they refer to this school and its members. I use the adjective “institu-
tionalist” for identifying the ideas, approaches, and economists of that specific
American school in order to distinguish between that particular school and vari-
ous other views that have incorporated institutional elements in their analyses of
the economy.

2. This work is focused on the American arena but the support of intervention-
ism had a much wider acceptance. In Germany, the mainstream was always in
favor of intervention, and German economic thought and policy had a strong
influence in northern and central Europe. In Britain, the pendulum began to pull
toward intervention in the last quarter of the nineteenth century with the work of
the British historicists (Koot 1987), Nicholson (Maloney 1985, chap. 4), and
Hobson (Blaug 1986a, 93–95). But even the dominant Marshallian school was
very supportive of modest intervention as discussed at length in the next chapter.
The anti-interventionists had their own strongholds, of course, mostly in France
(Ménard 1990) and Austria (Streissler 1990, 171–72).

3. Recent historians doubt that the managed economy of World War I was
very successful, but at the time it was widely perceived as a great success.

4. See Blaug (1985a, chaps. 2–7); Backhouse (1985, pt. I); Canterbery (1976,
chaps. 3–4); Dasgupta (1985, chaps. 2–5); Bladen (1974, bks. I–II); Ekelund and
Hébert (1983, pt. 2); Landreth (1976, chaps. 2–5); Niehans (1990, pt. I). Many
historians refer, of course, to earlier economic doctrines, from the Bible and the
Greek philosophers to the mercantilists of the seventeenth and eighteenth centu-
ries and the French physiocrats who “anticipated” Smith. But it is widely accepted
that Smith was the first systematic and comprehensive economic theorist.

5. Blaug (1985a, chaps. 8–15); Backhouse (1985, pt. II); Canterbery (1976,
chap. 6); Dasgupta (1985, chaps. 6–7); Bladen (1985, bk. III, chaps. 1–2); Eke-
lund and Hébert (1983, pt. 4); Landreth (1976, chaps. 6–8); Niehans (1990, pt.
II); Black et al. (1973); Hennings and Samuels (1990).

6. Blaug (1985a, chap. 16); Backhouse (1985); Canterbery (1976, chap. 7);
Dasgupta (1985, chap. 8); Bladen (1985, bk. III, chap. 3); Ekelund and Hébert
(1983, chap. 18); Landreth (1976, chap. 12). It is quite amazing to see how 1936,
the year Keynes published The General Theory of Employment, Interest and
Money, became almost a “magical” date. Virtually everybody agrees that this was
a turning point. An exception is Backhouse (1985) who perceives 1939 as the
turning point, either because he sees the Second World War as a watershed, or
because of Hicks’s Value and Capital published at that year. The term “Neoclassi-
cal Synthesis” appears in the “Family Tree of Economics” on the back cover of
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Samuelson’s 4th edition of Economics: An Introductory Analysis (1958). In later
editions, e.g., the 10th (1976), it is replaced by the term “Post-Keynesian Main-
stream Economics.”

7. This summary is based on Kuhn (1970a). See also Kuhn (1970b) and
his “Second Thoughts on Paradigms” in Kuhn (1977). Discussion of Kuhn’s
model is available in Laudan (1977, chap. 3 and 1984), Barnes (1982), and in
many of the papers in Lakatos and Musgrave (1970). Kuhn’s “Reflections on
My Critics” in that volume (Kuhn 1970c) is quite a sophisticated defense of his
approach.

8. See a profile of Kuhn by Horgan (1991). Kuhn had some regrets for using
the ambiguous term “paradigm” and suggested instead the term “disciplinary
matrix” to convey the same idea (1970a, postscript; 1977, 318–19); see also
Hausman (1992, 83–85).

9. My summary is based on Coats (1969); Canterbery (1976); Dillard (1978);
Routh (1975); Ward (1972), but see Redman (1991, 96n) for more Kuhnian ap-
plications to economics. See also Remenyi (1979, 31).

10. For discussion of the “revolutionariness” of marginal economics, see
the papers in Black et al. (1973) in addition to the references mentioned above in
note 9.

11. Lowe, for instance, thinks that the “disintegration of orthodox classical
system” started with Ricardo’s disciples as early as in the 1820s, gained momen-
tum with J. S. Mill’s work, and “swept away the old framework in the ‘utility
revolution’ of the 1870s” (1964, 194).

12. Galbraith claims that Keynesianism left microeconomics untouched, thus
leaving the neoclassical edifice intact; whatever Keynes added to the field, its the-
ory has not destroyed the “old regime” (1987, 235–36).

13. There are numerous descriptions and applications of Lakatos’s model in
economics, including Blaug (1975); the articles in Latsis (1976), Remenyi (1979,
31–33); Fulton (1984); Maddock (1984); the articles in De Marchi and Blaug
(1991); Redman (1991, chap. 9); Hausman (1992, 85–88); Backhouse (1994a).
For more applications, see Redman (1991, 96n).

14. D. F. Gordon (1965) offers a similar view of the history of economic
thought, but since he had written before Lakatos was introduced to economists,
he had not used the Lakatosian terminology.

15. See Brown et al. (1934) on the rejection of Keynesianism by many Harvard
economists; Winch (1989) on the resistance of the Bank of England; Galbraith
(1987, 242–43) and Salant (1989, 42) on the opposition of policy-makers in the
Roosevelt administration. Frank Knight wrote to his colleague and friend Jacob
Viner: “I regard Mr. Keynes’ neo-mercantilistic position . . . as essentially taking
the side of the man-in-the-street, against the effort of the economic thinker and
analyst to get beyond and dispel the short-sighted views and prejudices of the
former — as . . . passing the keys of the citadel out of the window to the Philistines
hammering at the gates. His work and influence seem to me extremely ‘anti-intel-
lectual’ . . .” (A letter to Jacob Viner, August 6, 1940. The Viner files, Princeton
University).

16. Remenyi’s conceptual development of the Lakatosian framework (1979)
was an attempt to solve this ambiguity by introducing the concept of demi-core:
a hard core of a sort which is subordinate to the main hard core of the discipline.



225NOT ES T O CHA P TE R O NE

The model has not been adopted by other students of economics, and it is my
feeling that it would complicate rather than solve the conceptual confusion that
the SRP model is plunged in.

17. In the next section I focus on a specific family of a constructivist approach:
the actor-network analysis. This section summarizes the general principles of all
the constructivist perspectives. A selection of reading from these perspectives in-
cludes: Collins (1975, 1982, 1983, 1985); Law (1976); Mendelsohn (1977);
Pinch (1977, 1986, 1992); Knorr-Cetina (1981, 1982, 1983, 1991, 1992, 1995);
Law and Williams (1982); Restivo (1982); Gilbert and Mulkay (1984); Pickering
(1984, 1990); Lynch (1985, 1992, 1993); Fujimura (1987, 1988); Wise (1988,
1989); Woolgar (1988); Star (1989); Star and Gerson (1989); Clarke and Gerson
(1990); Clarke and Fujimura (1992); MacKenzie and Spinardi (1995). References
to the actor-network analysis literature will appear in the next section.

18. This issue has been recently introduced into the methodological discourse
in economics under the title of “recovering practice” (Backhouse 1994b, 10–15;
Caldwell 1994).

19. “Positivism” is a much-abused term which has many contradictory mean-
ings. What I mean here is positivism as a philosophical view according to which
empirical studies can discover the exact and real nature of the world. Constructiv-
ism rejects this view but couches its view in thick empirical descriptions.

20. The accusation of self-refutation was made by numerous scholars. See
Hands (1994, 91–93) for a recent summary of the accusation. Many such claims
in the field of economic methodology are summarized by McCloskey (1994b,
chap. 15), who then answers them forcefully and persuasively.

21. Economists who participate in the discourse on method in economics do
not distinguish between the project of the rhetoric of economics and the sociology
of science (e.g., Backhouse 1994c, 183–84). Although there are some differences
in the way rhetoricians and sociologists analyze scientific fields, it is indeed cor-
rect that they share many ideas that set them apart from conventional modern
methodology in economics.

22. See the critiques on Roth and Barrett (1990) by Pinch (1990) and Pickering
(1990, 684, 716–17n).

23. The Edinburgh school of the 1970s might have believed in such “external”
determination, although the interpretation of their position is not completely
clear. See, for example, Bloor (1976); Barnes (1977); Barnes and Shapin (1979);
Barnes and Edge (1982); Shapin (1982). In any case, it seems that during the
1980s, those associated with crude externalism moved toward the constructivist
view as in Shapin and Schaffer (1985); Pickering (1989, 1990); Shapin (1992). See
also the debate between Collins and Yearly (1992a, 1992b) and Callon and La-
tour (1992), and Nickles’s (1990, 633–34) comment on Roth and Barrett.

24. Mirowski’s comment that “the problem of demarcating the Natural and
the Social is one of the most active research areas in the Sociology of Scientific
Knowledge” (1994, 55) is completely wrong. He himself asserts later that “nei-
ther the natural nor the social sciences possess the kind of stability in method or
subject-matter which would permit simple one-way evaluations of success or fail-
ure of inquiry” (ibid., 57).

25. For a discussion on the principle of symmetry, see Bloor (1976); Latour
(1987, 136, 182–96); Callon and Latour (1992).
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26. Or of its kin-in-spirit rhetoric which is also grossly misunderstood
(Klamer 1990; McCloskey 1994b, pt. 5).

