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Commrents I nvited

The Donmai n of Theories and Tests
by the Realismof Assunptions

Thomas Mayer

Abst r act

The principle that theories should be tested by the accuracy of
their predictions but not by the realismof their assunptions
needs to be qualified. As a practical matter we often need to
eval uate the of applicability theories to cases for which they
have not been tested by their predictions. Here we rely on the
fact that theories are applicable only within a specific domain.
I n determ ni ng whet her a specific case, which for which no direct
tests are available is within the theory's domai n, we | ook
primarily at whether the assunptions of the theory are as

applicable to it as they are to the cases for which the theory has
been successful ly tested.

Key words: realismof assunptions, rationality assunption, domain
of theories.

JEL classification: B4.
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The Domai n of Theories and Tests of the Realismof Assunptions
Thomas Mayer *
The | eading justification that econom sts give for the unrealism
of their assunptions is Friednman's precept that one shoul d test
theories only by the accuracy of their predictions and not by the
realismof their assunptions. El sewhere (Mayer, 1995, Ch. 7), |
have advocated a noderate versions of this precept. Here | argue
that it needs to be qualified to take account of the fact that we
do not test directly the inplications of many of our statenents,
and to delineate the domain of those we do test. My focus is on
the rationality assunption, but the sanme principle applies al so
to other assunptions. | deal only with positive economcs, and
not with the readily justifiable rationality assunption nmade in
nor mat i ve economi cs.
| . The Domai n of Theories

Theories have |imted donmai ns. For exanpl e, quantumtheory
applies only to subatomc particles, and as yet cannot be fully
reconciled with relativity theory. Unl ess the bounds of the
domain are kept in mnd theories may be used in circunstances
where they do not apply, and al so sonetines it nmay seemas though
even correct theories are plagued by disconfirned inplications.
But econom sts often do not specify the bounds of their theories
and hypot heses by étating at least the nost inportant ceteris
paribus conditions. Instead, they |leave it to the reader's
intuition to interpret the limits.l For exanpl e, although
neo-cl assi cal theory does not nmake the bound to its domain
explicit, few econom sts consider it disconfirmed because soneone

who i s asked for the tine of day does not demand paynent - the



theory is not intended to apply to this type of deci sion.

Econom sts do pay sone attention to the domai n of hypot heses
by constructing alternative nodels that rel ax one or nore
assunptions of a previous nodel, But for two reasons that does
not suffice. First, sone assunptions, such as rational behavi or
are relaxed only very infrequently, Second, there is the
difficulty of telling whether these assunptions are met to a
sufficient degree in the particul ar situation under discussion.
Wat nakes this problemworse is that for conveni ence and
tractability assunptions are often stated in a stronger formthan
Is strictly necessary for the theory to hold (see Mayer, 1995,
Ch. 7) Thus, an econom st nay rel ax the cl osed eccnony assunption
of a nodel and show that its results do not hold in an open
econony, but often she cannot say by how nuch the results are
changed if international trade accounts for, say 5 percent of
CGDP. By contrast, a physicist can tell by how nuch the existence
of air pressure changes the speed of falling objects. This
difference is probably due mainly to the [imted rol e that
experiments play in economics.2 As a result, faced with a real
wor |l d probl eman econoni st, unli ke a physicist, may have nany

nodels in his toolkit, but may not know which one to apply.

The domai n of ouy theories and hypot heses t heref ore needs
nore attention, and it is required for the conplete statenent the
mai nt ai ned hypot hesis.3 It can be delineated in two di nensions.
An ext ensi ve di mensi on neasures the "stretch" of the hypothesis.
Does it cover open economes as well as cl osed ones, does it

predict that the price level wll rise if the growh rate of



noney rises by nore than 10 percent, or does it predict such an
increase if the growth rate of noney rises by just one percent?
Somretinmes, as in this case, such questions bring out the role of
the ceteris paribus assunptions. Cne aspect of the extensive
dinmension is the amount of detail covered. Does the hypothesis
claimto explain only the behavior of sone average of stock
prices such as the s&pP 500, or does it claimto explain also the
relative prices of individual stocks?

