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Bince this thesis deals with the methodology of the
sooial sciences in gener:' and with economics in particular
and since objeoiivity is one of the regquirements of science,
it seems appropriate that the anthor declare bis interests
in the chosen topic hefore golng any further.

The writing of this thesis was prompted By two
factors:

{2) The attempt to learn more about the chosen flield and
(b) a concern that resulted from the realization that much
of modern economwics 15 not the study of homo but of robot
(as Sheckle has put i¥), If it 15 accepted, on the other
hand, that man, far from being a robot, is in some sense
free to make decisions, what ave some of the consec ences
of such 2a assumption for economic theory? It is the
endeavour to answer this question that has resulted in

the body of this thesis.

H mar is an acting, choosing animal then what oan
be sald about concepts such as social laws, sguilibriam
and prediction in the social sciences? It Is in attempting to
answer questions 1ike these that an guthor is led far from
the land where he hae grown up and taken into neighbouring
lands that often appear strange and wnfamiliar. As Hayek
hag put it: “There is scarcely an individual phenomenon
ar event in society with which we can deal adeguately
without knowing a great deal of several discipiines, not
to speak of the knowledge of particular facts that will be
required. Nonme of us oan feel but very humble when he
yeflects what he reaily ought to know for eveu the simplest




H.

socizl process In an ideal world an economist who

knows no law, an anthropologist who knows no economics,
& poychologist who knows no philocophy, or a historian
who does not know slmost every subjec? snourd be
inconceivable; yel the fact is, of vouvse, that the
limitations of our capacities make such deficiencies

the rule.®

Attempts have accordingly been made to avoid
disoussing in detail igsues in netghbouring disciplines
except in so far as these issues are espential in a
discussion of tho chosen topiec. Where possible, an attempt
has been made to examine how cconomists have found
solutfons to similar problems,

Emil Kauder in another context, has refcrred to
some of his feelings in wyiting his boak., "I was thrilled
by the discovery of new insights and the digging out of
0ld documents. Furthermore at a time like this it is
agrecable to describe a pbilosophy of everyday life

which does not define man as . a puppet dancing at

the command of multiplier and accelerator, but which
seos in man a person who selects his lunch, his dinmer,

his wardrobe, and his house.” (2} The suthor expresses
similar sentiments,

it remains for me to express my dent and thanks

to Profegpor L.M. Lackmann. Anyone who is familtar with
his idens will notice immediately how great his influence
has been in the writing of this thesis. Neodless to say,

I bear full responsibility for ail miscongeptions.
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Much of the advance in economfc theory has
resulted from a consistent epplication of subjectivism.,
The aim of this thesis is to set on a firm foundation
the basic postulates of subjectivism and then to exazmine
aome of the consequences for economic theory of the
subjeotivist approach.

It seems necessary at this sarly stags 1o defino
briefly what 1 meant by subjectivism Iz this thesia.
(in Chapter 6 the basic postulates of subjectivism are
examined {n greater detail.) The subjectivist approach
holds that social phenomena must be explained by being
deduced from the plans and actiona of individuals. It
18 socordingly necessary to define exactly what is meant
and assumed by the notion of "a plan” and to discuss the
problems that this raises for economie theory, The
plan refers to that consistent pattern which lés behind
observable action and which contains the various purposes
of the aotor bound together with the means to be employed.
Rach plan contains different subjective elements, "Not
merely do the purposes sought in it reflect the subjective

choice of ends, but what purposes are regarded as

_attaipable in @ given situation depend on subjective

expectations of 2n uncertain future as well as on
sthjeotive judgement of the relevance of past experience,
subjeatively fnterpreted, to this futuro."'*? Tue notion
of the plan and some problems following from this potion
are dfscusged in Chapters 6~10,
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It might seem contradictory to have suggested
in the first paragraph above that much of the advance in
economic theury has resulted from a consistent application
of pubjectivism and then to suggest, in the previovs
paragraph, that it is necessary to examine the conseguences
of this approach for economic theory. If much of the
advance in economlic thought has bean the result of an
application of the subjectivist mathod (and this must

still be established) then surely the consequences of subjecti-

vism must be well knowa? And if thie is 80, how can the
present topic he justifizd?

In this -onnection, two important points ave
brought out in the historical introduction in Chapter 2.
The first s that the subjectiviat revolution, or the
marginal revolution, of the 18705 and a little earHer,
which agtablished that econemic value must be seen s
the conscquence of the interaction of appraising minds,
should not be looked at as a complete application of
subjectivist principles. The main reason for this
coneclusion, which is elaborated upon later tn this thesis,
ig that the traers of determinism to bo found In the
writings of the oarly “subjeclivists" are incompatible
wi'h subjectivism as defined in this thesls. Whereas
in our definition the autonomy of human action is of the

esgmoe, the “subjectivisw™ of the saxly "subjectiviste®

.contained conceptions that violate this principle, But

gince an adequate discussion of thiag maiter now would
require toc great a detour, it is left to later parts of
this thesis, It was culy much later thut Miges, influenced

by Croce and Max Weber, freed subjectivism from the

s
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influence of determiniem and therefore deciasred the avtonomy

f‘

of the pocial sciences.
Siee subjectivism has been notably espoused by members
of the Austrian School, three chaplers have been devoted o
ap examination of the development of gubjectiviam at the hands i
of its founder, Garl Meuger and two of his successors, Mises
and Hayek. It is particularly interesting to note the latter's
early tdeas on subjcctivism and the subsequent modification
of those ideas, largely wnder the influence of Ka.l Popper.
Ghapters 3, 4 and 5 are dovoted to these members of the
Austrian School. i
The second point brought out in the historieal intro-
duetion {s that it was only much later that some of the most

important consequences of subjectivism. namely wncertainty

and the cousequent importance of expectations,were introduced
into economic theory. In this counection, the outstanding

examples are, of course, Knight's Risk, Uncertainty and Profit,

the work of J.A. Schumpetsr and the role of uncertainty im

Keynes' writings, particularly his writfngs in the field of money.
However, eve: Keynes expericaced difficulty In

incorporating tho effects of unceviainty into his anslysis

and 1t is this difffculty that has led Shackle to contrast the

method and thn moaning of Koynea' analysis. The consequonces

i

of uncertainty and the importance of expectations for esonomic
theory constitute recurring themes In this thesis particularly
in Chapters 7, 9 and 10, Furthermore it {s noted that a large
part of modern economic thoory has attempted to side-step
the problema ratsed by unoertainty and expectations.

We turn now to examine the historfcal development

of the subjectivist approach to economic theory.

Lo

L.  I—
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CHAPTER 2

it is probably no exaggeration to say that every
important advance in economic theory durfng the laat
hundred years was a further step in the consistent
application of subjectivism. That the objects of
sconomiz activity cannot be defined in objective terms
but only with reforence to a human purpose goes without

saying." F.A. Hayek: The Counter-Revolution of Seience, (X

1. [Istroduction

The history of economic thoughi has been characterized
by increased cousideration of the consequences, bath
intended and upintended, of human action., In the next
gection this process is discussed beginuing with the
objective labour theory of value of Adam Smith and
David Ricerde and continuing with the impact of the
so-called subjestivist revolution in the 18708, The
importance of Lord Robbins' f~mous essay of 1932,

An Esgay on the Nature u

d_Sigaificance of Boonomic Seience,
is then discussed followed by a consideration of somse of

the sarly influences on Mises' praxeology. ZLastly, the
complete application of subjectivism and its consequences,

as evident ia the writings of Mises, is briefly examined,

2. From Classiczl to Neo-Claseival Thought

An important concern of the classical economists

wags the attempt to account for exchange-value. Adam

|
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Smith begins by distinguishing between use-value and
exchange-value. The former refers to the total wtility
thal a particula> good or service affords the consumer,
Adam Bmith rej:cts the finportance of use~value fa
economic analysis after a disecussion of the so-called
Paradox of Valie, According to this paradox, diamonds
which afford a .ower level of total utility than water,
nevertheless exchange at a higher price than water,
Adam Bmith then concentrated his attention on an
explanation of exchange-value, BSince the rate at

which 2 good exchanges for another often fluotuates,
Adam Bmith undertook the search for a "real" value
theory which would explain the actual exchange-value
existing at any time, Thus he asserted that in that
"early and rude state of society" characterized by

free land and sero accumulation of capital, value is
deteTmined by the labeour costs of the goods to be
exchanged:

91f emong a nation of hunters, for example, it usually
copts twice the Iabour to kill a beaver which it does to
kill & deer, one beaver should naturally exchange for or
be worth two deer. It {s maiural that what is usually the
produce of two days' of two hours' labour, should be
worth double of what is usually the prodace of cne day's
or one kour's labour ...n &}

In this way the labour thoory of value achieved
prominence in the hands of tho yreatest of the early classioal
writers. In this early and rude state of society the
actual exchange value of a commodity which might
fluetuate from time to ¢{ime is nonetheless determined

by the number of labuur hours embodisd in tt. It is

i
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hkours embodied in it, In the real world the "na’irs?

- jw*.“” et i - - o N 7""——‘ ,’\/\
i !
| | :
\ this ukat is the foundation of Adam Smith's "real theory
. | of value.n i .
r i However, Adam Smith rezlized that {n the real : -
! world whero capltal has been aconmulater., the exchange- |
+ value of a good is not determined by the number oi iabeur \ "
I
|

e I price” of a good or service is determined by the “normai

amounts'payable to the factors that produce it, The

“natural price” is therefore composed of the money costs !

i of production that arc the "normal paymonts" to the
H factors land, labour aad cepital. The "matural price®
(which corresponds to Marshall's long-run price) is

that price towards which the daily or "market" price

15 tending.

Having briefly examined Adam Smith's explanation
of the detormination of exchange-value, it fa of relovance
to note several reasons that have been put forward to
account for Adam Smith's emphasis on t.e role played
. by labour in the determination of value. As will be shown

later, i’ was on this point that the reo-clagsical

economists differed most strongly with their predecessors.
Several attempts have been made to explain Adam

$mith's emphasis on the part played by labour in determining ! 2

value, It has been contended for examy “hat the doctrine

of natural law as put forward in the lzb -v*lue and property

theories of Hohbes and Locke profourdly influenced the

classical formulation. () It has also been argued that

H
i
Calvinism, which placed work at the centre of 1ts social !

thoology, influepced Adam Smith and led him to see the H




value of & commodity 2s determined by the labour
embodied tn it. ¥} Finally, Adam Smith's concept

of the "natural price" is said to have been influenced

by the Aristotelian-Scholastic concept of justum pretiwm.

It is obviously not possible to talk with any
certainty about tus factors whick have had an important
influence on the writings of any author. Howeves,
whatever the factors wihlch influenced Adem Smith in his
conception of exchange-value were for present purposes
two point- must be noted. The essence in Adam Smith's
discussion of exchange-valve lies in his conceiving value
as the objective embodiment in comn:odities of the
services of factors of production, particularly labour.
Secondly, his rejection of usy wzlua I» 2> exnlenation
of exchange-value 5 also fmportant, This rejsotion
has elicited the following somewhat harsh comment
from Kaudor, Kauder, who traces the development of the
concept of use-value and the beginnings of a theory of
marginal utility back to Aristotle, sccuses Adam Smith
of making "waste and rubbish out of the thinking of
2,000 years. The chance to start in 1776 instead of
1870 with a more correct knowledge of value principles
had boen missed," (&)

Subscquent classical writers accepted by and large,
Adam Smith's explanatian of value. Thus Ricardo, who
realized the ehortcowmings of the labour theoxy of value,
nevertheless used 1t to explain exchange-valus in the
real world. But he excluded land-rent from the theory
of exschange-value by assuming that the exchange-value

of corn is determined at the margin nf cultivation where

5




2o rent is paid.

However Ricazdo's major intexest was in the
factors that determine the distribution of income and in
this endeavour the labour theory of value proved to be
only u slight hindrance. Ricardo realized this as is
shewn by the ietter he wrote to McGulloch polnting out
that "the great guesiioms of Rent, Wages and Profits
must be explained by the proportions in which the whole
produce is divided between landlords, capitalistz and
tabourers, and which are not cssentially commected with
the doctrine of value,®

For Ricardo, labour seemed to be a useful mensure
and it was for this veason that he employed the lahour
theory of value, The result was that value was looked
at a5 an cbjective property possessed by all sconomic
goods. It was this aspact of classical theory that came
under strong attack, in the %1B70s, in the writings of
Carl M nger, Walras and Jevons,

Just as the classical econzmists jooked at value
from an objective point of view, that is, valus was not
seen as the vesult of consumer preferences, so they
tended to define the lindts of thelv discipline in objective
terms, first as the study of wealtk and later as the study
of welfare. Kirzner has suggested that this formulation
of the definition of evonomics was in part, dile to the
influcnce of the mathods used in the successful natural

" gelences. The science of wealth, where wealth is defined
in objective (measurably)terms, fits far more easily into

the method of the physical seicaces than does the science

|
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u -t\ of human action where the subject-matter i entirely

different to that of the physical seiences. Thus Kirzner
concludes that "The extent of the gap hetween the
conception of a solence embracing the totzlity of action,
on the one hand, and a conception of a science of wealth =
on the othor, owes something, it would appear, to the
ense with which the Iatter could be incorporated into a
gtructure of universal knowledge tn which the physical
soiences oceupied 60 conspicuous a position."

It i5 thus concluded that the elassical conception of

the subject-matter of economies was couched in objective

terms, that is without direot reference to the plans and i

H aotions of individuals.

A. Marginal Utility Thoory

i During the nineteenth century, paztieularly the i
latter half, disaffection grow wiih the classical formulation.
In Germany this digaffection was scen in the teachings of
of the Historieal School, The objections of the Historical

Bcohool to classical economics can be grouped into three

: headings: % In the first place it was claimed that
sconomio lows, established by deduoing the consequences

of several postulates, could not have universal valiaity.

Thus the laws of Smith and Ricardo could not he regarded
as untversally valid, Eoonomioc laws, even if they could
‘be found, must be thought of as specific to time and place,
Economic conditfons must be seon as in o constant state

of change and development. For this reason the Historical
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Bohool wanted to replace the deductive method of Ricardoe
&nd others with induction from the conditions that could

be observed in the socisty at cach point in time, The
second criticism of the Historical School was that the .
clamsics, nccording to Knies, started from the premise
that man was motivated by self-interest only, However this
15 entirely unrealistic: the motives of man are extremely
complex. The Mistorioal School therofore rejectod the
classical formulation based on the premise of melf-interest.
Lastly, the Historical Sohool stressed the uaity of social
1ife, namely that all sosial pracessss are (uterconnsoted
and that cconomics cannot be separated from the other
gocial seicnces,

Further comment on the viows of the Historioal Senool
is postponod until the next chapter where Carl Menger's
opposition to the criticisma af the Wistorical School is
considered, We turn now to examine the developments of
marginal utility theory.

Before 1871 value theory, us we have se¢n, attempted
to tind (ntrinsic volue in objosts. It was acknowledged
that to possess value an object must bo useful and scarce
but this wos never followed through "to the point of
roalizing that what was rolevant was not merely man' s
relation to a particular thing or to a olass of things but
the position of tho thing in the whole means-end structure ---
the whole sohome by which men dooide how to allocate the re=
sources at thelr diaposal among thel different ondeavours, "ttt}

The break with the olassical tradit‘on finally came in
the early 18708 olthough {t is now generally recognized
that gubjective vtility theorios were formulated earlier,




natably by Gosser in 1854, In the early 1F70s three writers
indopendently formulated a subjective theory of value,

Carl Menger in Augtria, Leon Walrae in Franes and
William Stanley Jevons in Great Britain all starting

from differont points arrived ultimately at strikingly
similar oonclusions thus launching what was later to be
called the marginal revolution which laid the foundations

of modern price theory., As Schumpeter bas said: "What

matters . is not the discovery that people buy, sell or

produce goods because and in so far ss they value them
“rom the point of view of the satisfaction of needs, but
a discovery of quite a different kind: the discovery that
this simple fact and its souraes in the lows of humaa
needs 12) are wholly sufficiant to explain the basic
facts ubout all the complex phenomena of the modern
exchange economy, and that in spite of striking
sppearances to the contrary, human needs are the driving
force of the ecomomic mochanism beyond the Robinson
Cruses coonomy or the economy without sxehange. «(13)
The essential cloment sn marginal utility theory
was first put forward in the concept of value-in-use
which was lirst used In the writings of Aristotie.
According to the soncept of vaine-in-use the economic
importance of a good or service Is related to lts utility

and scarcity, Othex supporters of the concept of value-

in-uge included writers such as Galiani, Turgot, Bentham,

Ceurnot and Dupoit, Thus Jeremy Benthamt's Feliocific
Calculua, which split pleasure and paia izto small particles
containg a law of diminishing roturns: " ... the quantity

i
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of happiness produced by a particis of wealth (each
pavticle being of the same magnitude) will be less
and less at overy particle; the second will produce
less than the first, the third less than the seoond and so
on, " 4

It is of interest to note and account for the
similarity in the thoories of Menger, Walras and
Jevona particularly sirce thore was no contact between
them until after they had published their writings. It
has been claimed by some writers that the rise of
marginal analysis might have been dus in part to the
influence of Catholicism as woll as the influence of a
revivai of Kantianism. (%) However, both views have
been adequately refuted 197 which teads Kauder to concluds
that "during the ninotoenth century philosophical, ethical,
and religious forces did mot any lenger dominate the
development of marginal utility theory; the need for
a plausible value theory without contradictions guided
the vatue theoristy,n 17

The influence of utilitarianism on the rise of
marginal utility theory has beea far greater than the
influence sither of Catholicism or of the revival in
Kantianism, The philosophy of utilitarianism was
first put forward ia the felicific caloulus of Jeremy
Bentham, Accoxding to Bentham, man is governed by

sensations of pain and pleasure, by attempts to avoid

‘the former and to attain the latter. The driving ferce

of human action is to be found in thig principle which

also contains moral overtomes, Thus in his Introduotion

to the Principles of Morals snd Legislation , Bentham

i
i
i
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hae said that "Nature has placed manking undsr the
governance of two sovéreigy masters, paiu and pleasure.

It iz for them =zlone to point oul what we ought to do, as

. well a5 to determine what we shall do.® %) wrom this
principle Bentham derived a law of diminishing utility
that took into account the guantity of happiness resulting
from sma) portions of wealth.
It is widely acknowledged that Bentham's influence
| is seon most clearly in the writings of W. 8. Jevons.
Jevons in fact, defined political economy as the mechanics
of pleasure and patn, However a surprising foature is
the negligible influence that Bentham had oun the economiec
theories of people such as David Ricarda, James Mill and
John Stuart Miil particularly since Ricardo and James
Mill wore Bentham's contemporaries and acquaintances.
The matter is still more surprising since James Mill
and John Stuart Mill integrated utilitariaznism into their
sooial philosophies but did not apply the folleiifc oalewlus
to the theory of cconomic value. (&%
Myrdal has claimed that the philosophy of matural
law and the doctrine of uktilitarianism are two important

factors to be taken intn account in undexatanding the

development of economic theory. 297 Thus, for example 1t
was a logical step for Jevons, having dimcovered the driving
force of human action i{n the hedonistic pleasurs~seeking
.principle, to derive the relationskip between demand,

. ' supply aud price from a more fundemental relationship

A between pleasure and paln and the means at the dispasal

of the consumer. Value was thus seen as the consequence

ey e 4_,,,,4”;}‘

"
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of attempts by consumers to maximize the plessure to
be obtained from spending s given amount of weslth,

Although Myrdal's analysis of the influence of
utilitarianism on the theory of marginal utility is
supportable in the case of Jevons, the same cannot
be said for Walras and Menger. Menger and Walras
were not hedonists. Thus in his author's copy, Menger
expresaly rejooted pain and pleasure as the only driving
forses of human action, **) However, although Menger
vejocted hedonism, he replaced patn and pleasure with
something similar, namely self-interest. Thus although
it eannot he said that Menger was directly influenced by
utiliterianism, there are similar traces of determinism
in his formulation. Ineicad of pleasure and pain
constituting the driviag forces of human action, Menger
saw the ultimate aim of individual action, namely "the
desgire for the most complete saiisfaction of needs
possible (for the most complete covering of material
necds possibie)” as "one of the most original factors of
economius mitimately given by the particular situation,
tndependent of human choice, v (22)

Subsequent marginal utility theory however, became
more sophisticated as the deterministic element waa
diminished and the cholces of acting individuals stressod.
Thus for example, in his paper "Principles of Commodity
Value® of 1884 BUhm-~Bawerk included not orly egoistical
‘goals "but also everything which seems worth striving
for." 3 aAlihough Béhm~Bawerk later contradicted this
principle of *nautral utility", it found favour with many

writers who saw it s e useful way of theorising without
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the nced for philosuphical and psycaclogical concepts,
Amonget these writers must be inciuded Mises whose
ideas on mtility thoory will later be examined,

We conclude therefors, that the factors whieh
influenced the marginsl utility theorists were many and
varied but that too great au emphasis on any particular
factor must be avoided, It seema reasonnble to suggest
as Kauder has said, that the ovarriding need that guided the
value theerists was “for a plaustble value theory without
contradictions, " b

in this seotion, the rise of marginal utility theory
has been examined as have some of the factors influencing
the marginal utility theoxists. TFor present purposes, the
impertance of the marginal revolution lies in the change
of emphasis that it brought. Value was now seen as the
direct rosult of the interaction of appraising minds and
the acting human being was accordingly placed at the

aontre of the study of cconomios.

3, Beyond the Muarginal Revolution

In this section two further developments in the
application of suhjectivism will be neted. First, a brief
look will be taken at the subjectivist approach of Lord

of some of the forerunners of Ludwig Von Miges will be

examined with ihe aim of understanding hew their

formulations influenced Mises' praxeology. A full

i
i

i
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discussion of the ruethodology of Mizes is to be found in
Chaptsr 4.
Definitions of economics prior to that of Robbias

focussad on kin of behaviour such as the materialist

definition of economics which took into account those
kinds of human behaviour relating to the accumulation

of weoalth, Roebbinsg® conception on the other hand, "may

be described 2ag analytical. It does not attempt to pick

out certain kindg of behaviours, but focvsses attention
Spe.

by the influence of scarcity.™ The subject-matter of

on a particular of behaviour; the form imposed

cconomics is seen ag that behaviour which involves the
allocation of scarce means which have alternative uses
among different ends, Therefore the significance of
Robbing' aefinition lies in his conception of economics,
not as the study of onjectively defined wealth consisting
of goods and services, but as the study of the consequences
of a certain aspect of buman behaviour in gemeral, namely
that involving the allocation of scarce meaus. In this
way the scareity of means and the choice of the acting
individual is eraphasized and economic theory is seen

as 8 "series of dednctions fromn the fundamental concept
of scarcity of time and materials,” (26} Thus, for
example, the law of diminishing marginal utility is
dedueed from this bhasic postulnte‘ 7)){obb1ns‘ definition

is particulariy sulted to price theory whick explains
prices and guantities in terms of the conseyuences of

the interaction of planning individuals acting within the

constraints of a given situation.

|
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1.

L order to maintain the objective or wertfrei
natuxe of economics, Robhins regarded the actor's
ends as given. "Economics is euntirely neutral between
ends; that i3, in 50 far as the achievement of any end
i dependent on scarce means, it is germane to the
preoccupations of the Economist. Eoconomics is not
concerned with ends as such, It assumes that humazn
beings have ends in the sempe that they have tendencics
to conduct which can be defived 2nd understood, and
it asks how their pregress towards thef r objectives s
conditioned by the scarcity of means - how the disposal
of scarce means is contingent on these ultimate
valuations.* (%) However in regarding onds as given,
Robbins by-passed many of the most fnteresting problems
in the social sciences in general and particularly in
econcmies. The process of choosing, in an uncertain
world and constructing pians embodying the purposes,
means and obstacles of the individual, and the process
of revising and modifying these plans in the light of new
ksowledge gained over time, is unfortunately ignored. (70
Yet it is precisely this feature of human action that must
be understood in order to explain economic proccsses.
These features will be examined in greater detail in
later Chapters.

Nevertheless, although Robbins did not examine

the process of choosing and revising plans, his definition

of ecanomics does hring the acting individual into the
centre of the esonomic stage. In order to account for
economic phenomena, it is necessary to begin with the

aeting individual,

°)
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The writer who has perhaps been most uncompromising
in earrying subjectivism to 1ts logical conclusions ig
Ludvig von Mises, Mizes' praxeology is examined in
greater detail in Chapter 4. In this historisal intro-
duction however, the ideas of two of the forbears of
Miges will be discussed, namely Croce and Max Webor, (%"

In kis famous debats with Pareto, Croce insisted
that an act is economic in so far as it is a consistent
expression of human purpose. (32} Purposeful action
aimed at the attainment of chosen goals constitutes the
area of the economist's legiiimate concern, Parete, on
the other hand, argued that economie theory shouid deal

ouly with the consoquences of Luman action as evident

in economic variables, leaving the rest to the philoscphers. -

The difference belween Croce and Pareto is therefore to
be found in their respective attitudes to teleology. Groece
claimed that the "final cause” of economic phenomona is
to he found in purposeful human action while Pareto held
that the concept of purpose should have no place in
economic theory.