27. It should be clear that this statement does not entail that we have to believe
whatever scientists say. As sociologists and historians, our stories and analyses
are not aimed at deciding whether the scientists we study are right or wrong. The
moment we express a view on the subject matter, we become de facto scientists
and must undergo trials of strength ourselves. One can ask at this point why we
privilege scientists; why do we accept the views of any group of scientists as legit-
imate and deny nonscientists the same privilege? The answer is that we do not! We
can analyze political and artistic struggles the same way we analyze scientific
disputes. For applications of the constructivist approach to other social fields, see
Becker and McCall (1990).

28. Hands (1994) argues that the Edinburgh school, or the “strong pro-
gramme” as it is often referred to, is the only distinctive and coherent school in the
new sociology of science. This is rather a strange claim to be heard in 1994. Very
few sociologists still adhere to that approach while several other “schools” are
widely recognized by practitioners in the field, including the Bath school, associ-
ated with H. M. Collins, The French, or Paris, school of Latour and Callon, and
the symbolic interactionist approach (Clarke and Gerson 1990). See Pickering
(1992b); Sismondo (1993); and Knorr-Cetina (1995) for mapping of the various
constructivist approaches.

29. This position is not very different from Charles S. Peirce’s as elaborated by
Hoover (1994). Hoover quotes from Peirce: “When a theory has been broached
it is considered to be on probation until this agreement is reached. After it is
reached, the question of certainty becomes an idle one, because there is no one left
who doubts it” (1994, 306).

30. In daily language, people often say, “Let the facts speak for themselves.”
For constructivists, the opposite has become a common idiom. Facts never speak
for themselves because they are mute. When a scientist or someone else says that
a fact speaks for itself, she means that we should prefer one interpretation over
another. This is a key issue, and there are numerous examples that demonstrate it.
See, for example, Latour (1987); Hacking (1983); Knorr-Cetina (1981, 1992);
Collins (1975, 1985). For constructivists and rhetoricians, Truth, with a capital
T, is irrelevant because we can never be sure that we reached it (McCloskey
1994b). All we can have is agreements about truth claims; the ontological prob-
lem cannot be separated from the epistemological one (Sismondo 1993). I think
this is the major point that Mäki (1995) and other critics of constructivism fail to
understand.

31. As Boland argued, “whenever one studies rhetoric, one is implicitly . . .
studying sociology” (1989, 170). McCloskey also says that “sociology and rheto-
ric are one” (1994b, 104). More examples of the application of rhetoric to social
sciences can be found in Hunter (1990); Nelson et al. (1987).

32. Philip Mirowski is also aware that the quest for the neoclassical and the
Marxian hard cores “is notoriously tricky business.” Many historians and some
methodologists, he says, have tried it “with none too impressive results” (1986b,
4). Mirowski believes that he has solved the problem by finding analogies from
physics that, in his view, are basic “gestalt-conceptions” that separate Marxism
from neoclassical economics. Marxism is based on an analogy with the materialist
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Cartesian theory, and neoclassical theory on an analogy to energy theory (1986b,
4). Yet Mirowski’s suggestion is merely one more interpretation. It may capture
a crucial dimension of the gap between the two schools, but there might be
equally valid criteria to characterize the differences between the two programs,
and perhaps some commonalities to identify them as having the same hard core.

33. Stanley Fish’s concept of “interpretive community” (Fish 1980) is related
to networks. We can assume that members of a tightly knit network would under-
stand given texts (in the wider meaning of “texts” ) in a similar fashion. As in
scientific networks, Fish does not assume that there are clear boundaries between
interpretive communities. For an application of Fish to economics, see E. R.
Weintraub (1989).

34. Law (1973) distinguishes between three dimensions of specialties that
might be applied to the classification of paradigm: techniques or methods, theory,
and subject matters. Classification according to these dimensions may yield com-
pletely different results. Keynes, for instance, was Marshallian in his methodol-
ogy, but differed from Marshall in theory, and perhaps in subject matter as well.
Modern Keynesians have the same subject matter as Keynes, may have the same
theory (but see Leijonhufvud 1968), but they employ very different methodology.
Cf. Hutchison (1978, 291–95).

35. For sources on the constructivist approach, see note 17; Sismondo (1993)
distinguishes several types of social constructivism, but as he himself says, usually
they are employed together and the distinctions are blurred.

36. Latour (1987) and the second part of Latour (1988a) offer general exposi-
tions of his approach. See also Latour (1980, 1982, 1983, 1986, 1988b, 1988c,
1992, and 1993). See also Callon (1980a, 1980b, 1986); Callon and Latour
(1981); Callon and Law (1989); Latour and Woolgar (1979); Bijker et al. (1987).

37. Unlike Backhouse, I think that methodological discussions in economics
have always been an integral practice of the discipline. Backhouse’s short list
ignores the methodological controversies between the historicists and the deduc-
tivists, not only in the German world, but in Britain and the U.S. as well. Also
ignored are the methodological disputes that led unsatisfied young American
economists to organize and establish the AEA (see next chapter).

38. Or more generally, to any human study if we consider behavior to be a
“text” as well. Any human behavior, including speaking and writing, is composed
of acts loaded with symbolic value and meaning, and the interpretation of how
one behaves is completely parallel to the interpretation of what one writes (Lavoie
1990b).

39. As a matter of fact, I started my analysis with a very different view of the
field of economics and was changing my opinions as I read more and more texts.

Chapter Two
The Neoclassical Era (1870–1914) from a Different Angle

1. This kind of analysis has been much more popular among earlier writers on
the history of economic thought (e.g., Gide and Rist n.d.; Mitchell 1969; Bladen
1974; Spiegel 1983; Pribram 1983), perhaps because economics was much more
pluralistic in those days and discussion of fundamental issues were inescapable.

2. Institutionalists noticed this separation between the marginalist theory and
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the practice of most specialized economists and used it as an argument in favor
of a more “relevant” theory (Mitchell 1924, 24; Mitchell 1925, 6; Ayres 1938,
69–70).

3. Marshall adds that “the same bent of mind led our lawyers to impose En-
glish civil law on the Hindoos.” The ethnocentric views that Marshall seems to
criticize here plagued the social sciences until quite recently, and it is important to
notice that Marshall at the turn of the century was already aware of this danger-
ous inclination.

4. Marshall (1910, 763) argues that the Ricardian economists “did not see
that the poverty of the poor is the chief cause of that weakness and inefficiency
which are the causes of their poverty: they had not the faith that modern econo-
mists have in the possibility of a vast improvement in the condition of the working
classes.” In a footnote he analyzes the ideological exploitation of the narrow
approach of economists: “As regards wages there were even some logical errors
in the conclusions they deduced from their own premises. These errors . . . are
little more than careless mode of expression. But they were seized upon eagerly
by those who cared little for the scientific study of economics, and cared only to
quote its doctrines for the purpose of keeping the working classes in their
place” (ibid., 763n). It seems as if this stricture is as relevant today as it was a
century ago.

5. Marshall’s evolutionary analogies and the similarity between him and Veb-
len are acknowledged by Backhouse (1985, 104) as well.

6. John Bates Clark poses a similar puzzle for modern economists, who think
in terms of dichotomous relations between abstract theory, on the one hand, and
institutional and historical research, on the other.

7. Actually Marshall himself relied heavily upon historical statistics in his
book, Money, Credit, and Commerce (pub. 1923). Furthermore, the Principles
of Economics itself is copious with historical examples and analyses, a fact
that provoked Lionel Robbins’s ire (Robbins 1932, 65). It is not my intention
to belittle the significance of the controversy between Marshall and his “Cam-
bridge school” and the more historically oriented economists. The nature of eco-
nomics as a separate discipline was still contested, but no party in this debate
doubted the vast importance of historical studies. See Kadish (1982 and 1989);
Maloney (1985); and the papers in Kadish and Tribe (1993) for analyses of the
main controversies in British economics during the second half of the nineteenth
century.

8. Coats (1983b, 4) speaks on “the combined influence of Marshallian hege-
mony and John Neville Keynes’s influential Scope and Method of Political Econ-
omy.”

9. Keynes mentions Cairnes’s lecture at University College, London, in which
he “delivered a frontal attack upon laissez-faire in general. ‘The maxim of laissez-
faire,’ he declared, ‘has no scientific basis whatever, but is at best a mere handy
rule of practice’” (Keynes 1924, 26). “This,” Keynes adds, “for 50 years past, has
been the view of all leading economists” (ibid., 26–27).

10. On American economic thought before 1885, see Hudson (1975); Conkin
(1980); Kaufman (1982); Galbraith (1987, chap. 13); and, of course, the first two
volumes of Dorfman (1949). Ross’s dense work on The Origins of American
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Social Science (1991) is rich in historical details and intriguing in its interpretation
even if one disagrees with its main thesis.

11. My account on this and the following stages relies heavily on Joseph Dorf-
man’s magnum opus, The Economic Mind in American Civilization (1949,
1959). His work is amazingly comprehensive and detailed, and I would like to use
this opportunity to remind historians and economists of this important project
which does not seem to enjoy the recognition it certainly deserves.

12. This view, expressed in a public address at Cornell, led one of the benefac-
tors of Cornell University to complain to the authorities “that Adams was under-
mining civilization.” His part time appointment was canceled, but he got a job in
Michigan (Dorfman 1949, 3:167; Furner 1975, 135–37).

13. See Bascom’s similar view in Dorfman (1949, 3:206). For a more detailed
presentation of Adams’s views, see Furner (1975, 127–42).

14. Patten also held some beliefs which would be considered very reactionary
to many readers. He criticized the “philanthropy” of “democratic ideals” which
would give the benefits of civilization to all regardless of the merit or demerit of
the individual (Dorfman 1949, 3:186). He went as far as suggesting imprisoning
people who sought public support, and he opposed labor legislation and regula-
tion of monopolies. For Patten’s life and work, see Fox (1967).