Then there is the intensive di nension of the domai n. How nuch
accuracy does the hypothesis claim does it make quantitative or
only qualitative predictions, and in the forner case to how nmany
significant digits is the result stated or intended to be taken
seriously? For exanple, howsimlar nust the prices of certain
identical commodities be in different countries for the | aw of
one price to be considered confirmed? (See McCloskey, 1985, Ch.
9) Unless we are told this how can we eval uate an hypot hesi s by
the enpirical evidence?

Failure to delimt the domain of theories both in terns of
its range of its applicability and in terns of its accuracy nay
be a maj or reason why so often various enpirical studies offer
seem ngly contradi ctory evidence. Moreover, even the same piece
of evidence may be read as confirmng or disconfirmng a theory
dependi ng upon its (undescribed) domain. And as Zeckhauser (1986)
poi nted out, failure to specify the limts plays a central role
in the debate between behavioral and what he calls rationali st
econom st s.

Once one pays attention to ttr._. domain of theories it becones

apparent that testing by the accuracy of assunptions does serve



an inportant function. Consider, for exanple, a test of the

hypot hesi s that nonopsoni stic and ol i gopsonistic el enents play no
significant role in wage setting. Suppose tests that have been
undertaken for the autonobile, paper and textile industries
support this hypothesis. Does this nean that it is al so correct
for, say the airline and restaurant industries? Such questions
are inportant because we are interested in the role of

ol i gopsoni stic wage setting in the econony as a whol e, and not
just in the three industries for which it was tested. So, we ask
how representative they are, and we answer this question by
seei ng whet her the structure of their | abor narkets resenbl es
that of other industries, that is if they are located in nore

I sol ated areas, if their |labor force has nore firmspecific hunman
capital, etc. But in asking such questions we are testing by the
applicability, that is the "realism" of the assunptions of
nonopsoni sti c wage theory.

To illustrate the problens created by the need to specify the
domain of a theory and its relation to testing by the realismof
assunpti ons consi der the following five other problens. The first
is a test of Friedman's (1957) hypothesis that the proportion of
per manent i nconme saved is independent of the |level of pernanent
I nconme. The domain of this hypothesis is relatively clear, all or
nearly all household§.

But in the second problem testing purchasi ng-power-parity
theory, one needs to pay nore attention to the theory's donain.
Should the test verify whether it holds on a nont h-to-nonth
basis, or is its donain confined to periods of several decades?

A test showing that it does not hold on a weekly basis, or in



hi ghly control |l ed, highly autarchic econony even in the long run,
woul d not shake anyone's confidence in this theory. By contrast,
a denonstration that it does not hold for relatively open
economes in data covering a century would be fatal for it,
because we believe that the necessary assunptions for

pur chasi ng-power theory are nmuch nore applicable in the latter
case than in the former cases.

A simlar issue arises in a third problem testing efficient
market theory. Is its domain nerely a tendency of yields on
simlar assets to be simlar, or is it intended to be the
| awl i ke generalization that all the relevant information
avai l abl e at any one nonent is already enbodied in all asset
prices? In the former case one would treat the relatively snooth
yield curve as an indication that the theory is correct. In the
| atter case one woul d concl ude fromthe appearance of sone
anonal i es, such as systemati c excess stock yields in January,
that the theory is disconfirmed. The rel ati ve snoot hness of the
yield curve does little to support the belief that efficient
market theory is correct over so |large a domain that all assets
are priced efficiently, because the |atter requires stronger and
hence | ess plausible rationality assunptions than the fornmer.