The conflict hetween Croce’s subjectivism and
Paretols formalism is echoed tn many later methodological
controversies. Thus those espousing the mathematical
formulation of economie theory seek, as Pareto held all

economigts should, to understand the interrelationship

_between different economic variables as set out in the

form of mathematical equations. This method, by its
very nature, ignores the processes whereby the individual
formulates and revises the plans which guide his actions.

71
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Attention is thus focussed only on the interrelation of
the economic phenomene which are the consequences
of human action. Conoepts such as purpose or plan
are omitted entirely from *his system which thus
aporoximates more closely the method of the physical
sciences, It was this view that Schumpeter pui forward
in 1908 %% and which ied Kirzner to comment that
% ... the abseuco of man from Schumpeter’s economics
remains 1 elassical feature. This effort to exempt, or
rather fnterdict, the cconomist, gua economist, from im-
vostigating the bebaviour of man as an economic agent
stems trom, or at least runs parallel to, Schumpetor's
dream of replacing the concept of cavsality or purpose
in economics by the type of relationship expressed by
the muthematioal functiva. Here Schumpeter’s enthusiasm
for the mathermatical method in economies and for the
physical sciences generally 13 undoubtedly responsible
for his explicit rejoction of teleology as in any way
essential to the conception of economic phenomena,
The catagory of purposp has no place in a positivist
system from which all but fundamental relationships
have been carefully exorcised."(®#) () phg problems
that arise from Crocve’s subjectivism are discussed
later in this thesis.

Max Weber regarded economics as a part of sociology,
The latter he deffned as “a seience which attempts the
interpretive understanding of social action in order
thereby to arrive 2t a causal explanation <f its course
and effects. In faction! is included sll human behaviour




e bt

b2

scienoces.

20,

when and in so far as the aoting individual attaches a
subjective meaning to it. Action in this sense may be
either over: or purely inward or subjective; it may
conaist of positive intervention in a situation, or of
deltberately refrafning from swch intexvention or of
passively acquiescing in the situation, Aotion is sacial

in s0 far as, by virtus of the subjective meaning attached
to it by the acting individual (or individuals), it takes
accornt of the behaviour of others sund is thereby
oriented in its course,* (3¢

Weber's concept of Vg;

stehen has important

implications for thooretical sconomics. In order te
understand human action the sovial scfentist must under-
stand the meosning that individuals attach to their actioms.
To accompligh this task Webor enlisted the ald of the
widesl type" and his analysis consists of establishing

the meanfng that the scting individuals attach to their
actions. Thus the concept of purpose and the plans made
by the individuals ere plecod at the ceutre of an analysis
of human nction. It is this that makes the subject-matter
of the gocial spiences inherently different from the

(37)

in a way that natural phenomena cannot be nnderstood.

natural sciences. Ope can understand human action
This kas often beon confused by social scientists who
have been impresscd by the guccesses of the natural
They “arc apparently ashamed of the one thing

that rcally distinguishes social sciences from natural

sciences, namely the fact that the t_of human action

and therefore has at

an being

A heing

is himself an actin




21,

hig command a source of knowledge unavatlable to the
student of the phenomena 1L nature ... Social solentists
labouring under the inferiority complex they have
developed undexr the frustrating notion that the methods

of the natural sciences are the only truly scientific

e e

ones ... mistake the preseription of scientific

tohjectivity! for a prescription of 'subjectiviem! -

confusing 'subjective' i the sense of impartial with

'subjective’ in the sense of cognizant of innor exporionces."(®%
The use of Webor's method proves particularly

useful in the field of margloal analysis where it yields

a pragmatic inteipretation Instead of regarding "man as ;

» pieasure machine.® %} 4 hedontstic interpretation

of marginal uitlity tmplied » mechanistic explanation \

of human action and was soon rejected as inadeguate

by psychologists. And Myrdal bas stressed the oiroular

roazsoning invelved in hedonistic marginal wtility ;

theoxy: " ... this is the fundamental flaw of hedonistic

theory. It presents an elabovate machanistic system in

which men are guided by sonsations of pleasure and pain,

which they nasociate with various courses of action,

slways maximizing net pleasure. The theory s claimed

to be correct in th. mense that angbody who aots in

nccordance with it cts as the theory slaims he does.w (*%F

4 marginal utility theory based on “self interest® faces

similar objections.

’ However by applying Weher's method, a pragmatie

interpreiation of marginal utility iheory ia possible which

seems to overcome the problems inhereat in a mechanistic

explanation, Thus Weber asserts that the theory of

L | —
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marginal utility is "ot psychologically substantiated,

but rather ... pragmatically, i.e. on the employment
of the categories : ends and means, ™

In & pimiler way, Miscsg states that the "law of
marginal utility and decreasing marginal value is
indnpendent of Gossen's law of the saturation of wants
(first law of Gossen), In treating marginal utility we
deal neither with sensuoup enjoyment nor with saturation
and gatiety. We do not transcend the sphere of praxeo-
logicsl reasoning in establishing the folluwlag definitions
W2 call that employment of a unit of a homogeneous supply
whick 2 man makes if his supply is n units, but would
not make, if uther things boing equal, his supply wers only
n ~ 1 units, the least urgent omployment or the marginal
employment, and the ntility derived from it the maxginal
utility. Ie oxder to attsin this knowledge we do not need
any physiological or psychological experience, knowlesdge
or ressoning. It follows necesparily from our assumptions
that people set (ehoose) and that ta the fixst case actiag
man has n units of 2 homogeneous supply and in the second
case n ~ 1 unit.. Undor these conditions no other result
is thinkable. Our statementi is formal and aprioristic
and does not depend on any experience,™ 42)

It can be readily sccen {rom Mises? gtatement that
a cloar line can be drawn betwaen psyohology and sconomies,
While the former is concerncd with why people behave 2s
they do, that is, with motives, the latter aspsumes that
people make plans which embody their purposes and which
gulde their aciions and exumines the conscquences af these
actions.”
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Ja this Chapter we have briefly surveyed the
advances that have been made fn economic theory as
a result of a consistent application of subjectiviem.
Finally the subjectivist approaches of Croce, Max Weber
and Mises wore briafly looked at. (*3) The subjectivist
approach to economics is seen to consist (n & process
of deduction from the postulate that man acts wi..in a
particular situation and in acting must choose hetween
ditfevent altcyuatives. Man acts because he prefors that
situation which he expects will result from his actions
to the gituation that he cxpeets will follow his inactivity,
But although the economist is concerned with the purposes
that guide human action, he if not concorned with the

motives of humaa action. That concern he leaves to the

psychologiat.
However, when the acting man is placed at the centre
of sconomic theory difficult proliloms arime. Man's actions
are geared to the future: they are aimed at producisg =
future state of affairg. At each point in time the a~ting
indivigusl faves alternative action schemes between which
he must choose in order to achieve his ends. His decision
will be based on gxpectations as to the possible conseyuences
of Bach'action scheme. But these conrsequences, in a
changing worid cannot be known with certainty. At « later

date, with the new knowledge gained from mew expariences,

.the individual might decide that his previous decision,

now looked at from an ex-post point of view, was wrong.
That ts, the individual is not in a position of equilibrium
over time, Thus whon attention is focussed in economic

theory on the actlug individwal the importance of the

o
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pagsage of time (and nhanging“knowledge which ig a function
of time), of expectatious and uncertainty, come to the fore.
These are difficult problems, to say the least, and
it 15 not surprising that we find, in the history of
economic thought, the development of “techpiques™ to
overcomo these troublesoms matiers, Thus "The gtatic
equilibrium systems of Walras and Parato, the greatest
achievement of neo-~classical econamics, contain both
subjective and objective elements, tantes and guantities
of rosourcos. This ig possible becauge of the timeless
character of thepe systems. Once individuals have
revealed their preferences, these become "data" iike all
others. Iadividuale are {ree to choose, but having once
chosen they are not free to change their minds: there
literally is "no time" for that.” 44y In these systems
tagtes, a subjective phenomenon, ave trested in the same
way as objective phepomena such as resources and technical
knowledge, as exogenous varizbles. But to do thig 18 to
do violence to the facts for tastes oftan chaunge, and change
in an unpredictable way. And when this happens there must
aeccordingly be corresponding ndjustments in the dependent
variables. To talk of a teadeney towards equiltbrium {n a
situation like this we would hgve to asgert that the "rsaction
velocities™ of the dependent variahles ave such that the
required adjustments teke place before any new change in
the indepondent variables occurs. It is impogsible to see
how such an assertion in any particular situation caun he
automatically made,
The matter becomes even more complicated when attempts
are made to bring ezpectations within the realms of formal

analysis. While we can at least concsive of tastes remaining

i
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constant over time (although we cannot predict that they will
do 80} the same cannot be said regarding expectations, for
expectations and change go hand in hand, Expectations refer
to anticipations regarding future poinis in time and these
anticipations are based on the experience of the actor. Biikce
expectations glyays refer to e future snd since over time
the experience of the acior coatinues, expactations in a
changing world, are themselves bound to change, But they
change in unpredictable ways with the result that all attempts
to olassify them amongst the "data” of & formal system must
be resisted,

In the same vein Shackle has drawn attention to the
contragt between the method and the meaning of Keynes!
theory, "Keynes! meaning was the precariousncss and
fragility of expectations, and the effect on men’s decimions
of their latent, and sometimes acknowledged, awareness of
this instability. His method or formal frame was an
equilibrium, a state of affairs where the net investment
intended by one sector of society, the cuterprisors, was
equal to the saving intended by soofety as a whole." (#s)

Thus although, as has been shbown, gome of the most
important advances in economic thought have resulted from
the application of subjectivism, there has at the same time
been a tendency to side-step tho mosi important implications
of subjectivism. For, if -hanging expectations are to be
Dbrought into economie analysis, the pricc that must be paid
is the accompanying element of unpredictability that is
introduced., For with the passage of time, the knowledge
aud expectations of infividuals will change in unpredictable
ways, (49

In Chapters 7 to 10 some consequences of these

difficulties for economic theory are discussed.

i
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MENGER AND THE METHODENSTREIT

In the histozical introduction some aspects of
the developmant of classical economics were portrayed
and the rise of the subjective theory of value was
disoussed. It was seen thal during the middle of the
nineteeath century disaffection grew with the inherited
structure of ciassical ecoromics, In Germany this
disaffection was revealed in the rise of the Historioal
School of Economics. It was the ideas of this sohool
that led Carl Menger in 1883 to write his hook
"Untersuchungen lber die Methode der Socialwissenschaften
und der Politischen Ockonomic insbesondere."
(Leipaig, 1888). )

1. The Historical School

In Germany the Historical School of Economics
attacked the methods of tho classical economists and
insisted that seientific economie theories should
constitute the end-result of historical analysis.
According to this school a genuine theory oould
onjy emerge as 2 result of a great deal of dercriptive

work done ou past and presgent instilutions and

‘structures. Different periods of the historical school

can be discerned and, to some extent, opinlions
changed in the different periads. Thus while the
nolder historieal school® (consisting of people such




as W. Rosoher, B, Hildebrand and K. Knies)
believed that the only way to achisve an acceptable
understanding of economic phenomena was through
purely historical analysis, the "Younger Historical
#chool" founded by Gustav Schmolier was more
ready to concede the importance of analytical theory.
The latter school' "regarded historical study as the
empirical approach to an eventual theoretical
explanation of social institutions., Through the
study of historical development it hoped to arrive
at the development of soeial w oles, from which,

in turn, could be deduced the historical necessities
v {2)

The Younger Historical School believed economies

governing each phase of thig development.

to be an essential part of social analysis and insisted
that economics could not be separated from an under-
gtanding of the rest of society, "Nothing in the
social cosmos or zhaos is really ouiside of Schmeolilerian
economtos. (it was this belief that led the members
of the Younger Historical School tv produce a great
amount of deseriptive information on ingtitutions and
structures and on different historijcal periods.

The Younger Schocl alse devoted itself to
quentions of social poliey and Scbmoller was

instrumental in founding the Verein fir Socialpolitik

in 1873. Thig interest led the school to be
designated as “professorial Sooialiim' (Kathedersozialismus).

The memhers of the school strenously asserted their
value judgments which they took for granted. It was
his opy.sition to this tendency to expound value
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judgments that later lev Max Weher to call for &
wertfrei social science. However, this "has
obliterated the fact that their solentiftc credo

was extremely critical of value judgments and
of the practice of cconomists to identify them-
solves with political parties and to recommen
meagures,

Menger, disturbed by the economic writiags

of the German His{orical School, set out to defend

the analytical method of the classical economists.

Sociology was unfavourably reviewed by Gustav
Sohmoller, and Menger replied to this in 1884 in
a brochure ontitled The Errors of the Higtorical School

hen Mationullk i€ ).

Thus bogan the famous Methodensireit , the confliet

over tho rethods appropriate to the study of economios.

The aim of Problems of Bconomics and Baociology

was to defend what Menger thought to be the proper
function of . 3onomic theory against the dectrines of
the Historical School. According to Menger, the
proper function of theory is the reconstruction of

the structure of social wholes from their elements by
a method that Meanger called the atomigtic or com-
positive method. ~Hayek, in elaborating upon this
method -has said that ¥ .., the method of the social

)
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sciences is best desoribed as compositive or synthetic.
It is the so-called wholes, the groups of clements which
are gtructurally conncoted, which we lesrn tc si.gle
out from the totality of ohserved phenomena only as a
result to our systematic fitting together cf the
elements with familfar properties, and which we build
up or reconstruct from the known praperties of the
slements,* (") The aim of economic theory, zccoraing
to Menger, is to provide an understanding of the
economic regularities thai are to he cbserved in the
real world, of the succession and coexistence of
economic phenomena, The antitheses between the
Youngexr Historical School and Menger were therefore
“historical induction versus deduction, individualizing
versus generalizing snd desoriptive sconomios vs(z‘sus
w (8)

However, it is generally conceded that Menger stood

@conomics that searches for laws and patterns.

on much firmer grousd that bis opponents.

The rost of this section is devoted to en
examination of some of the ideas put forward in
The conclusion contains an examination of Meager as

a subjectivist.

2. Problems of Economics and Sociology,

Hayek has pointed out that there are three aspocts
to Menger's book) In the first place there ts Mengor's
attack on the Historical School referred to briefly above.

Theu there is Menger®s exposition of the nature of

|
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thooretical analysis, Lastly Menger develops an
organic theory of the origin of institutions. This
las: aspect of Menger's book was put forward as an
answer to the following questton: "How can it be that
institutions which serve the common welfare and are
extromely significant for its dovelopment came into
being without a common will direoted toward
esteblishing themev (19

The first agpect has been alluded to above.
Mengor's view of the mature of theoretical ecomomic
analysis is discussed in the remaining part of this
section whereas the third aspect of Menger's book
is discussed in the consideration of Menger as
subjectivist as well as in connection with ais ideas
on the origins of money.

In orfticizing the Historical School, Menger
draws the distinction between the “exact" and the
Wempiricul~realistic® approach to social phenomena
in goneral and to economics in particular. The exact
approach refers to the analytfoal-deductive method

which alms at making

M The analytical method therefors makes
us aware of the regularities in the coexistence and

succession of phenomena that exist in the real world

by doducing conclusions from certain presuppositions,

The presuppositions refer to an abstractly concelved
sconomic world and may, therefore not be found In pure
form in reality. As a result of this, Menger concedes,

the predictions made by analytical ecomomics might not

[ p—




31,

be completely accurate when applied to conditions

in the real world; the predictions are “exaot" only
for the abstractly concsived economic world,
Nonetheless, analytical economics foes throw light

on the real world because of the overriding importance
of self~interest, This point will be elaborated upon
in greater detail later iz 2 discussion of Menger's
view on self-interest,

The "empirical-realigtic’ approach, on the other
hand, refers to the study of "individual {concrets)
phenomena and their individual (concrete) relationships
in time and space,” *2) and tnoludes the sciences of
history and gtatistics.

Although the two methods are used together in the
social sceiences, the distinction hetween them must be
kept clearly {n mind, The approach adopted by sach
method in examining the effect of a change in demand
on the price of a commodity may be used ts {llustrate
the differcnce between the two methods. The "exact"
method deduces from the following presuppositions the
exact change in price that will result: " (1) that all
the economic subjects considered here strive to protect

thelr economic Interest fully; (2) that in the price

struggle they are not in errvor about the economic goal to
be pursued nor about the pertinent measures for reaching

.i: {3) that the economic situation, as far as it is of

influence on price formation, is not unlkuown to them.
(4) that no oxternal furce impairing their economic
freedom (the pursuit - . ihelr economic interests) is
(¢ %

exertad on them." The “esulting change in price
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eans bo sxactiy deduced from these presuppositions,

that is, for this "abstractly conceived economic
world." Menger concedes that in the real world
influences oxcluded in the presuppositions, such

as error, ignorance, interference with market forces
and so on, do exist and will cause a deviation from

the resuits predicted by the oxact theory. Nevertheless
exaot theory provides us with an understanding of
economis phenomena as a result of regulazit in

the coexistence and succession of phenomena that

exis® in the real world. This regularity “is a fact
which must probably be attributed to the circumstance
that people in their cconomic efforts, even if not
exclusivaly and without exception, nevertheless are
predominently and regularly governed by their individual
interests and on the whole and regularly recoguize the
latter correctly, aven if not in all cases and absolutely."
This “fact" is recognized in the presuppositions of
oxact theory which have the effect ¢l isolating the
individual from the uncertainty and lack of knowledge
thut face him in che'real world". In spite of this
igolation Menger considers that the results yielded

by exact thoory ave of importance in understanding
sconomic yhenomena.

The raalistic-empirical approach, ou the other

. kand, in explaining the effects of an incroase in demand

“gtates that an increasc in need

5 g rule is actually
followed by one in real prices, and to be sure, an
increase which 28 o rule stands in z certain relationship

to the Increase in nced, even if this rclationship by no

=
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means can be determined fn an exast way, (%)

Thus "exact economics by nature has to make us aware
of the laws holding for an analytically or abstractly
conesived eoonomic world, whereas empirical-
realistic economics has to make us aware of the
regularities in the succession and cosxistence of the
repl phenomena of human economy (which, indeed, in
their "full empirical reality® slso contain numerous
elements not emergent from an abstract econvmlc
worldyn (18}

Monger concluded that the fault of the Historical
dehool was that it felt that the historical method was
capable of contributing to an advance of theorotical
scanomics. This however, fe not possible as the two
methods are completely different.

4 last point in connection with Mengerts method
must be made and this is hig belief that the methad

appropriate to the exact orientation of economics is

the same as that which is used in anorganic® explanation .

of social institutions which developed, not ag a result
of the common will, but as the univtended cunsequences
of ipdividual sctions. The mothod is to reduce ecomomic
and soctal phenomena "to the indiyiduel factors of their
causation, and by investigating the lawg by which the

complicated phenomena of human sconomy undex discussion

here aro bulls up from theoso olem uts,” 7} This

(18}
19

approach has heen oalled atomistic or compositive
by Menger himself and methodological individvalism
by Schuampeter,

:}
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8. Menger ag a Subjectivist .

Having examined the historical background to
Mengez's Problen nics and_Soefology. end
some of the fundamental ideas coniained in this baok,

of Eoon

we turn now to the difficult task of assessing to what
extont Menger oan rightfully be called u subjectivist
in the specifio sense of the word used in thiz thesis, (207
In order to provide an answer to this gue, on, Meuger's
views ou the following topics will be examined: his
explanation of the development of gocial {nsiituiions

and the fmportance of self-interest in economic theory.

in Book 3, Chapter 2, Menger differentiates between
two types of fnstitutions: those which came into being as
the vesult of intended humsn zcticn, for example zs a
result of legislation, and ou the sther hand, those
ingtitutions “which serve the common welfare and are
extremely signiffcant for its development but which

come into being without a common will directed toward
establishing them.® 1) In Menger's terminology the
second type of institution is of organic origin. The

(ZZ) serve

price system and the development of money
as examples of the latter type of institution., Although
an analogy can be drawn between social institutions and
natural organisms, Menger points to the limitations of
this comparison.

The conceptual distinction hetween these two types




1
S SRS o

85,

of institutions is important for Menger since only
the first type can be explained pragmaticglly. fn
other words, iustitulions which are the intended
result of haman action can be jnterpreted "by
investigating the aims which in the concrete case
have guided the social unions, or their rulers, in

the establishment and advancement of the gocial
phenomena under discussion here. We inyestigate
the atds whick have been at their dfaposal in this
case, the obsiacles which have worked against the
sreation and development of those social structures,
the way and manncr in which the availahle aids were
used for establishing them. We fulfil this task so
much thc more perfectly the more w2 examine the
hand, and the most arigival means which they had at
their coamand on the other, apd the more we come to
understand the social phenomena referring back to a
pragmatic crigin as links in a chain of regulations for
the vealization of the above aims."

However, social structures such as law, language,
ihe state and markets, that is, structures which are
the uniutended conseguences of human action, cannot
be tnterpreted in the same way 25 institutions of the

first type. Rather they must be understood by

reducing them to their elements, to the individual

factors of their causation, and by iwvestigating the
laws by which the complicated phenomena of human
ecopomy under discussion here are built up from these
slements. " ®%) Thus in order to understand that

!
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phenomenon referred to as the price system the
thoorist must explain the attempts of many

individuals to attain the purposes set out inm

the plans that guide their actions. Menger

thus suggests that the "atomistio” method, which

is the method appropriaie to the “exact" orientatfon
of theoretical economics, is also appropriate to an
understanding of social institutions of the second
type.

Having examined Menger's explanation of
ingtitations it may be questioned whether Mengeris
elear~-cut distinction between institutions of the first
and second type has served to obscure the important
similarity between them. This is not to argue that
the diffexence does not exist or is not important, In
the first case the social institution is the direct result
of netion orfented to the attainment of plans, for example,
plans of legislutors might lead to the arigin of a new
institution, The second type of institution, on the other
head, is the indreet result of human action to be sure,
individuals, Thus in order to understand both kinds
of ingtitutions it is necessary to explain them by
deducing them from the plans of individuals. The
important similarity between the two types of

_institutions couid perhaps have boon emphasized more

strongly.




{b) The Importance of Self-Interest

Book 1, Uhapter 7 entitled "The Dogma of Soif-
Interest in Theoretionl Economics and it Poaition in
Relation to the Theoretical Problems of the Latter™
is, for the purposes to be considered here, one of the
most interesting in the book. In this chapter Menger
considers a criticism of the Historical School regarding
the roln of self-interest in theoretical ecouomics. The
esgence of this argument of the members of the Historical
School is that the assumption of self-interest that lies at
tho heart of economio theory is unrealistic. In the real
world factors such as public spirit, the forco of custom
ete. #re also important and shounld be taken into account.
If these factors are to be acknowledged as in sortant,
these oritics argue, then the results predieted by an
oconomic theory based on the assumption of self-interest
might not occur in reality, We should therefore rejest
the principle that "humans truly are guided im their
geonomic activity exclusively by consideration of their
individual interests,n (2%

In suswering these critics Menger supplies them
with additiosal ammunition., For, he arguss, why is
the attack of uarsalism confined to the "dogma of
self-interest"? The Historical School could just as
well eriticize the other presuppositions of econamic
theory uch as the assumption of non-interference with
the forces of the market. We all know that in reality
this interference does exist,

Menger also points out that by focussing on grro,

—
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ard jgnorange the Historical School could point to the
same indeterminancy that must apply to the conelustons
of theoretical economicvs. And it must be accepted that
tguorance snd erroxr are important factors in the resl
world. As Menger put it: "Even if economic humans
always and everywhere let themsslves be guided
exclusively by their self-interost, the strict regularity
of economio phenomena would nonetheless have to bs
congidered imposnible because of the fact given hy
exporience that In inoumerable cases they are in erroxr
about their economic interest, ov iz ignorance of tha
economic state of affairs ... The presupposition of 2
ptrict regularity of esonomic phenomena, and with this
of a theoretical economics in the multiple meaning of
the word, is not only the dogma of ever-oonstant self-
intercst, but also the dogma of the liniallibility® and
tomniscience® of humans in economic maiters, ™ (7)

In support of theoretical economics Menger states
that the aim of the exact orientation of economics is to
rodune "human phenomena to the expressions of the most
original and the most genersl forces and {mpulses of
human nature," (28) This i not to deny the exigtence
of other important factors including lgnorance and error;
it is to recognize that "among human impulses that whieh
impels cach individual to strive for his well-being is by
far the most common and most powerful.n °) yenger
concludes, therefore, that an "understanding of one of
the most important sides of human liZe™ that is an
understanding of economic phenomena, can be obtained

with a theory that oxamines the consequences of the

;
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attempts to provide for material needs, a theory that
assumes "the fres play of that powerful economic
impulse, self-intcrest uninfluenced by other impulses
and other considerations (particularly error or
sgnorance)”®%uch 1o theory simply must provide us
with @ certain understanding. " (2

What conolusion oen be drawa from Menger’s
views on the development of social institutions and on
the role of self-intcrest in economics? It is interesting
to note that 17 -nger recognizes the fmportance in the
real world of the difficulties that face the aocting
individual such as error, ignorance and so on and he
realizes that in reality strict regularities may not occur
a5 a rasult of "the froedom of the human wiltw, (#2) g
the will is free then at any point in time the individual
actor might “change his mind” and therefore act in an
unforessen way. In recoghizing ignorance and error
Menger points to the fact that the world changes in an
unexpected way. For £ ours were a stationary world
then ignorance and error would digappear aver tim~,
These are importani mattors and will, indeed, be the
coneern of the rest of this thesis,

~he crucial guestion, however, which must be
ansyered in deciding whethor Menger may be regarded as
2 gubjectivist (or, in Mises’ terminology, a praxeologist)

.or not, relates to his view regarding the deierminants

of human action. Does kMenger see men as being free to
follow their own chosen goals within & given situation,
or does he see human action as being, in some senge,

dotermined? Menger can legitimately be referred to

L
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as a subjeotivist only if his view is consistent with the
former. It is to this question that we must now turn.