15. Furner’s interpretation (1975, chap. 5) is somewhat different: she found a
contrast among the founders of the AEA between the more radical Ely and his
followers and the moderate group that included J. B. Clark, H. C. Adams, E. J.
James, and others. In her opinion, the compromise was achieved by isolating the
extremists on both sides—Ely on the left and Sumner on the right. Basically, how-
ever, her story is quite similar to Dorfman’s.

16. James Laughlin wrote History of Bimetallism in the United States; A. T.
Hadley was engaged in historical studies in his Undercurrents in American Poli-
tics, and Charles J. Bullock (1869–1941), a conservative colleague of Taussig at
Harvard, coauthored in 1919 “a pioneering and descriptive study especially nota-
ble for its attempts to present the history of America’s balance of payments”
(Dorfman 1959, 4:251). These, of course, are just a few examples of the incorpo-
ration of historical studies into the mainstream of American economics.

Chapter Three
Reconstructing the History of Institutionalism

1. To say that the history is “revised” does not mean that this is a conscious
and intentional process to present a self-serving picture. The revision is often
an unintended consequence of routine practices in the field. As one research
program gains prominence, more and more teachers, referees, authors, and edi-
tors are being trained according to its principles, while the knowledge developed
by rival research programs is not reproduced in daily practices and eventually
forgotten.

2. On Veblen’s work, see Dorfman (1934); Gruchy (1947, chap. 2); Ayres
(1963); Mitchell (1969, chap. 20). A collection of important articles on Veblen
appears in Blaug (1992a).

3. On Commons’s work, see Gruchy (1947, chap. 3); Chamberlain (1963);
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Mitchell (1969, chap. 21); Rutherford (1988, 1990). A collection of important
articles on Commons appears in Blaug (1992b).

4. On Mitchell’s work, see Gruchy (1947, chap. 4); Kuznets (1963); P. A.
Klein (1983). A collection of important articles on Mitchell appears in Blaug
(1992b).

5. The course catalog at the University of Michigan included in the mid 1890s
one heading for “Political Economy and Sociology” (Brazer 1982, 142–43).

6. Alvin Hansen (1953) identifies Clark as a neoclassical economist, but this is
simply wrong. The confusion stems from the fact that Clark saw a role for ortho-
dox theory. Dorfman (1959, 5:461) says that “the great value of his contribution
lies in its synthesis of neoclassical economics and institutionalism, its presentation
as an integrated whole.” Cf. Stoneman (1979). In my view, however, this whole
is of a clear institutionalist flavor, and the role of neoclassical value theory is
clearly subjected to institutionalist analysis. See Clark (1924; 1947) and his presi-
dential address (1936). In his lectures on the history of economic thought, Mitch-
ell (1969, 2:736) gives J. M. Clark’s approach as an example of institutional
economics. Blaug also notes that Clark “regarded himself as a follower of Veblen,
Mitchell and Commons, in short, an institutionalist” (1986a, 53).

7. This assertion deserves better documentation, which is beyond the scope of
this work. Nonetheless, based on extensive reading of the methodological litera-
ture of the period, it is my impression that whenever the speakers refer to institu-
tionalist methods, they have statistics in mind. See, for instance, Mills (1928);
Robbins (1932, 96, 102–5). Neoclassical economists were not necessarily hostile
toward statistical studies, but they were less likely to support changes in curricu-
lum in favor of statistics.

8. For simliar appraisals of institutionalists, see Gordon (1963, 126–27); Rug-
gles (1952, 427). Interestingly, while Robbins recognizes the power of interwar
institutionalists, many present-day institutionalists do not seem interested in chal-
lenging the image of institutionalism as a small heterodox movement. One rea-
son—if they are not simply victims of conventional presentations—might be their
own perception of themselves as radical alternative for mainstream economics, a
position they tend to associate with institutionalism everywhere.

9. This seems to be an accepted fact. James Tobin (in Breit and Spencer 1986,
114), a Nobel laureate, maintains, for instance, that “Harvard was the leading
academic center of economics in North America at the time [1935–39]; only Co-
lumbia and Chicago were close competitors.” Samuelson (in Breit and Spencer
1986, 61) says that in 1935 there were only “a few strong centers for economic
research—Harvard, Chicago, Columbia, and a few others.” Columbia had also
the largest number of Ph.D. candidates. For the period 1904–28, 25.7% of all
2,809 Ph.D. candidates studied at Columbia, 14.7% at Chicago, 10.4% at Wis-
consin, and 8.5% at Harvard. For the period 1929–40, the shares of most big
schools declined; Columbia to 16%, Chicago to 12.1%, and Wisconsin to 8.2%;
Harvard’s share slightly increased to 8.9%. In the 1904–28 period, the University
of Pennsylvania trained 7.1% of the candidates, and Cornell trained 4.4%. All
other schools had less than 3%. In the decade of 1929–40, Pennsylvania had
5.1%, Cornell and Minnesota 3.9% each, Illinois 4.2%, and Ohio 3.4%. The
data are from Froman (1942, 818).
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The statistics of doctoral degrees granted in 1929–39, however, are very differ-
ent. Harvard leads with 176 degrees awarded, before Cornell (125); Columbia
(104); Wisconsin (99); and Illinois (98). Following are California (78); Pennsylva-
nia (67); Chicago (52); Minnesota (49); and Johns Hopkins (42). The data from
Froman (1942, 826) are problematic, especially the low place of Chicago, and the
high position of Cornell (which registered 125 degrees awarded, and only 100
candidates).

10. “Columbia—or, more particularly, the NBER, under the dominance of
Wesley C. Mitchell, its principal founder, president, and research director—
stressed a would-be scientific empiricism, a search for ‘the facts’ rather than ab-
stract theory of economic behavior” (Silk 1974, 49). Cf. Kenneth Arrow (in Breit
and Spencer 1986, 45–46).

11. Columbia and Wisconsin are mentioned as the two centers of institution-
alism by Myrdal (1978, 771), who visited Wisconsin in 1930—before he became
an advocate of unstitutionalism himself—and sensed “an almost aggressive ad-
vance of institutional economics, held together as a rebellion against the conven-
tional neoclassical school.”

12. Schumpeter himself supported the expansion of economics by developing
economic sociology, similar to the vision of institutionalists. But in contrast to
institutionalists who viewed government coordination and regulation as essential
for sustaining capitalism, Schumpeter’s elitism led him to oppose vehemently any
government intervention (e.g., Schumpeter 1934), although, paradoxically, he
perceived socialism as unavoidable (Swedberg 1991).

13. The institutionalist presidents were Wesley Mitchell (1925); J. M. Clark
(1936); Frederick C. Mills (1941); Sumner H. Slichter (1942); Edwin G. Nourse
(1943); and A. B. Wolfe (1944). The neoclassical presidents were Fred M. Taylor
(1929); Alvin H. Hansen (1939); and Jacob Viner (1940). Among the sympathiz-
ers with institutionalism I include Allyn A. Young (1926) and T. S. Adams (1928),
collaborators of Richard T. Ely, the radical economist of the 1880s (see above);
the economic historians Edwin F. Gay (1930) and Abbott P. Usher (1934); labor
specialists George E. Barnett (1933) and Harry A. Millis (1935), the monetary
theorist O.M.W. Sprague (1938); and E. L Boggart (1932). The neoclassical sym-
pathizers were E. W. Kemmerer (1927); an international adviser on monetary
issues, Matthew B. Hammond (1931); and, perhaps, Alvin Johnson (1937), one
of the most important theoreticians of the interwar period. This classifiaction is
based on a content analysis of the presidential addresses of those economists
(Yonay 1989).

14. Nourse’s resignation was partially motivated by Keyserling’s action be-
hind his back. The two economists differed in their mentality and in their percep-
tions of how much the Council should be active in pushing forward its recom-
mended policy (Sobel 1980), but both of them were clearly institutionalist in their
training and theoretical predilections.

15. The fruits of their work appear regularly in the Journal of Economic Is-
sues, but can be found also in numerous books. See, for example, Adams (1980a);
Ayres (1952 and 1961); Copeland (1958); Dunlop et al. (1949 and 1975); R. A.
Gordon (1952 and 1978); W. Gordon (1980a); Gruchy (1977a); Samuels (1979);
Tool (1985); Tool and Samuels (1989a, 1989b).
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16. McCloskey (1994b, chaps. 10–11) argues that economists have been en-
amored of proving theorems that have little bearing on economic policy rather
than studying quantitatively real effects of economic factors. She even argues that
in fifty years, economists may appreciate improvements in measurement tech-
niques more than they appreciate Arrow’s magnificent contributions to economic
theory. McCloskey is also puzzled by the way philosophers of economics such as
Hausman and Rosenberg identify science with theory as if science included no
empirical practices (1994b, 221–22).

17. See Blaug (1986a, 30) for a list of Burns’s works in which he criticized
Keynesian economics.

18. On Milton Friedman’s approach, see his account in Silk (1974). On his
clash with the ecometricians of the Cowles Comission, see Reder (1982); on
Arrow’s approach, see interviews with him in Swedberg (1990); Feiwel (1987c,
1987d); Arrow 1992. My evaluation of Mincer’s approach is based on an inter-
view I conducted with him at Columbia in June 1993.

19. On Ayres’s own teoretical approach, see Breit (1973); Walker (1979).
20. Gruchy said that Veblen was a man “who may be a sociologist but who

can hardly be classed as an economist, who is a misguided advocate of technology
determinism, and who has never gotten beyond the stage of writing descriptive
monographs” (Gruchy as quoted in Liebhafsky 1980, 23).

