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Preface 

The volume at hand gives an exposition of the tradition of the Historical 
School of Economics and of the Geisteswissenschaften or human sciences, 
the latter in their development within the Historical School as well as in 
Neo-Kantianism and the sociology of knowledge. It continues the discussion 
started in the year 1994 on the Older Historical School of Economics and the 
19th century German contribution to an ethical theory of economics with the 
Newer Historical School of the 20th century. 

Economists, social scientists, and philosophers examine the contribution 
of this tradition and its impact for present theory. The schools of thought and 
their approaches to economics as well as to the cultural and social sciences 
are examined here not as much for their historical interest as for their poten
tial systematic contribution to the contemporary debates on economic ethics, 
economics, sociology, and philosophy. 

The volume at hand contains the proceedings of the Fourth Annual 
SEEP-Conference on Economic Ethics and Philosophy in 1996, "Economics 
and Ethics in the Historical School. Part B: Max Weber, Heinrich Rickert, 
Max Scheler, Werner Sombart, Arthur Spiethoff, John Commons, Alfred 
Marshall, and Others", held at Marienrode Monastery near Hannover, Germa
ny, on March 27-30th, 1996, together with several additional invited papers. 

It followed the SEEP-Conference on Economics and Ethics "Economics 
and Ethics in the Historical School of Economics. Achievements and Present 
Relevance. Part A: The Older Historical School, Schmoller, Dilthey, and 
Others" held in 1994 and published in 1995 under the title The Theory of 
Ethical Economy in the Historical School. Wilhelm Roscher, Lorenz von 
Stein, Gustav Schmoller, Wilhelm Di/they and Contemporary Theory as 
volume 7 in the series at hand. 

In the conferences and book publications on the Historical School, a third 
and final conference will be held in two sections in autumn 1997 on the topic 
of "Economics and Ethics in the Historical School of Economics. Part C: 
Economic Ethics and Theory of Capitalism in the German Tradition of Eco
nomics - Historism as a Challenge to the Social Sciences", concentrating on 
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the theory of capitalism and on the challenge that historism presents to to
day's economic ethics and business ethics. 

The focus of the debate has shifted between the fIrst two volumes on the 
Historical School. The fIrst volume on the Older Historical School concen
trates on the ethical and historical theory of economics. With this second 
volume, the emphasis shifts from "ethical economics" to the theory and 
methodology of economics and of the cultural and social sciences in the 
Newer Historical School. The normative question loses importance compared 
to the 19th century and the methodological problems gain in importance in 
the development of the Historical School from the 19th to the 20th century. 
The ethical and cultural dimension is, however, still present 

In the volume at hand, the debate about the German tradition of econom
ics and of the cultural and social sciences is also extended from the Historical 
School to other approaches in the German tradition, to Neo-Kantianism, the 
sociology of knowledge in Max Scheler and Karl Mannheim, and to Georg 
Simmel's approach to the money economy. As in the fIrst volume, the in
fluence of the Historical School on other traditions of thought, in the volume 
at hand on the Austrian School of Economics and on American, British, 
Japanese and Russian economic science, is examined in addition to the pre
sentation of the German theorists. 

The conference at the basis of this volume and the whole project have 
been organized by the Centrum ffir Ethische 6konomie und Wirtschaftskultur 
des Forschungsinstituts ffir Philosophie Hannover - Centre for Ethical Econ
omy and Business Culture, The Hannover Institute of Philosophical Re
search, Hannover, Germany, with the support of the Fritz Thyssen Stiftung 
Koln and the Stiftung Forschungsinstitut ffir Philosophie Hannover. 

The editor wishes to thank his co-workers at the Centre for Ethical Econ
omy and Business Culture for their assistance in organizing the conference 
meetings at Marienrode and Anna Maria Hauk M.A. for her assistance in 
preparing the manuscript. 

A special word of gratitude is due the Fritz Thyssen Stiftung whose fI
nancial support made the SEEP-conference in 1996 possible. 

Hannover, May 1997 P.K. 
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Chapter 1 

The Present Relevance of Max Weber's 
Wertrationalitiit (Value Rationality) 

RAYMOND BOUDON 

O. Introduction 
I. Weber Often m Understood 

1. Weber as Nietzschean? 
2. Weber as Kantian? 
3. How Can a Coherent Positive Content Be 

Attributed to "Axiological Rationality"? 
II. The Methodological Principles of Weber's Sociology 

1. Methodological Individualism Against 
"Kollektivbegriffe" 

2. Meaningful to the Actor 
III. Why These Principles? 

1. Applications: Two Examples from Weber 
a) Mithra1sm 
b) Magical Beliefs 

IV. Moral Feelings 
1. Values Rest on Strong Reasons 

a) Functionalism 
b) Rational Choice Theory 

2. Why Weber Introduces Two Kinds of 
Rationality 

V. "Gesinnungsethik" and "Verantwortungsethik" 
VI. Back to Kant? 



RAYMOND BOUOON 

o. Introduction 

The concept of "axiological rationality" (my translation of Wertrationalit
iit) is possibly one of the most difficult of all the concepts Weber put on the 
market 

Sometimes, the expression is understood as describing the situations 
where a social actor acts in conformity with the values he has internalized. 
Sometimes, it is entirely rejected as meaningless, as a contradiction between 
the two terms "value" and "rationality". I have conducted no systematic re
view of the interpretations of the concept. But I would contend that these two 
attitudes toward the concept are probably the most frequent, namely either the 
pedestrian interpretation making axiological rationality a synonym of "value 
conformity" or the skeptical interpretation according to which the expression 
would not have a clear nor solid meaning. 

My own interpretation is that, although Weber has never been entirely 
clear or analytical on the notion, it is perhaps, once it is properly understood 
and developed, one of the most fruitful he has ever proposed. 

Before I proceed, I would like to make my design as clear as possible. My 
primary objective is less to reconstruct what Weber "has really meant" when 
he has conceived and decided to introduce this notion than to stress its "pre
sent relevance". The former task would be interesting as such; it would imply 
collecting the passages where Weber uses or discusses the notion and submit
ting it to a hermeneutical analysis in the sense of Schleiermacher. But my in
terest is rather to develop what I perceive as a crucial and extremely fruitful 
intuition from the part of Weber, to make it perhaps more analytical, and fi
nally to show that it sketches a powerful theory of collective axiological be
liefs. 

However, when the notion is replaced in the context of Weber's general 
methodological principles, one gains the feeling that the theory ofaxiologi
cal beliefs I propose here is a plausible interpretation of what Weber had in 
mind. 

4 



THE PRESENT RELEVANCE OF WEBER'S WERTRATIONALITAT 

I. Weber Often III Understood 

1. Weber as Nietzschean? 

What I called the "pedestrian" interpretation of the notion of axiological 
rationality may be more profound that it may seem at fIrst sight. This fIrst 
interpretation makes axiological rationality synonym with "value confor
mity". In other words, endorsing such and such values would in this interpre
tation not be rational in itself; what would be rational would be the congru
ence between the values one endorses and one's actions. In other words, this 
pedestrian interpretation hides possibly a strong thesis: that accepting and en
dorsing values is not rational; only being congruent with values could be 
qualifIed as rational. 

This interpretation illustrates a position often represented in economics. 
Behavior is rational to economists to the extent where it is congruent with 
preferences. As to preferences themselves, they have to be considered as mere 
data. They can be rational only in the sense where they should not be contra
dictory with one another. But economists, with some exceptions, believe that 
preferences as such cannot be qualifIed as rational. 

Pareto had a similar position. Actions are rational (he would have rather 
written "logical") to the extent where they aim at some goal with the help of 
means objectively adequate to the goal. 

So, this fIrst pedestrian interpretation implies that Weber would have ac
cepted the idea, considered by Pareto and many economists as trivial, that ra
tionality is a concept which cannot be applied to goals, preferences or values, 
but only to the capacity of the means used by a subject to reach his goals, to 
satisfy his preferences or to realize his values. An action would be rational to 
the extent where it would mobilize means adapted to the goals, preferences or 
values. 

The famous weberian thesis of the "polytheism of values" suggests that, 
to Weber, values are a matter of personal choice in modern societies. Modern 
societies would be such that they do not impose prescribed values to social 
subjects, but propose to them to choose among many sets of values. The 
positive evaluation of individualism in modern societies would make this 
choice possible and legitimate. As to the fact that a given individual chooses 
rather one set of values than another, we can interpret it for instance in a Ni
etzschean fashion (the values endorsed by an individual are the product of in
stincts deeply rooted in his personality) or in a Sartrian fashion ("choosing" 

5 



RAYMOND BOUDON 

one's values is a free act, that cannot be inspired by any forces or considera
tions if it is to be effectively free; in Sartre's words, value choices are "ab
surd"). 

Undoubtedly, Weber takes sometimes his inspiration from Nietzsche. l 

His insistence on the point that science would be value-free is wellknown. 
But it would be hazardous to reverse the statement and to contend that, to 
him, value would have been science-free, still more, that he would have in
terpreted value choices in a Nietzschean fashion, or in a Sartrian one.2 

Is Weber trivial (that would be the case if value rationality would simply 
mean value conformity)? Is Weber a pragmatist in the sense of Pareto or of 
the economists (that would be the case if he would have implicitly meant 
that the notion of rationality is applicable exclusively to the relation means
ends)? Is Weber rather Nietzschean (that would be the case if he would have 
interpreted values as coming from deep hidden irrational forces)? 

2. Weber as Kantian? 

Other writers, as Lukes, have rejected these interpretations.3 The British 
sociologist criticizes severely the use made by Weber of the notion of "ratio
nality": "The use of the word "rational" and its cognates has caused untold 
confusion and obscurity, especially in the writings of social theorists", he 
writes. This remark is explicitly directed against Weber, as a footnote ap
pended to this passage makes clear: "I think Max Weber is largely responsi
ble for this. His use of these terms is irremediably opaque and shifting". 
From the context, it can be detected that this "opacity" is mainly due to the 
distinction between "instrumental" and "axiological" rationality. "Instrumen
tal rationality" is allright it corresponds more or less to what Lukes himself 
proposes to call "rationality" shortly. But this means that, beside instrumen-

1 W. HENNIS: Max Webers Fragestellung, Tilbingen (I.C.B. Mohr [Paul Sie
beck]) 1987. 

2 W. I. MOMMSEN: Max Weber und die deutsche Politik,1890-1920, Tilbingen 
(I.C.B. Mohr) 1959 or E. FLEISCHMANN: "De Weber a Nietzsche", Archives 
europeennes de sociologie, 5, 2 (1964), pp. 190-238, go to far when they 
seem to draw from Nietzsche's influence on Weber and from the idea that sci
ence should be value free, the idea that to him, values would be irrational. 

3 S. LUKES: "Some problems about rationality", Archives europeennes de soci
ologie, 8, 2 (1967), pp. 247-264, notably pp. 259-60. 
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THE PRESENT RELEVANCE OF WEBER'S WERTRATIONALITAT 

tal rationality, no other type of rationality could be defmed. What then can be 
done with the notion of "axiological rationality"? Is not it a contradiction in 
the terms? To Lukes, the notion of "axiological rationality" could probably 
have exclusively one possible meaning: it would indicate that the choice of 
values can be rational. In other words, he probably reads the expression "axi
ological rationality" as meaning that, not only the choice of means, but the 
choice of ends could be rational. 

In other words, Lukes probably takes seriously Weber's typology of ac
tion as it appears notably in the fIrst pages of Economy and Society. Beside 
the familiar category of "instrumental rationality", Weber introduces in this 
famous pages another type of rationality, "axiological rationality". So, to 
Lukes, it is evident that rationality in this expression cannot merely mean 
"conformity". Now, to the British sociologist, the notion of rationality can 
only mean one thing: the adequation of means to ends, preferences, values. 
This is what Weber calls "instrumental rationality". So, to Lukes, the idea 
that there would be another type of rationality, characterizing, not the adequa
tion of means to ends, but the choice of ends, seems meaningless. 

So, in contrast with the interpretations I referred to above, Lukes takes se
riously the word "rationality" in the expression "value rationality". He re
fuses to assimilate value rationality to value conformity. I think he is right. 
Why would Weber have written rationality where conformity would have 
been clearer? Why did he ostensibly create two kinds of rationality? But as, to 
Lukes, rationality can mean only instrumental rationality, he fails to under
stand what "value rationality" could well mean and rejects the expression as 
useless. 