We have a2lready seen that in his explanation of
sooial institutions of the first type, that is, institutions
that are the intended consequences of hkuman sction,
Menger holds that "the ultimate Teal aims of the active
subjects on the one hand, and the most priginal means
which they had their command on the other," (°°) must
be examined, Institutions of the mecond type on the other
hand, such as market prices, wages and Interest rates
are "the unintended result of innumerable efforts of

economic subjects pursuing ing 1 interestst, (34}

tbat is, they arve "the unintended social results of

» ) Doos Menger see

individually teleological factors.
these sctions s being in eny way determined?

It is in attempting to answer this quastion that we
become aware of & certain ambiguity in Menger's writing.
©On the ono hand the notion of individuckpuraning their
own ultimate atms and intarests scems to be free of any
determinism. But on the other hand there are parts in
ihe book where Menger suggests thet all economic actlon
is determined by the desire to satisfy determined needs
which desire itself is "ultimately given" and 1s
vindependent of human choice.™ At a fairly early part .
of the hook (on Page 63) Menger says that "the most
original factors of human cconomy are the noeds, the
goods offered directly to humans by nature (both the
oonsumption goods and the means of production conceraed),
and the desire for the most gomplete satisfaction of

needs possible (for the most complete covering of
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material needs possible), All these faciors are

ultimately given by the partioular situation, independent

of human choice. The starting point and the goal of

all economy (need end available quantity of goods on

the one hand and the possible completeness of satis-

faotion of the material needs on the other) are

ultimately given to the economic human, strictly

detormined in respect to their nature ax< their

messure. " %) gimilar 1dess are expressed u

Appendix VI eptitled "The Starting Point and the Goal

of all Humzn Economy are Strictly Determined®
It is these ambiguities that necessitate a guarded

answer to the question regarding whether Menger can

be regarded as & subjectivist, We accordingly conclude

that although Menger's approach was a subjectivist

approach in so far as it advocated that sconomic

phenomena must be explained by being deduced from

the actions of individuals (Menger’s atomistic or

compositive approach), there are other passages in

Bis book whick lead us to suspect that the voluntaristie

nature of human action, an essential part of the

subjectivist approach to economic theory, is overlooked

tn favour of a more deterministic view.

In order to further clarify the subjectivist

“explanation of the development of social institutions

we turn now te a brief examination of the origing of

money,

{p.p. 216-219
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It is widely acknowledged that the development
of mousy can be traced to sttempts to reducs the
costs of conducting exchange transactions. 81} In
this way the gradual use of one commodity in a
system that was originally characterized by barter
can be explained. The development of & metallic
currency and later a oredit system with such features
as credit cards, Giro, cheques €tc. can be similarly
explained. To say that the credit system developed
becpuge it cnabled costs to be reduced is to say that
individuals desirod to reduco costs in order to achieve
their chosen purposes more effectively. But this doos
not mean that the individuals concerned are aware of
the consequences of their attempts to do as well in
the market as thoy can. As Schneider has put it:
"Unanticipated consequences of purposive individual .
actions ean ultimately build into ma-aive structures -
*a world we never made' - whose 'atomistic? origins
and derivations, as Menger might say, are guite
waknown to individual sctors." (°®) It {s now intended
to show how the madium of oxchange develsped within
the framework of a barter cconomy in order to illustrate
the unintended consequences of specific purposive i
_actions of individuals.

Barter begins in & society when individuals
exchange their surplus of goods, that 5 the amount |
of goods over and above 1hat required to satigfy their

own needs, for other goods that they desire. The

L I/



\‘ jndivideal exchanges his goods for othere for which
he has a direct want. However, over time certain
individuals observe that there is 2 more stable demand

in the market for some goods than there {s for cthers.

These goods fulfil a very general need and thir acoounts

for the stability ‘n their demand. T“ose who notice

this event, provided they fecl thay .hr stable demand
will continue at least in the short rum, will bo prepared
to exchange their guods for these iztter goods. These
goods will then be exchanpod at some later stage in
order to obtain the various goods that the individual
wanted, Individuals thus began-exchanging their goods 3
i for goods which they aid wot want divectly but which were

more marketable. Thus aithough the individual did wot

obtain the final goal of his planned operatfon (the

obtaining of the goods that he needed) be nevertheloss

{

‘ approsched it by acquiring 2 marketable good that could i

| then Telatively easily be exchangad for the goods that

] he desired. Although two transactions were roguired

| in order to obtain the des'.. d good, theo ost invoelved

: wag reduced as compared to the bartor situation as a
result of the problem of o donble coincidence of ; : 4
wants being overcome.

At firsi "the indirect demand for goods with a

stable demand was exercised by tF~ most perspicacious i
_and ablest economic subjests for their own advantage,® *°)

but with time the success of the practice spread and

the medium of exchange became gradually more
anceptable, 49 In this way money developed from the
attempts of individuals to do as well as thny can in

the mearket,




1. Intredustien

Menger wac fortunate to have two students in
particular who continued his work and by continually
referring back to him im their writings, helped to
found the “"Austrian School" of Economics. They were
BUhm-Bawerk and Wieser, It was these followers of
Menger who taught the young Ludwig Von Mises. In
this section some of the main methodological tenets

of Mises® writings will be analysed,

Mises, who was strongly opposed to the doctrines
of positiviem, st forward his own methodology of
purely logical deduction from seif-svident {"a prioriv}
axioms. This approach he refuorred fo as praxeology.
uPraxeology is a theoretical and systematic, not a
historical, soience. Its scope is human action as such,
Irrespective of all environmental, accidental, and
individual cir-umstanc 7 of the concrete acts. Ite
coguition is purely formal and gensval without reference
‘to the material content and the particular features of
the actual case. It aims at knowledge valid for all
tnstances in which vhe conditions exactly correspond

to those implied in its assumptions and inferences.
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Its statements and propositions are not derived from H ) i
experience. They ave, like those of logle and

mathematics, 2 priori. They are unot subject 4o l
verification or falsification on the ground of experience
and facts. They are both logically and temporally

antecedsnt to any comprehension of historical facts.

‘They are a necessary requirement of any intellectual
grasp of historical events. Without them we should '

not bo able to see in the course of events anything

else than kaleidoscopio change or chaotic muddie. (%)

H What are the self-evident ("a priori") axioms
referred to by Mises? "The starting point of all

praxoological thinking is not arbitrarily chosen i

axioms, but a self-evident proposition, fully, eclearly

and necessarily present in cvery human mind. An i
wnbridgesble guif separates those animals 1 whose
@inds this cognition is present from those in whose ;

minde it {s not fully and clearly present. The ¢ |

characteristic feature of man is precisely that be
consciously acts, Mas is Homo Agenms, the acting

animal To act means: to strive after ends, that

18, to choose & goal and to resort to means in order P

(2)

| eviuent in that it is not a precipitate of experience

to attain the goal sought, This axiom is solf-

and eannot possibly be refuted. "Exporience teils

us something we did not know hefore and could not
learn but for having the experience. But the characteristic

feature of a prieri knowledge is that we cannct think of the

truth of its negatica or of something that would be at

variance with it,n %) .

O T S
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In ordexr to explain a particular situation the
praxeologist introduces cortain assumptions into the
chain of his praxeological reasoning conceraing the
aotual conditions within which human action takes
place. He then "tries to find out how these special
conditions affect the result to which hiz reasouning
must lead, The guestion of whether or not the real
conditions of the external world correspond to these
assumptions is to be answered by experience.®

Mises contends that it is not possible to test
the conclusions derived from the praxeological
reasoning as the following guotation clearly shows.
(This will be discussed in more detail below.)

“Tho experience with which the sciences of human
action have to deal is always an experience of scomplex
phenomena, No laboratory experiments oan be perw
formed with regard to humap 2ction. We are never in
a pogition to observe the chan~: in one slement only,
all other conditions of the event being equal to 2 case
in which the olement concerned did not change.
Historical experience as an experience of complex
phonomena does not provide us with facts in the sense

in which the natural sciences empl y this term to

signify isolated svenis tested in experiments.

ep and the prediction of future events. Every
kistorical sxperience {s open to various Interpretations,
and 15 in fact inteTpreted in different ways ... It is

impossible to referm the sciences of human action

T
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according to the pattern of physics and the other

natural sciences. . There is no meang to 3stablish

an_a posteriori theory of human conduct and social

i

evonts. History cam neither prove mor disprove sny
general statement in the manner in which the natural
soicnces accept of rejectan hypothesis on the ground
of laboratory experiments, Neither experimental
verification nor experimental falsification of a general
propusition are possible in this field. Complox

phonomena in the production of which yarious causal

chains are interlaced cannot test any theory. Sueh

developed from other sources. (i.e. from praxeo-

logical reasoning.)
As this quotation shows, there are two separate
points that must be distinguished, On the one hand it

held that in the field of human action historical

can in the field of the natvral sciences. On the other
hand, and this is a s2parate point, it is held that
histori¢al experience cannot at all refute theories
dealing with human notion. Indesd, historical experiencs
appears as "kaleidoscopio change and chaotic muddier (&)
tn the absener of praxeological Teasoning which enables
us to understand these events. It is important to
differentiate between these two points., Thus elsewhere
Mises coencludes that "There i no means to expose a
faulty theory other than to refute it by disoursive
Hasoni'ng_ ar to substitute a better theory for it,* m

1
i
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The method proposed by Mises and outlined above
Bhes led one writer to vefer to Mises as “An outstanding

sxamplc of an economist who does not attempt to confirm

bis the -y either via direct contirmation of the postulates

or via indireect confirmation through verification of
‘deductively derived theorems. " (®) The writer comciudes
that “Mlises) a prioristic position coupled with the com=
plete lack of any traces of confirmation procedures must
needs lead us fo the conclusion that his system is
empirically irrelevant,"

As one would expect, Mises claghes with Popper
who holds that scientific siatements ave those which ara,
in principle, conceptually refutable. Sofentific hypo-
theges, 2ecording $o Poppor, mnat be dropped when
experimentation shows f{hat they are incompatible </1th
‘he ohgerved facts of experience. Mises agrecs that
"The positiviet principle of verifiahility as rectified
by Popper is unassailable as an epistomological principle
of the natur:l sciences™ but holds that "it is meaning-
less when applied to anything about which the natural
selences camnot supply zny tnfarmationt (% that 1s,
when applied to the field of human aotion, "There are
in this orbit no such things as experimentally established
faots. All experience in this field is, as must be
repeated again and again, historical experiencs, that is,
experience of pomplex phenomena. Buch 2n experience
ean never produce something having the logical eharaoter

of whatthe natural seciences call facts of experienca!

Wfl1)
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In this connection there are several points that
must be made. To begin with it must be noted that
Papandrecu’s comments 8re not entirely acourste,

It is not true to say that there is a "complete lauk
of any traces of confirmaiion procedures” in tha
mothodology proposed Ly Mises. It has been noted
above that Mises claimn that the tost of experience
must be used in ordexr to decide on "whether or .ot

the real conditions of tho oxternal world correspend
3
"

to these supplementary azsumptions, Noverin
it is true that this is the full exteni of the empiric-
content of Mises! approach.

in commenting on Misss' disagreementwith Popper
1t is incidentally noted that this point of view of Mises
is alpo in oonflict with ihe later view ol Hayek. As
will be shown in the ncxt chapter, Hayek has moved
from » position mear to L hut of Mises to 2 new position
much nearer to Karl Popper,

In wommonting on ihe limited empirical content
of Mises' methodology the following points must be
made, In the first place, it is difficult to see why the
conclusiong of praxeological resscuiag cenrat be tested
against the evidence. O course it must be admitted
that the hypotheses of theorics in the social sclerces

cannot be tested in fhe same way as those fun the uatural

- otences. Prediciian and control is mot possible in

the same way as it is in sume of the natural soiences, (*3)

This {s widely acknowledged by most writers who have
concernod themselves with the methodol gy of the

social soiences,

A
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K‘ But this does not mean that the facts cannot
be used at all In order to test the conclusions of
theories 1n the soctal sclences, 4! Nar 1o 1t :
consistont for Mises ts oontend, as he does, that
the facts (complex higtorieal pheaomena} are too
complex €0 allew for this testing. This capnot be i
accepted since Mises himself has satd thai cxperience :
must be used in deciding whethes particular supplementary i
assumptions may be admitted into the explanation of

. a particular situation or not. In deciding whether these
assumptions correspond to the "reul conditions of the

\ external world" it is necessary to be able to compare
the conditions with the assumptions. But if this can

be done, s5 Mises says it can, then why cannot e
conclusions of praxeclogical reasoning be compared i

with the observed facts? For this reason it is con- ;

oluded that it 15 possible to test the conolugions of \ .
theories in the social sclences, Therefore, there axe . SR

of praxeologi~ ' analyels ag Mises suggests theve are.

not just two alternatives with regard to the comclusions K
I
Mises has hel | rhat “either one can unmask togioal
errors in ths chain of the deductions which produced N
these results, or one must - cknowledge their coxrrectness
and validisy,® %) Thore 3o another possibility, namely
] ihat the conclusion can be tested against tho facts, O
However, there is one reservatior that must be
made regarding the above conclusion, Although the
cunclusions derived from hypotheses in theories of
the seeial sciences may be confirmed (that is, not

g refuited) this does not enable us to conclude that these
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bypothesos will necessarily hold (that is, be confirmed)
at o later date. Over time social phenomena might
ohange fn an unpredictable way as the knowledge of

the trdividuals concerned changes. Thus although
historical social phenomena might confirm & hypothesis
at a given point in time there Ls no logical reasom why

an In the gocial

they should do so again in the future,
seiences there is no equivalent of the “continuity of
environmont® axiom in the natural sciences. Thus the
purpose of testing a theory is to have an additional

chook on the extent to Which thal theory is capable of
explaining a given (historical) social situation. Theories
in the sooial sciences caunot logloally inform us about
what will happen in the future. They can only tell us
what will happen if conditions remain the same as
postulated in the sssumpilona of the thecTy. This
matter is digcussed in greater detail in Chapter 10.

4, Some Furt

x;

er_Consequences of Mises! Praxeology

a, Laws in Beonemicgs Whiie Mises points to the fact

that laws have been established In the patural scicnces
and scknowledges the importance of this for human
action, he denles that this regularity characterizes
the world of hvman action. As Mises pui it: "The

. methods of the natural celences cannot be applied to

human behaviour hecguse this behaviour, amart from
what quelifies {t ap human 2ction apd as studied by the
a priori science of prazeology, lacks the peculiarity
that characterizes events in the field of the natural

solences, viz., regularity.n (1%

i
i
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Mises therefore oriticizes those Who put forward
so-called statistical laws as failing to differentiate
slow change from absence of change. Statigtics refer,
by definition, to past eveats but these events can, and
do, change with the passage of time,

We note, therefore, an tmportant difference
between the methods of Mises and Menger. While
Mises rejects that regularity exists {n the world of
buman action, Menger, as is shown above, *°) nolds
that the regularity to be observed in the coexfstence
and succession of social phenomena is due to the

importance of the motive of self-interest.

b. Time end Uncertainty in Econemics; The final

causes of social phenomena are to be found in the
idens, thoughta and conmseguent actions of individuals.
Reduction beyond this poiat is not possible. Byl
humen action is oriented toward the future which is
uncertain. The expeciations of acting humans may he
confirmed or contradicied with the passing of time.
Thus veluations and ideas might have to be modified
and changed as the future becomos the present and
additional knowledge is acquired.

As Mises puts it: “Action is slways directed toward

the future; it is essentially and necessarily always a

_planning apd soting for a better future ... The uneasiness

that impels a man to act is caugedby = dissatiafaction with
expected future conditions as they would probably develep

if nothing were done to alter thom.® (30}

A
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e. Praxeology and the Future: Can praxeological

reagsoning yield knowledze about the futwre actions

of individuals? The a priori of praxeological thinking
ig that man acts comsciously, Social phepomena can

he reduced as far as the ideas and thoughts which

guide human action but no further, Man thinks within
zn environment which influences him aand which consists
also of other people. Nothing can as yet be said about
the exact nature of this influence. It therefore follows
thot the future ideas and thoughts of man cannot be
forescen. Future human phenomens and the repults
thereof, therefore cannot be predicted. This is not to
deny that in fact there {g ofter regularity in the human
world, and the ideag which inspire people today aften
continue to fnspire them tomorrow, But this is not
necessarily so as the history of thought in any discipline
shows “New ideas do not originate in an idealogical
vactum. They ave called forth hy the previcusly
existing ideological strusture; they are the response
offered by a man's mind to the idags dev( i ned by his
predecessors. But it is an arbitary sarmise t¢ agsume
that they woere bound to come a2 that if A had not
generated them, a gertain B ot % would have performed
the son,n (BH)

However, the impogsibility of predicting fuiure
social events does not exclude the possibility of what
‘may be referred to as a negative prediction. We oan
aey that at any timo in the future A and B conmot exist
together where the axzistence of A logically precludes




54.

the existence of B, Thus it can be suid that where

the plans of different ipdividuals or groups of individuals
are inconsgistent then the plans of at least one individual
or group will be frustrated and will ha. s be sub~
sequently revised. But of course. nothing can he saild

about the content of the revised pluaa.

d. Praxcology and Psychology: Praxeology must be
distinguished from psychology. The former is concerned
explanation of why peaple behave the way they do and

therefore with the motivati

5 of human action,
According fo Mises * .., Tationslism, praxeology und
economics do not deal with the ultimate springs and
goals of action, but with the means applied for the
attainment of an end sought., However wnf-thomable
the depths may be from which an impulse or instinct
emerges, the meons which man chooges for its
satisfaction are determined by o rational consideration

of expense and success. "

e. Knowledge of the Minds of Other People: "The

categorics of value and of action are primary and
a prioristic elements present to every human mind ...

Ouly because we are aware of these categories do we

know whal meaning means and have a key to interpret

other people’s activities. (23) We are able to under~
stand the actions of other people becanse we ourselves
are asting humau heings. Some of the mauny problems

raised by this "radically subjective™ approach are
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discusged in the next section in ceancotion with the

same point made by Hayek.

; grest Insight in the writings of Mises is
thoo butns totion can he interpreted M"as the products
45 manifestations of # directing and contrclling

ans,
wind. Lui¥ed at in this way ali human action has a
togleal straotuts. There is therefore such a thing as a
“egic ofaetiun elogely linked to the logic of our thought,

We aet by virupt f the fagt that we think before,v (34




CHARTER 5

HAYEK'S APPROACH TO THE PHIL.OSOPHY
OF THE SOCIAL SCIENCY

1. Introduction
This section on Hayek is written with reference

mainly to the following two'cssays: Degreeg of

Explanztion, 1955, and The Theory of Complex

aithough the idsas elaborated in these essays have
received some treatment in Hayek's earlier
writings, %) there are many new idess that emarge
only in these Jater wriiings.

it will boe noted in this section thai Hayek has
bees greatly influenced by the writings of Kar! Popper.
As a result of this infiuence, Hayek, who earlier
denounced the intrusions of the methods of the natural
sciences into the social sciences ( which he refurred
to as 'scientism'j later claimed that the differences
are not that great. As he says in the prefsce to
Studiz phy P ol 3
"Roaders of gome of my earlier writings may notice

a slight change ix the tone of my discussion of the
attitude which I then aalled *scientism® The reasen
for this is that Sir Karl Popper has taught me that
natural scientisis did not really do what most of them
not only told us that they did but also urged the
representatives of othor disciplines to imitate,

i
i
i
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The ditference between the two groups of diseiplines
has therehy beon greatly narrowed and I keep up the
argument unly becauge 50 many mooial scientists are
still trying to {mitate what they wrongly belisve to
be the methods of the naturpl selences. The
intellectual debt which I owe to this old friend for
havingtaught mo this is but one of many ,.."

Popper himself refers to this stalement in his

{4}

contribuiion to the essays in honour of Hayek,

2. Gomplox Phenomens

Popper has argued that the soientific method
i5 hypothetical-deductive. Seientifle prediction
proceeds by the specification of "hypothesss™ or
"natural laws" cnd initial situations including the
knowledge of the actor/s concerned, from whish
prognoscs are derived. The prognoses are then
copfranted with observable facts in order to
attempt to refuto the hypotheses from which they
are deduced. Tho hody of scientific knowledge
consists of those hypotheses that have not beon
refuted. In wiher words, the sclentific method,
it is clsimed, consists in explaining the known by

the unknown, *What is meai by this apparent paradox

.ig that the advance of knowledge consists in the

formulation of new statements which often refer
to events which cannot be directly obgerved and
from which, in combination with other statements

aboul partienlars, we can derive statements capable
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of disproof by observation.v (&)

In assessing the applicability of this method
2 distinotion must be drawn between what Hayek
refers to as Ysimple phenomena” and "complex
phenomens. $imple phenomens, for example the
phonomena studied by piysics, refer to those
phenomena "where the number of significantly
comnected variables of different kinds is sufficiently
small to enable us to study them ap {f they formed
a closed system for which we cap observe and contrel
all the determining factors.® (°} In dealing with
complex phenomena, on the other hand, the scientist
deals with a complicated interaction between a large
nuimber of varisbles. Complex phenomena are to be
found both in the fieid of the natural sciences and
the social sciences. The subject matter of some of
the biological sciences serve 2a an example of
complex phenomena in the natural sciences. In
dealing with complex phenomena, Hayek conterds,
a different approach is required. Since in these
situatione observation discloses only limited
regularities "we usually ask to what extant our
existing knowlesge of the forces at work, or of the
properties of some of the slements of the complesx,

may account for what we observe. We endeavour to

find out whether this may be derived by deduction

from what we know about the behaviour under simpler
conditions of some of the factors involved," ‘1)
In other words, in dealing with compiex phenomena we

proceed from the known to the unknown instead of

e :_i
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the other way around.

The difficulties inherent in thia approach are
stressed by Hayek: "we can never be certain that
what we know about the action of those forces under
simpler conditfons will apply t-o more complex
sttonations, and we will have no direci way of testing
this assumption, since our difficalty is preecisely
that we are unable to ascertain by observation the presence
and specific arrangemont of the multiplicity of fastors
which form the starting peint of our deductive reasening. v
Thus the scieniist who studies complex phenomena doses
not invent mew hypotheses but rather selects certain
hypotheses from what is already known to him about
the elements of the phenomenon concerned. Thesge
known hypotheses are used in the model in order to
deduce the conclusions that fellow.

The problem of deriving hypotheses or asgumptions
for use in 4 thoory of complex phonomena has alrcady

wizdge. ¥ 1n this article Hayek states that

the assumptions from which the Pure Logle of Cholce
atarts (the asswaplions corresponding to the a priori
assumptions made by Mises namely, that man’s actions
are purposive)"are facts which we know to be common

to all human thought.,” However, Hayek claims in this

_article, in order to explain sooinl processes, 1t is

necessary to introduce subsidiary hypotheses or
assumptions. These hypotheses, which must be selected
from the infinite variety of possible situations, "concern
the relation of the thought of an individual to the outside
world, the question to what extent and how his knowledge
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corresponds to the external facta. And the hypotheses
mugt necessarily run in terms of assortions about
causal convectiong, about how experienne crcates
knowledge, "

It is not netessary to emphasize the difficulty of
the task that requires, in order to introduce subsidiary
hypotheses, an explapation of the causal connection
beiween experience and knowledge. Indeed, one might
wonder whether it is at all possible to say anything
of significance about this complicated matter. It
is the difffoulty of stating precisely how experience
influences the knowledge of different people and therew
fore their thoughts and ideas which, as is shown above,
led Mises to conclude that the latter constitutes the
“final cause” of historical ovents and are therefore
incapable of being reduced any further. As Hayek
correctly poinfsout in this article, the assumption
of & tendency towards eguilibrium does make implicit
assumptions about the relationship between knowledge
and experience, but it must be quoationed as to bhow
much can be known about this complex vefationship.

Tn his later formulation Hayek acknowledges the
difficulty by pointing out that social phencmena are
complex and that therefore, since the oientist cannot

adequately specify the hypotheses and initial situationr

_to be incorporated in the model, he must proceed from

the partial knowledge of the phenomenon that is
available to him. It is thie method that Hayek calls

"explanation of the principle."