21. Not to mention the Austrians and the Walrasians, presently considered
neoclassical, who offered completely different options that very few American
economists adopted at the time.

22. Mirowski (1990) argues that “real” institutionalism, based on Peircian
pragmatism, was based on a skeptical view of science and a hermneutic approach
to human knowledge in general. I must disagree. Even according to Mirowski,
Commons was alone among major institutionalists in following this Peircian
view. Veblen adopted a naive belief in science, which was later taken to extremes
by Mitchell and Ayres. Although Commons was more reserved than others, the
materials I read undoubtedly suggest that most institutionalists hold views that
may seem today as naive. Peirce undoubtedly anticipated many of the later doubts
concerning science, but as Mirowski himself says, Peirce failed to lead the prag-
matist movement. It is not an accident that pragmatism enered the American scene
through the works of Dewey, Veblen, and Mitchell, who shared the pervasive
belief in science.

23. Wilber and Harrison’s suggestion that the institutionalist and the neoclas-
sical frameworks be combined (1978, 85) is, therefore, not new, and certainly in
line with the way many prominent institutionalists thought during the 1920s and
1930s. On the relations among various economists, see also Ross (1991, 106–22,
chap. 6). We will return to this issue when we discuss, in chapter 6, the impor-
tance that institutionalists attributed to the neoclassical models of free competi-
tion as a benchmark for analyzing more realistic situations, and in chapter 8,
where we deal with the way the economists of the 1920s and 1930s presented
their relations to the past.

24. Young, together with Thomas Adams, collaborated with the “radical”
Richard Ely in writing the most popular textbook (Ely et al. 1923).

25. Some of Young’s advices have not lost their validity today. Look, for in-
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stance, at his remark on the potential of studying “case-studies” of economic
institutions: “I do not see why the economic history of some American town or
village should not be written in a way that would make it a contribution of the
first importance to our understanding of the development of the economic life of
the United States” (Young 1927, 20). Similarly, he says that as economists, the
main interest in the history of banking is not necessarily “banking laws and ad-
ministrative control of banking by public authorities, as it is . . . the actual opera-
tions of banks and actual uses of credit, . . . [e.g., by the] careful study of the
records of some particular bank” (ibid., 21–22). Or: “There is need for a series of
concrete studies of various aspects of the economics development of carefully
defined homogeneous regions and communities. There is also need for careful
historical studies, not only of industries, but of individual business undertaking,
of the careers of successful captains of industry and finance, of particular products
or commodities, and of changing modes of consumption as well as of changing
forms of production” (Young 1927, 20–21). These lines of research are missing in
economics today as they were missing in 1927 but they can still yield important
insights.

Chapter Four
The Struggle over the Meaning of Science

1. The common perceptions regarding the prestige of disciplines are discussed
in Cole (1983), who nevertheless presents data which undermine these common
stereotypes.

2. A similar argument is made by von Neumann and Morgenstern in their
famous book on game theory from 1944 as quoted by McCloskey (1994b, 169).

3. According to Hausman (1992, 91–92), Viner follows here the approach of
J. S. Mill.

4. The use of these concepts has continued to be pervasive, and hardly any
methodological writing since then has failed to make some reference to them.
E.g., Hutchison (1938); Friedman (1953); Blaug (1985a, 70). McCloskey (1994b,
128) quotes an early reference to friction made by Walras in 1874. Rosenberg
(1976) discusses at length the meaning of “economic laws” and their resemblance
to the laws of mechanics. Mirowski (1989a) thoroughly analyzes the parallel be-
tween economic theory and Newtonian mechanics. Mäki (1994) is an example of
a recent essay in the philosophy of economics that also justifies the common as-
sumptions in economics by analogies with physics, including the case of friction.
Another example is the way Gwartney and Stroup (1980) compare economics
with astronomy (Madison 1990, 52n).

5. For a neoclassical defense of the law of diminishing returns, see Blaug
(1985a, 69–77).

6. Mitchell is often mentioned as a pioneer of statistical research. It is rarely
mentioned, however, that Mitchell taught the graduate course on the history of
economics as well. His interest in the the history of economic thought, and his
comprehensive and fastidious analysis of past theories are in themselves a testi-
mony to the interest of Mitchell in theory.

7. Backhouse, who explains the roots of the failure of Friedman to convince
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his opponents, is nonetheless judging him from within the boundaries of current
orthodoxy when he argues that “the language [Friedman] uses is frequently im-
precise” (1993a, 126), or that “Friedman’s [rhetorical] performance was a disas-
ter” (ibid., 128).

8. I am not speaking about advocates of “the systematic hypothesis-testing
according to the canons of classical statistical inference,” because both institu-
tionalists and mathematical economists adhered to these principles.

9. The denial of the importance of methodological discussion is characteristic
of postwar economics. Many methodologists have, therefore, to defend their
practice, e.g., Schoeffler (1955, vii); Briefs (1960, 1); Blaug (1980); Coats (1983b,
4); Hands (1993, ix). Many more examples are available.

10. The quote appears in an earlier version of Epstein (1995, p. 22).

Chapter Five
Bringing People and Institutions Back In: The Struggle over the
Scope of Economics

1. On Douglas, see Cain (1979); Silk (1974, 68–69); Reder (1982, 3); and his
own memoirs (Douglas 1971).

2. Current theorists speak about “psychic income” as an explanation of why
people sometimes prefer lower-paying jobs over better paying ones. Yet they use
this term to brush away apparently contradictory evidence without really inte-
grating it into theory and studying its ramifications.

3. This line of defense is very different from the present-day tendency in eco-
nomics to base all arguments on perfect rationality of all economic agents, includ-
ing the ability to make complex calculations.

4. Today neoclassicists argue that they do not refer to utility, which is a vague
and unmeasurable concept. Instead, they speak about marginal substitution of
consumption, which is measured by the amount of money that people are willing
to pay (Samuelson and Nordhaus 1989, 449–50; Lindbeck 1984, 10). From an
institutionalist perspective, this change of words solves nothing. The problem,
they would say, is that the amount that people are willing to pay does not reflect
how much they really value it.

5. Mitchell said that Marshall had tried to get rid of hedonism and had fol-
lowed Menger, Walras, and J. B. Clark who had not based their arguments on
hedonism. Similar to Marshall were Irving Fisher and Herbert Davenport, who
“expressly repudiated hedonism and professed to dispense with psychology alto-
gether by making economics ‘the science that treats phenomena from the stand-
point of price’” (1924, 16). Mitchell, like Clark, did not consider this view satis-
factory: “If Davenport’s ‘science that treats phenomena from the standpoint of
price’ helps to explain the behavior of men, that theory is itself a piece of psychol-
ogizing, good or bad” (1924, 16–17).

6. Modern economic theory treats expectations very seriously, but since it still
seeks to avoid field work and bases its conclusions mostly on deductive reasoning,
modern economists assume how people construct expectations and introduce
these expectations into their models (Branson 1989, 205–23; Blanchard and Fi-
scher 1989, 571–75).
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7. It is to Copeland’s credit that he was aware of the weaknesses of this anal-
ogy. He hastened to assert “three of the distinguishing features of a biological
organism which [any] social group lacks: (1) definiteness of size, and of structure
or location of parts (2) reproduction of like organisms at roughly regular intervals
of a generation, and death as the end of a fairly definite life-cycle and (3) contigu-
ity of organic parts. With less confidence we may add that the cells, tissues, and
organs of a metazoan organism do not prey upon and conflict with each other
in their functioning . . . the functioning of the parts of society displays less per-
fect coordination than is to be found in the individual organism” (Copeland
1924, 130).

Chapter Six
The Free Market on Trial: The Struggle over the Gap between
Reality and Theory

1. On welfare economics, see Stigler (1943); Little (1950); Mishan (1969);
Blaug (1985a, 591–92); Nicholson (1990, chap. 13).

2. Modern theory would refer to such practice, and model it, as “rent-seeking
behavior,” i.e., “the use of resources to obtain government-created monopoly
profits” (Carlton and Perloff 1994, 889). This concept has been introduced rela-
tively recently in order to rectify one of the flaws of orthodox theory that was
exposed long ago by the institutionalists, but it is still implied that such behavior
is the exception rather than typical of modern capitalist economies, as argued here
by Edie. Alternatively, it is assumed that rent-seeking behavior is the result of the
increasing intervention of the state in the economy; see, for example, Buchanan et
al. (1980); Rowley et al. (1991). Institutionalists believed that rent-seeking behav-
ior was typical of the capitalist system.

3. On the emerging culture of consumerism around the turn of the century, see
Birken (1988).

4. Once again, the modern neoclassical literature discusses at length how to
use economic incentives in order to promote occupational safety and reduce envi-
ronmental damages (Nicholson 1990, chap. 21). This literature was partially mo-
tivated by the institutionalist criticism.

5. This is another topic currently analyzed by modern neoclassical economics;
see Lecomber (1979).

6. The “visible hand” is a concept that A. D. Chandler Jr. introduced in order
to characterize the transition from small-scale family firms to large corporations
and professional management. The ideology behind this “managerial revolution”
is the same as the one behind the logic of institutionalists: the belief in the ability
of “scientific,” rational, professional planning to improve the outcomes of an
unpredictable and erratic free market. See Shenhav (1995).

7. It can be said that lack of knowledge is subsumed by irrationality, because
“rational people” should get “perfect knowledge.” But in the real world it would
not be “rational” to pursue “perfect knowledge” because the time and the other
resources required for this are limited. This is a structural feature of the economic
system, not a personal property. Recent economic literature builds models of in-
formation search that can be used to analyze under which circumstances people
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would invest in collecting data, and under which circumstances such a search
would not be profitable (Carlton and Perloff, chap. 14). This concern, however,
does not help us identify the share of economic activity in which the search of
information is not profitable. The institutionalists would argue that this share is
very large. It is large enough to justify intervention of the state in planning and
regulating economic enterprise.