Lukes' criticism has the advantage of dramatizing the discussion. It is true 
that it is very hard to accept that Weber would have meant conformity and 
said rationality. It is on the other hand very clear that value rationality has 
nothing to do with instrumental rationality, nothing to do in other words 
with the relation between means and ends. 

What does it mean then? 
The most immediate interpretation would be that Weber would be Kan

tian, in other words that "value rationality" should be interpreted as an echo 
to the Kantian notion of "practical reason". Kant was of course, beside Niet
zsche, one of the influential thinkers that molded Weber's thinking. Possi
bly, Lukes has such an interpretation in mind. As a social scientist, he can
not accept the Kantian idea of a universal practical reason though. Nor can he 
probably accept the idea that Weber's Kantianism could be literal. Conse-

7 
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quently, he fails to see what the notion of axiological rationality really 
means. This can be easily felt at his tone: a strange, ununderstandable; on the 
whole, a confuse notion, he suggests. 

3. How Can a Coherent Positive Content Be Attributed to 
" Axiological Rationality"? 

My own contention is that, if Weber has taken a part of his inspiration 
from Nietzsche and from Kant, his notion of axiological rationality cannot be 
reduced to any of the three plus one interpretations which I have just gath
ered. To me, as I said, the notion is clear, fruitful, analytical, original and can 
be reduced neither to Kant nor to Nietzsche. It is moreover crucial to the so
cial sciences. 

But before I try to make the meaning of the notion clearer and to make 
explicit and develop the program it contains, it is necessary to go back to 
some key points in Weber's sociology and methodology. 

II. The Methodological Principles of Weber's 
Sociology 

1. Methodological Individualism Against 
" Kollektivbegriffe" 

In a famous letter to R. Liefmann4, Weber makes clear that what we now 
call "methodological individualism" (MI) should be adopted, not only by 
economists, but by all social scientists. The letter is addressed to an econo
mist, to an economist moreover belonging to the marginalist school. So, 

4 "( ... ) Wenn ich nun jetzt einmal Soziologe geworden bin ( ... ), dann wesent
lich deshalb, urn dem immer noch spukenden Betrieb, der mit Kollektivbe
griffen arbeitet, ein Ende zu machen. Mit anderen Worten: auch Soziologie 
kann nur durch Ausgehen vom Handeln des oder der, weniger oder vieler Ein
zelnen, strikt 'individualistisch' in der Methode also - betrieben werden", Let
ter to R. Liefmann, March, 9th, 1920 quoted by W. MOMMSEN: p.44, in: 
"Max Weber's Political Sociology and his Philosophy of World History", In
ternational Social Science Journal, 17, 1 (1965), pp. 23-45. 

8 



THE PRESENT RELEVANCE OF WEBER'S WERTRATIONALITAT 

when Weber writes in this letter "( ... ) auch Soziologie kann nur ( ... ) strikt 
'individualistisch' in der Methode ( ... ) betrieben werden", the "auch" is unam
biguous: it means that, as marginalist economics, sociology can and should 
use an individualistic methodology. The expression "methodological individ
ualism" is almost literally written ("individualistisch in der Methode"). What 
does Weber mean by so saying? That the ultimate stage of any sociological 
explanation of a social phenomenon can and should consist in finding out 
why the actors behaved the way they did to the effect of producing the phe
nomenon in question. "Methodological individualism" as we know it does 
not say more. It does not say more under Weber's pen either. 

The letter goes as far as to propose what can be read as a "demarcation" in 
Popper's sense between good scientific sociology and bad sociology. The bad 
one is a sociology where "Kollektivbegriffe herumspuken". Thanks to the MI 
postulate, these collective concepts currently in use as far as the explanation 
of social phenomena is concerned can be avoided. It is difficult to identify 
what Weber had specifically in mind and even whether he had anything spe
cific in mind by introducing this distinction, but the meaning of the expres
sion is clear. He wanted to exclude from sociology the pseudo-explanations 
evoking obscure social factors (e.g. "national mentality") and making them 
the causes of sociological phenomena. He goes even so far as to claim that 
he became sociologist to eradicate such pseudo-explanations. 

2. Meaningful to the Actor 

So, to Weber, explaining a social phenomenon is making it the outcome 
of individual actions, attitudes or beliefs. This is the very definition of MI. 
But Weber's sociology rests on another principle: the "understanding princi
ple": explaining the actions, beliefs, attitudes of an actor means "understand
ing" them; understanding them means reconstructing their meaning to the ac
tor. I would add moreover that reconstructing their meaning to the actor 
means in most cases reconstructing the reasons he has to endorse them. 

It is essential to recall and comment upon these basic principles of We
ber's methodology, for they are frequently misunderstood. The notion of "un-

9 
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derstanding" (in Weber's sense) is notably very often presented and discussed 
in a caricatural fashion, as Abel's article illustrates.5 

It should also be stressed that the individuals sociologists deal with in 
their analyses are, according to Weber, idealtypical individuals rather than ac
tual concrete individuals. Here again, Weber suggests that sociologists follow 
a principle familiar to economists. Economists too explain the macrophe
nomena they are interested in by making them the outcomes of understand
able actions of idealtypical individuals (e.g. the "consumer", the "producer", 
etc.). 

Other essential remark: "understanding" is not a mysterious activity. It is 
on a contrary an operation familiar in any scientific discipline: the sociolo
gist introduces conjectures as to the reasons accounting for some action, and 
checks that these conjectures are compatible with observed data. If I see 
somebody cutting wood, I introduce the conjecture that he will put the wood 
in his chimney to get warmer. If he cuts wood on a summer sunny day, I 
will have to reject the conjecture and to find some other more acceptable one. 
Of course, any "understanding" operation involves an empathic moment. In 
the famous example I refer to here, I introduce the statement "he wants to get 
warmer" because I know myself from my own experience that being cold is 
unpleasant and that he feels probably like me on this point. For the rest, the 
conjectures about the reasons have to be checked against data exactly as any 
conjecture in any scientific discipline. 

Another essential point of Weber's methodology is contained in his fa
mous typology of actions contained in the first pages of Economy and Soci
ety. I already alluded to this typology earlier. Actions can be explained by 
reasons belonging to the register of instrumental rationality, by reasons be
longing to the register of axiological rationality, by the submission of the 
actor to traditions, or by affective reasons. 

Examples. 
First type: I wear a coat because the weather is cold and that a coat is an 

easy way of struggling against cold. 
Second type: I do not steal because I believe one should not steal. 
Third type: I shake his hand because he is French and because Frenchmen 

use to shake hands when they meet. 

5 T. ABEL: 'The Operation Called Verstehen", in : H. ALBERT (Ed.): Theorie und 
Realitiit. Ausgewahite Aufsiitze zur Wissenschaftslehre der Sozialwissen
schaften, Tllbingen (Mohr) 1964, pp. 177-188. 
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THE PRESENT RELEVANCE OF WEBER'S WERTRATIONALITAT 

Fourth type: She protected him because she liked him. 
Understanding an action means to Weber: locating the action is the proper 

category in this typology, and, within this category, reconstructing the 
causes of the action. 

Another important principle of Weber's methodology is what Popper was 
to call later the "zero hypothesis"6: try to interpret an action as rational, as 
grounded on reasons; if this appears impossible, try the explanation by tradi
tion or by affective factors. 

The most plausible assumption about the woodcutter is that he cuts wood 
because he wants to get warm; if not, because he wants to show his neigh
bour how to cut wood; if not, because he belongs to a sect of woodcutters in 
which cutting wood is a duty; if not, he may cut wood because in his country 
everybody cuts wood everyday at that time of the day (traditional action); if 
not, he may cut wood because he feels a compulsion to cut wood (affective 
action), etc. 

This variation on a familiar Weber's example aims at illustrating the nat
ural character of the "zero hypothesis": sociologists are concerned mostly, as 
economists, by all these prosaic individual actions which produce, once ag
gregated, the collective phenomena they are interested in. They are essentially 
interested by these situations where many people behave in the same way, so 
that these individual actions produce a collective effect. Now, in the circum
stances where these prosaic actions are the same from one individual to the 
next, this results generally from the fact that they are inspired, not by indi
vidual idiosyncrasies, but by simple more or less obvious reasons. Hence the 
advice given by Weber and Popper to social scientists: try to find the simple 
reasons behind the individual actions before sketching more complicated con
jectures. 

6 K. POPPER: "La rationalite et Ie statut du principe de rationalite", in: E. M. 
CLAASEN (Ed.): us fondemenJs philosophiques des systemes economiques, 
Paris (Payot) 1967, pp. 142-150. 
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III. Why These Principles? 

Why these principles? I leave aside their realism. I mean that it is true 
that social phenomena are very often the aggregate outcome of actions in
spired by simple reasons. 

Thus, the French landlords of the eighteenth century leave their land and 
buy a royal office because it gives them influence, prestige and power.? The 
farmers whom they put on their land have on their side no capacity of inno
vation. On the whole, what Tocqueville calls the "administrative centraliza
tion" of France has the effect that buying a royal office is more rewarding in 
France than in England. This circumstance generates a strong landlord absen
teeism and hence a stagnation of agriculture. This famous analysis is a good 
illustration of Weber's principles: methodological individualism, understand
ing the meaning of the decisions taken by the ideal typical landlords and farm
ers, in other words reconstructing the reasons of the decisions they took. 

I considered this example because it makes clear a crucial point, namely 
that explanations that are able to make a social phenomenon the outcome of 
understandable individual actions is "final" in the sense that it contains no 
black boxes. Here, the macrophenomenon represented by the stagnation of 
French agriculture relatively to the British one is explained as the effect of 
understandable actions from the part of the idealtypical French landlords. 
Once such an explanation is produced, it generates no further question. It does 
not contain any black box. 

By contrast, when a Levy-Bruhl explains magical beliefs by referring to a 
"Kollektivbegriff' as "primitive mentality", he creates a big black box. The 
sociologist who learns that some ritual has to be explained by the fact that 
the members of a far tribe is governed by a "primitive mentality" would per
haps ask the biologist to explain to him why the brain of the so-called primi
tive is wired in a different fashion from ours. At any rate, explanations using 
concepts as "primitive mentality", "national spirit", "socialization", etc. are 
not "final". I am not saying they should be rejected, merely that they suggest 

7 A. DE TOCQUEVILLE: "L'Ancien Regime et la Revolution", in: TOCQUEVILLE: 

De la dbnocratie en Amerique, Souvenirs, l'Ancien Regime et la Revolution, 
introduction et notes de Lamberti I.-C. et Melonio F., Paris (Laffont) 1986, 
p. 1036sq. 
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immediately further questions: what are the mechanisms behind the words 
"socialization", "primitive mentality", etc. 

One of the main appeal of the set of methodological principles advocated 
by Weber is that it produces "final" explanations without black boxes, beside 
being realistic. 