A fourth problemis the frequent clai mabout globalization,
that the world nust'now be treated as essentially a single
econony. A recent paper (Ceglowski, 1998) review ng the
literature disconfirnms this claimby show ng that the existence
of the U.s./Canadian border does nake a difference to commodity
prices and trade flows. This provides a strong refutation of the

"one-world" hypothesis since proximty and shared | anguage,



custons and life-styles, as well as the absence of tariffs, makes
the assunptions of the one-worl d hypothesis particularly
applicable for the U S. and Canada. If the |law of one price does
not operate in the U.S-Canada domai n, we woul d not expect it to
operate in other international domains either. By contrast, a
study that found equally large effects of borders on trade fl ow
and price dispersions between the United States and Nepal would
not be considered nearly as conpelling.

The final problemis a test of the hypothesis that |arge
firmse with market power will sonetimes use predatory pricing to
drive rivals out of business. Soneone who wants to test this
hypot hesi s nust select a sanple of industries to investigate. He
coul d pick random sanpl e. However to obtain a strong refutation
it would be nore efficient to select those industries in which
the hypothesis is particularly plausible. But the only way to
pi ck such cases is to select situations in which the necessary
assunptions of the hypothesis are net nost closely.

Thus, although the prinmary test of a hypothesis is its
predictive performance, the accuracy of its assunptions stil
plays a role in four of the five situations just discussed,
because it affects the domain over which the hypothesis is
treated as subject to testing, and subsequently as confirmed or

'rejected. This anoun} to nore than a claimthat tests by the
realismof assunptions are relevant only to the applicability of
a theory but not toits truth, because a full account of the
theory shoul d include a statenment about its domain.

Attention to the domain of neo-cl assical theory has for two

reasons becone nore inportant in recent years. First, the



rationality assunption has been nore rigorously applied as

rati onal expectations theory became the way to do nacroeconom cs
(see Russell, 1998) New cl assi cal econom sts have argued

per suasi vely that the domain of rational-choice theory shoul d be
extended to the way expectations are formed. But they are |ess
per suasi ve when they go beyond that and extend the rationality
assunption to claimthat agents know t he correct nodel. The
adapti ve expectations nodel nay, despite its dubi ous assunption
that agents do not use all the readily available information, be
a better approxi mation than the assunption that during the sanple
peri od agents knew a nodel which had not yet been publi shed.
Shoul dn't one assune instead that the nodel held by agents is the
nodel that was pervasive at the tine, rather than the new nodel,
so that, for exanpl e, soneone presenting a nonetari st nodel in
1965 shoul d have assumed that agents had a Keynesi an rather than
a nonetarist set of expectations? Rational expectations theory
gai ned persuasive power froma belief that if one assumes fully
rati onal behavi or for some purposes, one nust assune it for all.
But that is not so because theories have specific donains.

I nsi stence that agents know the correct nacroeconom c nodel may
al so have gai ned currency in macroeconomcs froman illegitinmate
anal ogy with mcroeconomcs. In the theory of the firmthere is a
reasonabl e case tha! entrepreneurs know at | east as much as
econom sts do because they are the ones wi th hands-on experience,
and can |learn through trial and error. But they have no hands-on
experi ence superior to the econom st's in nacroeconom c
predi ction

The second factor that has nmade | ooking at the rationality



assunption particularly inportant is that it has expanded its
reach into ot her social sciences (see Baron and Hannan, 1994,
MIler; 1997). That rational income nmaxi m zation can explain so
much econom c behavi or does not necessarily nmean that it can al so
expl ain political choices. This is currently a much debated issue
in political science.?4 Wien expl ai ni ng exchange rates we can
I gnore religious sentinent, when expl ai ni ng voti ng behavi or that
i's nmore questionable. Yet rational choice theory has had sone
successes in other fields, and that strengthens its plausibility
In econom cs, the domain in which one woul d expect it to perform
best .
IT1. Sone Inplications for Neo-cl assical Theory

The results of predictive tests of neo-cl assical theory shoul d
thus be interpreted in the light of the domain of the theory that
they relate to. That the enpirical evidence convincingly shows
that demand curves sl ope downward is hardly persuasive evi dence
for the nore anbitious predictions of neo-cl assical theory, such
as that security nmarkets do not over-react to news, or that
wor kers are concerned only with their real and not their nom nal
wages (cf. Russell, 1997). In terns of a cliche that is often
i nvoked to defend neo-cl assical theory, that there are no $5
bills lying on the pavenent allows us to say that there are no
$50 bills lying there either. But it does not allowus to say
there are no $1 biIIs/Iying on the pavenent.