8. This argument may remind modern readers of the signaling mechanism
used by economic agents to convey information to other strategic players, either
to ensure their cooperation or to mislead them. For example, higher-education
credentials can be perceived as signals of workers to potential employers that they
are “high-quality” workers (Spence 1973). It should be noticed that Slichter and
other institutionalists had been already concerned with the problem of identifying
workers skills half a century before Spence wrote his seminal paper. Moreover, it
is more than likely that, unlike many present-day theorists, they would emphasize
the systematic biases of those credentials and the deviations from optimal solu-
tions caused by these deviations.

9. Modern neoclassical theory copes with the challenge of advertising and of-
fers several explanations that may account for it without breaking the basic as-
sumptions of the theory. The neoclassical treatment is focused on the optimal
expenditures of the single firm (Carlton and Perloff 1994, 604–6), although there
have been several attempts to examine the overall effects of advertising on wel-
fare. It has been argued that advertising provides information about new brands
and lower prices (ibid., 606–10) and leads to a better matching of consumers and
brands (ibid., 613). Yet, several analyses have shown that advertising might be
excessive and that it might constitute a barrier to entry of new firms (ibid., 610–
15). Thus, “the effects of advertising on consumer welfare are generally ambigu-
ous” (ibid., 625). The modern neoclassical analysis takes into account the institu-
tionalist critique but refuses to consider the possibility that advertising creates
“false needs” (ibid., 610).

10. Single banks have an interest in maximizing their business by awarding
loans as much as they can. When the competition is not regulated, they are driven
to keep too small reserves. This was one of the reasons for the numerous bank
failures until governments in many countries adopted more active regulation pol-
icies. The same dynamics seems to have taken place in the Savings and Loans
industry, in which deregulation led to the recent crisis. On the other hand, neo-
classical economists argue nowadays that regulation may breed bank troubles as
well. For instance, deposit insurance may distort economic activities because indi-
vidual banks may be tempted to take risks that they would not take otherwise.

11. This is a basic assumption of neoclassical economics. The logic is that the
first units are produced by the most productive resources and are therefore less
costly. As prices rise, it is worthwhile for the producers to employ less productive
resources (Blaug 1985a, 79–80, 425–31).

12. Cases of different cost structures are handled quite extensively by modern
industrial organization literature. Ricardo’s classical rent theory is indeed a the-
ory about differences in cost structures but until the last decades it was treated as
an exceptional case, whereas industrial firms were treated as homogeneous, be-
cause capital goods, in contrast to land, could be produced, modified, or moved.
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Such an assumption was more sensible during the early stages of industrialization
when the machinery was relatively simple but it does not fit modern industry.

13. The terms “increasing returns” and “decreasing costs” are equivalent. If
the costs of producing one more unit are monotonously decreasing, the net re-
turns for each additional unit must increase.

14. Slichter’s “indictment sheet” (1924) was a very thorough document that
included a long list of economic problems. The one subject which Slichter did not
mention (except for a very minor comment on p. 351) was monopolies. We must
conclude that he did not consider monopoly to be a major problem.

15. For institutionalists this was the case regardless of monopolies, which is
another reason why the existence of monopolies did not occupy a central part in
their critique.

16. Lester, an institutionalist labor economist from Princeton, continued Sli-
chter’s line after World War II (1946, 1947) but could not stop the advance of
mathematical neoclassicism. The exchange between him and Stigler (1947) is one
sign of the turning point in modern economics (see chap. 9).

17. See Millar (1980, 117). See also Gruchy’s chapter on the views of Gardiner
Means (Gruchy 1947); A. B. Wolfe also advocated the development of welfare
economics on the basis of the known price economics (1924, 471).

18. Bye responds to the criticism that “the whole concept of margins is artifi-
cial, exaggerated, and confused” (Bye 1924, 281–82). This criticism must have
been made by people who did not understand anything about the theory. Clark,
Mitchell, Commons, and other leading institutionalists cannot be blamed for mis-
understanding marginal analysis.

Chapter Seven
The Struggle over Social Relevance and the Place of Values

1. Mäki even says that this is, or should be, the “real” criterion in evaluation
of scientific theories and model, as all theories are unrealistic (1994).

2. Nowadays, “value theory” is commonly called “price theory,” because
mainstream economics measures value according to market prices. During most
of the nineteenth century, however, most economists distinguished between
“value” and “price.” The institutionalists, as we will see in the last part of this
chapter, refused to reduce values to prices.

3. The nature of the works done at the NBER, though, has changed quite
thoroughly since Mitchell’s days.

4. It is somewhat amusing that in the same line with these eternal enigmas of
how flexible human nature is, or how deep the various innate motives are,
Tugwell lists the problem of finding out whether “real wages [are] rising or . . .
falling,” and “the question whether we actually have a surplus or actually have a
deficit [in international trade]” (1924, 409). Before price indices and national
accounts figures were conceived and developed, the problems of measuring the
national economy and the level of prices (common practices in our time) and
measuring the human psyche—a problem that appears today as elusive as ever—
seemed to lie on a par in terms of difficulty and feasibility. But this point is more
than just comic relief. It is a good demonstration of the nature of black boxes.
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Today GNP, price indices, and trade figures are commonly used by hundreds of
social scientists without even thinking twice. The formulae to calculate them were
established as black boxes. The way Tugwell considers the problem of measuring
these variables should alert us that the apparent simplicity of measuring real
wages and GNP could be misleading! It took economists a long time and many
disputes before they agreed upon how to build a price index, or how to calculate
GNP. Indeed, these black boxes are still being challenged today, and those who
are involved in the attempts to fix the formulae or find alternative measures are
aware of the inherent problematics of measuring abstract concepts like national
income and price level (Desrosiéres 1991; Porter 1995).

5. I think that any study of public rhetoric should not attempt to distinguish
between “sincere” and “dishonest” statements. We are rarely in a position to
make a good judgment in this regard, and for most purposes of historical analysis,
it is not crucially relevant. But more important, often it is impossible to distin-
guish between “honest” and “dishonest” statements as people tend to believe
what they say (cf. Holland and Quinn 1987, 7).

6. “Monographic studies” was a “code name” for institutionalist works,
which yielded historical or quantitative descriptions of concrete institutions or
events instead of theoretical treatises typical of neoclassical theory.

7. During the last decade or two, economists became less enamored of econo-
metrics (Leamer 1983; Hendry et al. 1990; Hendry 1980; Hands 1993, 144). This
disillusionment led many economists to put an even greater emphasis on theory.
This stand is most visible among new classical economists such as Lucas and
Sargent; see Mayer (1993, chap. 7). See also Hausman (1992, esp. p. 254) for a
similar position on a methodological ground.

8. Bye (1924, 284): “The truth is, of course, that there never has been a ‘gen-
eral’ rate of interest or of wages. . . . There are general principles applicable to all
wage and interest rates, perhaps, but that is all. The correct approach to all value
and distribution theory seems to the present writer to require a clear recognition
of the diversity in the prices of goods and distributive shares as the normal thing;
then there should be included in the theory every important factor influencing
particular prices, rents, wages, interest rates, or profits. Such an analysis will seem
much more real than those now current and will be much more useful in explain-
ing the actual facts of the world. It will not require an overthrow of existing
theory, but merely some additions to it, and a slight rearrangement in its presenta-
tion” (emphases mine).

9. This line of argument, however, was quite rare. Even Viner qualified his
statement and said that the mathematical analysis of the Lausanne school was too
abstract. It was only the postwar mathematical economics that developed neo-
classical theory along neo-Walrasian lines (see chap. 9).

10. According to Blaug, it was Nassau William Senior who “hammered away
at the fundamental distinction between the ‘science’ and the ‘art’ of political econ-
omy; or, as we would now say, between positive and normative economics”
(1986a, 221). See also Keynes (1955 [1891], 34–35, 46); Maloney (1985, chap.
9). On the attempts of American economists to separate “positive” and “norma-
tive” economics, see Ross (1991, 77–79). Copeland (1924, 121) argued that
“economists . . . have often held that economic science should confine itself to an
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objective description . . . that it was rightfully a pure, positive science.” In addi-
tion to J. N. Keynes and N. S. Senior, Copeland mentions J. L. Laughlin and
H. J. Davenport, two neoclassical American economists around the turn of the
century, as supporters of positive economics.

11. As an example he brought the theory of marginal productivity. This the-
ory, he averred, did not justify the relative shares of workers and capitalists. “It is
purely a scientific explanation of the forces fixing market shares of income, and
not an ethical defense thereof” (Bye 1924, 281).

12. Another sharp and lucid expression of the view Bye holds is available in
Lionel Robbins’s (1932) famous methodological tract An Essay on the Nature
and Significance of Economic Science. I focus on Bye’s essay because of my con-
centration on American economics, but it is Robbins’s essay, of course, that has
gained wide recognition and popularity among later economists.

13. To clarify the point, we can think of a few other examples. If we “clean”
the air by paying polluters to stop production, the clean air will become part of
our “wealth” as valued by the market. But if a nation has chosen from the begin-
ning to limit production, or has merely failed to industrialize, its clean air will not
be considered part of its wealth, and will not be taken into account in evaluating
its welfare in those studies that measure standard of living according to GNP per
capita. The same is true about safety and security: if we pay for police and private
guards, the “produced” security is part of our wealth, but if we have “natural”
security, it is not reckoned as part of our welfare. If we have to make a realistic,
non-market-based evaluation of welfare, we must find some way to measure
cleanliness and safety and other positive properties, and the only way to do it is by
using our judgment of what is “really” good for human beings.