1. Applications: Two Examples from Weber 

a) Mithraism 
Weber's analyses are often sketchy, though powerful. Why did the Mithra 

cult penetrate so easily into the Roman Empire?8 Why was it particularly 
appealing to the Roman civil servants? Answer: because they had strong rea
sons to find it appealing. The traditional Roman religion was a religion of 
peasants: it did not speak to civil servants. Why would they consider the 
landmarks between the fields as gods? By contrast, Mithra religion gives the 
stature of a god to a unique figure, half real half unreal; the Mithra-believers 
are promoted from one rank to the next higher by being submitted to uni
formized, well defmed, impersonal procedures. They have reasons to feel ap
pealed by this religion: it appears to them as familiar, since its general fea
tures can easily be seen as a transposition of the rules and rituals governing 
the Roman civil service. Roman civil servants are promoted also after having 
been submitted to standardized examinations. At the top of the hierarchy sits 
the Emperor, who is both a human figure and the symbolic representation of 
an entity, the Roman Empire. So, the civil servants have reasons to prefer 
Mithrai'sm to the traditional Roman religion. These reasons are understand
able. The theory explains why the Roman civil servants were a powerful vec
tor in the diffusion of Mithra cult. Of course, the reasons are not of the utili
tarian or instrumental type; still they are reasons; these reasons are the gen
uine causes of the individual conversions of the civil servants and, by aggre
gation, the causes of the macrophenomenon "diffusion of Mithrai'sm in the 
Roman Empire". 

b) Magical Beliefs 
In a few lines of Economy and Society, Weber sketches a powerful theory 

of magic: "Wie das Quirlen den Funken aus dem Holz, so lockt die "magi-

8 M. WEBER: Wirtschaft und Gesellschaft, Tllbingen (Mohr) 1922. 
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sche" Mimik des Kundigen den Regen aus dem Himmel. Und der Funken, 
den der Feurquirl erzeugt, ist genau ebenso ein "magisches" Produkt wie der 
durch die Manipulationen des Regenmachers erzeugte Regen"9. To the 
magician, "the action of the frremaker is not less magical than the action of 
the rainmaker", he writes. This means: we, Westerners, make a difference be
tween the ftre- and the rainmaker and we consider this difference as obvious. 
The former believes in a causal relation which is true; the latter in a causal 
relation which is false. To us, the latter belief is magical, the former is not. 
But why do we make the difference? Because we have strong reasons to do so. 
As we have been taught the theory of the transformation of energy, we know 
that kinetic energy can be transformed into thermic energy, so that the frre
maker behaves in congruence with a valid causal belief. By contrast, we do 
not see any grounded causal belief underlying the behaviour of the rainmaker. 
But what about the primitive themselves, asks Weber? They have no reasons 
of knowing the theory of the transformation of energy, nor of having an intu
itive access to a theory which mankind has taken centuries before discovering 
it. So, the primitive have no reason to make a distinction between ftre- and 
rainmaking, while we have strong reasons to consider the distinction as ob
vious. To them, the two are equally magical. 

These two examples are sufficient to show that Weber applies effectively 
his methodological principles in his empirical analyses. Moreover and more 
importantly, they show that these methodological principles are the source of 
the "fmal" character of his analyses. Compare the theory of magic sketched 
by Weber to Levy-Bruhl's. The latter rests upon a big black box ("primitive 
mentality") no corporation has been able to open. The former contains no 
black box at all. 

9 M. WEBER: Wirtschaft und Gesellschaft, op. cit., n, Kap. IV, §1, p. 227. 
See R. BOUDON: "European sociology: the identity lost?", in: B. NEDELMANN, 

P. SZTOMPKA (Eds.): Sociology in Europe. In search of identity, New York! 
Berlin (de Gruyter) 1993, pp. 27-44. 
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IV. Moral Feelings 

If we keep in mind the basic principles of Weber's methodology, we see 
easily that, to him, explaining collective beliefs means: reconstructing the 
meaning to the social actors of these beliefs. 

Now, collective beliefs, as individual beliefs, can be positive or nonna
tive. I/we can believe that something is true or that something is right, legit
imate, good, wrong, illegitimate, bad, etc. Why could not the general princi
ples used in the case of collective descriptive beliefs be applied to the case of 
prescriptive, nonnative, axiological beliefs? 

I submit in other words that, given the general methodology of Weber, 
the category of "axiological rationality" expresses the principle that nonna
tive and more generally axiological beliefs should be understood as meaning
ful to social actors, and, moreover, exactly as descriptive beliefs, as meaning
ful to the actors because they are grounded in their mind on strong reasons. 
Actions can be meaningful to social actors because they are grounded on in
strumental reasons ("instrumental rationality"). But they can also be mean
ingful to social actors because they are grounded on axiological reasons 
("axiological rationality"). 

This interpretation has possibly two arguments in its favour. First, it ex
cludes the conjecture that, for some obscure reason, Weber would have con
fused rationality and confonnity. Second, it is tightly congruent with We
ber's general methodology. 

1. Values Rest on Strong Reasons 

Accepting the idea that nonnative, moral and generally axiological feel
ings and beliefs can be grounded on strong reasons does not evidently lead to 
endorse the Kantian theory of morals. The notion of "axiological rationality" 
is in other words "cognitivist" (as Kant's theory of morals) in the sense that, 
to Weber as to Kant, moral beliefs are caused by reasons. But the similarity 
between the two authors stops at this point 

The same distinction would be true of many theories of moral feelings 
and generally of axiological beliefs produced by contemporary social sciences: 
they are also cognitivist without being Kantian in any way. Moreover, they 
can be considered as particular versions of the general theory sketched by the 
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notion of "axiological rationality". I will consider some examples of these 
theories. 

a) Functionalism 
I will insist on a first theory of moral feelings and generally axiological 

beliefs that is "cognitivist" in the sense of moral philosophers (it explains 
moral feelings by the reasons actors have to believe in them). This theory is 
clearly not Kantian though. And it appears immediately as an illustration of 
Weber's notion of "axiological rationality". 

A very simple example shows that we can explain familiar moral reac
tions by the strong reasons which inspire them. Piaget, the Swiss psycholo
gist and sociologist, made himself famous notably by his memorable pages 
on the marbles game.10 When one of the children playing marbles cheats, he 
will attract immediately a negative reaction from the others. Why? Not be
cause the children would have internalized cultural norms according to which 
playing marbles and following the rules of the marbles game would be good, 
for, without having been told that cheating at the marbles game is bad, any 
child reacts negatively against cheating. So, the rejection of cheating is not 
inspired by socialization or tradition. Why this reaction? Because the children 
find the game interesting, and for this reason play it Now, cheating destroys 
the game: it makes it uninteresting. 

So, the children have strong reasons to reject cheating and, as many ob
servations show, they are very early aware of these reasons. 

The basic assumption of functionalism (in the most interesting versions 
of this theory) is, as this example makes clear, that an attitude, an action, a 
decision, an institution, etc. are perceived as good, legitimate, acceptable by 
individuals when they have the effect of making that an interaction system 
individuals are interested in functions properly, efficiently and smoothly. In 
the same way, an attitude, an action, etc. will be considered negatively when 
they have detrimental effects on the interaction systems individuals are inter
ested in. This assumption is illustrated by the case of the marbles game. It 
can be illustrated by much more complex examples. 

First of all, it can be noted that many observations have confirmed Pi
agel's views. Even very young children can explain that cheating is bad be
cause it generates detrimental effects on a social interaction system they like 

10 1. PIAGET: Le jugemenJ moral chez l' en/ani, Paris (Alean) 1932; Paris (P.U.F.) 
6°ed., 1985. 
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(the marbles game). In other words, they believe that something is good or 
bad because they feel they have strong reasons of thinking so, and not be
cause they would have been socialized to the idea. This illustrates, according 
to my basic contention here, Weber's category of "axiological rationality": 
they think that cheating is bad because they have strong reasons of thinking 
so. 

Though it is a particular illustration of Weber's "axiological rationality" 
theory, the functionalist theory is powerful. Simple as its principles are, it 
explains a host of moral feelings. To wit why do we consider as legitimate 
that many organizations select their members? Because, without this institu
tional disposition, members could eventually be attracted into the organiza
tion that would be detrimental to the very objectives of the organization. For 
this reason, selecting their members is considered as a legitimate right of 
many organizations. Nobody has ever struggled against the idea that a foot
ball club or an academy should be deprived of their right of selecting their 
members. As cheating in the case of the marbles game, being deprived of this 
right for a football club would be detrimental to the objectives of the club 
and threatening to its very existence. 

The functionalist theory provides also a convincing explanation of the 
collective feelings related to social inequalities. Against a current but false 
view, people accept easily social inequalities provided they can see their func
tional basis. Thus, people accept easily the idea that those with heavier re
sponsibilities, those exposed to particular risks in their occupational life, 
those who have gained their competence thanks to a long and difficult train
ing, those who have to deal with more difficult tasks, those who are less eas
ily replaced in their function, etc. are more highly rewarded. 

It can be easily observed in this respect that social life produces very nor
mally and very spontaneously such inequalities of rewards with a functional 
basis. These inequalities not only are not discussed, they are on the contrary 
positively perceived. Thus, the football player whose talent has made possi
ble the victory of his team will be particularly admired. The composer who 
expresses with sounds categories of emotions which had not been expressed 
before and who by so doing makes the language of music more powerful will 
be admired and celebrated, perhaps not immediately, but in the long run. See 
the obvious example of Beethoven: before him, one would have considered as 
crazy the idea that highly complex feelings, as the feeling of freedom, of 
hope, of optimism, could be expressed in a musical score. By this achieve
ment notably, he gained a unique position in the collective memory. So does 
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the scientist who has produced an important discovery or who has produced a 
fruitful change in our representation of the world. In the same way, the polit
ical man who has brought his country into a peaceful and opulent situation 
will be admired, even if he is severely criticized as any political man nonnal
ly is as long as he remains active on the political battlefield. Negative exam
ples could obviously as easily be mentioned. 

I evoke these familiar and diverse examples to give an exact impression of 
the wide scope of the collective moral feelings and generally axiological be
liefs that can be effectively explained by the functionalist theory I have con
sidered in this section and more generally by the "cognitivist" theories that 
make moral and axiological beliefs the effect of strong reasons. 

b) Rational Choice Theory 
A today very influential theory, the so-called "rational choice theory" 

(RCM) is another example, not entirely unrelated to functionalism, of a the
ory which is also "cognitivist" in the sense that it explains nonnative beliefs 
by the reasons actors have to endorse them. I I As functionalism, it is also 
rather inspired by the utilitarian than by the Kantian tradition, and it can 
moreover, as functionalism again, be considered as a particular illustration of 
a more general "axiological rationality" theory I am trying to sketch here, 
following Weber's lead. 

Many current decisions in private or public life can effectively be ac
counted for by this "rational choice model". 

Take the example of the judge who studies a case or of the teacher who 
examines a candidate. They will have after some time the impression that 
they have spent the appropriate time on the task. They will have the feeling 
that spending less time would have been unfair and more time inadequate. 
Why? Because they know that, spending less time, they would have run the 
risk of being unfair to the candidate or to the case, while spending too much 
time, since they have a limited amount of time, they would have been unfair 
to the other candidates or cases. 

By the nature of the situation, the problem the teacher or the judge have 
to face is namely to minimize the sum of two costs. The longer the time 

11 1. S. COLEMAN: Foundations of Social Theory, Cambridge/London (The Belk
nap Press of Harvard University Press) 1990; A. OBERSCHALL: "Regles. 
normes, morale: emergence et sanction", VAnnie sociologique, nO 44: "Ar
gumentation et Sciences Sociales" (1994), pp. 357-384; K. D. Opp: Die Ent
stehung sozialer Normen. Ttibingen (J.C.B. Mohr) 1983. 
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spent on the decision, the more likely the decision to be fair. The longer the 
time spent on a given case, the smaller the time left to the others and the 
greater the risk of unfairness to the others. As the informations tend to be re
dundant over time, the curve relating the two types of costs will be convex. 
The first type of cost is a monotonic decreasing convex function of time. The 
risk of being unfair decreases with the time spent but more slowly over time. 
The other curve is a monotonic convex increasing function of time. The risk 
of being unfair to others increases more and more quickly with time. The two 
functions can be represented in a graphical way. If a case is more difficult, or 
a candidate more difficult to evaluate, the parameters of the curves will move 
and the minimization points, the points where the curves cross one another, 
will also move. If the number of cases to be treated is lower, the congestion 
curve will have obviously another form. 

I took this example, because it shows that such prosaic value statements 
as "I have spent the right time on the case" can be analyzed in a satisfactory 
fashion with the Rational Choice Model. Moreover, the example shows that 
the reasons underlying ordinary everyday value statements can be so strong 
that they can easily be represented in a mathematical fashion.12 

2. Why Weber Introduces Two Kinds or Rationality 

At this point, an important distinction should be introduced: functional
ism, as the "rational choice theory" of norms, as well as most theories of 
norms proposed by modern sociologists are "consequentialist". In other 
words, for these theories, an action, a decision, an institution, etc. is posi
tively or negatively valued considering its potential positive or negative ef
fects on social systems (in the case of functionalism) or on individuals (in 
the case of the RCM). 