P




Wherens the theorios of simple phenomena, for
example mechanics, yield specific prodictions, the
0 theories of complex pheuomens predict that a patfern

of & eortain kind wili appear in defined circumstances,

Nevertheless this prediction, since it siates at the same

time the patterns that will not appear, is falsifiable
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and is therefore an empirical statement, Hayek

emphasizes that the nature of complex phenomena is

such that specific predictions canuot be made. It is :
therefore incorrect to attribute this fact to the
undeveloped nature of the sciences concerned. In the

field of the soclal aciences, ior example, "individual
events regularly depend on 5o meny conerete circumstances

that we shall never in fact be in a position t. agcertain

them all; and ... in consequence not ouly ths ideal of
prediction and control must largely remain beyond our i
reach, but also the hope remain fllusory that we can !
discover by observation regular connections between
the individual events. The very insight which theory
provides, for example, that almost any event iu the
course of a man's life may have some ¢ffect on almost
any of his future actions, makes it impossible that we
translate our theoretical knowlusdge {nto predictions of
' spocitic events, n %)
Thus the sciences of complex phenomena, which
aim at ex plaining regularities in these phemomena, can
only yield predictions about genoral patterns that will
appear under certain general conditions. It is not

possihle to predict specific events that will cccur at

i
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4 particular time and place such as the prices and
quantities of all the goods and gervices zvailable in
the economy. Nevertheless PPredistions of a patiern
ars ... both testable and valuable. Sincs the theory
tells us under which general conditions a pattern of
this sort will form ftsalf, it will ensble us to create
such conditions and to observe whether a pattern of
the kind predictsd will appear., And since the theory
tells us that this patieTn assures a maximization of
output in & cortain sause, it wlso enables us to oreate
the general conditions which wiil assure such a
maximization, though we are ignorant of many of the
partfcular circumstances which will determine the
pattern that will appear.n (1%}

It 1s evident from this last statement as well
A3 ypae

Hayek holds that a theory of complex phenomena whose

as from ofher statements made elsewhere,

predictions of general paiteras have not been contra-
dicted by observation, doee provide knowledge about
the future. It is thus suggested, as the last fooinote
eivarly shows, that the thoories of complex phenomens
whese kypoiheses havs noi been refuted, can sexve to
reduce thy vaecertainty with which human action must
contend, The acting haman being is provided with the
informantion that certaln socinl eventualities are not
possible. 1If theories can provide this useful function
then their importance in a study of human action cannmot
be underrstod. Mises has shown that the acting human

cun be informed of the consequences of some of his

i
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aotions by the knowledge provided by the natural sclences.
If the social sciences can provide a eimilar service, even
though their predictions are of a more general nature and
not specific as are the predictions of the natural sciences,
then human action becomes easier in that certain social
consequences ean, at the outset, be excluded. Social
theories accordingly fulfil a purpose similar to that of
institutions which 2lgo tncrease the certainty with which
human decisions are taken. (**) However, since Hayek's
theory ia being considered here, comiment on these
important implicatiuns is reserved for the critical

reflections on Hayek's theory later.

3. Haye

Having examined Hayek's approach to complex
phenomene in general and to the social sciences in
partioular, a few words may be said about some of the
differences between the meithod suggested by Hayek
and that suggested by Mises, The latter, as has been
shown, regards economics ag a kind of logiec, According
to Mises, economics consists of deductions from a prieri
assumptions which camnot be refuted. In explaining
a particulay situation subsidiary assumptions must
be incorporated into the ehain of praxeological reasoning
and conclusions are then derived. If there has been no
fault in the deductive chain and if the subsidiary
assumptions correspond to the situation that is to be

explained, then the conclusion must be correct. Mises

i
i
i
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(in fact in hin argument against Popper) claims that
in the sciences of human action there are "no such
thingo a8 experimentslly sxiablished facts. All
experience in this field is, as must be repeated ;
again and again, historical experience, that is
experisnce of complex phenomena. Such an experience

can never produce something having the logical character
of What the natural sclences call facts of experience.n 1%
Mises thus olaims that in the socisl sciences it §s not
possible to confront the conclusions of praxcological
reasoning with the faots of the sitvation. This is not i
possinle because these facts consist of a complicated i
interrelationship between a large number of variables.
Mises thus concludes that therc is no way in which a

theory can e rofuted if the assumptions and the chain
of deductive reasoning are correct. "There is no means
to expose a faulty theory other than to refute it by
discursive rezsoning and to substitute a better theory {
for 1t,n (16

(It hae been noted that although Mises rejscts
that the conclusions of a praxoolonical theory can be
tested by confronting them with the particular facts of
the situation he nevertheless holds that "experience”
must be used as the eriterion in deciding whether the
subsidiary asswmptions, introduced into ihe praxeological
reasoning, are +alid or not.)

On the other hand it hag been shown that Hayek's
analysi s depends to a far greater degrse on empivieal
observation. While for Mises the criterion according
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ta which the subsidiary assumptions are admitted into
the praxeological reasoning provides ths only link
between economic theory aud empirical sbeervatica,
tor Hayek observation plays a far more important role.
predioted by the sconomic theories must be subjected
ts empirical testing. If general patterns are predicted
this will imply that other patterns will not be observed;
ii they are observed, then the theory iz taken to be
refuted. If the theory is not refuted then it will provide
useful knowledge about the future. *') Hayek points
out that since theories of complex phenomena yield only
goneral predictiong, it is difficult to eliminate inferior
theories. Altheugh this difficulty is acknrowiedged by
Hayek he contends that it is essential in all ceses to try
to refute the theory. WMises on the other hasnd, as has
been seen, belfeves that this possibility is not open ta
the sccial sciences because of the complex nature of
their subject matter,

Another interesting difference between Mises and Hayek
is the approach taker by each regarding the determinism
of human action. Aczcording to Mises, fulure social
phenomena cannot be predicted bacause these phenomena
depend oa the actions of individuals which, in turn,

are dependent upon the thoughts and fdeas of the same

-individuals. Mises acknowledge that the ideas. thoughts

and values of individuals are influenced by the particular
social milieu fncluding the ideas of cther individuals,

Nevertheleas the exact nature of this influesce cannot




.

_.s_%ﬁ:_[;‘v_v
]

66.

be stipulated and thersfore it is not possible to predict
futare human action. Accordingly Mises rejects the
behaviourist explanation of human action econcrived as
= Tesponse to an existing stimulus situation, and he
also rejocts the “materialist" explanation of human
behaviour whereby all behaviour has physical causes.
"Every individual is born into a definite soeial and
natural milien ... An individual is at any instant of
bis life the product of all the experiences to which hls
ancestors were exposed pius those to which he himself
has go fax boen exposed ... He is imbued with definite
religious, philogophfcal, metaphysical, and pulitical
tdeas, whioh he sometimes enlarges or modifies by his
own thinking. " *® However, when we say that the value
judgments, thoughts and ideas of the individual are
ultimately given facts we are saying that "We do not
know why and how definite conditions of the axternal
world cause in & human mind a definite reaction. We
do not know why differant people and the same people
at various instants of their lives react differently to
the same external stimuli. We cannot dlscover the
necessary connection between an external event ard the
ideas it produces within the buman mimd,n | ¥

Heyek arrives at the same conclusion, . ..ely
the impossibility of predicting human action, but via
a different route. Hayek argues that even {f we were
to aceept the principle of universal determinism, sxact
prediction would atill not be possible bscause of the

complex nature of human action. "Even if the aspertion
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of a universal determinism wWere meaningful, scarcely

any of the comclusions usually derived from it will

therefore follow ... we may, for instance, well be ;
able to establish that every single action of a human :
being is the necossary result of the inheritcd structure

of nis body (particularly of its nervous system) and of

211 the external inflaences which have acted upop it sinece

birth. We wmight even be able to go further and assert

EANSNUNDE. SN

that if the most important of these factors woere in a
partioular case very much the samo as with most other
individuals, a particular class of influences will have

i @ certzin kind of effect. But this would be an empirical
3
which we could not verify in the particular instance.

geueralization based on a oot assumption

The chief fact would continue to be, in spite of our
knowledge Of the principle on which the human mind works,
that we should not be able to state the full set of particular |
facts which brought it about that the individual did z
) particular thing at a particular time." @0 H
3 it is thus not possible to predict specific {ndividual
actions 2t 2 speciffc time even If human action were
mechanically determined. The nature of the determinism |
is so complex that the prediction of human action remains
fmpossible, The actions of the fndividual at time t

might therefore be entirely different to his actions at
efther t -1 or t+ 1. The statement that the individual
will act in exactly the same way in identical situations,
although true if we assume universal determinism, is not

of practical use. The human mind, due to the complexity

i
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of the situation, will not he able to fdentify simflaxr
(or dissimilar) situations. The prediciion of future
human ection is, therefore, not possible.

Having stated this conclusion which Hayek reaches
in the Iast quotation, some difficulty ls found in
recouciling this with his other conclusion noted above
that theorics of the social sciences can ald future
human action (or, what amounts to the same thing,
present action which by definition is oriented to the
future). If it is not possible to predict future humsan
action, how then can social theories be of use to the
acting individual? The same question might be phrased
in a differont way: Hayek claims that the general patterns
predicied by theories of complex phenomena must be
confronted with observable facts ln the zttempt to refute
the relevant hypotheses. But tha "obscrvable facts”
are the conscquencos of human actfon and as is shown
above future human actiop cannot be predicted. In other

words, although the general patterns piedicted may,

in e partiiular case, not be refuted by the observable
facts (2lso of a general nature) there is no logigal
reason to suppose that the same will be trve in the

next point of time. The "facts" might change over time
as human sction changes. This inescapable comclusion
follows frowm the impossibility of predicting human action.
To the sxtent to which 2 theory of complex phemomena
depends upon assumptions regarding specifia human
actions, thie theory will not neoessarily be able to

couvey any information about the future since specific




human action in the future might change. (Of course,
the theory will only explain past phenomena if the
asgumptions made correspond to the particular
situations concsrned,)

Thus Hayek Mas concluded both that future human
actiong cannol he predictod even if a universal
determinism is accepted, and that social theories
provide knowledge the effect of which is to reduce
the wncertainty involved in acting by eliminating somae
conceivablo consequences of human action. How are
these two views to be ~econciled?

The two opinicas can be reconciled if it is assumed
that human action, although unpredictable, is fairly
constant over time. Thus a theory, the assumptions
of which are basod on specific human actions and the
predictions of which have been supportsd by observable
phenomena will provide usefal knowledge for the future
to the exient that future actions are the same as thoge
implied in the thoory, Dut of course, some patterns
of human actioy may change over time with the reault
that a theory mny become less raliable as iime passes.

This problem can be illustrated by the following
example, Accepting that it is impossible to prediet
the specific prices and quantities that will prevail at
a particular time and place, gomething can nevertheless be
said about the prices and quantities that will prevall
if conditions tend to be either competitive or monopolistic.
In other words, the goneral price and guantity patterns

that will rosult under competitive conditiors can be
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compared to thoge resulting from monopoliptic conditions,
But 1t s not possible 1o predict whether conditions in
the future economy will tend to be either competitive or

monopolistic. For this will depend on the ideas etoc. of

human beings which, a5 we have seen, cannot be predicted.

In faot, the very "prediction" that conditions in the futurse
economy will tend more towards the monopolistic model
than towards the competitive model might have the effect
of encouraging the opposite to actually happen.*') This
might be called a self-frugtrating prophesy. &
4. Knowledge of the Mind of Other Individuals

Hayek has often emphasized the importance of
introspoction in the social sciences. This follows
logically from the fact that the social phenomena which
coustitute the objecta of enquiry of the social sciences
are the results, both intended and unintexded, of human
action, The actions of individuals are guided by their
ideas, values and purposes which are embodied in thelir
plans, Since it iz often not possible to direotly observe
the plans of individuals it beoomes necessary, at least
in these cages, to understand them by introspection. As
Bayek has put it: " ,., where we try to understand
human beings, and wheve this ubderstanding is made
possible by the faot that we have a mind like theira,
and that from the mental categories we have in common
with them we can reconstruct the soecial complexes which

23
are our congern.v (2%}
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This subjective knowledge is incorporated into the models

used in the social soiences. " ... we can derive from_
the knowledge of our own mind in an 'a priori' or
tdeductive’ or tanalytic® faghion, an (at loast in . :
forms of intelligible behaviour ... welthesfuse the
different kinds of individual behaviour thus classified

a5 slements from which we construct hypothetical models
fn an attempt to reproduce tho patteras of social relation~
ships which we know in the world around us." (34)

Many writers have used the above argument to point
to an essential differcnce between the matural and social
sciences. It is thus argued that the natural seientist i
cannot 'understand! the workings of an atom in the samse
way that the social scientist can 'understand! the action

of the individuals he studies. The social scientist can

understand the meaning that acting individuals atiribute N

to their action because he/she too (i.e. the social

soientist) is an soting human being. While the comparative
ptudy of plans 2nd results is fundamental for the social
sciences, °t is not possible for the natural sciences. In
nature there are no plans. Popper acknowledges this
difforence but claime that it doos not indleate a difference
in method between the natural and social seiences, MIt

1s undonbtedly true that we have 2 more direct knowledge
of the 'inside of the human atom? them ~ve have of physical
atoms; but this knowledge is intuitive, In other words,
we certainly use our koswledge of ourselves in order to

frame hypothepes about some other people, or about all
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people., But thase hypotheses must be test:d, they must
be submittad to the method of seleotion by elimination, n(Z8}
While rejeeting that tho differcnce is important as regards

the appropriste method for the natural and soclal soiences,

Popper nevertheless acoepts that 'understanding! plays
an important part in the socisl sciences.

‘the diffieulties of the introspective method are
well recognized by the authors who support it as an
fmportant method of the social sciences, One of the
obvious problems is that we can never be sure, by
introspection alone, whether our understanding of the
situation is correet or not. Farthermore, to the extent
to which the individuals whose actions are the ohjsct of
study of the social soientist, are "culturally” different
from the soeial scieatist, tho margin of erroxr is likely
to be greater, However it is not correct to suggest,
as has sometimes been said, that the introspeotive
approsch supposes that the scientist must be in some
ways similar to the psople he/she studies so that, for
example, only a sclentist of "[iery"” tempevament is
capable of understanding the actions of a rioting mob.
It is poasible to np

ergtand the actions of a murderer
by understanding the purposes that led him to murdr
without condoni ng the ast itself. Of the difficulties
inherent in the introspcotive method Hayek has said that
" ... to recognize something as mind i5 to recognize

tt as something similar to our own mind ... This kind
of interpretation of human actiong may not be always

successful,and, what is sven move embarragsing, woe

-  I—



may never be absolutely certain that it is correct in

2ny particular case; all we know ig that it works in

the overwhelming number of cases, Yet it is the only
basis on which we ever nndexstand what we call othexr
people’s intentions, or the meaning of their actions ...
As we pass from men of our kind to different types
of beings we may, of course find that what we can
thus understend becomes logs and less, (26}
What has been referred to here as the introspective
method rafses the following important question: Are
the distinciions required for exploring the gubject~
matter of the social sciences exclusively "subjeciive? i
The opinions of ona well-known writer (209 who gnswers ’
this question in the negative, will be examined here. :
Nagel criticizes the view expressed, for example,
by Hayek, that in explaining purposive action the ‘thlngs' -«
that are the moans or ends of these actiona must be
explained in torms of the meaning that the agtors them =
gelvos attoh to these things rather than what can be
#aid about thom by the natural sclences. Thus Nagel

eriticizes the following statement from Haysk which
olaims that for the purposes of social study, 2 medicine
is not what cures an ailment but rather what people
belteve will produce that effect: "Any knowledge which

we may happen:io posséss about the true nature of the
materinl thing [{,e. the alleged medicine] but which the

people whosa actions we want to explain do not possess, 13

is a6 little relevant to the explanatfon of their actions ]
a8 our private disbellof in the efficacy of a magic charm

[ | w———
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will help ue to understand the behaviour of the
savage who bellevos tn it. v (28
In eriticizing the view heid by Hayek, Nagel
argues that "even whes the behaviours studied by
the social soiences are indisputedly directed
toward some consciously entertained euds, the
social seiences do not vonfine themselves to using
only distinctions that refer to psychological gtates
exclusively; nor is it clear moTeover, why these
disciplines should place restrictions upoen themselves.
Forexample in order to account for the adoption of
certain rules of conduct by a givea community, it
may be relevant to inquire into the ways in whieh
members of the community cultivate the soil, comstruct
shelters, or presexve food for future use, and the
overt bekaviours these individuals exhibit in pursuing
thege tasks cannot be described in purely 'subjective?
torms, v 29
In examining Nagel®s criticism two pointsmust
be made, In the first place, although Nagel himgelf
does not confuse this, it must be emphagized that a
distinetion must be drawn between what has been
oalled the introspective or praxeological approach
here, and the "psychological approach”. While the
latter asks.why poople behave 2s they do, that is,

. deals with motives, the former examines the plans

which people pursue in attempting to attsin their
gosia, that 1s, deals with purposes.
Secondly, while it is accepted that in order to

i
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considor the adopted rules of condunct of a community
1t might be necessary to examine other activities
of this community, the present author finds it rather =
unclear how these other activities themselves are
to be understoed without the use of the introspective
approsck. Can the actiong of a man who is placing
Iayers of grass on a gubstructure of twigs bo undexr-
stood without 2 "subjective" realization of the
intentions of the man? Is the end result of the
activity to be seen as layers of Eress om a struature
of twigs, or 15 it to be seen as a she’ter against the
sloments, a place to store possessians, ete? If the
latter, then it s difficult to see how the actions are
to he explained without taking these "purely subjective!
aspects into acoount. Of course the sciemtist must
take the overt {observable) actions of the man into
account but those actions only become meaningful
when interpreted in terms of the goals being pursued
by the man in gquestion.

flayek has s2id this when he points out that
"all propositione of economic theory refer to things
which are defined in terms of humar attitudes toward
them, ... by the faot that people believe that 1t will
serve certain needs of thelrs in a certain way ...
A consistent "objective" explanation would "imply
that the propositions of the theory of money would
have to refer exclusively to, say, *round discs of
metul, bearing a2 certain stamp,! or some gimi'arly

defined physical object or group of objsats,® (3¢)
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In oxdar to illustrate the clarity resulting from

2 subjectivist explanation, anotaer criticism of Nagel's
will be examined. Nagel suggests that "even though
purposive action is sometimes partly explained with

.. J.

the help of assumptions concerning dlspositions,
intentions, or beliefs of the actors, other assumptions

concernirg matters with which the actors are altogether

unfamiliar may also contribute to the explanation of
their action,” 1} e takes as an example the case
of southern cotton planters in the United States before
the Civil War. These planters missakenly believed
that the use of animal manure would indefinjitely
preserve the fertility of their plantations. WNagel
argues that kaowledge of the laws of soil chemistry

|

i

|
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j will explain why “the soil upon which cotton was grown
| gradually deteriorated, and why in counsequence there

| was an inoreasing need for virgin land to raise cotton
' if the normal cotton crop was not to decreass. (%)

} An "objective” oxplanation of the detevioraion of

; the soll and of the {ncroesed demand for virgin land

is thus provided, that is, without reference to the

subjective states of the people concerned. Before
eriticizing the approach suggested by Nagel, it is
necessary first to examine the subjectivist explanation
of the same phenomenon.

By understanding the meaning that the people
ovoncerned attach to their actiouns, that is, by under~
standing the intentions and purposes which guide

their actions as well as the consequences of these
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actions, it s possible to provide a consistent
explanation of the phenomenon under discusaton,

It is svident that the immediate goal of the planters
i to produce an output of cotton. The means which
are available to achieve this aim include, amongst
others, (such as the co-operation af labour), the
poil and the fertility thersof. The planters realize
that the fertility of the soll is diminished as a result
of the growing of cotton croms but they nevertheless
believe that by using animal manure the fertility of
the soil will be maintained, Howsver, over time

the planters find that the gquality of the soil
deteriorates and that thefr output per sore accordingly
declines. It is not tmportant why the fertility of the
soif declines. What is important is how the planter
sees this phenomenon and it ie this which will influence
his future actions. If he sees the decrease in
fortility as the rasult of a curse upon his family, his
future actions may be entirely different to the case
where he sees it as the result of a lack of a chemical
component. But it is precisely thege future actions
which interest the social pcientist. In the example
chosen by Nagel it is possible thet the planters felt
that, in the face of the decrease in output, given a

constant or increasing demand for cotton as well as

- the availability of upused virgin forest, the cost

involved in buying and/er clearing this land seemed
justified by the returns expected from selling the

cotton grown from tho land, (°3)
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It is now possible to criticize the "objective™
approach put forward by Nagel. On oloser
examination it becomes clear that this approach
alone does not explain the phenomenon under
consideration and that a complete explanation
agsumes a subjective Interpretation. A1l that
the laws of sofl chemistry teif us In this cass is
that sofl whica is used to grow cotton and which is
only replenished with animal manure will over time,
deteriorate. The laws therefore tell us the con-
sequences that will follow from & planter operating
wnder the conditions desoribed by the laws. They

consoqugnoeos. Yet if we are to understand the

fact that virgin land is now brought under cult{vation
it is essential that something is known about these
reactions, Ard it {s evident that only a subjectivist
approach can provide this information. It is therefoxe
concluded that knowledge of the "ohjective" laws of
soil chemigtiry must be supplemented by "subjective"
knowledge in order to explain the given phenomenon.
On the other hand, however, a pure subjectivist
explanation is entirely adequate for an understanding

of these phenomena,

5. Twe Further Gousequences of Hayek's Theory
of Complex_Phenomena,

Two further consequences of the theory of complex
phenomena mentioned by Hayek will be mentioned here

because of their relevance to later gections. The first

i
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deals with the concept of reduotion while the secend
deals with "laws" In cconomics.

The claim has been made that sociology can be
reduced to psychology and othexs have claimed that
the latter can be reduced fo physiology. The
importance of what Hayek calls "reductionism® with
regard to economic theory lies in the claim that all
economic phenomena must be seen as the consequences
of the actions of individuals based on their plans. This
has been referred to as methodological individy alism.
In Chapter % some of the advances made as 2 result of
a consistent application of this approach were illustrated.

Hayek deals with the assertion that "mental phenomena
are tnothing but' [i.c. can be reduced tq] certain
complexes of physical events. " © The importance
of thig assertion cannot be underrated. 1If the physical
laws determing "mental" phenomena are knowa, then
the thoughts, ideas and valuations of individuals can
be predicted and coutrellsd and, since they guide
actions, go can the latter, However, even accepting
such a reduction, "mental" phenomena are to he sesn
an the result of 2 complex intevrelationship of a large
number of variables. “A full reduction would be
achieved only if we were able to substitute for a
deseription of events in ... mental terms a degeription
{n physical termg whick included an exhaustive enumeration
of all the physical cixcumstances which constitute a
neccssary and sufficient condftion of the ... ~.ntal

phenomena in question. 3%} Because of the complex

e
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nature of this task Hayek concludes that the full
reduction is not possible,
Hayek also rejects that "laws™ pertaining to

complex phenomena can be establighed if a scientific
law is defined as "the rule by which two phenomena
are connected with each other according to the
principle of causality, that is to say, 25 cauge aad
etfoct. **%) The theory of complex phenomena can
yield nMthe statement that a certain structure can
assume only one of the (still infinite} number of
states defined by a system of many simultaneous
oquations.” 7} hut 16 would do vielense o language
to call such a statement a "law", Hayek therefore
concludes that it would "appear that the search for
the discovery of laws is not an appropriate hallmark
of scientific procedure but merely a characteristic

of the theories of gimple phenomen<~ ... and that in

the ficld of complex phenomena the term "law" as
well as the concepts of cause and effect are not
applicable without such modification as to deprive

them of their ordinary meaning."
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THE _BASIC POSTULATES OF SUBJECTIVISM

Up to this point a tentative definition of
subjectivism has been used which stated that secording
to the subjectivist approach, social phenomena must
be explained by belng deduced from the plans and
actions of individuals. Using this definition it was
shown that many of the important advances in the
history of economic thought resulted from the
application of subjectivist priiciples. Then the
writings of severa. sconomists of the Austrian School
were examined. It is now necessary to disetss in
greater detail the basic postulates of subjectivism,
This will be done in this chapter, end in the follewing
chapters some consequences of this conception will
be examined and the implications for economic theory
dlseugaod.

The basic postulates of subjectivism wiil be
diseussed in the following way: first we will examine
how two subjecti~ist writers (Mises and Kuight)
conceive the basic postulates of subjectiviem and
then we will examine an opposing point of view which
regards this conception as inadequate. We will
Hnally examine how some subjeotivist writers have

overcome the criticisms of the subjectivist approach.