This principle al so works for and not just agai nst neo-
cl assical theory. Suppose the critics of neo-cl assical theory
succeed in refuting its claimth-t workers care only about rea

wages and not about noney wages. That does not refute all of



neo-cl assical theory. It can be saved by shrinking its clai nmed
domain. If such an i mmuni zi ng strategy woul d have to be used on a
| arge scal e neo-cl assi cal theory woul d becone a degenerative
research program but even in a well devel oped sci ence an
occasionally significant restriction of a theory's donai n woul d
hardly be surprising. Even if a research programhas had to
retract sone of its clains, it nmay still provide a greater stock
of verified, significant clains than do its rivals; one should
not confuse the level and the rate of change of a theory's
contribution. That its originators were overly enthusiastic
shoul d not be held against the current, nore nodest version of a
resear ch program

I11. Determning the Domain of the Rationality Assunption
There is little doubt that in sone situations the rationality
assunption is entirely appropriate; a starving person offered a
choi ce between two | oaves of bread will choose the | arger one.
But does the donmain of rationality extend far enough to neet the
requi rements of R cardi an equi val ence? VW& cannot test
Individually the applicability of the rationality assunption for
all the numerous statenents we want to nmake. But what we can do
Is to rank these statenments by the strength of the rationality
assunption that they require, and then to test for the upper
linmt to the domain of the rationality assumption.5

The term "strength of the rationality assunption" is
sonetinmes hard to interpret. It is easy to think of cases where
the relative strength of different versions of the assunptionis
unequi vocal ; for exanpl e, suppose that maki ng the correct

decision in situation A requires a know edge of only high-school .



10

al gebra, while in situation B it requires a know edge of matrix
al gebra. But in many actual cases the decision about which is the
stronger assunption is nore equivocal, and sone judgnent based
nmerely on casual enpiricismand intuition may be required. Sone
bases for such a judgment are di scussed bel ow.

If one ranks the required rationality assunptions by their
strengths one can see the frequent failure to consider the domain
of the rationality assunption in another light; as a failure to
di stingui sh between interpol ati on and extrapol ati on. To
Il lustrate, rank the hypothesis by the strength of their required
rationality assunptions, wwth 1 denoting the | east anount of
rationality that is required and 10 the nost. Suppose that the
predictions of hypothesis 5 (say, the |ife-cycle hypothesis of
consunption) were confirned. One can then consider the
rationality assunpti ons nmade by hypotheses 1-4 as justified, but
cannot argue fromthe success of hypothesis 5 that the
rationality assunption used in hypothesis 10 (say R cardi an
equi val ence) is al so confirned.

The di stinction just drawn between interpol ati on and
extrapol ati on does not nean that extrapol ati on shoul d
al ways be avoided. But it does nean that any concl usion based on
extrapol ati on needs to be i ndependently confirnmed by
" direct enpirical te§ts.

Anot her benefit fromranking hypot heses by the strengths of
their required assunptions (but not just by the strength of their
rationality assunptions) is that one can then see which anonalies
are worrisone. If the enpirical evidence speaks agai nst

hypot hesi s 10, one can abandon it without fear that if one does
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so, one nust al so abandon hypotheses 1 to 9. There is no | onger
the Hobson's choi ce that some rational expectationists seemto
Insist on: either accept extreme rationality despite the nounting
evi dence against it, or reject the analysis of economcs in terns
of rational behavior altogether and turn in your union card as an
econom st.