Weber's notion of "axiological rationality", more precisely the theory 
which can be developed on the basis of this notion, not only contains these 
theories as elements, but it transcends them in the sense that it does not say 
that the reasons underlying the normative beliefs are necessarily of the conse
quential type. This point is very important in any discussion of Weber's two 
"rationalities". If the ultimate ground of normative beliefs is to be found on 
the side of the potential consequences or effects on systems or individuals of 

12 I lean here on my book R. BOUDON: Le juste et Ie vrai, Paris (Fayard) 1995. 
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actions, decisions, attitudes, institutions, etc., then "axiological rationality", 
being consequentialist, would not be clearly distinct from "instrumental ra
tionality". "X is good" would be synonymous of "X generates good out
comes", or of "X is a good means to reach the objectives followed by such 
and such individual or system". In other words, Weber's distinction implies 
that, to him, "axiological rationality" cannot (or at least cannot always) be 
reduced to "instrumental rationality". 

That the reasons underlying axiological beliefs are not always consequen
tial or instrumental is a crucial point in itself, as far as the analysis ofaxio
logical beliefs is concerned. It is also essential, if one wants to understand 
why Weber introduced an autonomous category of "axiological rationality". 

The most classical example in discussions about morals, the example of 
the negative value attached to the act of stealing, shows namely that many 
moral feelings are not the product of instrumental rationality. 

The idea that moral judgments would be basically irrational was probably 
in modern times expressed in the most provocative fashion by Mandeville. 
Stealing provokes a negative feeling. But this feeling cannot be rationally 
justified, suggests Mandeville. Of course, stealing has negative consequences 
as far as the victim is concerned, but the consequences are good to the thief. 
Of course, society mobilizes all kinds of threats and penalties against thieves. 
But if the thief can be deterred from stealing, he cannot be convinced that 
stealing is bad. 

Mandeville's argument was a blessing to Karl Marx, who evokes it and 
makes it more systematic. I3 The social consequences of stealing are ambigu
ous, he contends, some being socially bad, some good. It is bad to the rich, 
but provides jobs to lawyers and locksmiths. We could easily go further than 
Marx. Thieves are a blessing to insurance companies. And not only to them. 
See what happens today in poor urban areas: thanks to thieves, poor people 
can get at lower prices many goods, as electronic goods, they could not afford 
otherwise. They do not even necessarily know that the low price they pay for 
them is the effect of the fact that the goods have been stolen. In many cases, 
they have simply the impression of being offered a bargain. This dual market 
has the happy consequence of inverting Caplovitz' famous theorem. 14 As, 

13 K. MARX: Materiaux pour I' "economie", in: Oeuvres Economie, tome II, ed. 
etablie par M. Rubel, Paris (Gallimard) 1968, p. 399-401. 

14 D. CAPLOVlTZ: The Poor Pay More, London (Macmillan), New York (Free 
Press) 1967. 
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because of their scarce resources, the poor are limited to low quality products, 
said Caplovitz, it turns out that "the poor pay more" their refrigerators or 
washing machines. Right. But, thanks to thieves, "the poor pay less" their 
video- , tape-recorders or Hi-Fi sets. Possibly, this unintended redistribution 
from the rich to the poor is more efficient than the redistribution generated by 
fiscal policies. In that case, thieves would achieve what political men are un
able to accomplish. Moreover, since it makes the demand broader, stealing 
has a positive effect on supply. So, stealing is possibly good, not only from 
a social, but as well from a macroeconomic viewpoint, since it has plausibly 
the positive effect of reducing unemployment. 

Mandeville's and Marx' sarcasms and paradoxes are fmally more profound 
than they seem. They demonstrate by a demonstratio ad absurdum that it is 
impossible to show that stealing is a bad thing, when starting from a conse
quential viewpoint. 

Nobody has proposed to legalize stealing, though. From which source 
comes then our conviction that stealing is bad? Not from its consequences. 
From which origin then? 

To show that stealing is bad, to explain in other words the normal feeling 
which expresses itself through the value statement "stealing is bad", one has 
to reconstruct the non consequential reasons behind it. They are not difficult 
to fmd. Social order is based on an adequation between retribution and contri
bution. With the exception of particular circumstances, when for instance cit
izens are physically or mentally unable to contribute, a retribution must cor
respond to a contribution. Now, stealing is a typical violation of these basic 
principles of social organization, since the thief attributes to himself unilat
erally a retribution without offering any contribution as a counterpart. So, 
any theft violates the basic principles of the social link: and as such cannot be 
accepted. 

This case, obvious as it is, shows that reasons, though of the non conse
quential type, can easily be discovered behind the negative feelings normally 
aroused by the act of stealing. This example has important consequences: it 
shows that the basic argument on which the irrational theories of morals are 
grounded, namely the argument that no reasons can be found behind the nega
tive feelings produced by stealing and other deviant forms of behavior need 
not be accepted. No consequential argument can prove that stealing is bad. 
No instrumental reasons can convince that thieves should be prosecuted. But 
axiological reasons can. 
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This example suffices to suggest that the weberian notion of axiological 
rationality, once properly developed, solves very important theoretical prob
lems and many sociological puzzles. It explains why a theft even of very lit
tle importance from a utilitarian viewpoint produces such a strong reaction 
from the part of the victim. Sociological analyses often fail to understand 
this crucial point: "Why such a strong reaction to a minor theft, while the 
thief is a poor man, a marginal individual toward whom society is so unfair?" 
is a question often heard. Yes, but unfairness is not a valid answer to unfair
ness and what counts in a theft is the fact that it violates the basic principles 
of any social exchange and thus breaks the social link. 

This example has also the advantage of showing that a utilitarian analysis 
in the style of the rational choice model is irrelevant here. The indignation of 
the observer of a theft will grow, other things equal, if the thief has robbed a 
weak human being, an old woman for instance. But it will hardly grow with 
the amount stolen. The so-called minor delinquency is an important social 
problem today, not because the amount of the minor violations of the law 
has increased, but because the small rate of prosecution gives the public the 
feeling that the political authorities care not enough enforcing the basic prin
ciples of the social link. All these puzzles cannot be explained without the 
category of axiological rationality. 

The examples I have just evoked were taken from ordinary life. Other ex
amples can be taken from political life, as the example of the action of the 
Western powers against apartheid. Introducing democracy in South Africa was 
ex ante risky. Hence, from a consequential viewpoint, it was hard to decide 
whether the action should be taken. But analytical reasons, axiological rea
sons were lexicographically superordered here to consequential reasons and to 
axiological principles of lower order. This explains why the political pres
sures against apartheid were generally approved by public opinion in the 
West. 

So, the category of "axiological rationality" invites to developing a the
ory which would make the functionalist theory, the Rational choice theory, 
but also the so-called "exchange theory" 15 or the contractualist theory (the 
two important latter theories will be only mentioned here without further de
velopments) particular cases of this theory. 

15 A. HEATH: "Review Article: Exchange Theory", British Journal of Political 
Science, I, 1, janv. (1971), pp. 91-119; G. C. ROMANS: "Social Behavior as 
Exchange", American Journal of Sociology, 63, 6 (1958), pp. 597-606. 
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V. "Gesinnungsethik" and "Verantwortungsethik" 

The example of stealing and the other examples I have evoked makes clear 
that at least some of our moral feelings are not grounded on consequential 
reasons. It illustrates the category of "axiological rationality". Also, it helps 
understanding another classical weberian distinction. 

These examples show namely that one should not present the choice be
tween Verantwortungsethik and Gesinnungsethik, the "ethics of responsibil
ity" and the "ethics of conviction", as constituting always an open choice, for 
in some cases, axiological rationality dominates consequential rationality. 
Thus, the progress in medicine has reduced infant mortality and this circum
stance is generally and rightly acknowledged as being responsible for under
development and hence for all the evils generated by underdevelopment. But 
who would accept that reducing infant mortality was not a desirable progress? 
In that case, axiological rationality dominates consequential rationality, and 
the ethics of conviction dominates the ethics of responsibility. 16 

The "cognitivist" analysis of these sentiments which can be derived from 
Weber's notion of "axiological rationality" has the advantage of explaining 
easily why, when I believe that "X is good, legitimate, fair, etc.", I am at the 
same time normally convinced that the generalized Other17 should endorse the 
same statement: my sentiment being grounded on reasons which I see as 
transsubjectively valid, the other people should have the same sentiment. 

16 D. BELL: La fin de l'ideologie, Paris (PUF) 1997 shows that the negative 
accent Weber puts on Gesinnungsethik has to be related with G. Lukacs, who 
was present at the private discussions Weber organized in his home and 
frightened him by his fanaticism, as he frightened Thomas Mann, since he 
appears as the jesuit Naphta in Der Zauberberg (Lukacs was, it seems, proud of 
this portrait). The conceptual distinction transcends obviously these circum
stances, however. 

17 G.-H. MEAD: Mind, Self and Society. From the Standpoint of a Social Behav
iorist, Chicago (The University of Chicago Press) 1934. 
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VI. Back to Kant? 

So far, I have presented an interpretation of Weber's notion of "axiologi
cal rationality". Moreover, I have sketched a general theory of moral feelings 
which could be inspired by this famous category. In this fmal part of the pa
per, I would like to sketch an answer to some objections likely to be opposed 
to this theory. 

The marbles players have strong reasons not to accept cheating. General
izing from this example, I would contend that, when we believe that X is 
good or bad, we have always strong reasons - though we can be more or less 
conscious of these reasons - of believing that X is good or bad. This as
sumption implies, in other words, that moral convictions are not different in 
essence from positive convictions. I believe that the square root of 2 is irra
tional in the mathematical sense, that it cannot be expressed as the ratio of 
two integers p and q, because I have strong reasons of believing so. If we 
take seriously the notion of axiological rationality as I interpret it, we should 
also accept the idea that the source of moral convictions lies in strong rea
sons. To use a somewhat provocative formulation, I would say that moral 
truths are established in the same way as positive truths. 

Strange as the idea may appear at fIrst glance, it is not diffIcult to illus
trate it. I will start from a trivial example. Why is democracy considered a 
good thing? Because the statement that it is a good thing is grounded on solid 
reasons. 

I need only refer here briefly to classical theories to make this point more 
concrete. A good government serves rather the interests of the citizens than 
its own interests. For this reason, the members of the government should be 
exposed to the risks of reelection. Electing the government does not insure 
that the best candidates will be elected, but limits the risk that they disregard 
the interests of the people. Democracy does not and cannot prevent corrup
tion. But it makes it less likely than other types of regimes. A legally elected 
government can overthrow democracy. But there is no absolute protection 
against this risk. An independent press and an independent judiciary system 
are indispensable elements of a democracy, since, by their critical function, 
they can avoid corruption or political mismanagement Of course, judges and 
media can become corrupted. But other judges and media people will plausi
bly have an interest in denunciating the corruption of their colleagues. 
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If we examine these arguments, we see easily that they derive from prin
ciples, for instance that any government should serve the interests of the 
people rather than its own. Starting from this principle, the argument then 
shows that elections, an independent press or judiciary system are appropriate 
means to reach the goal of making more likely than less that the government 
serves the interests of the people rather than its own. 

My objective is not to defend democracy, nor to be original in matters of 
political philosophy, but only to suggest that there is no substantial differ
ence between the way positive and normative statements are grounded. We 
believe that the square root of two is irrational because we have strong rea
sons of believing so. We believe that democracy is a good thing because we 
have strong reasons of believing so, the reasons which have been developed 
by writers as Montesquieu, John Stuart Mill, Tocqueville18 and others. We 
would never dream of explaining our belief in physical statements by making 
them the effect of some obscure instinct or of socialization. Why should we 
evoke such mysterious mechanisms as far as normative statements are con
cerred? 

The objection will possibly be made at this point that political philoso
phers develop their theories from principles, and that these principles cannot 
be demonstrated. Otherwise, they would not be principles. Right. But the ob
jection can be raised against any theory, positive as well as normative. Any 
physical theory for instance rests also on principles. And the principles can
not be demonstrated except by other principles and thus ad infinitum. This 
paradox, christened as "Miinchhausen's trilemma", because it evokes this 
German legendary figure who tried to get out from a pool by drawing his 
own hairs, has never stopped science. As K. Popper has shown 19, the fact 
that we need frameworks to think on any subject and principles to develop 
any theory does not prevent us from criticizing the frameworks and princi
ples. We endorse principles in normative as in positive matters, because they 
are fruitful. If they are not, we reject them. 