=
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1. Mises and Knight on the Postulates of Subjectiyiem

Mises has held that human action is essentially
purposive conduct, "It is not simply behaviour,
but behaviour begot by judgements of value, aiming
at a definite ond and guided by ideas concerning
the suitability or unsuitability of definite means.
It t¢ impossible to deal with it without the categories
of causality and finality, It is conscious behaviour.
It s choosing. It is volition; it is 3 display of
witt,# 1) Miges 45 very precise as regards the
source of knowledge of the postulate of purposive
human action: "Neither can we interpret our comcept
of action as a precipjtate of experience ... Experience
tells us somsething we did not know before and could
not learn but for having the experience. But the
characteristic feature of a priori knowledge is that
we camnot think of the truth of its megation, or of
something that would be at variance with ft ... If
we gualify a comcept or a proposition as a priori,
we want to say: {irst, that the negation of what it
asserts is usthinkable for the human mind and appears
to it as nonsense; secondly, that this a pricri concept
or proposition is necessarily impliied in our mental
approach to all the problems councerned, f.e. in our
thinking and acting concerning these problems. The
2 priori categories are the mental equipment by diat
of which man is able to think and to experience and
4hus to acguire knowledge. Their truth or validity

cannot’be proved or refuted as can those of a

i
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posteriori prapositious, because they are preoimely
the fnstrument that enables us to distinguish what
(s txue o valid from what 1p not,s (&)

According to Mises, therefore, man ig
homo agens, the purposive animal. It is not
posaible to refute this postulate since the very
provess of thinking is based on 1ts truth, Miges
has thus raised the ststus of his basic postulate to
unassailable heights, It s not possible to oriticize
his position within the framework of his assumptions
and thus all further discussion on the truth of the
basie postulates is pointless. -

Katght s in fundamental 1greement with Mises,
As Knight puts it: "The whole subjeat mattor of
conduct - interests aud motivation - constitutes a
Qitierent realm of reality from the external world,
and this faot gives to its problews a different order
of gubtlety and complexity than those of the saionces
of {unconseiows) nature. The first fact to be recordsd
16 that thls realm of reality exista, or 'is there,!
This fact cannot be proved or argued or Ttested’,
If anyone denies that men have luterasts ox that 'wer
have a considerable amount of yalid knowledge about
them, eoonomics and all its works will simply be
to such a nerson what the world of colou is to the
biind man. But there would stll bo one difference:
a man who is physically, ocularly blind may still be
rated of normal intelligence and in his »ight mind,
8econd, as to the manner of cur knowing, or the source
of knowledge, it is obvious that while our knowledge
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(*eorrect’ obgervation) of physical human behaviour

2nd of correlated changes in the physical objeects of
non-human nature plays 2 necessary part in ouxr

knowledge of men's interesta, the main source,

far more tmpnrtant than in our knowledge of physical
reality, is the same generszl process of intercommunioation
in soefal intercourse, whiri has no important direot
relation to any 'problem!, either of knowledge or of

action - which hzs been found to play a role in our

knowing of the physical world."

According to Knight, thersfore, although we
cannot prove that the subject matter of conduct, that
15 interests and motivation, really exists, wo do,
nevertheless, have a "considersble amount of velid
knowledge® about the motivations and interests of
others. This knowledge is derived from the “general
process of intercommunioation iz soclal intercourse.”
Moreover, anyone who denfes that this is so i3 rated
By Knight 28 not in his right mind.

Both Knight and Mises hold that human action e
purposive. This is an irrefutable (since it cannot
be te sted) postulate of subjectivism, Economic
theory is accordingly seen ag a process of dedustion
from this basic postulate.

However, it does not seem wise to accept the
contention of Mises and Knight and to proceed
immediately from there. This does not secm wise
because there are many philosophers and social
scientists who have rejected this postulate and have
preferied to search {n other directions for an under-
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standing of human bebaviour. It is sccordingly
necessary to at least examine brigfly the point

of view of those who do not accept that purposive
human action can be the starting point of the social
sciences,

There is no need to pafr  at that justice can
hardly be done to this problem within the confines
of this thesis. The problem has been the concern
of many disciplines and has etill not been adequately
resolved. Thus, in the event of not being able to
adequately caver all the relevant ground here and
not having a generally accepted concensus of opinion
to fall back upon, it is inteaded merely to examine
how some subjectivist writers have overcome the

objections to the postulate of purposive humsan action.

2. The Nature of Humap Astion

How is it possible to distinguish betwesn an eye
blink reflex that results from a beam of light being
shone into the eye and the aotivily of a man who Ig
tilling the s0il? Can anything be sald about the
difference botween a man jumping and & man falliag?
What do we mean when we say that an individual is

responsible for his actions? It ig in answering

. questions like thege that the nature of humasn action

becomes clear and understandabla.
One way of answering the above guestions is to
draw a distinetion between behaviour and action,

Behavidur may be taken to refer to any change or

1
i
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tendency to change in living things. It thus includes
such diverse events as the nest-building activites of
different spacies of birds, the knee~jerk reflex and
the process of thinking. Action, on the other hand,
refers to behaviour to which, following Webex, the
agent attachey subjective meaning. Thus action is
purposive and does not constituie mere rezction to
stimulus; it is dizected to ends Tathar than caused
by external cvents. Eince action {s directed towards
ends its analysis is, in this sense, teloological and
not mechanistic.

An act therefore implies-the existence of an
agent or actor. The actions of the aciox are dirscted
towards chosen ends or desired future states of
affairs. The actor acts because he prefers that state
of affairs whioh he expects will result from his
actions to that which he expects will result from
his inactivity. An cction can thus be overt orcovert.
The refraining from en overt act {5 thus still classified
26 an act. In this cope the actor prefers that state
of affairs that be expccts will follow his not acting
to that which hu expects will follow certain other
actions. An individual acts within a given situation
whick can, to some oxtent, be changed by his aotions.
This situation provides bim with obstacles as well as
means to the attainment of the onds towards whish
his actions are orijented. Thus while machines may
aid him in achieving his ends, the actions of others
may hinder his attempts. The actor thus takes into

aecount also the actions and expected actions of other
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people. He is aware too that he often makes mistakes
and that there is af times a divergence between the
aviicipated and actual consequences of his actions.

The distinction that has been drawn between
behaviour and action enables the answering of the
above qusstions. The activities of the man tilling
the soil arc thus gqualitatively different from the
knee-jerk reflex, The former can bs understood in
terms of concepts such as purpose and intention
while the latier can be understood in terms of the
physical nature of the evonts moted: the inteasity
of the blow with ihe rubber instrument, the poteniial
condusted by the nerves, the observed jerk, ete,

The activities of a man tilling goil cannot be under=
stood fu these terms. For then it would not he possible
to distinguish between a man tiiling soil and a man
making psychotic gestures in a fleld with an instrument
in his hands, Similarly it would not be possible to
differentiate betwoen an eye blink that cccurs when

a light ts shone into the cye and a wink,

It iz now necessary to inquire about the relevance
of the distinction betwecn astion and bohaviour for
the social sciences.

On the one hand, it has beeu seen that behaviours
which do not fall into the category defined as actton,
can be treated as natural phenomena. The method
appropriate to the studies of the natural sciences
are entirely adequate in this case. However, the

sciences of human action call for a different treatment,
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It is obviously not possible to deal with concepts
such as purpose, intention aand ths like with the
taols at the disposal of the natural sclences. What
are some of the specific problems that arise in
connection with the study of human action?

n the first instancs it is necessery to ask
whether an adequate explanation of the behaviour
that kas been defined as action can be given since
some of the fundamental concopts used refer to
unobservable svents. What exactly is meant when
it 18 gaid that the "purpose" of an action was to
attain such and such 2n end? The traditional saswer
that has been given in order to distinguish betwsen
such events as 'I jump! and such happervings' as 'I fall?
has been couched in terms of the will of the actor,
But what precisely is meant when it is said that he
willed himself to jump over the fence? And Lhow can
the event which hes been referred to as ‘willing? be
explained? Does the actor will his willing? And if
he does, then we sre led int> an infinite regress
which does not provide any solution. It is problems
such as these that have led one writer to conclude
that "surel: it is an understatement to say that the
philosophicas talk about acts of volition invelves
@ mare’s nest of confusions,® (*)

Faced with problems such as this some philow
sophers and social scisntists have argued that concepts
such as willing, intention, ete. should be omitted from

the gocial seienoss and that the explanation of human
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behaviour should be reduced to observable variables.
This argument can be expressed in the following way.
According to the teleological explanation of human
action, an actlon X depends upon the purpose of

the actor, P. Thatis, X = f (P). But 1. we can
show that the "purpose" of the actor depends on other
observable variables, colicrtively calied 4,
[racis » = ¢ (A)] then purpose can be omitted
from the explanation. Tor we can then say thui

X = f(A). The action thus depends upon observable
variables and it remaing to find the 'laws’ which
govern this dependense. {°) (It is admitted by these
social soieniints that this is an extremely diffleult
task and that much work will be required before the
taws can be formulated.)

Furthermore, {t is not diffioult to see why many
social scientists have chosen to pursue an alternative
path to that of Mises and Knight.

If the voluntaristic postulate of human action is
sccaptod, then all social phenomena and processes
must be reduced to the thoughts and ideas of the
individuals concerned. But it is not possible to
reduce ideas and thoughts any further (for example,
to obgervable physical phenomena)., Thoughts and
ideas thus ¢opstitute the "fundamentals” of human
action and, since their future content cannot be
predicted, thore are essential limitalions placed
on the endeavours of gocial scientists: the social

golentist must accept that prediction, in this sense,

»
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i5 ot possible in dealfng with human action. Faced
with this and other problcms, and impresse with

the mothods of the natural sclences, these social
scientists have accordingly attempted to reduce
thoughts and ideas to observable phenomena and

to egtablish laws dealing with the interrelationship

of these physical variables. "Thoughts" and “ideas
are thus, following the successiul establiskment of

the relevant laws, explained in terms of the existing
pattern of observable variables as well as unobservable
variables thet are operationally defined. The concept
of "mind" in the gocial sciencés is then seen as akin
to geveral pre-Newtonian concepts in the field of
vatural phenomena,

However, it is not possible to examine {his
opposing viewpoint entirely adequately for this wouid
take us beyond the scope of this thesis. Accordingly
we must content eurselves with a brief look at how
some gnbjectivigt sconomists have approached the
argumeni against the voluntaristic vostulate, The
writers chosen are Miseg, Hayek and Shackle,

Miges acknowledges the infiuence of environ-
mental and hereditary factors in human action but
holdg that the eéxact nature of thig infiuence is not
kaown. The result is that the thoughts and actions
of a person must be ascribed to his (ndividualfty.

As Mises puts it: "what the term 'freedom of the
will! refers to is the fact that the ldeas that induce

2 man to make a decipion {a ohoice) are, like all

.
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other ideas, not 'produced’ by external *factsl, do
not *mirror! the conditions of reality, and are pot
tunimmely dotermined? by aw ascertainable external
factor to whieh we could jmpute them in the way in
which we impute in 81l other occurences an effect
to a definite cause. There is nothing else that could
be said about a definite instance of a manty acting
and choosing than to agoribe it to thias man's
individuality, We do not know how out of the
encounter s buman indiviguality, f.e., & man as
bhe has peen formed by all he has inherited and by
all be has experienced, and a hew experience
definite ideas result and determine the individual’s
conduot. We do not even have any surmise how such
knowledge could be acquired ..., It g precisely the
lack of such knowledge that generates the fundamentsal
difference beiween the naturzl sclences and the sciences
of bumayn action, "

Bayek's approach to the problem hag been
mestioned above (! and thereforo his views will
be only summarized here. Hayek's theory of complex
phenomena enablos him to side-atep the problam
whother human behaviour is or Is mot in fagt determimed.
The ssgential difference between physics and the social

sciences (including some of the other natural solemces

. Waiik the social sciences) fs that while the former deals

with the interactions between a relatively small number
of variables, the latter deal with complex phenomena.
It is therefore not correct to suggest that the method

.
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appropriate in the study of physics should be used
in the study of other more complex phenomena. The
main congequence of the dlfferenco between the
phenomena studied is that while in the case of the

study of simple phenomena specific predictions

can be mude, (3 in the case of comples phenomena
only general predictions can be made and falsified.
This leads Hayek to conclude that even if humsan
behaviour is determined it is not possible to s_.pulate
what o particular {pdividual will think at a particular
time vecause of the complex pature of this determination.
The social sciencos must therefore proceed as if cholee
doeg exist and accept that the future thoughts and
actions of individuals cannot be predicted,

Bhaecxle overcomes the argument that ail humaen
behaviour is determined by posiulating "an act of
original ereation,® that is, "the sndden pressnmce in

i
1
i
t

2 man's thoughts of something essentially novel,
something not erising in its completeness and essencs,
meraly from some -:aterfals or arrangement of
v matertals that were in his mind before, but manifesting
- ... tuspiration’. ®1 Since this elemant of inspiration
is present in each "moment-in-being" during which
dectsion takes place, and sluce this inspiration is
not a function of anything else, it e not possible to
- predict future thoughts and actions.
The argument of the above writers that the
thoughts and actiong of individual actors must

2t present be considered as undetermined is
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accepted unreservedly. However, it is not possible
to claim that this state of affairs will continue
indofinitely. Since future knowledge cannot, given
our present knowledge, be stipulated, it is rot
possible to foresee that an entirely acceptable
account of the determination of human behaviour
will not at some stage be given. But at present
thig possibility seems remote, to say the losst,
and the social sciences must therefore proceed
acoepting the voluntaristic postulate of human
aotion.

Thus althongh it is not af present possible to
proye that human action is of the character postulated
by voluntarism, it is nonetheless concluded that, in
order to oxplain adequetely social phenomena it is
necessary to proceed as if this were true. No other
oxplanation which does not take this postulate into
account is acceptable. In the next chapter the
relevance of some consequences of this postulate

for the pocial sciences is discussed.

i
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CHAPTER 1

BOME CONBEQUENCES OF THE BASIC POSTULATES
OF SUBJECTIVISM

1. Introduction

It has been concluded that the s« ~ial sciences
must proceed g3 1f human action wer. of the character
postulated by voluntarfsm. What are some immediate
consequences of this postulate? This guestion will be
discussed under the following keadings: knowledge aad
action; deolision-making; the consequences of human

action; prediction and the smocial sciences.
2. Knowledge and Actiom

Action has been defined as purposive or end-
directed behaviour. Actions are aimed at producing
changes in the world and accordingly have consequunces
tn the world, The actor acts because he prefers the
situation which be expects will follow fxom his actions
to that situation which he expeets will follow from
his inactivity, It hus been stressed that the actoer
will choose that action, out of the availabie actions,

which be expects will produce tho desired results.

The actor oir oi be sure that the action will, that
18 in the future, produce the consequences he desires.

He hag experienced cases of a divergence between the

anticipated and actual results of his action, Nevertheless

R i
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-in the face of this uncertainty, he feels, at the point

of kaving decided between the alternative available
acticns, that the chosen action is best suited to the
attainment of his ends, He knows that time might
well prove h'im wrong.,

Humen sotlon aimed at producing « degired
gtate of affairs in the woxid will be based upon the
stoch of knowledge that the actor possesses. As
his stock of kmowledge changes, as it will over time,
so his expeotations will change. Knowledge must{
thus be looked at as a stock concept that is existing
at 2 point of time,

What canr be said about the importance of
knowledge and its acquigition for human action?

The first point to note ig that it is not possible
to say anything about the specific stock of knowledge
which will in the future be possessed by 2 speoific
individual, Knowledge cannot, following the above
argument relating to the feasibility of a determiniastic
explanation of human behaviour, be looked at as a
response to a particular stimulus situation, It is
thug not possible to talk sbout the knowledge which
will be gained in a particular situation. Knowledge
must therefore he looked at subjectively, that is,
from the point of view of the acting individual.
Kuowledge does not exist "out there” but inside the
mind of the individual. Knowledge which "is
available” but not known to the actar will not affect
hig lmmediate decision between aliernative actions,

although it will certainly be important when, having
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later acquired this knowledge, he reviews his pagt
decision. However, although it is not possible to
talk of the specific knowledge that will be gained
by an individual it is nonetheless fruitful to examine
some general aspects of knowledge acquisition and
the importance of knowledge in human action,

Knowledge is acquired by the individual as
his mind appraises elements of hig experience.
The mind will select thoso elemeants which are of
interest to the subjoot. ) 5t {s not possible to
stipulate in sdvance the precise events which the
individeal will find of fntsrost, (%) for nis interests
will change over time and will nat be detarmined
in 2n ascertajnable way by anything else.

It is possible for the individual to aequire
what may be termed "incorrect knowledge". in
this case the individual's boliefs about certain aspects
of the world differ from the actunal state of affalrs,
It 1s not mecessary to inquire kere into the numerous
ways in which such insorrect beliefs may be established,
But it fs important to note thet the individualls actions
will be based on this (Incorrect) knowledge with the
repult that the consequences of his actions might
aiffer from tzose that he had antfefpated.

The acquisition of knowledge must be ceen ag
2 continuous process of bocomwing, As experience
continues over time, so thore ocours u constant
revision and modification of past knowledge. In
deciding upon a particular action scheme, the actor

will pioject his avgilable acitong into the future and

i
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try to aesess the effects that will follow. But the
projection and the assessment are based on his
prosent knowledge. Over time, however, he will
Wgrow older" o that even if nothing else has
chenged when the mction is actually performed,
the actor mevertheless has experienced the carrying
out of the action. He thus possesses additional
experience. Schutz has expressed this in a hrilliaat
passage: The "time porspective peculiar to the
project has rather important consequences. Firat,
I base my projecting of my forthcoming act ... upon
my knowledge of previously performed acts whick
are typically similar to the prescribed one, upon my
wnowledge of typically relevant features of the
situation in which this projected action will ocour,
including my personal biographically determined
situation. But this knowledge 1s my knowledge now
at hand, now at the time of projecting, and must
necassarily be different from that which I shall have
when the now merely projected act will have
materialized. Until then 1 shall have grown older
and if nothing else has changed, at least the
experiences] shall have had while carrying out my
project will have enlarged my knowledgs. In other
words, projecting like any other anticipation carries
along its empty horizons which will be filled in mersly
by the materialization of the antleipated svont. This
constitutes the intrlnsic uncertainty of all forms of
projecting.”

-“The relationship between knowladge and actfon
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i{s dynamic and not merely one of unilateral influence
where the actor's stock of knowledpe influences his
plans. The very action that the actor undertakes,

or even the process of considering aiternative
available actions, modifies the knowledge of the
actor and therafore influences his future actions.

it ip therefore unsatisfactory to label the stock of
knowledge as an independent variable and the actions
of the agent as the dependent variable., At each point
in time knowledge and action exert a mutual influence
upon one anofher.,

The discussion this far has examined the relation-
ghip bstween the knowledge and actions of the individual
and it has been stressed that this relationship is a
subjective phenomenon. There is, however, a
related matter which will be raised here in connection
with the problem of knowledge but which will be
discussed in more detail later, in examining its
tmportance for economic theory. 1 am referring to
the assumptionsregarding the relationship between
experience and knowledge which are made in squi-
librium enalysiz, Setting aside for thig luter
disoussion the concept of the oquilibrium of the
single acting individual, some of the assumptions
regarding knowledge made in equilibrium analyeig
involving more than one pergon will now bo examined,
But it is necessary to point out that the individuals
must be ucting independently of one another, The

" matter will be somewhat different if the individuals

are acting in concaert, for example, as in the case
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of u board of directors of & firm, %)

As has been ghown above, in an uncertain world
the future cannot be known. Therefore, all knowledge
18 imperfect, From this it follows that the sxpestations
of different people will diverge. But if the expectations
of {ndividuals are inconsistent then after suffioient
time bas passed, at least ome individual will realize
that his expectations wexe incorrect. (It is, of course,
possible for the expeotations of all 1ndividuals to be
proved | correct when, for example, some entirely
unforeseeable event oceurs,) But if expectations are
inconslstent to begin with, it’can never ba passible
for all individuals to avoid eventual refutation of
the hypothesis upon which their expectations were
based. ®7 The realization that expectations held
at an earlier time have besu proved tueorrect by the
passing of time will constitute an additional wnit of
information of the sctor and will lead him to revise
his expwctations. The individual thus realizes, looking
at time t; from the beasfit of hindsight at t, , that
he was not in equilibrium at t, . In other words if

ke could once more be at time 3 with the additional

knowledge that ho gained batween iy and t, , he
would now act differently, Therefore ai tl he wasg
not {n "equilibrium™ when looked at from the vantage
point of t2, It must be realized that it is not posaible
to foresee the spscific features of the reviged
expectations. Having seen with the passivg of time
that their past expectations were Incorrect, two

individuals who eutertained the same 2xpeciations
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at ¢

, Wight nevertheless revige their expectations
in different ways at ty. There is, therefore, no
logical ground for assuming that there will be a
tendenoy towards equilibrium with the passing of
time, There are no reasons why, over time, plans
should become consistent so that they will eventually
“dovetail" making equilibrium possible. The
unrealistic nature of the aseumptions made in
agsumiag 2 tendency towards equilibzium, namely
that the relationship between the experience and
knowledge of different individuals will be such that
sver time their expectations Will become consistent,
are thus clearly seen. ()
A realistic interpretation of the matter would
have to take account of the transmission of knowledge
between minds as well as the process whereby the
individual acquires knowledge from scarces other
then fellow individuals. The interprotation would
require a complete sociology of knowledge and would
have to take zecount of what has been termed soctally
derived knowledge, that is, knowledge which "consists
in experiences whick not we but out fellowmen,
contemporaries, or predecessors, bave had, and
which they have commuunicated or handed down to
7y

ws." (7 The role played by language and other
institutions in making humaxp interaction possible
will have to be taken into account in any realistic
interpretation of the zctions of meny individuals.
' In the face of the above comments, it is not

difficilt to recognize the appeal of the asgumptions
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of the statiopary mtate. For in a world where
sveryone knows for certain that tomorrow will

be like today (which is n all respects exactly

the zame as yesterday), it can be assumed that
people will learn from their mistakes and that

their plaas will accordingly become consiatent

with the passage of time. Given the assumptions

of the statlonary state it 1§ not necessary to assume
that the expectations of acting human beings are
determined by the existing conditions as & response
15 determined by a stimulus. Expectations are free
to change but since the environment within which
human action takes place is, by definition, kept
constant, the expectations of different people will
ultimately become consistent. But such a world is
as far removed from the reality of our world as are
the assumptions on which the notion of 2 frictionless
machine is built, Our world is characterized by
uncertatn change, some of the consequences of whick
have been examined in this chapter, In such a world
concepty such as “growth equilibrium® and "steady
growth" are, to say the least, far-fetched.

3. Decision-Making

At any point in time the actor finds himaelf in
2 biographically determined situation. In other words
he has his past history, his past experiences, Which
will influence the way in which he lives and acts in

the world. iis siimation includes both other people
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and physical features, Part of this situatlon can
be manipulated in order to suit his eands; other
aspects are beyond his reach.

Ruman action is directed towards ends, that
i5, towards a future desired state of affairs. The
ends are integratod into a general ends-pattern,
the attainment of some ends procluding the attain-
ment of others. These ends will influence what iho
actor finds of relevanceln his situation.

In order to achieve his ends, the actor will
formuate zlternative action schemes or projects.
There are at least two alternatives attached to
each action scheme: to perform the action or to
refrain from acting. This formulation will depend
upon his stock of knowledge. His knowledge will
change over time and the actor may become aware
of now possibilities and may discard some alternatives
as being "out of date.®

In deciding between the formulated action schemes
the actor will project into the future th¢ consequences
that he imagiues will follow the action. Following
Shackle, here ave several points to be noted in
connection with this projection. First, we are not
dealing with eotivities which may be termed "day-
dreaming”. The consequences which would follow
if the individual were omniscient and the activities
of the individual iuvolved in imagining these con-
sequences, are thus excluded fron the discusslon
of projvetion. Secondly, the actor does not know

for cértain the consequences that will follow each
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available action scheme. For if he did possess
this knowledge then his decision would be "empty. "
He would choose that consequence deemed most
depirable in terms of his ends, "Decislon-making®
would in this case be a purely formal calculation

of the cousequences following ..ich sction scheme
and, with given ends, the "decision" would follow
automatically. Thirdly, the actor can make a decision
because he doos have somc idea of the consequences
which might follow his alternative action schemes,
He can thus attachk measures of possibility to the
possible outcomes following a particular action,
However, he is act, a most sases, ") certain

that the outcome will follow.

It is necessary to examine this last point in
some more detail. My actions are oriented towards
achieving a desived state of affairs "in the worldn, (¥}
My actions must therefore iake into account my
physical environment 2 well as my interaction with
fellow human beings. My knowledge of the laws of
nature {even if thiz knowledge does not constitute
an explanation but 2 mere deseription of the events

concerned), 10}

will aid me in expecting the outcome
of actions at least partially dependent upoa natural
phenomena. How I come to know these laws is a
complicated question. I might know efther by direct
experience of the particular ovent or this hnowledge
might be conveyed to me by other people, by teachers,
paronts, language and o on,

"Much of my action presupposes defirite action

e
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on the part of others. My task of cousidering the
consequences of my proposed actions is comnsiderably
easier to the extent to which the anticipated actions
of othors are based on institutionalized forms of
behaviour. I am not overly distrazcted, when I wait
at the bus-atop, that the bus will not arrive on time.
I take it for granted that my action of waiting at the
bus-atop will lead the other {the bus driver) tc per=
form the required aotions, (arriving on time, and
stopping for me) in accordance with his own {ntentions
{performing kis duties). However, I am mot ceriain
that the bus will in fact arrive. I canmot rule out

the possibility that the bus driver is on strike or
‘514 the bus was involved In an accident en route

v my buc-stop., Although I cannot be certain, {and
although I anticipate the arrival of the bus with »
smuller degree of certainty than I anticipate that
water will boil at one hundred degrees Centigrade

at ses level), I am nonetheless more certain when
such institutionalized sctions are involved than

where this is not \he case. I am far less certain

that my competitor has not found out about the new
product I intend Introducing on the market, or that
share prices on t’ 3 stock exchange will fall tomorrow.
Therefors the more standardized the action pattern,
the less the uucertainty attached to its outcoma.