14. Modern welfare economics would respond by saying that the society is
indeed better-off, because it is possible to divide the income in such a fashion that
everybody would be better-off. But the institutionalist perspective maintains that
economics should first determine whether such a division of income is indeed
possible and likely institutionally. It is not enough to say that the national income
increased. Economists should study the institutions which determine the distribu-
tion of income and investigate likely outcomes and their welfare implications.

15. A few institutionalists alleged that the empirical methods they promoted
were the only objective tools in economics. Tugwell exemplifies those economists.
Adam Smith, he reasoned, “had none of the tools of research at his disposal which
are being developed today, and so he was forced to use his very shrewd—but for
all that very faulty . . .—powers of observation.” Therefore he saw only what he
wanted to see. Modern economists “are in a better position to guard against it
now,” because they have the possibility of making tentative suggestions and test-
ing them empirically (1924a, 414).

16. Cf. Homan (1928, 354): “As orthodox economists gradually divorced
their discipline from precepts of public policy, they tended to set their findings up
as a ‘positive’ science. . . . One criticism of this attitude is of the sort made by
[John] Hobson, that in displaying the principle of order which they find in the
existing economic system they tend to become apologists for that system.”

17. Wolfe’s belief in the possibility of a science of ethics was exceptional even
among institutionalists. He believed that modern scientific psychology could give
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the human race nothing less than scientific guidance to moral life: “Behavioristic
psychology, with whatever help it may get from psychoanalysis and social psy-
chology [will be] capable of giving us a really scientific analysis and understanding
of human nature.” This “should point the way to a fundamental, objectively
scientific, ethical norm, or ultimate end of life” (Wolfe 1924, 477–78). Tugwell
and Mitchell were less extreme but agreed with Wolfe that things like “real pros-
perity” (as opposed to mere “economic surplus”), “fair distribution,” or “full and
free life” could be measured and compared in various economic schemes. Others,
like Clark or Hale, doubted the existence of objective criteria to define, measure,
and compare social welfare but agreed that economists still had the duty to deal
with nonmaterial social goals.

18. Examples of this common view are : Biven (1989, 55, 66); J. M. Clark
(1924, 80–81); Gruchy (1947, 1); Leijonhufvud (1976, 75); Silk (1974, 246–7);
Ward (1972, 23); Wright (1945, 284). This view is implicit in many accounts of
the rise and fall of various economic theories and it is impossible to list all the
examples.

Chapter Eight
Evolution or Revolution? The Struggle over the History of the Discipline

1. By speaking about “presentations,” the impression is that any group of
scientists has a clear program and chooses ways of presentation and representa-
tion in order to manipulate outside audiences. But in fact whatever they say is
directed at the same time at themselves and defines what they “really” are!

2. Not less virulent is Lionel Robbins’s identification of institutionalism and
the German historical school (Robbins 1932, 104).

3. Veblen himself was very critical of the German school (e.g., 1948, 217).
4. Cf. Nourse (1943). “We [economists] are Presbyterians at heart. For the

Presbyterians lean toward traditional forms, ritualistic services, rigid creeds, and
doctrines of predestination and determinism.”

5. Allyn Young, who did not belong to the institutionalist camp, also claimed
that the classical English political economy “has never put a very heavy burden
upon the economic man” (1928, 5).

6. Douglas’s critique is distinct, for example, from those of Thomas Edward
Cliffe Leslie (1827–82) and Karl Knies (1821–98), two prominent historicist econ-
omists. The historicist schools waged a head-on attack on orthodox theory and
were probably interested in accentuating the weaknesses of that theory. Douglas,
like most institutionalists, was interested in depicting institutionalism as continuing
the old classical school and therefore looked for similarities. Veblen, in contrast,
was much more aggressive in his criticism of the economic man (1948, 241–74).

7. Abbott Usher was not identified as an institutionalist, but he was a leading
economic historian, a young field at the time which emerged as a close ally of
institutionalism.

8. Charles Dunbar, a prominent late-nineteenth-century neoclassical econo-
mist, also said that the classical economists had not regarded laissez-faire as a
maxim; old masters such as Smith and Malthus had in fact encouraged state inter-
ference in selected cases, while “Mill . . . suggested legislation as the cure for
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pretty nearly every evil not deemed positively incurable” (quoted in Furner 1975,
112). Cf. Evensky (1992) who argues that Adam Smith underwent a change of
heart after his arrival in London in 1773. Noticing the extent of selfish rent-
seeking behavior, he decided that the invisible hand was not enough; moral lead-
ership of the state captains is needed to transform society into the liberal ideal.
Muller’s cogent interpretation (1993) seems to support the interpretation of
Mitchell and Usher.

9. Allyn Young agreed “that English political economy has never been, in any
real sense, deductive or a priori” (1928, 5) and maintains that the historical ele-
ment did exist in the writings of the English political economists (ibid., 13). Quan-
titative studies were going to change concepts and problems, he assured us, but
“this new development . . . is not really a revolution. It is wholly consistent with
the spirit and method of the older political economy” (ibid. 1928, 8).

10. An extreme version of hermeneutics would argue that there is no sense in
searching for an author’s “real intention” because the text is an independent ob-
ject. Even the interpretation of its author should not be privileged. Thus, Gerrard
(1991, 1992) says that there is no “real Keynes” to be searched for; just interpre-
tations of Keynes. The actor-network analysis does not deny the existence of a
“real Keynes” as it does not deny the existence of real objects out there. The point
is that we have no immediate and absolute access to that “real Keynes” and there-
fore all we have are various interpretations. Practically, this approach and Ger-
rard’s lead to the same practice.

11. See again Veblen (1948, 217).
12. Of course, scholars who study those works can always take part in the

controversy over their interpretations, but when they involve themselves in the
controversy they stop to be observers and become participants.

13. There are a few institutionalist economists who wrote a different story—
e.g., Gruchy (1972); Adams (1980a); Copeland (1958); and P. Klein (1978). In
addition, the current institutionalist journal, Journal for Economic Issues, has
published many articles that tell the history from the institutionalist point of view.
The mainstream in the field of the history of economics, however, overlooks most
of these works.

Chapter Nine
Epilogue: The Fall of Institutionalism and the Rise of Modern Economics

1. The common view in textbooks on the history of economic thought treats
current neoclassical thought as part of the marginalist revolution of the 1870s.
Many writers, however, have begun recently to treat postwar economics as a new
species of economic thought. For instance, McCloskey (1994b, passim); Feiwel
(1987a).

2. In what follows, I use the term “mathematical economics” to include all
works that formalized economic theory using any mathematical technique: differ-
ential algebra, geometry, game theory, or whatever. I do not use it to include the
employment of statistical procedures, although the term was widely used during
the 1930s (see below), 1940s, and 1950s to include statistical studies as well.
From the late 1950s this term is kept only to the development of mathematical
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models, and it is explicitly distinguished from econometric works. Nowadays it is
used even more narrowly to include only those studies that rely heavily on sophis-
ticated mathematics, such as general equilibrium analysis. The use of simple dif-
ferential equations in macroeconomic theory (of the vintage of the 1950s and
1960s) is, however, also a part of the same trend of formalizing economic theory.

3. When I wrote this statement in 1991, it ran against common knowledge,
although several writers had previously argued so. Since then it became accepted
by most modern interpreters of Keynes. For superb interpretations of Keynes’s
philosophy, methodology, and ideology, see Carabelli 1988, 1992; Fitzgibbons
1988, 1992; Hillard 1992; Rothheim 1992. Gerrard (1991 and 1992) criticizes
this “fundamentalism” from the point of view of hermeneutics. Clarke (1988)
provides many details on the development of Keynes’s thought that led to the
General Theory.

4. A similar fortune befell imperfect competition theory, which was another
product of Cambridge. For the Cambridge economists, the development of large
corporations and the consequent decline of competition were additional rea-
sons—in addition to the forces elucidated by Keynes—why modern economies
called for some degree of collective planning and coordination. The mathematical
economists, however, have sterilized the radical elements in this view and incor-
porated the models of monopolistic competition as an exceptional case that could
be taken care of within the capitalistic-competitive economy (Shackle 1967; Hicks
1939, 83–85; Silk 1974, 28, 101–2; Blaug 1986a, 48; Kaldor in Kregel 1988,
14–15; Fox 1967, 170).

5. I refer to a generation of economists who were born in the 1910s and
reached graduate school in the late 1930s and 1940s. There were other individu-
als who were born in Europe, got their professional training there, and contrib-
uted to the mathematical revolution in the United States in its early stages (e.g.,
Abraham Wald, Oskar Lange, Nicholas Georgescu-Roegen, Kenneth Ewart
Boulding, Tibor Scitovsky, Gerard Debreu). The separate development of mathe-
matical economics in France by Maurice F. C. Allais, François Perroux, and other
is beyond the scope of this book (but see Allais 1992). On the British contributors,
see below.

6. This brief story is based on personal accounts of Kenneth Arrow, Paul
Samuelson, Milton Friedman, George Stigler, and James Tobin in Breit and
Spencer (1986), and on similar accounts of John Hicks, Nicholas Kaldor, and
Sidney Weintraub in Kregel (1988). On Arrow, see also Feiwel (1987a, 1987b).
Of course, such a comprehensive summary of the modern history of economics
has to be argued at length and much more methodically, but such a presentation
is far beyond the goals of this book.

7. In the main British journals (Economic Journal and Economica) such arti-
cles started to appear only a few years later toward the end of the 1950s. Econo-
metrica, the journal that served as the vehicle of the new mathematical economics,
included such articles since the 1930s.