Trivial as it may appear, this popperian observation that we need princi
ples before we can derive consequences from them and that we need to see the 

18 I have left aside here the consequentialist arguments in favor of democracy 
(as: it makes economic development easier). They have been developed again 
recently by M. OLSON: "Dictatorship, Democracy and Development", Ameri
can Political Science Review, vol. 87, n03, sept. (1993), pp. 567-576. 

19 K. POPPER: 'The myth of the framework", in: E. FREEMAN (Ed.): The abdica
tion of philosophy, La Salle, Ill. (Open court) 1976, pp. 23-48. 
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consequences before we can judge the principles implies that knowledge, 
against a received idea, is circular. This was stressed by some sharpminded 
thinkers, as Georg Simme1.20 In the normative as in the positive case, we 
have to accept the Mtinchhausen's trilemma and also the fact that, because 
knowledge is circular, the trilemma is not contradictory with the possibility 
of reaching truth and objectivity. 

This example of democracy suffices to show that a value statement "X is 
good" can be as objective as any positive statement. If the feeling that 
"democracy is a good thing" were not objectively grounded, one would not 
observe a consensus on the subject. One would not understand that against 
the principles -basic in international relations- which require to respect the 
sovereignty of foreign states, pressures on foreign governments to the effect 
of instauring or developing democracy is generally well understood and ap
proved by the public opinion. How could these collective feelings be other
wise explained? Theory and empirical sociology converge here. (Of course, I 
am not saying that consensus is a proof of truth, but only that when consen
sus appears, it has to be explained by making it the product of reasons likely 
to be perceived as objectively strong). 

An objection can be made here: namely that democracy was certainly not 
always considered so. Still before the First World War, universal voting right 
was criticized. A Pareto for instance saw in this right another of these symp
toms of human craziness he liked to collect and prophesied that it would gen
erate social chaos. Does not this show that our belief that democracy is good 
is a product rather of socialization than of reason and that it has little to do 
with our beliefs in scientific statements? 

The fact that moral truths are historical is far, though, from being a 
deadly objection against the theory of axiological beliefs which I develop here 
on the basis of Weber's "value rationality". 

Consider scientific beliefs. Aristotelian physicists believed that any phys
ical move is produced by some force or set of forces.21 This sheet of paper 

20 G. SIMMEL: Les probLernes de La philosophie de l'histoire, Paris (Presses Uni
versitaires de France) 1984. Introduction by R. Boudon, Original: Die Pro
bLeme der GeschichtsphiLosophie, MUnchen (Duncker & Humblot) 1892. 

21 I follow here P. DUHEM: Le systeme du monde, Paris (Hermann et Cie) 1954, 
tome 1, pp. 371-372: "Aucun corps inanime ne peut etre en mouvement s'il 
n'est soumis a l'action d'un moteur qui soit distinct de lui et exterieur a lui; il 
faut que ce moteur, pendant toute la duree du mouvement, lui soit constamment 
applique, soit sans cesse en contact avec lui", 
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moves because I apply force to it. If I would not apply force, it would not 
move. This point seems so trivial that insisting on it can easily appear as 
bizarre. What I want to say by evoking it is that Aristotelian physicists had 
strong reasons for believing that any move is the effect of some force. But 
they drew from this statement conclusions that appeared acceptable to them 
and are unacceptable to us, for instance that, when a ship keeps on sliding af
ter the wind has suddenly fallen, some force should be responsible for this 
move. They tried consequently to figure out what this force could be and in
troduced the assumption that the move of the ship produced a turmoil. This 
turmoil was for its part supposed to produce force pushing the boat, which 
was finally held responsible for the fact that it kept moving. But after a 
while, Buridan came and said: "If the argument were right, the hypothetical 
turmoil would have the effect that the straw on a strawheap should fly in op
posite directions depending as to whether the heap is located at the front or at 
the back of the deck" .22 As the direction where the straw flies does not actu
ally depend on the location of the straw heap on the deck of a ship, Aris
totelian physicists came -slowly- to the conclusion that the principle accord
ing to which there would be no move without force producing it was false. 
And they came to a new principle, which we now consider as evident, namely 
that a body that moves needs a force to be stopped, exactly as a body not 
moving needs a force to be brought into move. This is the so-called "princi
ple of inertia". The feeling of obviousness which it produces today in our 
mind is well the product of history. 

The same kind of story could be told on normative as well as positive 
statements. 

As reported by George Trevelyan23 Voltaire did not conceive that a soci
ety could function orderly when writers were allowed to publish what they 
wanted before he came to England. And, to come back to my earlier example, 
as long as actual democratic regimes or at least political regimes embodying 
some of the features of what we call democracy did not exist actually, they 
were not conceived; nobody could imagine them, nor a fortiori give them a 
positive value. Then, at the occasion notably of civil struggles in England in 

22 1. BURIDAN: Questions sur la physique, develops the so-called "theory of im
petus", according to Duhem a first formulation of the principle of inertia as 
we know it. Question 12 of Book vrn in particular criticizes the principles of 
Aristotelian physics using this example of the strawheap. 

23 G. M. TREVELYAN: Histoire sociale de /'Angleterre. Paris (Laffont) 1993. 
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Cromwell's time (I follow again Trevelyan here), the principle of the separa
tion of the executive and legislative powers appeared and its effects started be
ing evaluated and positively appreciated. Much later, theories of democracy 
were developed by analysts as Montesquieu, John Stuart Mill and others who 
presented the principle of the separation of powers as crucial. At this point, it 
started being perceived as evident, in the same fashion as the principle of in
ertia appeared as evident after it was understood that it solved many physical 
puzzles. 

But the story does not end at this point and further objections were op
posed to other principles of democracy we consider today as obvious. As I 
said before, still at the time of the First World War, the argument that uni
versal voting right would produce chaotic political effects was currently de
veloped. But this right was introduced in many places and produced no 
chaotic effects. So, an argument which was strong before became weakened 
under the attack of experience. Freedom of the press would produce all kinds 
of undesirable effects, was also an argument frequently heard before it become 
eroded. Freedom of the press does produce undesirable effects. But restricting 
it produces still much more undesirable effects. Nobody would doubt about it 
now. Capital punishment is necessary; without capital punishment, crime 
will increase, it was argued. Capital punishment was abolished in many 
places without producing any increase in crime rates. From that moment, it 
was perceived, not only as barbarian, as contradictory with basic values, but 
as useless, so that the public evaluation of it changed progressively, exactly 
as the aristotelian notion of the turmoils responsible for the move of ships 
and arrows was progressively eroded. 

So, the rational (alternatively: the flcognitivistfl) theory of moral feelings 
1 propose here following Max Weber, not only is not contradicted by the fact 
that moral convictions change over time, but it can explain this change more 
easily than other types of theories. The fact that science is historical, that a 
statement that was treated yesterday as false is treated today as true was never 
held as an argument against the possibility of reaching truth in scientific 
matters; in the same way, in moral matters, the fact that some institutions 
were held as bad yesterday and are now considered as good is not an argument 
against the fact that moral evaluations are grounded on strong reasons in the 
mind of people. Moreover, normative irreversibilities can, as scientific irre
versibilities, hardly be explained if not by a rational history. The principle of 
inertia is objectively better than the principles it replaced. Because it is objec
tively better, it created historical irreversibility. In the same fashion, as noted 
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by Tocqueville, we will never see again somebody explaining that he enjoyed 
being the spectator of a capital execution. 

The argument that change in moral values conftrms relativism rests ft
nally on a fallacy. Truth, moral or positive, is not historical. But the research 
of truth, positive or normative, is historical. The fact that science has a his
tory is not an argument against the possibility of scientiftc truth. The fact 
that morals has a history is not an argument in favor of moral relativism. 
Truth cannot be reached at once. History does not legitimate historicism, 
contextual variability does not justify sociologism or culturalism. 

Of course, I do not contend by so saying that there are no historical con
tingencies. On the contrary, the role of contingencies should be stressed. If 
there were no contingencies, there would be no innovations, neither scientiftc 
nor moral. On this point, we must deftnitely stop following Hegel's intu
itions. Nobody can foretell that tomorrow totalitarian regimes will not reap
pear, eventually spread over the planet. But unless men's memory is de
stroyed, the idea that democracy is better than despotic regimes will remain 
present in human minds. 

I do not contend either that an axiological truth lies hidden ready to be 
discovered on all subjects. This view is false as far as positive knowledge is 
concerned. On many questions we do not know the truth. We did not know 
until the recent yt>MS whether bees have a language or not in spite of the fact 
that von Frisch got the Nobel prize in 1953 for having "proved" it On many 
moral questions, we are in the same situation. Life brings continuously to 
the surface new positive and normative questions. Many of them remain pro
visionally unsolved, while others are possibly unsolvable. 

We are now in a position to answer the question raised by the title of this 
section: the dynamic side of the moral theory which can be derived from We
ber is sufficient to show that the notion of "axiological rationality" takes us 
far from Kant. 

I will conclude with a single sentence: Weber's hints are presently ex
tremely relevant because they propose to overcome the shortcomings of both 
the Kantian and the utilitarian traditions.24 

24 The ideas I have presented in this conference are developed in a more exten
sive fashion notably in a recent paper: "La rationalite axiologique", in: S. 
MESURE (Ed.): La rationalize des valeurs, Paris (PUF) 1997. 

29 



Paper discussed: 

Discussion Summary 

ANNETIE KLEINFELD 

RAYMOND BOUOON: The Present Relevance of Max Weber's 
Wertrationalitat (Value Rationality) 

In a fIrst part of the discussion the relevance of methodological individual
ism for the explanation of human behavior was discussed. Weber's statement 
that all collective concepts are black boxes was considered as a strong state
ment without suffIcient proofs, and the status of methodological individual
ismus to be an adequate model for explaining human behaviour was doubted 
(KOSLOWSKI, FURUBarN). 

The second part of the discussion concentrated on Weber's real intentions 
with regard to his notion of "Wertrationalitl1t". The following objections 
against the thesis of the paper were raised: Firstly, it has to be differentiated 
between consequentialist and non-consequentialist, axiological ethical posi
tions. The former is close to, but not identical with an axiological rational 
position. Secondly, how close or not close is this to Weber's real intentions? 
Thirdly, two things are missing, usually being mentioned by Weber in the 
context of his notion of Wertrationalitat: that he is not interested in a logical 
consistency of Wertrationalitat, and that the expressive signifIcance of Wert
rationalitiit is - unlike in the concept of a consequentialist ethics (Verantwor
tungsethik) - the value rational action. What has to be rational according to 
Weber is the relationship between value and reflection. The cognitive dimen
sion of an axiological position is universalizable. Only to this respect it is 
Kantian. Presenting the other cheek when someone strikes one's cheek is the 
main paradigm for a non-consequentialistic position. The funtionalistic, so
ciological solution of Weber however, is not immune against the accusation 
of being consequentialist itself (RINGER). 

Against this interpretation of Weber's concept of rationality as being in
strumental it has been objected with reference to Boudon's paper, that the 
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concept of value rationality is based on nonns that are understood as some
thing given and of general validity. Therefore, it is not justified to insinuate 
that a functionalism underlies the type of rationality of Weber's conception. 
Weber does not assume that the nonn was chosen with regard to one's own 
interests. Value rationality can be understood as the Gennan version of so
cial-contract theory which is based on a commonly accepted value or convic
tion too (YAGI). 

It was doubted that Weber has said anything that would allow to interpret 
him in a consequentialist sense. The examples given in the paper are no 
proofs for such an interpretation, but rather show that Weber's concept of 
value rationality in the sense of axiological rationality actually corresponds 
to Kant's principle of the good will: The modus of justification is logical co
herence, the final aim with regard to which someone acts is the axiom of 
value (Wertaxiom) (ACHAM). 

The last part of the discussion was dedicated to the question of the present 
relevance of Weber's Wertrationalitiit. Three questions were raised: 

1. Is it functionally useful? 
2. Is it immune to criticism? 
3. Is everybody convinced by it? 
From an economic standpoint only question 1. and 3. are relevant, while 

question 2. asks for the moral philosophical status of the Weberian concept 
of value rationality (CASSON). Being a kind of rationality that is based on 
functionalistic arguments, and identifying value with the welfare function, 
i.e. with social utility, the tenn Wertrationalitiit is only a different name for a 
kind of ethics which is in effect utilitarian. On the other hand, a social moti
vation must not necessarily be utilitarian as Weber argues (RINGER). 