In desiding between different avallable actions

the acter will projuct, on the basis of his knowledge,
the expected outcome of each action. This expectation

i held with uncertainty. The decision is made at that

l
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moment when the actor commits himself to a

particular action theroby foregoing the altermatives.

-+ 'The Consgquences of Human Action

As has been stated above, human action is
intended to bring about a desired state of affaira
in the world. The action itself and its consoquences
might influence the plans which guide the action.
Thia is {llustrated by the well-known principle of
learsing-by- doing. In this sttvation the actor
recefves feed-baok from his actions which enables
him to repeat the task with greater efficiency.

However, action may not have the effects
intended by the actor, Two different situations
must be distinguished. On the one hand, that
situation must be distinguished where the effest of
the action is undesired, that ig, it does nct enable
the aoter te achieve his goazis. For example, although
the action enabled the attainment £ the end toward
which it was aimed, its effeats might nevertheless,
aontrary to the expectations of the actor, frustrate
other g als., On the other hand, it is necessaryto
distinguieh that gituation where, in addition to the
desived and intended cifeot particular unintended
congenuences a2re prodaced., The pollution of the
environment which has resulted from production
aotivities in sertain areas may be adduced in order

to illuptrate thig second case. Bach of the cases
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differentiaied will be examined.

It is illuminating to inquire how a divergence
between anticipated and actual consequences is
brought about. This inquiry, it will be shown,
throws much light onto the nature of human action.
There are two reasons which may result in a
"mistake being made™ by the actor. The mistake
might result from an incorrect appraisal (that is,
to a lack of knowledge) of the preseat situation.

In this case, if the actor possessed greater know-
ledge of the exteting situation while making his
decision, the mistake would not have occurred.

Or the mistuke might have resulted from an
unforesesable change in the situation. Here although
the actor possessed zdequate knowledge wbout the
present situstion, his acifon, the conseguences of
which lay in the future, confronted new conditions.
These new conditions were not forrsceable at the
moment of deciding upon a particuiar action scheme.

In both these cases ft may he said that an
Merror® was made. It is flluminating to realize
that "error'is used fn an ex post senso. Louked
at from an ex ante point of view there -an be no
such thing as error, since If the actor is aware
of the mistake to come he will revise his expectations
and actions acoordingly. The frequetcy of the use of
the word forror’ and its ssseutial ex post nature
point to an important feature of human action insisted
throughout this thesis: that human sction takes place

in an” 'atmosphere’ of uncertainty. Error is non-

H
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existent in & certain eavironment.

We turn now to the case whers human action
has consequences that arc unintended by each of
the individuals concerned. This situation has been
noted by the early classical economistg such as
Mandeville and Adam Smith, in connection with their
examination of the market economy., Tbhus, to give
an example, Adam Smith commented on the process
of the divigion of labour which leads to the increase
in the wealih of nations but the social congsequencer
of which are not intended by any single individuals
“Phis division of labour, from which so many
advantages are dexived, is not originally the effect
of any human wisdom, which foresees and intends
that general opulence to which it gives occasion. It
is the nacessary, though very slow and gradual
congequence of a certain propeusity in human
nature which has in view no such extensive utility,
the propensity to truck, barter, and exchange one
thing for anather,n (*3

Sxmua;rly the examination of the unintended
consequen.ces of human action has been used fo
characterize the workings of the market economy,
Thus Knight has sazid: "Oue of the most conspicuous
features of organis ion through exchange and free
enterprise, and one most often commented upon, is
the absense of conscious design or control, It ls
a gocial nrder and one of unfathomable complexity,

yet constructed and operated without soeial planning

{
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or direction, through selfish individual thought

and motivation aione. No one ever worked out a
plan for such & system, or willed its existence;
there {8 no plan of it saywhere, eithex on paper

or in anyb dy's mind, and no one directs its
operationss ™2} The same primciple bas been used
by other writers to ¢haracterize other features of
gocial life far heyond the warkings of the market
sconomy. *3! However in all these cases the
phenomenon noted, be it the warkings of the priee
mechanism o the operation of the division of labowr,
has resulted from the purposefn! actions of individuals,
the distinctive feature beirg that the ultimate con

sequences were not envisaged by these individuals.

6. Prediction and the Social Sciences.

In concluding this sectien it is necessary to
tie together certain threads implied in the above
amalysis. It is necessary to show exactly why
prediction is not possible in the social sciences.
The relevance “f this conclusion will then be further
elaborated upon later.

The roasons for concluding that the prediction
of future human sction is not pogsible, can vow be
summarized, It has beon shown that over time the
knowledge of the individual changes as his mind
appraises new experiences. The mquisition of know-
ledge is not determined by anything else. Thus




different peopls will acquire different "units" of

c¢luded, therefore, that the future knowledge of the

individual cannot bo known beforehand., Shackls [ .
has expressed this idea suceintly: "Complete | b
prediction would require the predicter to know !

in complete detall at the moment of man.ag his

prediotion, first, all * future' advances of know-

ledge and inventions, and secondly, 21l future

1
i
N{
! information frow the same situatfon. It is con~
i
H
J)
|
H decisicns, PBut to know in advance what an invention ™
i
i

will consist of is evidently to make that invention

in advance.® (1%} gnackic shevetors comcludes

man ie more then human .., Men in his true humanity
s,

can netther predict nor be predicted, wud pince i
social phenomena are the consequences (bnth .ntended

and uwnivtended) of human action, theers phenomena

osnnot be predicted either.

It must be realtzcd that this conolusion ia

f6t baged on the assumption that knowledge will

change in an unforeseen way within & given period

of time. AIL thai is required for the conclusica
that prediction ls tot possible is the realization
that knowledge might change in an undetarmined

way from ome moment to the next. Although some

forms of knowledge change rapidly over time, others,

for example knowledge bapsed on institutionalized
types of bahaviour, will change more slowly over
time. Therefore the lomger the time intervsl which

I
b
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is to be considered, the greater is the likelihood
that the knowledge of the individual will change.
Thus although the future actions of individuals
the
relevant knowledge of the individualremains the

cannot be predicted it can be gaid that

same in the future as it was in the past, the

suck and such can be expected. Statements of this
4ind will be referred to as forecasts.

In concluding these comments on prediction,
attention will be briefly turned to vie phenomenon
referred to as reflexive predictions or self-fulfilling
and self-frustrating predictions. *°) Buck gives as
an example the case of "an agricultural economist's
forecast of a future price for wheat. Suppose he
foresees an over-supply, and o subsequent gharp
drop in wheat prices, His prediction comes to the
attention of the growers who believe it snd decide
to switch land to sther purposes. So many of them
thus switch so mn.h land that the oxpected vver-
supply fails t¢ ..aterialize. Perhaps the price even
rises a bit, an’ yeb it is fully possible that our
economist's p-edictisn, falgified by self-frustrating
factors, might have turned out true had it not been
gigseminatedre (17

it is necessary to aote that this example doos
not provide a case of prediction if this word is
interpreted in the same way as above, It Is, of
course, likely that the wheat growers will use the

forecast of the economipt as additional information

i
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in making their decision regarding the amount of
wheat to produce. But it is not possible to prediet
that the farmers will decrease their output {or %iail
to inorease it). The farmers might well pian to
decrease their ocutput, but whether they in faect
decide to do this or pot will depend upon the other

knowledge at their digposal ss well an their expectations

regarding relevant future variablas. Thug if the
farmers oxpoct & significant rise in the demand for
wheat, a rise great enough to 1 ore then take care
of the forecast incresse in supply, they might decide
to increase their output. The conclusion of this

discussio~. Is that although the actions of the economist

(his forecast) may influence the decisions of the

‘tarmers it is not possible to state the precise nature

of this {nfluence. I{ therefore does not make sense

to talk of self~fulfiliing or self~frustrating predictions.

Furthermore, this discussion is of relevance
to the consept of the "imitial situation” as used by
Popper. According to Popper scientiffe explanation
consists in deducing the impact of universal laws on
an ‘initial situation” and ia testing the "predictions"
thus made. However, 28 the above digcussion has
shown, it is not pogsibie to specify the "initial
situation" solely in okjective terms. Subjective
factora such 2s the expectations of the farmers in
the given situation are a crucial part of the "initial
situation." But siuvce, a8 We have geen, expectationsg

may change in 2 completely unexpected way at a later

1
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poiut in time, and since this ohange may have
nothing to do with external factors expressod in

the universal law, it will not be possible to specify
any future "initial Situation." This obviously -
constitutes a serious limitation to the seientific
method proposed by Popper.
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CHAPTER 3

METHODOLOGICAL INDIVIDUALISM AND
METAPHYSICAL HOLISM

-

Istzoduction

In Chapter 6 the basic postulates of subjectivism
were considered and it was concluded that we oan procesd
as if human action ig voluntary, that is, that human
aotion is gutded by the plaus of the actors. In the
previous chapter some conseguences of this postulate

for the zeting individual were discussed. The importance
of uncertainty and knowledge for human action was

there analysed, We turn now to esamine the sogial
consequences of individual human action. This
examination will be undertaken in the light of the
so-called methodological individualism versus mets-
physical holism debate.

2. Definitions of Methodological Individualism and
Metaphysical Holism

The principle of methodoio, .cal individualism
has played an important part in the writings of the
subjectivists that wezre examined in Chapters 3 - 5.
Thus Mises, for example, has held that "If we
serutinize the meaning of the various actions performed
by individusls we must necessarily learn everything

about .the actions of collective wholes. For a social
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sollective has no existence and reality vutside of

the-individual members® actions. The life of 2

collective ig lived in the actions of the irdividuals

constituting 1ts body. There is no social . “lective

conceivable which is not operative ir the sctions of |

some {ndividnais.n (3 :
Watkine has defined methodologioal individualiem

and distinguished it from mstaphysical holism in the

following way: The principle of mcthodologioal

individualism "states that soc{al processes and

events should be explained by being deduced from i

(a) principles governing the behaviour of participating :

individuals snd (b) descriptions of their situations.

The contrary principle of methodological holism state

that the behaviour of individuals should be explained

by beirg deduced from (e} mactoscapic laws which

are gui ge

as a whole, and (b) descriptions of the positions

(or functions) of the individuals within the whole." (%)

and which appiv to the mocial system

Similarly in ancther context Watkins has sald
that "In the . xplanation of a unigue constellation of
events the individualistic method is to reconstrucy
the higtorical situastion, or connected gequence of i
sttuations, in a way whioch reveals how ... individuals,
with thoir beliefs and dispositivns (which may include i
poculiar porsonal dispositfons as well as typical )
human dispositions), gencrated, in this particular

situation, the joint product to be explainsd. I

omphasize digpositions, which are open and law-like,

as opposed to ong, which are ocourrences, for
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4his roasom: A person's set of dispositions ought,

undex varying conditions, to give rise to apprepriately
4 varying decisions. The subseguent oceurrence of un :

‘epproprite doeision wili both confirm, and be

» explss by the existence of the dispositions.

® : e
©i, Watking® definltion raises uanecessary

jospfanas. Wazt are the "principles governing the

roierser ol pariicipating individuals' ond the

“posilions” that Watkins taiks vl and kow do they

. come to be? It wevld be necessary to answer these
wot~Elex guestion. before emburking upon an explanation

12 A gliven social pbeaomenon.” For thig reason it is

suggested thes merivdslogical individualism be defined

in . slightly different way: the principle of meihodo~

logical individualinm atates chat goclial processes and

rvents sbould ke explataed by being deduced from the

plans that guis: humen tetion. It is in his plan that i
the individval \oinys into consistency his various .

intended actions an tai”® cognizance of the meang

at his dispusnl and of iie ohstacles that face him. ‘}
This veformulatad definitica thus overconmes the s

prohl; pe raised by the ficst part of Watkins®

i deftaition and at the same timo takes into account

" & tke second part of his definiiion: a description of

the sl:uztion of fndividuals {5 implied in a knowledge
of t.« plans of these indivicwals.

3. Methodological Individiafi~m and the Higtory
. of Economic Though!

We have seen in Chagter ¥ whe impoxianse of

i




118.

methodological individualism in the history of
economic thought. The impact of this new approasch
to the explanation of economic phenomers wiil bo
briefly recalled here.

The essence of the subjectivist revolution in
economic theory was the realization that value does
not, ag the Ricardians would have had it, reside in
the good itself. The labour theory of value which
measured the value of goods in torms of the number
of labour hours embodied in the good was thus
replaced by & subjectiviet explanation ot value.
Value must be explained in terms of the preferences
of tndividuals. An explanation of the prices and
quantities existing in the economy st a particular
time must involve the deduction of these phenomena
from the decisions of individuals.

The principle of methodalogical tydividualism

obtained a firm fooling fn economic theory in the

18705 (although, as is now a-inowledged, there were
others bofore this date who insisted ou the importwnce
of the principle) with the writings of Carl Menger,
Walras and Jevons. However, this last statement needs
some guelification. Methodologica Individuelism

has been defined in texms of the plans of individuals.
If social phenomena are to be explainod by being
deducsd from the plans of individuals then it is
necessary to show that these plans are not determined
by anything eise. If, for example, the plans of
individuals could be looked at am a response to a

stimulug situation and if the precige nature of this

i
i
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stimulus-respouse relationship could be formulated
in the form of a law, ‘then social prinemena could
be explained In thé form of the laws governing
tndividual respunses. As we have argued in
Chapter 6, this conception is Inadequate. (*)

However, the explar ticu of economic phenomena

in terms of the zeticns v« individuals which characterized

the . marginal revolution, was ofte. sxplieitly couched

iz deterministic terms., Thus Menger at times regarded

the needs of the individual as determined, Although he
began. with the individual, ibe voluntaristic postulate
is, in places, absent, and Jevong, as has been shuwn,
wag extremely fafluenced by Bontham's utilitarianism.
Similarly, in later times, the maximization postulate
has been put forward as 2 determinant of economic
behaviour. However, .o~ a satizfactory acoount of
economic phenvmena such explanaiions cannot be
admitted. Tt is necessary to proceed as if the
individual is free in formulating his plans.

The principle of methodologfcal individualism
had another important impact on economic theory with
the introduction into economics of wncertainty., The
planning individual ic certain that the comseguences

of bis actions carunot be known fo him with certainty.

4. ©riticlsm of the Principles of
Methodological Individualism

Watkins has claimed that there are two caser
whero & methodologioal~ individualist explanation

-
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does not work, "The first ip a probability situation
where aocidental and unpredictable irregularities

in human behaviour have # fairly regular and predictable
overall result. Suppose I succassively place 1,000
individuals facing norch in the cemtre of a symmetrical
room with two exits, cne east, the other west. if
about 500 leave by one exit and about 500 by the other,
I would not try to explain thig in terms of tiny
undetectable west-inclining and esst~inclining
differences in the individuals, for the same reason
that Popper would not try to expiain the faot that

about 500 balls will topple to the weat and shout

500 to the esst, if 1,000 balls are dropped from
fmmediately above a north-south blade, in terme of
tiny undetectable west-inclfning and east-inelining

differences in the balisg. For in both cases such an

splanation’ would merely ralse the further problem:

why should these west-inclining and east-inclining

differcuces be distributed, approximately equally.

among the individuzls and among the balis 7w (57
Although 1t fs not feasible to rule out the

pos sibility of the existence of some phenomena

where "accidental and unpredictsble irregularities

in human behaviour have & fairly regular and

predictable overall result," it is neceasary to take

enre in deeciding whick phenomena fall into this oategory.

Closer scrutiny showa, for example, that the example

given by Watking can indeed be explained in

individualist terms. The predictability of the

overall behaviour of the individuals concerned
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as contrasted with the unpredictability of the behaviour
of eagh individual (we caunot predict in advance whetaer
an individual will go out of ihe sapt or West exit) shouid
not lead to the conclusion thut the phenomenon cannot
be explained in individualistic terms. By examining
the phenomenon in terms of the plans of the individuals
an acceptable explanation ig achieved, If the aim of
each of the individualg in the hall is to get home as
quickly as possible, the, if there are a vistbly greater
numhber of people waiting at one exit and the indlvidual
believes that the rate of outflow through both exits

to be equal, then he wiil move to the less crowded

exit, In this case we have a real-world example of

a tendency towards equilibrium which ean be adeguately
explained in individualistic terms.

"The gecond kind of sueial phenomenon to which
methodological individualigm is inapplicable is where
some kind of physical connection between people's
nervous systems short-cireuits their intelligent
control and causes automatic ... bodily responses.™ ®)
As examples, Watking takes the temporary submergence
of individuality "beneath a collective physiazl ragpert
at jive-sessions and revivalist meetings and among
panicking crowds.” () Here too, it 15 suggested,
care must.be taken in deciding whether intelligent
control has been short circuited and “automatic®
responses occurred. Some work has been done in
the fleld of social psychology for example, iun explaining
certain types of mob behaviour in terms of the

individuals whe act as “triggers" and the feeling of

5
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ancnymity of the individual in a crowd. Thus in
mauy cases it might prove unnecessary to resort
to explanations such as thos given by Watktns,
Nevertheless, for present purposes it s importaat
to decide how significant these excoptivas are.
If they are not too significant (and this has been
suggested here) then an individualist explanation
of social phenomensa is not impaired.
Mothodological individualiem has also been
criticized on the grounds that individuals often
3

bink 1in bolist terms; it ie therefors necessary,
it ig held, for the observer to formulats his
explanation in holist terms. It must be accepted
that {ndividuals often thizk in holist terms and it

is therefare couvenient to incorporate holist
texminology into some discussions regarding
fndividuals. Institutions fulfil the function of
orieating the actions of individuals, and the
fndividual cannot but think of these institutions

as social wholes. Nevertheless this does not alter
the position that social phenomens must be explained
by being deduced from ke plans of individuals,
including the holistic concepts that form a javt

of these plans. Thus for example, prices and
guantities are to be explained by the preferences
(plans) of individuals in spite of the fact that such
holistic concepts as "banking institution” might have
formed a part of some of these plans, Similarly, in

economie theory it might be useful to explaiu the

1

L



W

121,

existones of wholes (inflation) ia terms of other
wholes {full employment) without expiicit reference
to individuals. This loes noi alter the fact that
thege wholes are definable and explainable with
reference to acting individuals.

Methodological individualism has also heon
criticized on the grounds that it does not take
cultural conditioning into sccount. Thus, for
example, Gellner has argued that "the vealoddity
of the reductionist case is that it seems to preclude
z_prieri the possibility of auman dispostions being
the dependeat variable in an Historical explanation -
when in fact they often or slways are .,." &)

It is imporfant to emphasize that the social
factors which influonce the actions of the individus.
are by no means overlooked in the definition of
methodological individualism given above. As
Alfred Schutz has put it, at any point in time the
actor finds himself in a biographfcally determined
situation. It is acknowledged that much of the
individual’'s krowledge has been socially and
historically derived as testified, for sxample, by
the language that he speaks and the formal and
informal education that he has received, However,
although the inflnence of cultural conditioning is
recognized it is not possible to go as far as Durkheim
who insists oo the existence of "social facts" which
exert a coercive influence on individuz] human action,

It is concluded, therefore that man acte in an

[54)
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environment which influepces, but does not

determine, his actions. The prineiple of methodo-
logieal individualism does not requive am answor
as to why an individua! acted as he did, :lat is,
it does mot require an explanation of the mo,

of human action; it examines the plans that guided
the individual's actiong and the subsequent con-

sequonces of these actions.

A final eriticism of methodological irdividualism *

will be briefly examined. It has been held thut since
individual plans often migearry, an oxplanation of
social phenomena based on the plans of individuals
is inadequate. It 18 not difficult to detect the
inadequacy of this argument. The prinsiple of
methodological individualism does not in eny way
depend upon the subsequent success of individual
plans. In fact, it has been stressed that soclal
phenomena must be seen as the consequonces,
both intended and unintended, of humen action’
Thus in the discussion of the origina of money it
wag showa how this Institution developed as a result
of eacn ‘ndividual trying to do as well in the market
as he cen, while the cnd result, the inatitution of
money a6 & means of payment, waz not planned by
any of the tndividuala. (*)
Having considered several oriticisms of the
principle of methodological individualism, and
having seen that the latter has emerged unscathed,

we are {n a position to ascecept this principle in




fayour of its alternative, metaphysical holigm.

6. Methodological Individualism and
B Bocial Explanation

it has been voncluded sbove that social phenomena

are to be explained by a process of deduction from
the plans of individuals.

The explanation is expressed |
fn the form of a deductive model: plans are {solated ]
and expressed in the form of a realistic modsl which i
shows how In the described situation the plang of

individu: 18 generate some social situation.
8ince the construction of such models, as well
ag other points of related significance, are discussed

in detail in Chapter 10, it is not intended to elaborate
on this in detafl herec. Nevertheless, there are
some things which should not go unpaid here. First,

the plang of individuals are not in all cages observable,

although they are observable in some cases, for

example in the cage of blue-prints. However, it does
i not matter whether a plen is observable or not since
i from the actions and creations (*1) of individuals
we are able to understand the purposes that guided
these actions. We can understand the meaning thet
people attach to their actions since we ourselves are
soting human beings.

Secondly, the conclusions that i
are arrived at via the deductive process can be tested

against the facts, Thirdly, although this method can
be used for historical explanation it is contended that
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it nannot be used for the purpose of predicting what
will ocour in the fwiure. This point is expanded
upon fi Chapter 10. However, it can be said that

if pians are inconsistent the plans of some will
have to be revisaed. This has been called "negative

prediction”. Nothing though ocan be said about the

specific nature of the revised plan, since, as hes

heen shown, It is not possible to determine a priori
the plan that the individual will choose in the light
of his new expericnce and knowledge. i

In the next Chapter some implications of H S
subjectivism for the concept of equilibrium ia H

economic theory are examined.
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SOME FURTHER CONSEQUWNCES OF BSUBJECTIVISN:
EQUILIBRE _ECONOMIC THEOR

1. Subjectivism and Equilibrium

In this section the notion of equilibrium will
be eritic.ily analysed in the light of our previous
discusei 1 on subjectivism.

Waat is meant by equilibrium? The term was
firat introduced inte economics from the field of
‘mechanics. Like all analogies this one is also
imperfect and many writers have pointed to the
Hmitations of the compariscn. For the purposes
of this thesis, therefore, equilibrium will be looked at
in terms of the way it i{s employed fn economic theory.

We may begin with the definition of eguilibrium
given by Machlup. ) Equiltbrium is dofined as a
nconstellation of selected interrelated variables
80 adjusted to one ancther that no inherent temdency
to change prevails in the model which they constitute.™

It is particularly important to note that the Inter~

related variables are gelected. If 2 wider range of
variables were to be selected then the equilibrium
state relevant to the s maller” model would no longer
apply. Equilibrium is thus & relative concest
depending upon the particular variables that the

analyst bas choaen to include.
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Schumpeter has defived equilibrium in the
following way: "if the relations which are derived
from our survey of the 'meaning’ of = phenoms aon
are such as io Getermine 2 set of values of ¢he
variables that will display no tendency to yary
under the sole influence of the faots included in
these rolations per ss, we speak of equilibrium:
we say that these relations define gquilibrium
conditions or an equilibrium position of the system
8 set of values of the

and that thors exists

veriables that satigfics equilibrium conditions. (%)
There are twa tmportant and interrelated
questions that are rafsed in examinlng equilibrium

in a particular case. First, there is the question

of the ex e of equilibrium. Given the structure

of the model chosexs by the analyet, ere thers a set

of coonomically meaningful values of the relcvant
variables that will permit the neces s ary conditions

as potated out in the above delinitions to be realized?
bislty of

the equilibrium. If the system for any reszson becomes

Seoondly, there is the question of the g

one of digequilibrium, will there be 2 tendency to
returs to the equilibrium position? The two - cestions
are connected, becsuse if the syatem is in ¢ - srium
in the first place, it is necessary to ask how this
state of affairs vame to be o, to put it another way,
what are the implied regquirements that are necesaary
for the ecconomic phenomenor to be in equilibrium?