| V. Ranking Rationality Assunptions
Al though ranking rationality assunptions by their strengths wl
often involve nore or less arbitrary judgnent, sone pl ausi bl e
criteria can be set out. Thus it seens plausible that the
rationality assunptionis nore likely to be satisfied when the
stakes are large. Simlarly, managers of firns in highly
conpetitive industries are under nore pressure to behave
rational ly than are managers of |egally protected nonopoli es.
Agents are nore likely to act in a rational and sel f-i nterested
fashion in inpersonal transactions, such as buyi ng bonds, than
when naki ng personal |oans to friends. Sone decisions, such as
whet her to accept a wage-cut. or take a | ess presti gi ous j ob,
I nvol ve a person's feelings of self-worth, and are therefore
encunbered by strong enotions that nmay interfere with rati ona
deci si on-maki ng. I n sone cases rational decision-nmaki ng nay be
difficult because of the great foresight it would require. In
cases where the payloff is transparent, e.g. buying a 6 ounce
bottle at $1 or a 12 ounce bottle at $1.50, decisions are nore
likely to be rational than in nore conplex cases, e.g. buying a 3
ounce bottle at $0.89 or an 8 ounce bottle at $2.39. Markets with
hi ghly educated and sophisticated agents (e.g. bond narkets) are

nore likely to show rational behavior than are nmarkets with | ess
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educated agents (e.g. the narket for snall CD's). Market outcone:;
are also nore likely to satisfy the rationality criteria when the
mar ket structure allows rational agents to take advant age of

m st akes nmade by |l ess rational agents (cf. Russell, 1998,
Zeckhauser, 1986) .

Wet her repetitive or occasional transactions are nore likely
to be rational is not clear. Oh the one hand, in repetitive
transacti ons custoners have nore experience with and nore
incentive to i nformthensel ves, but on the other hand, habits nay
play a larger role, and they nmay al so have devel oped enoti onal
ties to their trading partners.

This list of criteria determining the extent of rati onal
behavior is probably inconplete, and at |east in sone cases it
may be i npossible to measure even ordinally the extent to which
they apply to a particul ar hypot hesi s. Moreover, some nay point
in one direction and sone in the other. Nevertheless, it is
instructive to apply these criteria to two cases, efficient
mar ket theory, and the economcs of the famly.

V. Efficient Market Theory
If the rationality assunption is applicable anywhere it shoul d be
in organi zed security markets with their typically | arge
transactions, conpetitive structure and inpersonal transactions,
opportunities for agbitrage, and with the inportant role played
by hi ghly sophisticated and educated partici pants. Concerns
relating to self-worth are probably no nore serious in these
markets than in many others. To be sure, successful operations
requi re much foresight and pay-offs are not transparent. But

these are probl ens that sophisticated agents as envi si oned by



13

neo-cl assi cal theory should be able to deal with. One would
therefore expect the data to unequivocally confirmefficient
mar ket theory. But they do not. In his conprehensive survey of
efficient nmarket theory Stephen LeRoy (1989, pp. 1595, 16009,
1611-12, 1613-14) concl udes that:

Most of the evidence accumulated in the nearly 20
years since ... [1970 when Fama's survey seened to
confirmthe theory] has been contradictory. ... The
consensus now i s that the anonali es pose a serious
probl emthat cannot be shrugged off. ... The najority
of trades appear to reflect belief on part of each

I nvestor that he can outwit other investors, which is
I nconsi stent with common knowl edge of rationality.

It would seem al nost sel f-evident that the recent
[1980s] wave of |everaged buy-outs provides strong
evi dence agai nst market efficiency. The astronom cal
fees to investnent bankers that these nergers
generate are difficult to reconcile with any
nont aut ol ogi cal version of market efficiency, as are
the stock price gyrations that acconpany | everaged
buy-outs. ... Finally, we have the Cctober 19, 1987,
stock market sell-off ... [Sltock val ues dropped hal f
atrilliondollars on that single day in the conplete
absence of news that can plausibly be related to
mar ket fundanmentals. ,.. However attractive (to
econom sts) capital market efficiency is on
met hodol ogi cal grounds, it is extraordinarily
difficult to formulate nontrivial and fal sifiable
I mplications of capital market efficiency that have
not in fact been falsified.