Regarding the first question, it was objected that the ideal of a truely ra
tional decision can be fulfilled only under perfect conditions requiring a com
pleteness of knowledge which humans, due to their contingency, never have. 
Real life, however, shows that sometimes one has to strive for the impossi
ble to reach a maximum of the possible (ACHAM, RINGER). 
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Chapter 2 

Max Weber and Ludwig von Mises, and the 
Methodology of the Social Sciences 

RICARDO F. CREsPO 

1. Characteristics of the Methodology of the Social Sciences 
According to Max Weber 

II. The Methodological Thought of Ludwig von Mises 
III. Mises's Criticism of Weber 
IV. In Defense of Weber 
V. Neither Weber nor Mises, or Better: Weber and von Mises 

It is evident that the richness of thinkers like Weber and von Mises can
not be fully captured in a short paper. In 1971 Walter G. Runciman said that 
the bibliography about Max Weber's methodology consisted of about 600 
worksl . In the early 1970's Wolfang Schluchter and Guenther Roth added that 
an additional one hundred essays were written every year2. Twenty years have 
gone by since. Thus, the attainment of complete knowledge of Weber's 
thought is almost unachievable. Besides, in a recently published book, Wil
helm Hennis, who knows Weber's work very well, afftrms that "seldom has 
anyone had such bad fortune in the avoidance of misunderstanding. The li
braries written on the 'Weber thesis' would otherwise never ever have been 
written". And he continues: "Hence Weber has to be read fresh and 'without 
prejudice'. And that means the entire corpus of his work"3. Hennis shows us 

1 Cf. W. O. RUNCIMAN: A Critique of Max Weber's Philosophy of Social Sci
ences, Cambridge (Cambridge University Press) 1972, p. vi. 

2 Cf. W. SCHLUCHTER, O. ROTH: Max Weber's Vision of History. Ethics and 
Methods, Berkeley, Los Angeles, London (University of California Press) 
1979, p. 1. 

3 W. HENNIS: Max Weber. Essays in Reconstruction, London (Allen & Unwin) 
1988 (transI. by Keith Tribe), pp. 27 and 22. 
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a new and unsuspected Weber. For him, Weber would not be one of the fa
thers of the sociology, but rather belongs to the tradition of the classical 
practical or moral sciences4, since he is interested in human nature and the 
kind of life caused by modemity5. This interpretation is quite different from 
the usual one -he realizes6-, but his knowledge and his arguments are so con
vincing that we have to take them into account. Hennis's essays could con
stitute something of a turning point in the hermeneutics of Weber's work. 
Nevertheless I shall quote him as one opinion, together with those of the tra
ditional interpretations. Von Mises's work is almost as extensive as the one 
of Weber. Thus, the following paper will use the original texts and only 
some of the secondary literature. 

I. Characteristics of the Methodology of the 
Social Sciences According to Max Weber 

It is well known that the principal condition of scientificity imposed by 
Weber on the social sciences is the Wertfreiheir1. Weber is very clear in sus
taining this in his various works, and it is not necessary to spend time quot
ing him. It is enough to mention his two famous essays "The Meaning of 
'Ethical Neutrality' in Sociology and Economics" and "Objectivity in Social 
Science and Social Policy"8. One should also mention his lecture "Science as 

4 Cf. ibid., pp. 103, 104 where he affIrms: "Weber belongs to the late tradition 
of practical science; and he fmds a place in the pre-history of modem social 
science only if his central questions and concerns are neglected". 

5 Cf. ibid., pp. 35, 36, 43, 44, 61, 69, 73, 90, 108. ''The 'cultural problems of 
man' remain the object of his work. And this means: the problems arising 
form the insertation of man (Mensch), a being capable of social action, in 
social constellations which in tum form these persons, develop their capaci
ties or alternatively deform them up ... " (69). 

6 Hennis mentions Georg LuUcs and Herbert Marcuse, on the one hand, and 
Leo Strauss and Eric Voegelin, on the other, within those who broke with 
Weber: op. cit., p. 21. 

7 Value-freedom, ethical neutrality or value-neutrality. On the translation to 
English of this German word, cf. SCm.UCHTER, op. cit., pp. 65-6 (note). 

8 Translated and edited by Edward Shils and Henry Finch in: The Methodology 
of the Social Sciences, Glencoe, Illinois (The Free Press) 1949, passim. The 
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Vocation", where he states that we cannot expect from science any answer 
about the sense of life and the values9. This Weberian position aimed at the 
future direction of the methodological intentionality of the social sciences 
from then on. However it is also well known that the value-free criterion is 
not absolutely imposed by Weber, basically for two reasons. 

The fIrst one is sustained by many: it seems that when Weber really does 
social science he is not coherent and does not respect this principle. The We
ber of the paramount socio-historical investigations would not be the same as 
that of the strict Wertjreiheit. In his research, the evident intentionality of ob
jectivity and the implicit assumption of some values is mixed. Thus, for ex
ample, Wilhelm Hennis says that Max Weber's 'Political writings', above 
all his Constitutional writings of the war years, ignored this principlelO• Eric 
Voegelin refers to this Weberian position as a "positivism with laments". He 
tries to give an explanation about the reason why Weber did not dare to take 
the step towards a 'science of order'. Voegelin even says that with Weber's 
work positivism comes to an end and leaves open the way to the rehabilita
tion of the classical political sciencell . Leo Strauss also affIrms that "the 
value judgements which are forbidden to enter through the front door of polit
ical science, sociology or economics, enter these disciplines through the back 

Essay on Objectivity -"Die ObjektivitlH sozialwissenschaftlicher und sozial
politischer Erkenntnis"- was first published in Archiv fiir Sozialwissenschaft 
und Sozialpolitik in 1904, on the occasion of the joint assumption of its 
editorialship by Weber, Sombart and Jaffe, and the other Essay -"Der Sinn der 
Wertfreiheit der soziologischen und okonomischen Wissenschaften"- was 
prepared in 1914 and published in a revised form in Logos in 1917. Both re
printed in: M. WEBER: Gesammelte Aufsiitze zur Wissenschaftslehre, 2nd. ed. 
Tilbingen 1951. 

9 M. WEBER: Wissenschaft als Beruf. About its date, cf. ROTII and SCHLUClITER, 
op. cit., pp. 112ff. 

10 Cf. W. HENNIs: PoUtica y filoso[(a pr(lctica, Buenos Aires (Sur) 1973, p. 143 
(Politik und Praktische Philosophie, Neuwied, Berlin [Luchterhand] 1963, 
trans. by Rafael Gutierez Girardot). The English translation is mine. Also cf. 
the reference to this matter by RONAlD INGLEHART: "Coercion and Consent: 
... ", in: PETER KOSLOWSKI (Ed.): Individual Liberty and Democratic Decision
Making, TUbingen (J.C.B. Mohr) 1987, p. 181. 

11 E. VOEGEUN: The New Science of Politics, Chicago (University of Chicago 
Press) 1952, Introduction, nn. 3 and 4, passim. 

34 



MAX WEBER AND LUDWIG VON MISES 

door"12. More recently, Lawrence Scaff said that "even Weber's methodologi
cal argumentation took on a different cast depending on the specific con
text"13. Mises himself complains about it: "Max Weber, he says in his 
Grundprobleme der Nationalokonomie of 1933, explicitly combatted this 
confusion [the value judgement that identifies rational action with correct ac
tion] although, ... , he repeatedly fell into it in other passages of his writ
ings"14. I will look into the Misesean criticism in more detail. 

The second "relativization" of the Wertfreiheit is done by Weber himself, 
as part of his own theory of the social sciences. This issue has given rise to 
an extensive literature. On the one hand, values are involved in the making of 
concepts in the social sciences. That is to say, the same content is determined 
by values. ''The problems of the empirical disciplines are, of course, to be 
solved 'non-evaluatively' ... But the problems of the social sciences are se
lected by the value-relevance of the phenomena treated"15. Weber is careful in 
distinguishing between value-relevance (Wertbeziehung) and value judgement 
(Werturteil). However in the opinion of many authors, this distinction is 
very problematic, and even though Weber searches objectivity, he eventually 
ends in a certain relativism. "In the cultural sciences, he affirms, concept-con
struction depends on the setting of the problem, and the latter varies with the 
content of culture itself'16. In the social field a valorative determination is 
needed to obtain a scientific problem. We need a selection ruled by values, 
that are variables. ''They [the evaluative ideas] are, says Weber, naturally, his
torically variable in accordance with the character of the culture and the ideas 
which rule men's minds" 17. It does not only depend on the values of the ana
lyzed culture, but also on the values of the researcher. "There is no absolutely 

12 L. STRAUSS: What is Political Philosophy? and Other Studies. Glencoe. nlli
nois (The Free Press) 1959. p. 21. 

13 L. SCAFF: "Historicism in the German Tradition of Social and Economic 
Thought", in: P. KOSLOWSKI (Ed.): The Theory of Ethical Economy in the His
torical School, Berlin, Heidelberg, New York, Tokyo (Springer) 1995, p. 
320. 

14 L. VON MISES: Epistemological Problems of Economics, trans. by George 
Reisman, Princeton, Toronto, London, New York (D. van Nostrand Com
pany, Inc.) 1960, p. 93 (Grundprobleme der Nationalokonomie, Jena [Gustav 
Fischer] 1933). 

15 WEBER: The Methodology .... loco cit, p. 21. 
16 Ibid., p. 105. 
17 Ibid., p. 84. 
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'objective' analysis of culture, he says, -... - of social phenomena independent 
of special and 'one-sided' viewpoints according to which -expressly or tacitly, 
consciously or unconsciously- they are selected, analyzed and organized for 
expository purposes. The reason for this lies in the character of the cognitive 
goal of all research in social science which seeks to transcend the purely 
formal treatment of the legal or conventional norms regulating social life". 
"All knowledge of cultural reality, as may be seen, is always knowledge from 
particular points of view". And, "undoubtedly, all evaluative ideas are 'sub
jective'''I8. 

As Michael Lesnoff says, "at a purely verbal level ... Weber believed that 
both natural and social science could be and should be value-free [but] at a 
slightly deeper level ... Weber held that [in] social science ... concepts must 
inevitably reflect the interests of the social scientists"I9. Karl-Otto Apel adds, 
"there is one area where Max Weber ... transgresses this border-line between 
the rational and the irrational or between value-free science and normatively 
engaged value-judgments. It is not by accident that this area is represented by 
science and its history"20. The so wished objectivity fails in relativism. As 
Barry Hindess says, "the theorical arbitrariness implicit in the epistemology 
of ideal types ensures that the evaluation of the usefulness of type concepts 
cannot be objective ... Once values are called in to perform a theoretical task 
the 'objectivity', 'value-freedom' and the like must go by the board. Weber's 
conception of scientific objectivity is a logical impossibility; it contradicts 
the fundamental concepts of his epistemology"2I. Schluchter also points out 
these problems: "Weber has been called a nihilist [by Leo Strauss for exam
ple22], a relativist, and a decisionist. He is all of these things if you believe 
in the existence and discemability of an objective meaning of the world"23. It 
would be long and senseless here to go through Schluchter's entire interpreta-

18 Ibid., pp. 72, 81, 83. 
19 MICHAEL LEsNOFF: "Teclmique, Critique and Social Science", in: S. C. BROWN 

(Ed.): Philosophical Disputes in the Social Sciences, Sussex (Harvester 
Press), New Jersey (Hwnanities Press) 1979, p. 95. 

20 K.-O. MEL: "Toward a Reconstruction of Critical Theory", in: S. C. BROWN, 
op. cit., p. 136. 

21 B. HINDESS: Philosophy and Methodology in the Social Sciences, Sussex 
(Harvester Press) 1977, p. 38. Cf. also pp. 24, 33-9, 48 and 232. 

22 Cf. L. STRAUSS: Natural Right and History, Chicago & London (The Univer
sity of Chicago Press) 1953, pp. 42ff. 

23 Op. cit., pp. 58-9. 
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tion. The same applies to Runciman who also warns us about this matter.24 
I close this issue with a quotation from Raymond Aron, whose observations 
about Weber are still current and insightful: "If every reconstruction has a se
lective character and if it is ruled by a system of values, there will be so as 
many historical or sociological perspectives as there are system of values 
used in the selection"25. 