Thie latter question will now be examined.
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1t i nocessary to distinguish hetween the
equilibrium of the acting individual and what will
be called an inter-individual equilibrium. The
concept of the equilfbrium of tae individual includes
equillbrium where the individuals act in comeert or
where they operate in a group directed by ome of
the individuals. A typleal example is a household
or the board of directors of a firm. In this case it
can he said that a tendency towards equilibrium
oxists in fhat the "individual® will attempt to bring
kis varicus actions into consistency with one another.
Once this has heen schleved, thers will he ne further
tendency to change,

But even at this simple level there 4re problems
that must be faced. It has elready been shown that
human action is geared to the future and takes place
in time. The actions of the “individual® will be
based on the stock of knowledge that he yossesses
at that particular point of time. But knowledge
changes over time as the "individual® gains new
experionces, Therofore my sctions undertaken
yesterday mey not he consistent with my sctions
undertaken today if my knowledge has changed in
significant respects In the Interim. Thus even
with the "individusl® mind there may not be
equilibrinm over a peried of time. We can say,
however, that the actions which have resulted from
the same plan must be consistent with one another,

that is, must stand in equilibriam relationship to

|
i

I

|
i
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one another. The jogic of the human mind will

not permit the difierent elements of the plan to

be inoousistent since success depends on con-

Bistency.
In this regard what Professor Lachmann has

521d in commection with the approach of the historian
is relsvant: *He [ the bistorian] must ask now
far the variety of purposes pursued by the individual

whose actions he studies (as hy any other individual)
He has to ascertain 'The Plan',

'fitted together!,
the coherent design behind tia observable sction
in which the various purposes as well as the means
employed are bound together. Ho thus has to conduet
coherence tasts on two levels. In each case he has
to ascertain:
(1) whether the purposes he ascribes to the individual acting
ate in faot consistent with one another and fit
into the framework of a general plan, tho

execution of which wounld acecount for the

known facts, H
i (2) whether the design and execution of such a plan :

are in fact consistent with whatever elso is

known about the intentions, circumsiances, ete,

of the individual whose 2ction is tae subject

; under study.®
This task of the historian is extvemsly difficnlt

because, as has been secen, the spec’fic plans of the

individuac will change over time as the individualts

|
|
1 knowledge changes. Nevertheless, the historian
|

r"
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proceeds an the {valid} assumption that at each point
in time the individual is {n equilibrium, that is, his
actions stand in a comsistert relationship to one
anotiier since they are guided by the seme plan.

It is necesaary to note, in passing, that
conpistency must be defined sub)ectively, that is,
it must ba defined with refersuce to the point of
view of the actor himself. Aotions which, to the
omnigcient obgerver, are seen to be Mobjectivaely"
inconsistent may have seemed at that time to be
perfectly consistent to the actor. It is coneluded
then, that from this subjective point of view the
elements of the individual's plans and tho actions
that follow from them, must be consistent. In this
sonse, therefore, equilibrium of the individualts -
actions makes ssnse and, indead, ig on essential
part of the logic of human action.

What, given the definitions of e,atlibrium noted
above, can be said about squilibrium involving several
individuals acting independently of one another?

This question will be pursued in iwo directions:

o6 the one hand, what are the requirements for

the gxistence of ay inter-individual equilibrium

so that the pecessary conditions are fulfilled?
Becondly, what Yeason do we have for assuming

thet there will exist 2 tendency towards equilibrium?

The above definitions given by Schumpeter and
Machlup show that in equilibrium there must he no
tendency for the relevant variables included in the

[
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model to change. (°} The varisbles which the
sconomist deals with (price, quantity, output

=

and 80 on) are the cossequences of human action.
If there is to be no tendency for the relevant
variables to change under the given condltions,
then the plans of the different individuals must
be consistent with ono another and must be con-
gistent with the other "external sonditiona". -If
the plans of individuals are not consistent, if they

do not 'davetafl’ then, over time, the plans of some
will be frustrated and will thus have to be revised.
The revision of plans and hence of actions will mean
that there will be a tendency to change in the relevant
variables of the model. Equilibrium will not be
maintained over time.

In order to illustrate, with a practical example,
the coonomic significance of the inconsistaney of
plana, the sevings aud invéstment problem will be
mentioned. If the amount that savers intend to pave
exceods the amount that investors intend to jnvest,
that s, if their plans are incomsistent, then their
plans will be frustrated in the familiar way, As
the plans of individusls are frustrated go they will
be revised. Tho question regarding what can be
sald sbout this revision will be examined later.

In addition to the reguirement that the plans
of 1ndividuals must be consistent for emailibrium
to exist it is also necessary that the plans must be
oconsistent with the other exterual conditions., FPor

i
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if plans are hased on false suppesitions regardiug
these extornal conditions then with the passage of
time the plaaners will be proved wrong and will
have to change their plans., Again there will he

a change in the relevant variables.

It is conoluded therefore, that the requiroments
for the exiptcnce of inter-individual equilibzrium are
that the plang of the individuals must be consistent
with ose another and with the other external conditioms.

Having examined the requirements for the
exi tenge of equilibrium it is necessary to luok at
the problems inherent in the attainment of equilibrium,

If there is to be a tendoncy towards equilibrium
over time (the tendency can only manifest itmelf
over time) then the plans of individuals must become
gradually more consistent with one another and with
the other external circumstances. How likely is it
thet this will in fact ocour in any situation?

At any point in time it is highly unlikely that
the plans of individuals will be consistent. It is
necessary to show that the most unrealistic assumptions
are required to argue that over time plans will become
gradually moxe congistent.

Plans may be inconsistent at any point in time
since, as has been shown, the plans of the individuals
will be based on the kuowledge that they have at thelx
dis' sal. It has also baen argued that diffevent
people will acquire diff>rent "bits" of knowledge
from the same situation and it has been suggested
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that this ie due to the differeat terms o: relevance
of ditfevent Individuals. Moreover, if an event
occurs which is relevant, let us assume, to all the
actors the knowledge will only  gradualiy filter
through to ihe individuals, Exactly how the know-
ledge will be disgeminated will depond on the
oxigting channels of information flow and upon the
abilities of different individuals to acquire thig
knowledge. Thig ability is not equally distribused
samongst men and the very fact that it takes time for
information to be comveyod will mean that ditfersnt
individuals, at each point in time, may well act in
ways that are incongistent. Eguilibrium will therefore
not exist over timoe,

Ne-ertheless, it may be argued, given sufficient
time, the knowledge will become common to 2ll men
and thus their actions will become consistent with
one anothor and with the external ciroumstances.

This is the precige result that is arrived at by

the aspumptiion of a stationary state, In a world
where conditions never change men will gradually come
to know mere about theix eavironment and this will
lead to their plans becoming more consistent, In an
wnchanging world the divergence of plans will mean
that some or all of the individuals will ultimately
be proved incorrect and, unlike In conditions of
change, men will learn from their mistakes confident
that this new knowledge will be perfectly relevant
in the future.

i
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A world of change on the other hand, is an
uncerialn world. In such a woxrld the expectations
of different people will differ and hence may be
inconsistent. Nox is it poesible for the individual
to "learn from experience® in the same way that
he does in 2 changeless world, Knowledge gained
in the pagt might not be relevant in the warld of
tomorrow as the facts of obgolegcence and
malinvestment, to give just two examples, show,

It is not possible to claim that expectations will
converge 2s people come to learn more about the
changed situation since it has been seen that the
process of "coming to learn more" takes time. In

the meanwhile the situation might havs changed once
more. In such a world, it must be concluded, the
gradual convergeuce of expactations which is necessay
for the existence of a tendency towards eguilibrium
might not oceur.

The above argument hinges largely on the
following assumption: that change proceeds af a
rate which is rapid relative to the speed at whioh
individuals in the economy adjust to the change.

If this were not so, if the "reaction velocities" wexe
fast enocugh to enable the individuals to adjust to the
change, then plans would, at the end of the adjustment
process, be consistent and equilibrium would exiak,
But even here we run into great difficulties. If we

do not assume perfect foresight with the result that
supply does not adjust instantaneously to demarnd,
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i

then transactions will take place at disequilibrium
prices and this will have the effect of changing
the very equilibrium towards which there {5 a

supposed teadency. As Professor Lachmann has

£

BuE it: " ... without such [perfect] foresight :

the adjustment of supply to changes in demand will
cevtainly be delayed, and during the delay there will ‘
be disequilibrium in the markets affected. If any

transactions take place during the period of dis-

equilibrium (and, in a continuous market, how could

this fail to happen?) the conditions of our moving !

equilibrium will be changed for the very ssme roasons

for which Edgeworth and Walras had to introduse

're-contract! to safeguard the determinate character

of their final equilibrium position.” (7! ;
in examinicg the process towards equilibrium

it ig therefore necessary to examine not only the

spesd of change of the “data" and the speed of

reaction on the part of individuals to this change,

but account must also be taken of the transactions

that take place at disequilibrium prices. Thus capital
which {e aceumulated at disequilibrium prires will presant
problems as regards the attainment of the new
equilibrium. In equiltbrium the owners of capital

must be prepared to exchange each machine for an

identical replica, otherwise the owaer is mot in

equilibrium. Capital which is durable and which
! 18 scoumulated in conditions of disequilibrium will
§ therefore present important obstacles to the attainment I

: of equilibrium. ;

L  ——
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Eguilibrium, Statics and Dynamics

Although different meanings have been given
to the word statics at the hands of different writers
and at different times, (°) it 15 nevertheless possibla
to distil the general meaning of the word. A atatic
nituation s one characterized by the abaenoo of
change. In such a situation the relevant vartables
(tastes, population, capital stock, techualogy) romain
coustant over time. The importance of the passuge
of time in such a world is accordingly removed snd
all the relevant variables cai be regarded as helonging
to the same point of time. It remains to examine tho
relevance of the assumptions of static theory for the
concept of equilibriun.

Before dofng so it is helpful to distinguish, as
Hicks does, (%) botween what we shall refer to as
static theory and the static method respestively.

While static theory vefers to the theory of the
stationary state, static method is one of the ways
of anslyeing dynamic conditions, 77

"The crucial assumption of statle theory
(without which it could not have developed as 1t
has been doveloped) is that a static scomomy
(static, because tastes and resources are unchamng)
can be treated as f it were in equiltbrium .., n{11)
A5 we have sbown above, equilibrium will bs the
end result of the conditlons postulated by the
statiouary state . The plans of different people
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will, under the unchanging conditions, adjust to
one another and to the given conditions so that
uitimately plans will be consistent and equilibrizm
will ke eatablished.
will be repetitiver

From that point on, actions
firms and households will be

producing and consuming those guantities which

they prefer, and firms will replace thel © eapital
stook with exact Teplicas because these are best
suited to the (unchanging) conditions.

In such a worid, it {s cleax, thers is in
essence no future. As Shackla has put it, "In
; the equilibrinm model there is no future, for the
| : ; future essentially implies ignorance,r 12}

The static metbod, on the other haud, is one
of the methods available in sx enalysis of dynamic
situations, "The cruciel charactertstic of what we are
calling the static method is ... that the equilibrium
of time t ... [cu] be taken to be determined by

gurrent parsmeters only; or ... that the equilibrium

w (133

of the singie period may he treated as pelf~contained

The dynamic situation is then looked at as = sequence
of single periods and the static method is uged to

examine each of the self-contained periods.

Having sald this it 1s necessary to proceed and
ask whether the static method is adequate for the
analygis of dynamioc situations. The stationary state
Since the future is
exactly the same as the past the one can be substituted
* for the other without any difficulty. What has been

is in essence 2 timeless state.

.
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referred to hers as the static method ig entllraly adequate
for the analysis of such conditions. But the matter is
fundamentally different when the situation to be analysed
is » dynamic ome. For "the essence of the dynamic
problemlisfthat present and future are mot identicatw (%)
and where this is the case we are obliged to take into
account the plans of taw respective actors. However, the
static method is incompatible with the existence of plamned
action:
wproper dynamic theory even at its single-period state,
must take account of the faot that many activities that go
on within the period are oriented outside the period; so
that what goes on, wven within the period, is not only a
matter of tastes and resources, but alsa of pluns and
expeotations. In statics there is no planping; mere
repetition of what has been done before does not need
to be planned. It {s accordingly posslble, in statie theory,
to treat the single~period ap a closed system, the working
of which can be examined without reference to anything
that goes on outgide it (in the temporal seuse). Bui this
is not possible ia dynamics, Even at the singls-period
state, the links which relate the single-period to the vest
of the dynamic process canuot he neglected,n (15}
In the light of this conolusion what can be said
about equilibrium and the analysis of the real world
of dynamic change? To begia With we san show that
equilibrium over a periaod of time is no* possible.
Bicks has shown that for equilibrium to exist over z
period of time it is necessary to assume that expsetations
within the perfod are held with certainty. *6) If thig
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is not so it s poesible, in a changing world, that

from the vantage polnt of a later point of time,

ts + 1, equ’librium did not exist ot an earlier poiat

in time, tn, even if equilibrium did sxist {in an

ox ante sense) at tn itself. The reagon for this

is that in a changing world it is possible that the
expeotations on which the equilibrium 2t tn was based
have been proved incorreect by the time tn + 1 is
reached. Thus for equilibrium to exist over a period
of time, equilibrium must exist at oach point-in-time
during the period, and for this to lappen, as we have
seen, expectations must be held with certainty. Since
the real world s a world of uncertain shange we san
conclude that in such a world equilibrium over a period
of time is not possible. We aceordingly reject that
the concept of equilibrium over time is useful in under-
standing dynamic situations.

But thls does not constitute 2 denial of the
exlstence of equilibrium at a point of time. As Hicks
has put it: equilibrium at a point of time exists
#if individuala' are reaching a preferred position,
with respect to their oxpeotations, as they are at
that point. It is only to such am equilibrium that

there can be a tendency,” 7

Eguilibrium and Reality
For all the reasons examined above it can be

geen that the assumptions made in equilibrium analysis,
both in the field of "statics" and "dynamics", are

i
i
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\ bighly unrealistic. A comcept which makes sense :
at the level of the individual, and indeed, is part
of the logic inkerest ir human action, does not :
msake sense when it is used to describe interaction |
between several individuals. 7s it thws justifiable to
comtinue to use models which are bazed on the assumption
of equilibrium?

This question, to put it mildly, is &n extremely
difficult one to tackle. Actions (in this case, the

i construction of models} can only be justified in terms
of the intentions of the actor, (%) Thig therefore
requires an inguiry into the intentions of the model-

builder, and inevitably raises the complex problem

of the rolationship batween 2 model and the real world.
Ou the one exctreme, if the model-builder aims at
constructing a "pure theory", that ig, if he aims at
examining the consequences that would follow under

certain conditions, whether or aot these conditions

i exist or have existed in the real world, then discussion
regarding the “justifiable" use of oquilibrium must

assume a special light. Obviously no valid criticism

i
i
1
i

can be mzde of the use of equilibrium ir this context.

Equilibrium follows logically (if the existence and

; stability problems have been overcome) from the L L

assumptions of the mordel, i

| On the cther hand, other economists have argued B

i that even though equilibrinm does not exiat in the real
world at each point in time there nevertheless dcog
exist a tendency towards equilibrium values. In this

eounnection the analogy of the waves of the sea is oflen .used.
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Thus, for example, J.B. Clark has said that "A
static soclety is an impossible one; for the forces
that hring men together in the social state have in
themselves the power to make society change ity

form and its mode of action., In reality, the

social structure grows and improves daily, and will
do so to the end of time ... [(However] , the
description of the purely statle state, in fact, deals
with realities, it is imaginary only by its omigsions;
for it presents an essential part of the forces that
act in the real, dynamic world. The influences that
bring about the group adjustment that we have just
described, and all that it involves are not imaginery;
they are as real as anything on earth. They are
always acting in the midst of the most violent
disturbances that dynamic forces produce. As an
jillustration we have used the sea, A static ocean is
fmaginary, for there mever was such a thing; but
there has mever been a moment in the history of the
stormiest seas, when the dominant forces that controlled
them were those which, if 1¢ft entirely alone, would
roduce their waters to a static condition.” % n a
similar way, Clark adds, “the static state ... is the
one toward which socivty ks at every Instant tending,
unde. the influence of competition."(2%! Nor has this

view been put forward ouly by the older economists.

"Milton Friedman has expresesd a similar point of

view. 1) At any point in time thero s a tendency
towards equilibrium and we can therefors treat the

system pg if it were actually in equilibrium. It is
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sdmitted that the concept of equilibrium is 2 construct
of the mind and does nor exist in the world but it is
mevertheless beld that by assuming the existence of
equilibrium adequate resulis are achieved.

Other writers, however, have Tejeoted the use~
fulness of the concept of equilibrivm and recommended
the introduction into ecomomic theory of altexnative
tools, Thus, for exsmple, Professor Lachman has
argued that "In the Walrasian system the motion of
equilibrium is employed as a formal device to unify
economic action on the three levels of individual,
market and sysiem. This unification is apparently
sccomplished at tne stroke on all three levels. Hance
the formal elegance and architectonic unity which have
g0 fascinated many of our contemporaries, But, as
we saw, poverty of content is here the price to be
paid for elegance of form, While we learn something
useful about what governs and wnifies individual acifon,
we merely learn & fow haif-truths about the foroes
22 14 (s thus
suggested that a thecry of the market process must

operating in the system as a whole."

be evolved in order to replace the concept of equiltbrium.
With regars to the two opposing views on the useful-
ness of the equilfbrium asumption referred to above,

it is necessary to realize that both views acocept

.{a) that equilibrium does not exist in the real world

but that {b) there sre equilibrating tendencles in any
disequitibrium situation. The divergeuce of opinion
appears to arise in assessing thé strength of these




142,

tendencies. Thus Clark would hold that the equilibrium
wage rate wonld give the analyst a good idea of the
existing wage rate structure since the latter will be
strongly tending towards (and hence will not diverge
too stgnificantly from) the former. The opposing view
would deny this. To quote Professor Lachmann once
more: " ... a good deal alvays depends on the spaed
of the adjustments following disequilibrium, Where
these are made rapidly, equilibrium meay be reached
hefore the next unexpected change occurs. Most
2conomigts agree that the market is an agent for the
diffusion of information, but we may well doubt whether
this can be at 21l regavded as a rapid process.
Equilibrium theory, in order to affirm the existence

of a strong tendency towards it, bas to assume that
correct information zbout equilibrium prices and
quantities is readily distilled from market happenings
and available to all participants. Otherwise there can
be no immediate adjustment. With slow adjustments

a good deal may happen {n the meantime before

equilibrium is reached, In reality, of course, information

will spread slowly because not all participants have the
same ability to assess the informative significance of
the events they observe.» (2%)

Accordingly, although there is a tendency at any

. moment in time towards equillbrium, this tendency oanm

be regarded as being weak because the process of the
distribution of knowledge 1s slow. The tendency is
thus likely to be overtaken by new unexpected svents.

The quéstion ultimately boils down to an empirical

H
H
)
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question and the answer to it depends upon two factors:

the rate of unexpeoted change and the speed of adjust-

ment to this change, the latter depending upon the

factors that determine the dissemination of kuowledge.
If it 18 found that the two factors mentioned

operate {n such & way *%)

as to negate the usefulness
of the equilibrium assumption then, needless tu say,
the consequences are of great significance. Policy
recommendations based ou theories assuming the
existance of equilibrivm must then be viewsd With
caution. This applies, of courss, also to the econo~
metric models which essume equilibrium. In order

to {llustrate this point a widely acknowledged ecxample
will be taken from the field of development economics.

As has been shown (297

many economists writing
on the capital needs of the developing countries have
used the assumption of a stable overall capital-output
vatio of the type used in the Harrod-Domar growth
model, It is thvs concluded that if the particular
develaping country has a population growth rate of

2% p.a. and if it wishes to grow at a rate egual to

4% p.a., that is, if it wishes to increase its per
oapita income at the rate of 2% p.a., then it must
save 12% of its national income per year, assuming

2 capital-output ratio of 3, 28} The "problem of

_development® is thus reduced to one of raising the

level of savings to 12% 1if that country wishes to increzse
its per capita income by2% p.a.

Myint notes that the assumption of a stable overall
capital=output ratio, which 1s justified for the mature
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phage of the advenced countries, also assumes constant

returns to scale for the economy as a whele and this
assumption is not met in the developing countries
which have important agricultural pectors. The use
of a constant capital-output ratio thus has serious
limitations. But there are other difficulties that
are at lcast as impovtant. The process whereby
output incresses in developing countries is very
different to that of developed countries. For this

reason it is being increasingly realized that the

increase in material capital tn the developing countrics

doos not provide the answer to the developmont problom.

Accordingly increasing attention is being pald to
favestment in "humen capttal” (*"Vand other (non-

economic) variables such s the chaging of attitudes.

The application of a constant capital-output model derived
from the equilibrium growth theory of the Herrod-Domar

model amounts te a mechanical treatment of an extremely

complicated matter and does not yield satisfactory

repults. It affords anothex example of policy recommenda~

tiong being made an the basis of conclusions drawn from

highly wsrealistic assumptions. (*°)

[
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GHAPTER 10

ECONOMIG THEORY AND THE FUTURE

1. Introduction

It 16 intended in this C'  ter to bring together
seversl points that have already been made in different
parts of this thesis with a view to deciding how useful
economic theory can be in thaowing light on the futare.
In order to answes this question it 1s necessary to

summarize some views that have already been expressed.

2. The Prediction of Human Action

Future human action caunot be determined from =
knowledge of past events. It im thus not possible to say
what a given {ndividual will do at a given point of time
{1

in the future, It is this conclusion that is referred

to when it ia said that prediction in the sacial goiences

is mot possible.

The unpredictability of future human action can be
contrasted with one example (not {n all respects typical)
from the matural sciemces. In the fleld of celestial
mechanics (2 prodiction is possible. Given an initial
pléuation, that is, the positions of the sun and planets
at any ome time, together with a universal law, the
Newtonian theory of gravity, it is possible to predict
their position at any other time either in the past or the

future. It is thus poassible to predict future eclipses

}
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or explain eclipses that have taken place. We have
faith fn these predictions because they have ot been
refuted in the past. The system referred to here may
be looked at as & closed system where all the relevant
variables 2.2 kpnown and interact only with one another,
We thus pussess "perfect knowledge" whioh enables us
to stipulaie the future state of the variables concerned,

In the social sciences, on the other hand, there
is an irremovable element of uncertainty that results
from the fmpossibility of predicting (future) human
aetion, What are the implicstions of this for economic
theory? .

To begin with, {t is necessary to distinguish between
“pure" economic theory and “empirical economic theory.
Pure economio theory does not olaim to have any empirical
content. It oniy aims at deducing the compequences of
certain assumptions whether or not real conditions can
be found which correspond to these assumptione. Empivieal
economic theory, on the other hand, aims at an explanation
of events that have taken place. Attention in this Chapter
will be fooussed only on empsrical economic theory.

It bas heen shown that the hypothetico~-deductive
method (which some writers have claimed is the method
of the empirical sciences) is entirely appropriate to the
patural golences. Furthermore, prediotion is possible
in the natural sciences where the “continuity of eavironment”
sxiom plays so Important a part. (It is conceivable,
but unlikely, that Nowton's apple would suddenly move
in the opposite direction.) Prediction {n the natural

i
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sciences thus "consists in deriving a statement about

a eertain future event ... from (i) statements describing
carialn known (past or present) conditions ,.. and

(i1) ‘suitable general laws ..." 8y i
It hap been contended by those supporting the

"unity of method" that the same method ig appropriate

for the social sciences. This contention will now be
considered.
There are at least two important differences in the 0

subject-matter of the social and natural sciences thet do

Thus as has heen noted elsewhere the hypotheses of the
social sciences are aften based on the understanding that
acting individuals {or observers) have of the actions of
some or all other individuals. This understanding, it
18 accepted, is not open io the naiural seientists.
Nevertheless, 1t is argued, In aspite of this important
difference between human and natural phenomena, the :
method used by the nataral and social sciences isstill :
the same. In order to assess this argument it is necessary
to take note of the second difference between social and
natural phenomena. In the netural sciences, because of
the realism of the postulate of the "continuity of environ.
ment”, a hypothesis which has not besn rofuted by the
observed facts does provide knowiedge about the future,
But this 1s not true in the case of the social sciences.
For in this case the observed gocia. phenomena, for
example, prices and guantities, are the consequence of

human action. A:d there is na logical reason to hold
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that buman beings will oontinue to act in the future as
they aid in the past. Tho contivuity postulate is lacking
in the social sclences. Thus although a hypotheais is
supported by the observed facts at 2 point in time, these
ohserved facts might change as human action changes at
a later date. A mocial theory thai has not been Tefuted thus
cannot, logically, provide knowledge about the future.

1t is accordingly necessary, in the soefal sciencss,
to separate historical explanation (explanation of past
events) from social prediction (prediction of future
events) although it has been demonstrated that prediction

and explanation are fo3

ally the same.

The hypothetico-dednotive method is entirely adequate
for the purposes of historical explanation in tke social
sefences. Dut it cannot he used to predict social events
thet will occur only in the future because {vture "imitial
conditions" consirting of future constellations af know-

ledge, canrot be predicted.

storisal ;

!

3. Egonomic Theory

‘The u~e of the hypothetico-deductive method in
historical ¢..piznation will now be elaborated upon.

An historical event ia explained by findiug the
initial conditions and "explanatory hypothesea" from
which the event may he deduoed, If either the initial
situaticn or the explanatory hypotheses are considered

to be problemsatic then the conclusions of the deductive

i
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ohain of reasoning can be tested against the (higtorical)
evidence and either supported or refuted. In this way
a past event can be smpirically explained.

It should be noted that we have referrad to
#explanatory hypotheses" and not, as is un.ore ugual,
universal laws. The reason for this terminology is
that, 25 has besn shown, ii is nof possible in the social
soiences to ialk of "laws™ of human aciion, At a later
point of time an individual {or many individuais) might
decide to act in a different way. It is thus misleading
to talk of universal laws.