Simlarly, Thomas Russell (1997, p. 97) reports that: "the
evi dence for inefficient markets, both fromtine series-data and
fromcross-section data, is so pervasive that nmany enpirical
I nvestigators now take seriously the possibility that narket
prices do not reflett rational behavior." Russell concedes that:
"These results are not uncontroversial", and cites Fama and
French as believing that the apparent failures of the theory can
be expl ained by risk variables omtted in the tests. But he goes
on to say that:

many investigators now take seriously the possibility
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that it is necessary to use nodel s of behavior in

whi ch investors are not fully rational. ... one would
have to be extrenely commtted to rationality not to
agree that in the area of financial economcs ... a

nunber of inportant market phenonena are well
expl ai ned by assumng that not all behavior is fully
rational ." (1997, pp. 88-90).

Al inall, the rationality assunption does not seemto
performwell in the nmarket for which it is nost plausible. That
woul d appears to suggest that at |east the extensive domai n of
neo-cl assi cal economcs is so snmall that it would be hard to
| ocat e.

vi. The Famly and QG her Traditionally Non-Econom c | ssues
(ne woul d expect the rationality assunption, and hence the
econom c theory based on it, to be nuch | ess applicabl e when
dealing with issues such as nmarri age and di vorce, raci al
di scrimnation, voting behavior and crine, than in dealing with
the pricing of securities.® In these situations conpetitive
pressures are usually less than in security markets, persona
factors and considerations of self-worth bulk larger, only a
smaller proportion of the participants is highly educated, great
foresight is often required, and pay-offs are often opaque, in
part because of the scarcity of legally enforceable contracts.
Mor eover, (except in the case of racial discrimnation) rational
agents usually cannot profit from the m stakes of |ess rational
agents and drive them out of the narket.’

But as the work of Becker and his students denonstrates,
econom c theory has nmuch to contribute to inportant questions in
many of these areas 8 For exanpl e, Becker, Landes and M chae

(1977) were able to explain many observed characteristics of

di vorce by using economc theory to show that the probability of
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divorce is decreased by an increase in the antici pated earnings
of men, a | esser likelihood of unanticipated events, an increase
In the number of children, marriage wthin one's own religious,
educational and |. Q. groups, and not nmarrying at a relatively
early age. To be sure, many of these findings can be expl ai ned by
"common sense", but the relevant point here is that they show
that even in a very personal matter peopl e behave as economc
theory predicts.

VIiI. A Puzzle?
That efficient nmarket theory appears to fail while the econom cs
of the famly is a successful research programseens surprising
at first glance. One possible explanation is that the conditions
| i sted above as determning the suitability of the rationality
assunption are m staken, or that they have been incorrectly
appl i ed. That seens unlikely. Another possibility is that
subsequent research will resolve nost of the anonalies of
efficient market theory. That, too, seens, unlikely. Athird
expl anati on of the poor performance of efficient market theory is
that it is due to the failure not of the rationality assunption,
but of some other assunption. But it is hard to i nagi ne what that:
assunption coul d be.

A fourth, nore plausible explanation is that the seem ng
better perfornmance 6f econonic theory in explaining famly
behavi or than financial market behavior is an illusion because
different standards are being applied to these topics. Efficient
mar ket theory had becone the standard paradigmin finance, and
thus a potentially fruitful target. Nunerous anonal i es have been