8. See Niehans (1990, chaps. 28, 30, 32, 35); Feiwel (1982). Lindbeck (1984),
Baumol (1984), and Weizsäcker (1984) summarize the works of Samuelson,
Hicks, and Arrow—three leaders of the movement—respectively, and thereby
provide good description of the nature of mathematical economics in its early



243NOT ES T O CHA P TE R N INE

years. The textbooks in price theory (or microeconomics) since the 1960s have
incorporated the collective results of mathematical economics. Samuelson’s suc-
cessive editions of Economics: An Introductory Analysis are perhaps the best way
to follow chronologically the development of mathematical economics (the first
edition was published in 1948; the 11th in 1980).

9. Some writers do not see such a fundamental gap between Marshall and
Walras. See, for instance, Schumpeter (1954, 952); Backhouse (1985, 95–96).
These writers base their view on Appendix XXI in Marshall’s Principles of Eco-
nomics (1920, 703–4n). Cf. Blaug (1985a, 570–80).

10. The most authoritative historical accounts on general equilibrium theory
are given by Weintraub (1979; 1985; 1991b). Good accounts can be found also in
Kim (1988, chap. 1); Hands (1984; 1985a); and Arthur Diamond (1988). Simple
and short descriptions are provided by Lindbeck (1984) and Weizsäcker (1984).

11. On the Commission, see Christ (1952, 1994); Hildreth (1985); accounts of
the history of the Cowles Commission and econometrics are also given by Ken-
neth Arrow, Gerard Debreu, Edmond Malinvaud, and Robert Solow in a special
publication for the fiftieth anniversary of the Commission. See Cowles Commis-
sion (1991). The personal memoirs of Arrow, James Tobin, and Lawrence Klein
(Breit and Spencer 1986) are also helpful sources on the Cowles Commission.

12. The whole exchange is reprinted in the American Economic Association
(1965, 186–230). The importance of that exchange as a battle between two camps
is reflected in the frequent references to it more than forty years after it took place.
See, for instance, Malinvaud (1991, 66–68); Solow (1991, 84–85); Niehans
(1990, 414); Mirowski (1989b, 221).

13. Don Lavoie (1990b) claims that Maclup’s position has been misunder-
stood. Machlup defended marginal utility but he did not reject the necessity to
study live economic actors to make theory better, as argued by institutionalists.
Machlup, a student of the Austrian school, belonged to the “old-fashioned” neo-
classicists and differed from the contemporary mathematical economists who
have rejected field methods as inappropriate.

14. The Austrian school was originally, like the Marshallian tradition, anti-
mathematical. It differed from the Cambridge school in narrowly focusing on
decision-making of rational individuals. The two schools thus supported the de-
velopment of a theory of decisions, but differed in the role assigned to that theory.
For the Austrians, that was all; the economists should not do anything else. For
Marshallians, Frank Knight included, pure theory was a heuristic device which
could help in understanding economic behavior. But it was not supposed to be the
only tool (cf. Streissler 1973; Alter 1982; Lachmann 1990).

15. Popper himself exempted economic theory from the principle of refutabil-
ity. See Redman (1990, chap. 8).

16. Blaug (1975, 399) says that “Friedman is simply Popper-with-a-twist ap-
plied to economics.” McCloskey, in contrast, contends that Friedman’s approach
is basically pragmatist and not Popperian, but insists that the way Friedman
was interpreted—the view that became a “black box”— was Popperian (1985,
10). See also McCloskey (1994b, 4) on the gap between Friedman’s methodologi-
cal approach and the way it has been used later by mathematical economists.
Backhouse (1994c) elaborates much more on the deep methodological gaps be-
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tween Friedman and mainstream economics. Like the gap between Keynesian
economics and the economics of Keynes (see below), the gap between “Friedman-
ian methodology and the methodology of Friedman” shows that the views of a
scholar can be very different from the way she is black-boxed and routinely used
by her colleagues.

17. The empiricist camp has tried once in a while to push economics to a more
empirically oriented path but without visible success. The banner of this camp has
been persistently carried by Hutchison, (e.g., 1976, 1977, 1981). See also Coats’s
essay (1983b) on Hutchison’s work. Mark Blaug also seems to prefer more em-
phasis on empirical work (1985a, 702–5; 1994). Lakatos’s view of science was
suggested as methodological guidance for economists (Latsis 1976). First it had
been accepted with enthusiasm as a solution for the methodological contradic-
tions within the official Friedmanian methodology, but many doubts have since
been expressed. See the articles in Latsis (1976); Hands (1984; 1985a; 1985b);
Diamond (1988); Redman (1990, chap. 9).

18. While the above writers emphasize the continuity between Marshall and
Keynes, the more common view perceives Keynesianism as a profound revolution
as discussed in the Introduction.

19. In this respect Keynes seems to be influenced by the Austrian school, as
expressed in Robbins’s 1932 essay, although his substantive opinion on the na-
ture of business cycles and how to treat them is diametrically opposed to the
position of that school. Keynes’s view is also in clear opposition to the attitude of
institutionalists who developed national income statistics and entertained many
hopes of building a theory on the basis of such data.

20. The IS is a curve of all the equilibrium combinations of national income
and interest rate. Similarly, the LM curve depicts the equilibrium combinations in
the market for money. The intersection of these two curves is the point of equilib-
rium of the economy as a whole. That was how Hicks translated Keynes’s theory
into mathematics. He used this presentation to show that the possibility of unem-
ployment equilibrium depended on the assumptions made concerning the slopes
of these two curves (Blaug 1985b, 92). Such an elaboration is facilitated by math-
ematical representation but at the same time it draws attention from the historical
and institutional arguments in Keynes’s book.

21. L. R. Klein (1947) is one of the first books that mathematically formalized
Keynesian theory, although the mathematical formalization is still kept for a spe-
cial “Technical Appendix.” Patinkin’s Money, Interest, and Prices (pub. 1956),
and numerous articles by James Tobin, Franco Modigiliani, Milton Friedman,
and others continued the formalization of macroeconomic theory in the second
half of the 1950s.

22. See Young (1927, 17). On Moore, see Schumpeter (1954, 876); Blaug
(1986a, 171–72). On Henry Schultz, see Schumpeter (1954, 962). On the early
works of Leontief, Koopmans, and Tinbergen which changed the nature of statis-
tical practice in economics, see, respectively, Silk (1974, 154); Blaug (1985b,
157); and Tinbergen (1988, 76).

23. Ayres (1951, 47; 1952, 132–34) also believed that Keynes was approach-
ing the institutionalist position. See also Copeland (1958); Millar (1980, 116).
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Blaug (1986a, 55) and Alvin Hansen (1953, 11) perceive J. M. Clark as a precur-
sor of Keynes, and Landreth says the same about Mitchell (1976, 338). The fact
that Patinkin does not mention institutionalism in his erudite Anticipations of the
General Theory (1982) is an indication of the new mathematical direction taken
by Patinkin and mainstream macroeconomics after Keynes’s death. Later institu-
tionalists disavowed Keynesianism probably because of this transformation of
Keynesianism (Gruchy 1977a, 3, 8; Philip Klein 1980, 48–49).

24. The title of Axel Leijonhufvud’s book, Keynesian Economics and the Eco-
nomics of Keynes (1968), reflects this contrast, although Leijonhufvud refers to
substantive theoretical differences and not to methodological and philosophical dif-
ferences. Hutchison’s “Keynes versus the Keynesians” (1981, chap. 4), which argues
that Keynesians turned Keynes’s theory into a dogma, implies that the fault of post-
war economists was their zeal in adopting Keynes, whereas I think that the differ-
ence lies in the way they used Keynesian analysis to advance goals other than his.

25. During the 1970s and 1980s the discipline of economics underwent sev-
eral important changes (e.g., the rise of monetarism, the development of rational
expectations theory; proliferation of game theory models) but it is questionable
whether these changes constitute a transformation of economics, or whether they
are merely variations and elaborations of the mainstream economics of the 1960s.

26. This is well expressed in personal interviews with Friedman and Samuel-
son in Blaug (1990b). See also Friedman (1974, 62). The same conclusion can be
reached if one reads the other articles in Robert Gordon’s Milton Friedman’s
Monetary Framework (1974) which are written by critics of monetarism. Their
criticisms notwithstanding, they speak the same “language” as Friedman. Leijon-
hufvud, however, claims that monetarists and Keynesians have different hard
cores (1976, 71).

27. This fact has been surprisingly overlooked by many historians of economic
thought who treat current neoclassical economics as a refinement of late-nine-
teenth-century neoclassical economics (e.g., Boland 1994, 169; but see Caldwell
1994, 145). Interested readers would find Henry Briefs (1960) an excellent analy-
sis of the differences between what I call “old-fashioned” neoclassical economics
and mathematical neoclassicism. Don Lavoie, who analyzed Machlup’s defense
of neoclassical theory in 1946, also noticed that “the ‘neoclassicism’ that Mach-
lup defended from Lester is not the same thing as the one that dominates the
profession today” (Lavoie 1990b, 178). Some current philosophers of econom-
ics—Hausman (1992) is the most notable example—advocate a return to the pre-
war approach of “old-fashioned” neoclassicists.

28. Samuelson (in Breit and Spencer 1986, 59) also claims that economics
prior to the mathematical revolution “was strewn with rusty monstrosities of
logic inherited from the past, its soil generated few stalks of vigorous new science,
and the correspondence between the terrain of the real world and the maps of
economics textbooks and treatises was neither smooth nor even one-to-one.”