This may be illustrated with an example. Assusme
that the historical sveat to be explained is the killfng
of Smith by Brown. In explaining this eyent the following

explanatory hypothesis may be used: Whken Brown is under

the {nfluence of alcohol and is angered he becomes violent.

But although this explanatory hypothesis is adequate fn
explaining the Killing of Smith it cannot be concluded
that if Brown in the future is under the influence of
slcohol and if sngered, he will ki1l gomeone else. The
explanatory hypothesis can thus be used for the purpas?s
5y

Although the example given Tefers to two individuals,

of historical explanation but not for social prediction.

the pame principle oould be illustrated with refsrence to

large groups of people. A good example of the impossibility
. o1 predicting the actions of large groups of people is

found in the inability to predict, for example, violent
revolutions.
Thus the "backward-looking™ nature of the
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hypothetico-deductive metkod {n the sonial selences i
to be stressed,

4. Economic Theory and the Euture

Cak economic theory say anything about the future
and if 50, precisely what can be sald?

1t a logically consigtent theory is looked at as a
conditional statement, in & way similar to the conclusions
that follow from mathematical axiems, then theoTies can
say the following sheut the future: if conditions in the
future are the same as those contained in the assumptions
of the theary, then the conclusions "predieted” by the
theory will follow. But of course, humen action may
change with the result that future conditions may aot
approximate the assumptions of the theory and the
(8)

If human action doeg, fn fact, changa significantly

vprediction™ will accordingly be refuted.

over time thew such a conditional statement will not be
useful in illuminating whet may be expected in the future.
But can anything he said about the rate of change of
humap action over time? If it can be shown that much
of the human action that is relevant for an understanding
of economic phenomena does in fact, remain feirly eon-

ptant over time then forecasts at least in the sliort-run,

_oan be shown to be reasonably accurate. Whether such

relevant humap action does remain fairly constant over
time or not is an empirical question. However we can
say that in an uncertain world where peopls make plans
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based on inconsistent :xpectations, the plans of some
will be frustrated and will therefore be reviged. But
in puch a world prediction is impossible singe the exact
nature of the revised plans cannot be predicted.

5. The Usoe of Statisticsl Techuiques in Egongmics

The use of statistical techaigues in the soeial
sciences cannot enable us to overcome the obstacle
prosonted by the upprediciability of human action. It
is unsatisfactory to argie that "probability hypothesest (')
based on statistical findizgs can be used instead of
explanatory hypotheses in predicting future socfal
phenomena. No* can Brodbeck's statement that the
social sciences "have developed techniques | most
importantly statistical techalques] to compensate for
lapsges in closure and completeness™ (8) be geccepted.
Statisiics, as must be emphasized (and as we soted
above has been emphasized by Mises) ere by definition
based o past events, the congequences of past human
rotion. It is accordingly mot possible to tefer from
these events what will happen in the future.

The observation made by Hicks with reference to
econometrics slso applies in gemeral to what was Teferred

to ag empirical economic theory. As Hicks has put ii:

. “the characteristic of econometrics ... that its theary

is applied theory, not pure theory - explains why it is
that it can only lead up to 'projectfons’ or prognostications:
ill herpen, 1f the same forges s have

R
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what will bagpen 1f 2 new form of organization {ia the
widest sense) 1s introduced., Once policy is introdused
as a variabls, we have to go beyond sconometrics." )
There is no doubt that Hicks aceepts that this conclusion
holds for all applied theory or empirical economic
theory. However, wa should add that, as shown by

our prior analysis, the policy that Hicks mentions

should be taken to refer to human action in general, ‘

6. Conclusion

In this Chapter some consequences of the postulates
of subjectivism have been examined with o view to
G:eiding now much light can be thrown on events to
be expected in the future by oconomic theory. Starting
from the unpredictability of human action, a feature
not important in the natural sciences, "the doctrime
of the unity of method, that is to say, the view that all
theoretical or generalizing sciences make use of the
same method, whether they are naturai sciemces or

svoial sclencest %)

wag in part rejected. It wae seen
that although the hypothetico-deductive method can be
used for the purposes of historical explanation it
cannot be used for the purposes of social prediction.

Thus the claim for the unity of method can be accepted

a5 regards the explination of past events. But while

the natural sciences can predict future events, although
this may be di’ficult in some oases, e.g. the prediction

of an earthquake, prediction ig not possible in the case
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of the social sciences. It is here that an lmportant
ssymmetry between the natural and social sciences
arises,

The conclusions of this Chepter are illustrated
with reference to an article by R.G. Lipsey. ('3 1
this paper Lipsey claims that he "as a practitioner in
the field of economic science searches for stable
patterns of human behaviour in the economic sphere.
Such behaviour patterns provide the basis for makiag
the testable prediotions without which there can be no
science.” (1%) The rest of the paper covsists of an
elaboration of the stable relationship between the
demand for labour (as measured by the amount of
unemployment) and the rate of increase in wages first
noted hy Professor Phillips, *%) For present purposes
tt is not necessary to examine the conclusions arrived
at by Lipsey and comment is therefore restricted to
his methodologioal conclusions.

According to Lipsey, the economist often postulates
cartain stable behaviour patterns and thens deduces what
their consequences would be. The final stage involves
searching the data to see if these consequences can he
obuerved. Lipaey thus postulates a direct relationship
botween the demand for labour (laken to be invergely
related to the level of unemployment) and the rate of

_inerease in wages. Subsequent attempts to test this

postulate proval suceessful except for some minor
difficulties. Lipsey therefore concludes that "One is
left, at the ond of all this, with a feeling of the
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possibility of a truly scientific study of human behavisur
in the econc.rie sphere znd with an attitude of optimism
about the long-term development of such a sciencs. In
the past, economists both amateur and prefessional,
have ... taken too much to heart the difficulties of
predieting individual behaviour acd forgotten the
remarkable group stability in many fields ... [They
have also] been too easily convir 4, a priow, that
every historical sequence is uniqué. Whean in fact we
take a look in a sphere most affected by these defeatist
arguments we find evidence of simple behaviour patterns,
remarkably stable over, what in economics is a very
long period of time, and, when compiete stability has
not been maintained, we find what looks like & reasonable
chance of developing and extending our theories to cover
these moTe complex patterns of behaviour,"

Just two comments will be made in connection with
Lipsey's conclusions. In the first place the difficulty
of confronting the consequences of postulates with the
observed facts has aiready been noted above. in dealing
with complex phenomena it is often difficult to come to
clear-cut conciugions such as those arrived at by
Lipsey. Thus, for example, Hines A5) yag argued that
although Lipsey and others have explicitly rejected the

significaat influence of trade unions on wages, hig

. (Hines') research gives evidence to the contrary,

mamely th: "trade unions do affeet the rate of change
of wages independently of the demand for labour,n (18}
Becoundly, even if it sould be unambignously shown
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that a stable relationship has provailed between different

variables over time, this does not mean that the observed

relationship must contipue into the future. The "prediction’

that sn increase in the demand for labour as shown by a
fall in unemployment will lead to a rige in the rate of
inerease of money wages must therefore be seen as a
forecnst based on the assumption that the factors underw
lying the stable relationship remsin the same in the
future. The development of significant changes in the
inptitutional stTucture might, for examply lead to 2
disturbance of the relationship, The same can, of
course, be said about the empirical studies done on the
demand for money. A stable demand for money {so
important as regards policy implications) that has
prevailed in the pest might not do so in the future.
Friedman's observation that money may be regarded as
a "luxury good" since the amount demanded increases

at a rate somewhat faster than the increasse in income
might not hold true in the future. 18) Empirical studies
are, by definition, based on the past whereag in the
future, human action might change.

However, the ugefulness of suck empirical work
must pot be underestimated. A great deal is achieved
from understanding, for example, the precipe influence
that trade unions

d on the money wage rate, and

.oven though this does not slimlnate all the uncertainty

regarding what 18 to be expented in the future, it does
allow a feeling of grenter confidence in that the future
can be faced with o firm understanding of the past,

|
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c,remd Tegal ihsutntwns‘ The task of driving to iown would become

inoredibly complioated if the driver were wot reasonably sure that the

approaching car will remain on the opposite side of the road.

(15) Misea, L. Th: Ultimate Foundations. pp. 69-70,

(16) Mises, L. Human Action. p. 79.
{17} Hayok's views on this polnt in particular have changed as the
following quotation shows: "All that the theory of the social sciences
attempts is to provide a technigue of reasoning which assists us in
comacting individual facts, but which, like logic or mathematics, is not
about the facts. It can, therefore, ... never be verified or falsified
by reforence to facts. All that we can and must verify is the presence
of our 2ssumptions in the pavticuiar case .... In this connection a
genuine 'question of fact' arises -~ though one it will often not be pogsible
to anwer with the same certaipty as is the case in the natural sciences.
But the theory ftself, the mental scheme for w.e interpretation, can
nover be 'verifled! but only tested for its consistency. It may be
irrelevant because the conditions to which it refers never ocour; or

1t may prove inadequate because it does not take account of a suffictent
number of conditions, But it can no more be disproved by facts than
can logic . r mathematics.” "The Facts of the Social Sciences” In
Individualism and Ecouomic Order. London: Routledge & Kegan Paul,
1949, p. 73,

1t is thus evident from thig quotation that Hayek was, at ihis stage
cloge to the position of Miges, His later views show signs of change 1
this vegard, His later views as expressed In Degrees of Explanation
and The Theory of Complex Phenomena  show that it is not possible

to refute speoific predictions because social theories cannot make such

predictions, Nevertheless, it is possible to test the prediction of general

patterns, as the following quotation shows: "Any model defines & certain
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range of pheniomena which can be produced by the type of sttuation which
1 reproscnts. We may not be able diveetly to confirm that the causal

the i question is the same as that
of the model, But we know that, if the mechanism is the same, the
abserved structures must be capable of showing some kinds of action
and unable to show others; and if, and so long as, the obsorved phenomena
Xecp within the range of possibilities indicated as possible, that is 5o long

a6 our expectations derived from the mode? are not contradicted, thera is
£00d reason to regard the model as exhibiting the principle at wozk in the

wore complex phenomena. " Degrees of Explanation, p. 15. (emphasts added.)
And: "We are however, interested not only in individuzl events, and it is

algo not only predictions of individual events which can be empirically

tested. We are equally interested in the recurrence of abstract patterns

as such: and the prediction that 2 pattern of a certain kind will sppesr

in defined ci isa (and therefore statement, "
The Theory of Gorsplex. Phenomena. p. 28. It is thus evideat that Hayek
started from « position close to tint of Mises but subsequently moved to

2 new position closer to Karl Popper,

(18) Miscs. L. Theory end Higlory. p. 189,
{9 ibid. p. 65,

(20) Hayck, F.A. The Theory of Complex Phenomena, p. 37.

{21) In faci many of Hayek's writings are aimed at redfrecting a
toend the consequences of which he deems to be undesiranle,

(22) Sec Buck, R.C. "Reflexive Predictions™ fn Brodbeck, M. (Bd.}

Readings {n the Philosophy of the Social Sciences, New Yotk: Macmillan,
1968, pp. 436447,

{28} Hayek, F.A, The Couater-Revolution of Science: Studies on the
Abuse of Reas: London: Free Press of Glencoe, 1955, p. §0.

(Z‘.) Hawk F.A. "The Pacts of the Sooial Sciences,® in
and Economic Order. pp. 67-68.

(25) Popper, K.R, The Poverty of llistoriciem. London: Routledge
& Regan Peul, 1966, p. 138,

28) Hayek, F.A, The Counter-Revolution of Scionce. p. 77.
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{27) Nogel, E. The Structure of Sefence. Iondow: Routledge &
Kegan Paunl, 1961, pp. 473~485,

(28) Quoted in Nagel, op. cit.

(@9} ibid.

30) Hayek, ¥.A. Economics and Keowledge. p. 52, {footnote.)
31) Nagel, E. Op. oft.

(32) thid.

(33) Of gourse, refsrence will have to be made to the relevant facts
in arder to support or vefute this “svbjectivist® hypothests. n iMs way
an adequate i of the may be found,

(34) Hayek, F.A. The Theory of Compley Phenomena. p. 39.
(35) thid. p. 39.
(36) thid, p. 40,
(37) id. p. 40,

(38) Bid. p. 42.

CHABTER 6.

(1) Mises, L. The Ultimate Foundation of Fconomic Science.

@) i p. 18

18 Truth? in Economics?" Reprinted in
On the History and Method A Beonomics. Chicago: Univeraity of
Chicago Press, 195C.

(4) Melden, AL "Willing" in White, A.R. {Bd.) The Philosophy of
Action, Lendon: Oxford Usiversity Press, 1968,

(5) Soe Taylor, C. The Explanation of Behaviour, London: Routledge
& Kogan Paul, 1964,
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(6) Miees, L. ‘fhe Ultimate
See as0, for example, Mises' Theory and History. p. 89.

of Economic ficience. p. 58

(7) See Che er V.

(8) Hayek does adrsiy, however, Luat not all physical phenomena are
capsble of being predicted. Thus it is not possible to predict the waves
that will result in my coffee cnp from a plane fying overhead.

() Shacile, G, L.§. Timein North-Hofland
ing Company, 1967, p. 22.

CHAPTER 7. M

(1) See Schutz, A. ”Tha Well-taormed Citizen: An Essay on the
Soclal Distri in Gollected Papers [T Studies fn
Soclsl Theory. The mgue Martinus Nijhoff, 196%.

(2) The point bet: g suggested hore is similar to e argument put forwerd
to show that "pure” Induction {6 not possible and that, an the contrary, the
problem comes first. See, for exanple Karl Poppor The Poverty

of Historiclsm. p. 121. "Science, we muy say, s confronted with
Pproblems, at any moment of its development, It canot start with
ohservations, or with the “colloction of data™ as some students of

method believe. Before wa oan collect dats, our interest o data ofa
gertain kind must e aroused: the problem aiways comes first. The
problem in its turn may he suggested by practical needs, or by scientific
or pre-saientific baliefs which, for some yeason or other, appear to be
in peed of revision," (italics a the original.)

(3} Schutz, A. "Cheosing Among Projects of Action” in Collected Papers I
The Problem of Social Reality, The Hague: Martinus Nijhoff, 1962, p. 69.

4) Thus Hayek has said: "Ihave long felt that the concept of equilibrium
itself and the methods which we employ in pure malysis have a clear meaning
only when confined to the analysls of the action of a slagle person and that

we aro really passing into a different sphere and sflently iutroducing a new
element of altogether different character when we apply it to the explanation
of the interactions of a mmaber of different individuals." Economios and
¥nowledge " in Idividuglism and Fconomic Order. p. 36.
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(5) ¥t becomss very clear in this context that we are 1ot referriag to
all individuals but only to certain individuals. We thus exclade from our
disoussion for example, the young child and the person suffeving under
iifusions, This is an assumption which is implied when the actlons of
the "tadividual" are examined.

{6) Professor Lachmann has shown that the ixansmission of knowledge
does conatitute an equitibrating force. Nevertheless the spread of
kmowlsdge Is o slow pracess mnd is therefore "likely to be humpere 3

by the divergence of expectations and overtaken by unoxpected events.
Lachmann, L.M. Ludwig Von Mises and the Market Process. (A paper
rot published at the time of typing this thosis. )

{7) Schuiz, A, "rhe Well Infermed Citizen: An Essay on the Sociel
Distribution of Knowledge." p. 13L. .

(8) T suy "in most cases” because some coisequences st antieipated with
certainty. Tam certaie that if a place a beaker of water under a
sufficently hot tlame af sea level, fFai water will boil »* 2 bundred degrees
Centigrade or two hundred and twelve degrees Fahreahoft.

(9) This includes actions, the afm of which 18 fo influence iy own state
of well-being, for example, in the case of the applying a cosinetic or the
taking of medicine,

{10) For exammie, I migh that will follow
if Tinsert my finger into an clectrically charged socket witlout being able
to exp'sin why this happens.

(L1 Smith, Adem, An Inquiry into the Nature and Cayes ol the Wealh

of Nations. Londop: J.M. Dont, 1914, (Evoryman Bdition) Chapter 2, p, 12.

{12; Koight, P.H, The Econumic Organization. Mew York: August.s
M. Relly, 1951, p, 8k

{13) See for example Hayek, F.A. The Comter Revolution of Seience.
P B4

(14) Shackle, G.L.S. Time in Economics. pp. 103-104.

(15) ibid, p, 105.

{16) See Buck, R.C. "Reflexive Prediciions" in "Readings in the

Philosophy of the Social Sclences, " Brodheck M. (Ed. )op it up. 436-447.
See also Merton, R.K, "The Una
Secial Action." American Sociclogical Revicw 1936, VDI 1 pp. 894-004,
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(17) ibid. p. 437.
CHAPTER ¢

@) Mises, L. Humen Actfon. p. 42,

(2) Watiins, J.W.N. "Ideal Typos and Historical Explanstion” jn
‘Readings in the Philosophy of Sclence. Feigl, H, and Brodbeck, M. (Eds.)
New York: Appleton-Crofts, 1953, p. 729.

{3) Watkins, J.W.N. “Historical Explanation a the Social Sciences.™
Britigh Journal for the Philosophy of Science, 8, 1957, pp. 104~117 aud
reprinted as i ivi and Social Min
Readings in the Philosophy of the Social Sciences. Brodbeck, M. {Ed.)
New York: Macmillan 1968, p. 280.

(4} It is for this rearon that the yeferance {n Watkins! definition to
the “principles governing the behaviour of participating individuals”
was refected.

{8) Watkins, J.W.N. "Methodolcgical Individualism and Sceial
Tendencies." p, 273.

{6) Watkins, LW.” op. oit. p. 213,
) ibid.

{8) Gellner, E. “Explanavcns in History", Proceedings of the
Aristotelign Soclety, Supplementary ‘ol 30, 1956, pp. 157-176.

Repritted in Readinge in the Philogophy of the Soefel wiiences.
Brodheck, M. (Ed.) p. 260.

¥ I The Rules of Sociological Method Durkhein s defined social facts
as follows: "4 sootal fact is every way of acting, fixed or not, capable of
exercising on the Individual an external constraint; or again, every way

of acting which is genoral throughott  given soclety, while.at the same
time existite in itg ows right independent of ita indivicnal manifestations.
(emphasis addsd, }

I
I
{
1

i
{
I
b
1
i




i
|
|

171.

CHAPTER 8 cont,

(10} Similarly Adam Smith, in his famous statement sas noted that

snarket each individual “intends only hi s own gain and he is
in this ... led by an invisible hand to promote an end which Wae no
part of his intention,

(11} A tool is thus understood in terms of the plans which its use is
intended to belp fulfil.

quAPTER 9.

@) Seo for example Kuight, 7, H “St: ies and Dynamics: Some querles
h Analogy ' in Knight, F.K.

Onthe Hismrg d Method of Emomws Chicsgo: University of

Chicago Press, 1956.

{2) Machlup, F. i and
Concreteaess and Disguised Politics" in Egsays on Economic Semanties.
Englewood Cliffs, New Jersey, Prentice-Hsll, 1963, p. 54,

(%) Schumpeter, J.A. History of En(momxc Analysig. New York:
Oxford Untversity Press, 1954, p. 9

4) Lschmgm, L.M. The Legncy of Max Weher, ILondon:
Heinervann, 1870, p. 20,

(5) The definitions ave phrased in such 2 way that they include the
ateady-rate equilibrium of Growth Theory where all the relevant varishles
grow af the same rate. In the case of a steadily progressive ceonomy,
equilibrium will be maintained as long as the relovant varishles do not
nohange®, that ia, as long as thev all grow at the sume Tate.

(8) The relevanos of this insight" has heen shown in the introduction
with regard to the history of evonomic thought.

(7} Lachmenn, L.M. "Ludwig Von Mises and the Market Precess."

(8} See Machlup, F. “Statics and Dyssmics: Kaleldosoopic Words"
tn Esgays on Economic Semantics. pp. 9-42.

i
I
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() cks, J.R, Capital and Growth, London: Oxford University
Press, 1965.

(10) tbid. p. 28,

(11) ibid. p. 16,

(12) Shackle, G. 1.8 "Equilibrium" in Shackle, G.1.8. A Scheme
of Economic Theory. London: Cambridge University Press, 1965, p. 23.

(18) Hicks, LR. Capitel and Growth. p. S2.

(14) mid. p. 32.

{8 fhid. p. 32,

(16} fhid. p. 25.

@7y ibid. p. 24,

{18) Thus in our legal system the actions of an fndividual ave fust/ied
i€ his intentions were acceptable even though the consequences of hus

®otions might have boen enitrely unacoeptable.

(9) Clazk, 3.B. The
1906, pp. 400403,

of Wealth, New York:

(20} ibid. p. 402,

(21) Friedman, M. Essays in Positive Chicago:
of Chicago Press, 1953.

(22) Lachmenn, 1.M. Ludwiz Von Mises and the Market Process.
{23} bid.

{24) T smust also be ackuowledged that the flow of informaticn does not
have to be regarded as 2 “datum™ but depends on othes: things and can,
therefore, be changed. The use of the mass media as a means of
distributing information is an cbvious way of changing the vateof flow
of information,

i
|
i
i
i
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(25) Myint,H, The of the Comtries. Londop:
Hutchinson, 1965, pp. 50 1L

{26) By the Harroi-Domar model gw =5 / v Where: g w = the
warranted rate of growth, s = the proportion of income devoted to
savings and v = the capital-oulput ratio. Thus 4% = 12% /3

(27) "Concern with education, human capital, or the quality of labour
inputs as an important determinant of the residual element of econontic
growth that cannot be accounted for by increases in the luputs of labour
and cepital as conventionally measured dovetails neatly with the apparent
leg3ons of .. ience with the g econommic growth.
This experience has strongly suggested that the early post-war emphosis
on investment in material eapiial in the methodology of economic planning
was serlously mistaken, and that reonamic development depends vitally

on the crestion of a Tabour force both equipped with the necessary
techmical skills for modern fndustrial production and tmbued with a
philosophy ocnducive to the acceptance and promotion of economio and
technical change," Johnson, H.G. "Toward a Generalized Capital
Acoumulation Approach to Econtmic Development! in Egonomics of
Edugation 1, Blaug, M. (Ed.) Harmondsworth, Middlesex: Penguin
Books, 1962, pp. 34-35,

(28) Myint has also £aid that Y great deal of fmportance has been

attached to this ratio, and the real reason seems to 2 that it offers
2 samvenient shorthand basis for working out the case for © wreasing
economic aid to (e underdevelopid countries.” op. cit. p. &

QHAPTER 10

{1y The reasen for this conclusion has been given elsewhere in this
thesis particularly in Chapter 7, Seotion 4.

{2) This example is taken from Brodbeck, M. "Explanation, Prediction,
and 'Imperfect’ Knowledge® in Brodbeck, M. (Ed.) Pgadings in the
Phflogophy of the gocfal Sciences. p. 371.

() Hempel, C.G. "The Function of Ceneral Laws in History" in

Feigl, fl. and Sellars, W. (2ds.) Readings in Philosophical Analysis.
New York: Appleton-Century-Crofts, 1949, p. 462,
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{4} Soe for example, Popper K. The Doverty of His! icism. p. 133,
‘This conclusion is also suggested by Watking, Sce Wat. W, N,
“ideal Types aud Historical Explanation” in Feigl, A, and Brodbeck, M.
{Eds.) Readings in the Philosophy of Science, Mew York: Appleton~
Bentury~Crofts, 1953, p, 723 f1,

(5 Of course, an cars be tegted by
the deductive ccnelusions drawn from this hyvothesis by the facts.

(6) It is possibly better to substitute the word “foreeast” for "prediction®
in this context,

(7) See Hempel, C. op. cit. p. 465,
(8) Brodbeck, M, op. cit, p. 375

) Hicks, LR, Capital ond Growth, London: Oxford University Prese
1865, p. 10, {feotnote 2,) (Emphasis added).

10) Popper, K. op. oft. p. 180,
(11) Lipsey, R.G. "Can There be a Valid Theory of Wages?®, in

The Labour Market McCormick, B.J, and Smith E.D, (Bds.}
Harmondsworth, Middlesex: Penguin Books, 1968,

(2} ibid. p. 268,

@3y Phsllips, A.W, “The Relation Between Unemployment, snd the Rate
of Money Wage Rates fn the United Kingsom, 1861-1967." Ecopomics,
November, 1058,

14) Lipsey, R.G. op. cit. p. 283,

{t5) Aines, A.G, "Trade Unions and Wage Inflation in the United
Kingdom, 1893-1961", in The Labour Market. MoCormick, B.J.
and Smith, E.D. (Bds.) Harmondswirth, Middlesex; Penguin Books,
1968, pp. 284-319.

@8) Did, p. 284,

R
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{£7) Thenstitutional environment might change fn such & way 2s to
prevent 2 rise in the rate of increage i, money wages and this change
itaelf camot be pradiored.

(18} For example, money mighs not be regarded as . uxury good in a
a1 «t~rized by 4 growing rute of inflation where people expect
26 to continue,

g
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