In conclusion, the Wertfreiheit is not and it cannot be observed strictly in 
the field of the human sciences. This does not mean a failure, but a very real
istic feature that has to be incorporated and does not diminish the scientific 
notes of these disciplines. Hennis surprises us once again in his very thor
ough and documented studies when he says "that one cannot comprehend the 
passion with which Weber held to the postulate of value-freedom if it is seen 
as having primarily a 'logical-methodological' foundation". It is mainly a 
question of freedom from academic judgements. The value-freedom principle 
has a primarily pedagogical intention, provided by his fight against the arbi
trariness of the German academic policies of his time: "In Germany 'freedom 
of science' exists within the bounds of political and ecclesiastical acceptabil
ity -and not outside this bounds". 'Value-freedom' is seen as 'impartiality'26. 

Another tendency in Weber's methodology, one that is tighly connected 
with the former, is the contingent, probable and unfinished character of 
knowledge in human sciences27. This is seen in the almost merely instru
mental character of the ideal types. They are not to be confused with reality 
nor with what ought to be done. They can change with cultures and their evo
lutions. It also shows in the partiality and probability of the causal relation
ships28. 

24 Op. cit., pp. 37ff.. 50, 52, 60. 
25 R. ARON: Les etapes de la pensee sociologique, Paris (Gallimard) 1965, T. II. 

p. 235. The English translation is mine. Cf. also his Introduction to Le sa
vant et Ie politique. Paris (PIon) 1959, that gathers Weber's "Politik als Be
ruf' and "Wissenschaft als Beruf·. 

26 W. HENNIS: ''The pitiless 'sobriety of jUdgement': Max Weber between Carl 
Menger and Gustav von Schmoller -the academic politics of value freedom". 
in: History of the Human Sciences, 4/1, 1991, p. 34 and passim. Cf. also 
HENNIS: Max Weber. Essays .... p. 161. 

27 Cf. ARON. op. cit .• pp. 227ff. 
28 Cf. WEBER: The Methodology .... pp. 43ff.. 89ff. Also ARON.Op. cit .• pp. 

244ff. and RUNCIMAN. op. cit .• p. 36. 
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This is the case in economics, among the other social sciences. Weber 
also says that economics cannot be fmished in the causal study, even though 
it is still a science. "In addition to the formulation of pure-ideal typical for
mulae and the establishment of such causal economic prepositions -... - scien
tific economics has other problems. These problems include the causal influ
ence of economic events on the whole range of social phenomena (by means 
of the hypotheses offered by the economic interpretation of history). Like
wise included among the problems of economics is the analysis of the vari
ous ways in which non-economic social events influence economic 
events"29. It is necessary to do this broader study, like he does in his out
standing Economy and Society30, also a scientific work, that does not disdain 
economic theory. The following declaration made together with Sombart 
proves it: "We both attribute the greatest significance to so-called 'theory' in 
the context of political economy, that is, 'theory' in our sense of the rational 
formation of concepts, types and systems ... We are only opponents of bad 
theories and the false conceptions of their meaning for methodology. Our 
published works contain sufficient evidence [of our intentions] ... to place re
search in political economy on a more secure footing. We believe to have 
shown through this work that it is high time to replace discussion of the al
ternatives -either 'historical' or 'theoretical' - which has lasted much too long, 
with a different and deeper knowledge of the various 'directions' in our sci
ence (1917, p. 348)"31. Economic science is, according to Weber, something 
more than economics. Yet, it is still a science with its theory. The only re
maining problem would be, as Peter Koslowski very well points out, "the 
weakness of ethics in historicism"32. If values enter in science but remain 
random, we fall into relativism. Therefore, what has to be sustained is that 
ethics is also a science and for economics to be a science, it must also be eth
ical. Hennis underlines some statements by Weber, dealing with economics 
as a political, practical or moral science, following the Historical School, es-

29 WEBER: The Methodology ... , loco cit., pp. 45-6. 
30 WEBER: Economy and Society, New York (Bedminster Press) 1968; edition 

prepared by Guenther Roth and Claus Wittich on the 4th German edition of 
Wirtschaft und Gesellschaft, TUbingen (lC.B. Mohr [Paul Siebeck]) 1956. 

31 W. SOMBART and M. WEBER: "Erklllrung", Archiv for Sozialwissenschaft und 
Sozialpolitik (1917), p. 348, quoted by SCAFF, op. cit., pp. 322-3. 

32 P. KOSLOWSKI: "Ethical Economy as Synthesis of Economic and Ethical The
ory", in: P. KOSLOWSKI (Ed.): Ethics in Economics, Business, and Economic 
Policy, Berlin, Heidelberg, New York (Springer) 1992, p. 35. 
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pecially that of Karl Knies. " ... A science of man, and that is what eco
nomics is, inquires above all in to the quality of men who are brought up in 
those economic and social conditions of existence" and "The science of eco
nomic policy is a political science", Weber affInns in his Freiburg address for 
the Political Economy (Nationalokonomie) Chair in 189433 . In von Mises, 
we will not fInd ethics, but a perspective that could contain it. 

II. The Methodological Thought of Ludwig von Mises 

I shall start with a few aspects of Misesean Praxeology. Von Mises sus
tains a clear distinction between two kinds of knowledge: natural sciences, 
and sciences of human action. Within the latter, he distinguishes sociology 
and history. The first one -natural- is hypothetical-deductivist. The second 
one -sociology- does not require empirical data. It arises from a priori princi
ples about human action and deduces consequences from them. Mises gathers 
them in Grundprobleme under the name of sociology, and later renames it 
praxeology34. "The purpose of this book, he says in the Preface to the Ger
man Edition of 1933, is to establish the logical legitimacy of the science that 
has for its object the universally valid laws of human action, i.e., laws that 
claim validity without respect to place, time, race, nationality, or class of the 
actor ... "35. As for history, it refers to past facts, from which we cannot de
duce laws for the future and therefore is clearly different from the other two 
sciences. 

I concentrate on praxeology. "The science of human action that strives for 
universally valid knowledge is the theoretical system whose hitherto best 
elaborated branch is economics. In all of its branches this science is a priori, 
not empirical. Like logic and mathematics, it is not derived from experience; 
it is prior to experience. It is, as it were, the logic of action and deed. '" Our 
science ... , disregarding the accidental, considers only the essential. Its goal is 
the comprehension of the universal, and its procedure is formal and axiomat-

33 WEBER: "National State", pp. 436-7, quoted by HENNIS, Max Weber. Essays 
... , p. 117. Cr., for his continuity with Knies, HENNIS, pp. 129ff. 

34 In: L. VON MISES: Human Action. A Treatise on Ecorwmics, 3rd revised ed., 
San Francisco (Fox & Wilkes) 1966. 

35 MISES: Epistemological Problems, loco cit., pp. xiii-xiv. 
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ic. It views action and the conditions under which action takes place not in 
their concrete form, as we encounter them in everyday life, nor in their actual 
setting, as we view them in each of the sciences of nature and of history, but 
as formal constructions that enable us to grasp the patterns of human action 
in their purity"36. That is to say, it is possible to achieve a scientific knowl
edge about the basic principles of human action by another method different 
from the classical positivist one. 

Nevertheless it is necessary, as some other commentators on Mises have 
already done, to criticize some aspects of his theory. First, the way in which, 
according to Mises, the basic principles are known, i.e., their aprioristic 
character. "What we know about the fundamental categories of action -action, 
economizing, preferring, the relationship of means and ends, and everything 
else that, together with these, constitutes the system of human action- is not 
derived from experience. We conceive all this from within, just as we con
ceive logical and mathematical truths, a priori, without reference to any expe
rience". He continues: " ... No kind of experience can ever force us to discard 
or modify a priori theorems. They are not derived from experience; they are 
logically prior to it and cannot be either proved by corroborative experience 
or disproved by experience on the contrary"37. The principles of human ac
tion are a kind of first principles. "As an a priori category the principle of ac
tion is on a par with the principle of causality ... 'In the begining was the 
deed",38. Where is the clue to the necessary disconnection between the fIrst 
Misesean principles and the experience? In their a priori origin. For classical 
philosophy, the principles are grasped by an act of intuition. This is proper 
of the habit called MUS by Aristotle for the theoretical principles, and syn
deresis (Greek) - in the Middle Ages following the Stoic tradition - in the 
case of the practical principles. These intuitions do not come from any con
crete experience, but we cannot have them without previous experience. 
Therefore they can never be opposed to experience. I think that Murray Roth
bard is right when he says: "Ludwig von Mises, as an adherent of Kantian 
epistemology, asserted that the concept of action is a priori to all experience 
... Without delving too deeply into the murky waters of epistemology, I 
would deny, as an Aristotelean and neo-Thomist, any such alleged 'laws of 
logical structure'. Instead I would call such laws 'laws of reality', which the 

36 Ibid., pp. 12-3. 
37 Ibid., pp. 13-4 and 27. 
38 Ibid., p. 14. 
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mind apprehends from investigating and collating the facts of the real world. 
My view is that the fundamental axiom and subsidiary axioms are derived 
from the experience of reality and are therefore in the broadest sense empiri
cal"39. 

One must also criticize the extent of these principles. It seems that there 
is no place for mistakes in Mises's theory. As Don Lavoie pointed out: 
"Many of the subjectivist followers of Ludwig von Mises, including Profes
sor Lachmann and most of Mises's methodological critics, have expressed a 
certain dissatisfaction with the language in which Mises casts his method for 
a general science of action. Mises sometimes presents his apriori science as 
what Imre Lakatos called a Euclidean system, a privileged category of knowl
edge, uniquely certain and immune to all criticism. It was built from a set of 
self-evident axioms from which strictly deductive arguments can be cranked 
out mechanically"40. They find it too formalistic. And they think that Mi
ses's "view of market process as at least potentially terminating in a state of 
long-run general equilibrium ... appears to require revision"41. In practical 
matters, certainty is limited to very few principles only. 

In conclusion to this, another criticism is pertinent von Mises's defense 
of Wertfreiheit. This is an issue on which he agrees with Weber. Indeed, as 
mentioned above, von Mises criticizes Weber for his ambiguity on this ques
tion. "It is no part of the task of science, Mises says, to examine ultimate 
questions or to prescribe values and determine their order of rank"42. This led 

39 M. ROTHBARD: "Praxeology: The Methodology of Austrian Economics", in: 
EDWIN G. DoLAN (Ed.): The Foundations of Modern Austrian Economics, Kan
sas City (Sheed & Ward, Inc.) 1976, p. 24. I would like to point out the excel
lent essay of Gabriel Zanotti, who postulates and proves that it is possible to 

deduce the Misesean praxeology principles from philosophical postulates: 
cf. "Fundamentos Filos6ficos y Epistemol6gicos de la Praxeologfa", Liber· 
tas, 13 (Buenos Aires 1990), pp. 75-185. 

40 D. LAVOIE: "Euclideanism versus Hermeneutics: A Reinterpretation of Mis
esean Apriorism", in: ISRAEL M. KIRZNER (Ed.): Subjectivism, Inlelligibility 
and Economic Understanding, New York (New York University Press) 1986, 
p. 195-6. 

41 D. LA VOlE: "From Mises to Shackle: An Essay on Austrian Economics and the 
Kaleidic Society", Journal of Economic Literature, 14 (1986), p. 60. How
ever, I think that Lachmann's thesis on the approximation of Weber and Mi
ses is not right (cf. p. 56). 

42 MISES: Epistemological Problems ... , p. 49. Cf. also MISES: Human Action, 
loco cit., Chapter XXXlX,3. 
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him to identify the intentionality of action with its rationality. "The asser
tion that there is irrational action is always rooted in an evaluation of a scale 
of values different from our own" ... "Action is, by definition, always ratio
nal. One is unwarranted in calling goals of action irrational simply because 
they are not worth striving for from the point of view of one's own valua
tions"43. The rationality of all actions drives into formalism. "The univer
sally valid theory of economic action, he says, is necessarily formal"44. So 
all the problems are connected and begin with the value-free attempt. There 
seems to be something implicit in this criticism, i.e., that since value-free 
science is impossible, values ought to be introduced into science, but not ar
bitrary values -in this I agree with von Mises- but scientific ones. 