found and have recei ved nmuch attention. Mich less attention is
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being paid to the fact that the theory al so has its inportant
successes. V¢ do not (except for the cl osed-end funds puzzl e)
find al nost identical securities that can be expected to provide
wi dely divergent yields. There is a January effect (yields of
smal | stocks are higher in January than in other nonths), but
January is just one of the twelve nonths. If one applies
falsificationist rules, then efficient nmarket theory has been
di sconfirned. But as a rough heuristic it still works, though
wi th some i nportant exceptions. By contrast, the advocates of the
Beckeri an economcs of the famly cite many exanpl es of the
t heory' s successful predictions. In doing so they apply the nuch
| ess strict rules of verificationism Perhaps, as the econon cs
of the famly matures and becones the target of nore critics,
many exceptions will be discovered (see Goldfarb, 1995). In
ot her words, efficient market theory is too amnbitious because the
theory clains such a large donmain. Its extensive donain is |arge
because it tries to explain asset prices in so nuch detail, while
its intensive donain is | arge because it nakes precise
predictions. By contrast the economcs of the famly nakes
primarily qualitative predictions, and has not tried to explain
just about everything that occurs in the famly.

VI. Summary
‘Theories are applicable only within a restricted domain, and
their success within that donai n does not justify concl usions
drawn fromthemin areas outside the domain for which they have
been confirmed. And in establishing the domain of theories the
reali smof assunptions plays an inportant role. Wile it is

possible to list a set of factors that help to determ ne the
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dormain of the rationality assunption, a conpari son of efficient

mar ket theory with the economcs of the famly shows that one

must al so consider carefully the way the theory has been

confi r med.
Endnot es

* 1 amindebted for hel pful comments to TomRussell and to
participants i n the Conference on Phil osophy, Methodol ogy and
Econom cs at the University of New Hanpshire.

1. Sorre not abl e exceptions are Gary Becker, Thomas Russell and

‘Ri chard Zeckhauser. A phil osopher of science, the late R chard
Rudner, once renarked that a major difference between the

Physical and the social sciences is the extent to which the
ornmer demnarcate the donmain of their hypothesis.

2. The argunent that the greater ability to experinment accounts
for the greater success of the natural sciences is usually
countered by saying that astronony, cosnol ogy and evol utionary
bi ol ogy al so cannot experiment. But that is not conpelling.
Wi | e astronony and cosnol ogy cannot experinent thensel ves, they
can rely on the experinental results generated in physics and
chem stry. And evolutionary biology, is hardly anong the nore
solidly established natural sciences. If all natural sciences
were |1 ke evolutionary biology their prestige would not exceed
the prestige of economcs by as nuch as it does, if at all.

3. It may not be realistic to ask the original proponents of a
theory or hypothesis to establish its limts, but subsequent
researchers should do so.

4. Thus a psychol ogi st and political scientist Robert Abel son
(1995, p. 34 wites: "in correcting for the near-sighted view
that human behavior is unremtting, selfish instrunmentalism the
first step is to acknow edge that this position has boundari es.
The second step is to identify those boundaries enpirically and
theoretically. ...'

. 5. Sone degree of rationality is obviously the norm and

hence a hypot hesis that requires that agents have only a limted
degree of rationality al so nakes what may be a strong assunpti on.
But such a hypothesis is unusual. Usually if the hypothesis is
correct given a certain degree of rationality it is correct also if
agents are nore rational.

6. To sonme extent the common rel uctance to believe that economc
t heory can explain factors such as divorce, crinme, etc., nmay be
due to an illusion. W know from personal observation that

I ndi vi dual characteristics, such as a capacity for | ove and a
consci ence inculcated in chil dhood, are major determ nants of the
propensity to seek a divorce, or to coomt a crine, so that not
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much roomis left for economc determnants. That is true on the
i ndi vidual |evel, but when we aggregate and | ook at |arge
popul ati ons these individual idiosyncrasies cancel out.

7. However in terns of the agent's wel fare deci sions are often
| arger in some of these markets than in security markets. For
nost peopl e an unwi se narriage has nore inportant consequences
than any single action they take in the security markets.

8. For a summary of work on discrimnation, crinme and the famly
see Becker (1993). MIller (1997) summarizes the influence of
econom cs on political science. For a survey of the debate about
the applicability of the rational actor nodel to politica
science see the Wnter-Spring 1995 i ssue of the ritical Review,

and its summary by Friedman (1995).
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