29. Myrdal, a Nobel laureate and an institutional economist, says that he had
supported Marshallian theory before World War II and became an institutionalist
only when economic theory embarked on a mathematical course. He does not
agree that this course has advanced economics: “It was only after World War II
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that conventional economists narrowed and hardened their isolation from the
other social sciences” (Myrdal 1978, 773). On the way Marshall conceived of his
own static models, see A. K. Dasgupta (1985, 100–104).

D. P. O’Brien (1974, 16–17) also identifies a radical shift from Marshallian to
mathematical economics. But he claims that economics got “on to this wrong
track” with Joan Robinson’s work on imperfect competition in Cambridge of the
1930s. I think that this is wrong. Robinson did try to build more rigorous models,
but she and most of the Cambridge economists were steeped in the Marshallian
tradition and used very simple mathematics, if any. The comment of von Neu-
mann that Robinson’s work, judged by her mathematics, “would probably be
dated as an early precursor of Newton” (O’Brien 1974, 17) is a criticism by a
leading mathematical economist of the “primitivity” of Robinson’s mathematics.
It is not a praise of its rigor, as O’Brien seems to think.

30. Stigler’s position needs clarification. Stigler and Friedman who studied at
Chicago were very influenced by Frank Knight and Jacob Viner, two leading “old-
fashioned” neoclassicists. Although they played an important role in the mathe-
matical revolution, the meaning that they gave to that revolution was somewhat
different from the way that Samuelson, Hicks, Robbins, and most other mathe-
matical economists conceived of it. Friedman, for example, was more supportive
of the NBER methods and objected to the approach of the Cowles Commission.
Both Stigler and Friedman appear to be less enchanted with mathematical sophis-
tication per se and more tolerant of nonmathematical arguments.

The “Chicago school,” which has coalesced after Stigler and Friedman had
returned there as faculty members, was politically more conservative than both
the “old-fashioned” neoclassical economics and the emerging mathematical eco-
nomics. The Chicagoans objected to Keynes and to imperfect-competition theory.
These two developments had come out of the Marshallian center at Cambridge,
and the fact that Chicago did not follow suit might be one of the factors in the
decline of the Marshallian methodology which had been supported by many Chi-
cagoans for a long time.

31. This is another indication of the unique position of the emerging Chicago
school as noted in note 30.

32. Similar data is provided by George Stigler (1965, chap. 3). Stigler counted
the articles which used mathematics in intervals of ten years in five American
journals. He found that the rate of articles which used calculus or more sophisti-
cated mathematics increased from 2% in 1922–23, to 10% in 1932–33, to 21%
in 1942–43, to 31% in 1952–53, and 46% in 1962–63. Stigler’s inclusion of
Econometrica in his sample is somewhat misleading, because in the 1930s and
1940s Econometrica represented only a small rebellious group. I replicated
Stigler’s study and found that in the three general journals in the United States
(AER, JPE, QJE), the proportion of articles which included any mathematics at
all was 7–10% in 1925–38; it increased to 23–29% in 1942–55, and leveled off
in the range of 34–48% during the period of 1955–65. The percentage of econo-
metric articles was in the range of 1–6% from 1925 to 1955. It increased to 14%
in 1957 and rose gradually to 32% in 1965.

McCloskey provides data on AER from 1981 to 1983, which demonstrate the
continuation of the trend: “Of the 159 full-length papers published in the Ameri-
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can Economic Review . . . only 6 used words alone and only 4 added to their
words tabular statistics alone. . . . Fully two-thirds of the papers used mathemat-
ics explicitly, and most of the others were speaking in a mathematics-saturated
environment. . . . Nearly half of the papers used diagrams. . . . Nearly a third of
the papers used regression analysis, often in quite elaborate ways. Over a tenth
used explicit simulation. . . . Mathematical analysis illustrated by diagrams . . .
was used in 60 of the 159” (McCloskey 1985, 4).

33. The neglect of institutions has somewhat been rectified in the last decade
by what is commonly called “neo-institutionalism.” Neoinstitutionalists have in-
troduced institutions into mathematical models of microeconomic behavior, but
they should not be confused with the institutionalists of the interwar period. Al-
though they refer to institutions, their general approach and their methodology
are the same as in the mathematical postwar version of neoclassical economics
(Mirowski 1981; Hodgson 1994, 68–70). Unfortunately, the postwar followers
of interwar institutionalists—economists such as Gruchy, Ayres, Wendell Gor-
don, and others—are also referred to as neoinstitutionalists by those who know
of their existence (Gruchy 1969; W. Gordon 1980b; Liebhafsky 1980), a situa-
tion that may cause confusion and misunderstanding.

34. It must be repeated: the claims in this last paragraph are very sweeping and
are supported by anecdotal evidence only. It is impossible to say much more in
the confines of this book. Yet it is important to include this part in order to
complete the alternative history recounted in this book. For a similar perception
of the state of economics, although from a different point of view, see McCloskey
(1994b, 28).

Chapter Ten
Conclusions: The Evolution of Economic Analysis

1. DiMaggio does not discuss methodology explicitly in his paper, but he as-
serts that there is no reason to believe that all the cultural constructs “are impli-
cated in any particular causal, constitutive, or regulatory relationship, or that all
pull in the same direction in any empirical instance” (1994, 47). This argument
implies that actual behavior has to be observed. On the coexistence of three differ-
ent modes of explanations, see the excellent analysis of Briefs (1960).

2. Allies, we remember, include concepts, ideas, experiments, etc., as well as
people. So the loss of an ally may mean, for instance, that a specific fact, which has
been considered certain, loses its certainty as a consequence of a new discovery or
a new convincing experiment.

3. For a modern attempt to reconcile the high and persistent unemployment of
the Great Depression with the assumption of equilibrium, see the discussion of
Roy Weintraub (1991b, 282–83).

4. Star’s book (1989) is one of the best works that documents such a process.
See also Fujimura (1987, 1988); Latour (1988a); and Clarke and Gerson (1990).

5. Ross offers this explanation in addition to her previous one that focused on
cultural images of scientific knowledge.

6. But see the discussion of Weir and Skocpol (1985); Weir (1989).
7. Marc Trachtenberg (1983) attributes the triumph of Keynesianism and the
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defeat of institutionalism to yet another professional interest. In his opinion,
Keynesianism provided economists with an easily manipulated device to control
the economy, whereas institutionalism offered general and vague principles only.

8. He explains that “recourse to explicit stochastic models was regarded in
some quarters as a backsliding repudiation of scientific determinism, whereas in
other quarters the mere fact a technique was used by astronomers was good
enough to earn it the scientific stamp of approval” (Mirowski 1989b, 222).

9. On Jevons’s position, see Black (1983, 56). Jevons also suggested narrow
specialization as another remedy (ibid., 57). Yet the institutionalists in the inter-
war period suggested interdisciplinary work as a way out of a crisis that they
perceived, and this suggestion can be heard again nowadays (e.g., Leontief 1971,
4; Tinbergen 1988, 90–91). Ironically, suggestions were made recently to rein-
state the name “political economy,” instead of “economics,” to regain the interest
of those that thought that economics was too dry and irrelevant (Black 1983, 57;
Wade 1983).

10. A similar example is provided by Latour’s account on the Pasteurization of
France. Latour explains that the simplicity of the contagion theory was first a
barrier that impeded the rise of bacteriology. Before Pasteur’s success, hygienists
attributed diseases to a variety of causes: water, food, soil, air, etc. It therefore
appeared derisory to attribute them to one formerly unknown cause. The success
of Pasteur and his collaborators is, inter alia, due to their ability to turn this
simplicity into an asset. See Latour (1988a, 19–20).

11. A similar conclusion can be reached from Kuhn’s explanation of the way
new paradigms are chosen. According to Kuhn (1970a, 155), some of the argu-
ments made in favor of a new paradigm “are the arguments . . . that appeal to the
individual’s sense of the appropriate or the aesthetic—the theory is said to be
‘neater,’ ‘more suitable,’ or ‘simpler’ than the old.” But according to Elkana
(1981), values like neatness, simplicity, and appropriateness, as well as their rela-
tive importance, vary from society to society and from time to time.

12. Kuhn describes mainly the scientific practice of pre-twentieth-century sci-
ence. In those days, the number of practicing scientists was minuscule, and the
production of new knowledge took much more time. Thus, the chance for simul-
taneous important discoveries was low. Nowadays there are hundreds, if not
thousands, of scientists in each field, and they are often engaged in complex re-
search projects. It is not a simple thing to change such complex networks, even if
a very dramatic event takes place somewhere else in the discipline.

13. Samuelson once wrote that “there are minds that by temperament will
define away every proposed revolution. . . . Newton is just a guy getting too much
credit for the accretion of knowledge that covered centuries. A mountain is just a
high hill; a hill, merely a bulging plain” (1971, 335–36). Samuelson’s sarcasm
notwithstanding, a mountain is indeed just a high hill. The decision of how to
define “a bulging plain” reflects personal temperaments, as well as professional
and cognitive interests, especially when the mountain is invisible and extremely
abstract.

14. Economic methodologists who have been trained in economic theory and
practiced it may know economics well enough, but they can be said not to be
objective. And if they specialize in methodology, they can be perceived as incom-
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petent theorists or researchers. These judgments, I must emphasize, are common
ones, not my own. I, like the constructivists in general, do not think that we
should police who should say what. But in practice, those who do not know the
theory well will find it hard to convince practitioners to listen to them.

15. For constructivist sociologists of science the question is how economists
have convinced those interests that they are relevant and useful for them, what-
ever one thinks about the genuineness of the claim. As a political sociologist who
is interested in the distribution of power, especially the power of professional
groups, I do have a personal view about the claim. See Yonay and Robbins
(1994).
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