III. Mises's Criticism of Weber 

Mises himself stated: "My essay [Grundproblemel was directed especially 
against Max Weber's epistemology"45. I have already said that von Mises's 
criticism begins in the very Preface to the German edition of the Grundprob
Ierne, and is clearly a direct consequence of their different epistemologies. 
Von Mises acknowledges that "it is to the investigations of Windelband, 
Rickert and Max Weber that we owe the clarification of the logical problems 
of the historical sciences. [But] to be sure, the very possibility of a univer
sally valid science of human action escaped these thinkers" ... "In Max 
Weber's view also, continues Mises, economics and sociology completely 
merge into history. Like the latter, they are moral or cultural sciences and 
make use of the same logical method. Their most important conceptual tool 
is the ideal type, which possesses the same logical structure in history and in 
what Max Weber regarded as economics and sociology"46. He often praises 

43 MISES: Epistemological Problems ...• pp. 33-4. 
44 Ibid .• p. 160. 
45 MISES: Noles and Recollections. South Holland, 111. (Libertarian Press) 1978. 

trans. by Hans F. Sennholz. p. 123. 
46 MISES: Epistemological Problems ...• pp. x. xi; cf. also pp. xiii. xiv. 12. Rai

mondo Cubeddu has recently emphasized that Weber distinguishes between 
Naturwissenschaften and Geisteswissenschaften and that human sciences be
long to the latter. Weber does not consider the possibility of a theoretical 
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Weber and his efforts to set the methodological principles of sociology, but 
Weber's work was not enough. "Weber was one of the most brilliant figures 
of German science of the twentieth century,,47, he fought against the main
stream of the Historical School, the German pseudo-historicism, all his 
life48. He also says that "the life of Max Weber was an uninterrupted inner 
struggle against the doctrines of the Socialism of the Chair ... To be sure, 
his name is praised, but the true substance of his work is not recognized"49. 
But, "Max Weber, it is true, was not sufficiently familiar with economics 
and was too much under the sway of historicism to get a correct insight into 
fundamentals of economic thought"so. "Economics was alien to him. He was 
appointed professor of economics without having dealt with this science be
fore" Sl . This affirmation seems to be a little bit hard on the author of Econ
omy and Society. In fact, it all depends on the concept of economics; here is 
the key. The problem, according to von Mises, is Weber's historicist ten
dency. "Windelband, Rickert and Max Weber knew only the natural science 
and history; they were strangers to the existence of sociology as a nomothetic 
science ... In his views economics and sociology were historical sciences ... 
Weber places 'historian and sociologist' in the same category: the task of 
both is 'cognition of cultural reality"'S2. "The difference between sociology 
and history is considered as only one of degree ... According to him, social 
science is logically conceivable only as a special, qualified kind of historical 

study of human action. Cubeddu thinks that, according to Mises, the reason 
of Weber's misunderstanding of human action and social sciences is his insuf
ficient understanding of the subjectivist economy. Cf. "La critica a Weber nel 
Privatseminar di Mises", in: Tra Scuola Austriaca e Popper. Sulla FiliosofUl 
delle Scienze Sociali, Napoli (Edizioni Scientifiche Italiane) 1996, 1.4. 

47 MISES: Epistemological Problems ... , p. 74. 
48 Cf. MISES: Notes and Recollections, p. 9. Cf. also MISES: Theory and History, 

London (Jonatan Cape) 1958, pp. 308-9. Cf. about the intermediate position 
of Weber in the Methodenstreit, between Menger and the Historical School, 
RUNCIMAN, op. cit., pp. 12, 24, 69 and 79, and WILHEM HENNIS: "The piti
less", op. cit., pp. 27-59. 

49 MISES: A Critique of Interventionism, New Rochelle, New York (Arlington 
House Publishers) 1977, p. 104 (Kritik des Interventionismus, Gustav Fi
scher Verlag, 1929, trans. by Margit von Mises). 

50 MISES: Human Action, loco cit., p. 126. 
51 MISES: A Critique ... , loco cit., p. 103. 
52 MISES: Epistemological Problems ... , pp. 74-5. 
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investigation"S3. "The investigations collected in Weber's posthumously 
published major work, Wirtschajt und GeseUschajt, belong to the best that 
German scientific literature of the last decades has produced. Yet in their most 
important parts they are not sociological theory in our sense"S4. If we delve 
deeply into this subject, we can realize that this historical view of the sci
ences of culture depends, as Raymond Aron accurately underlines, on the We
berian concept of understanding (verstehen), "an intrinsic intelligibility of 
human phenomena", in its individualitySS. In consequence, von Mises says, 
the Weberian rational types are part of history, rather than of theory: "They 
are obtained in each of the individual phenomena taken into consideration"S6. 
Von Mises gives more relevance to conceptualizing, that refers to universals, 
than to "understanding" that is about the individuals7. 

A direct consequence of the latter is the criticism to the Weberian classifi
cation of social meaningful action. In brief, Weber distinguishes two kinds of 
action: "Social action, like all action, may be oriented in four ways. It may 
be: (1) instrumentally rational (zweckrational), that is, determined by expecta
tions as to the behavior of objects in the environment and of other human be
ings; these expectations are used as 'conditions' or 'means' for the attainment 
of the actor's own rationally pursued and calculated ends; (2) value-rational 
(wertrational)S8, that is, determined by a conscious belief in the value for its 
own sake of some ethical, aesthetic, religious, or other form of behavior ... ; 
(3) affectual (especially emotional), that is, determined by the actor's specific 
affects and feeling states; (4) traditional, that is, determined by ingrained ha
bituation"S9. Although for Weber there are no pure actions, the economic 
ones are predominantly of the first kind (zweckrational). Von Mises thor
oughly examines this classification and demonstrates that all four types of 
behavior can be reduced to the first one. The opposite supposition ignores, 
according to Mises, the universality of the sociological laws and the freedom 

53 Ibid., p. 77. 
54 Ibid., pp. 105-6. 
55 ARON,op. cit., p. 231. 
56 MISES: Epistemological Problems ... , p. 78 and cf. ff. 
57 Ibid., pp. 132-4. Also cf. MrsEs: Human Action, loco cit., Chapter 2, nn. 7-

10. 
58 Mises translated 'purposive-rational' and 'valuational' respectively, ibid., p. 

82. 
59 WEBER: Economy and Society, pp. 24-5. 

44 



MAX WEBER AND LUDWIG VON MISES 

from value-judgements60• For Mises, Weber was not alone in this mistake. 
First there were the classical economists61 . Indeed, "Menger and Bl>hm-Baw
erk are the ones responsible for this misunderstanding of the theory"62. "Max 
Weber's attempt to separate rational action from other action on the basis of 
such distinctions was the last of its kind'>63. The common error is to reduce 
economic action to rational calculation, which supposes a material content, 
and therefore a misunderstanding of the marginalist theory64. 

Let us now turn from Mises's criticism of Weber and from the connection 
to their diverse epistemologies to Weber again. 

IV. In Defense of Weber 

It is necessary to recover Weber as an economist He was more than an 
economist, but he also was one. The differences in the point of view between 
him and von Mises do not mean that we should not think of Weber as an 
economist Weber begins his lecture "Science as Vocation", by saying, "we 
the economists". Indeed, he had studied economics during his studies of law 
-1882 to 1883-. He also, as I have already said, took over the Chair of Politi
cal Economy at Freiburg University in 1894, and in 1896 he replaces Knies 
in Heidelberg. I have already mentioned his wide concept of the task of eco
nomics. Therefore, he also suggests a broad object of economics, including 
the 'economic' events, the 'economically relevant' phenomena and the 'eco
nomically conditioned phenomena'65. His definition of what is specifically 
economic is highly modem, because, for him, it is a kind of human action 

60 Cf. MISES: Epistemological Problems ... , pp. 82-5. 89 and 93. 
61 Cf. ibid .• pp. 146ff. 
62 Ibid .• p. 167. This is not the place to analyze Mises's criticism of his own 

antecessors. We think that what he states against Menger's distinction be
tween real and imaginary wants (pp. 171-4) is especially interesting. Cf. 
MENGER's Principles of Economics, Glencoe. 111. (The Free Press) 1950. p. 
53 (Grundsatze der Volkswirtschaftslehre. Vienna 1871. 2nd. ed. 1923. pp. 
4ff.. trans!. by 1. Dingwall and B. HoscIitz). 

63 MISES: Epistemological Problems ... , p. 148. 
64 Cf. ibid .• pp. 93. 146-8. 157. 
65 Cf. WEBER: The Methodology .... loc. cit .• pp. 63ff. 
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that includes immaterial needs. "Specifically economic motives, he says, -... -
operate wherever the satisfaction of even the most inmaterial need or desire is 
bound up with the application of scarce material means"66. He also distin
guishes technique from economics and includes services within the economic 
goods 67. His perceptions show that he was a mature economist. 

Concerning von Mises's criticism, it is not possible to outline a straight 
answer by Weber, because although he knew him, and had a high opinion of 
his68, von Mises wrote the Grundprobleme more than ten years after Weber's 
death. Although directed to another authors69, the following statement of 
Weber could very well apply to von Mises, with all its nuances: "The 'ab
stract' -theoretical method even today shows unmediated and ostensibly irrec
onciliable cleavage from empirical-historical research. The proponents of this 
method recognize in a thoroughly correct way the methodological impossibil
ity of supplanting the historical knowledge of reality by the formulation of 
laws or, vice versa, of constructing 'laws' in the rigorous sense through the 
mere juxtaposition of historical observations. Now in order to arrive at these 
laws -for they are certain that science should be directed towards these as its 
highest goal- they take it to be a fact that we always have a direct awareness 
of the structure of human actions in all their reality. Hence -so they think
science can make human behavior directly intelligible with axiomatic evi
dentness and accordingly reveal its laws. The only exact form of knowledge 
-the formulation of immediately and intuitively evident [a priori for Mises] 
laws- is however at the same time the only one which offers access to events 
which have not been directly observed. Hence, at least as regards the funda
mental phenomena of economic life, the construction of a system of abstract 
and therefore purely formal propositions analogous to those of the exact natu
ral sciences, is [for them] the only means of analyzing and intellectually mas
tering the complexity of sociallife.,,70 

This affirmation characterizes von Mises's position very well, although 
Weber did not direct it to Mises. For Weber the system of axioms and deduc
tions takes part in the task of establishing ideal types and causal relation
ships, with all the limitations of ambiguity, contingence and dependence on 
the values that they possess. We certainly know that he was referring to 

66 Ibid., p. 65; also cr. WEBER: Ecorwmy and Society, Part I, Chapter 2. 
67 In: WEBER: Ecorwmy and Society. Part I. Chapter 2. 
68 Cf. HENNIS: "The Pitiless ... ". op. cit .• p. 49. 
69 Hennis says that he is thinking of Menger: Max Weber. Essays .... p. 143. 
70 Ibid .• p. 87. 
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Menger from similar statements in another essay: "K. Menger's work is not 
methodologically complete, but it introduces extremely well-formed 
thoughts" ... "The principles that constitute economic theory as such not 
only, as everyone knows .. .fail to represent 'the totality' of our science, they 
are moreover only one means for the analysis of the causal relationships of 
empirical reality, albeit a means that is often underrated. As soon as we seek 
to grasp and explain causally this reality itself as a complex of cultural signi
fications [ ... J. then economic theory stands revealed as a summation of 'ideal
typical' concepts. That means that its principles represent a series of intellec
tually constructed processes that rarely, if ever, appear in an 'ideal purity' in 
historical reality; ... ,,71. That is to say , Weber appreciates the Austrian theory, 
but only as a part of a wider science. I suggest that this hypothetical answer 
by Weber to Mises might have some coincidence with the criticism of later 
Austrian -or better, radical subjectivist- followers of von Mises himself, as 
we have seen in part two of this paper. 

Mises's criticism arises from his own narrow point of view. If the science 
of human action can only be deductive from a priori principles, any other 
theory falls outside it, and therefore is historical. But this does not mean that 
he is right. From the point of view of other authors the Weberian ideal types 
are not only historical instruments but also sociological ones. 

v. Neither Weber nor Mises, or Better: 
Weber and Mises 

By taking elements from both von Mises and Weber, I propose an alterna
tive position that comes closer to what I consider as the other criterion of 
scientificity: realism and the applicability of theory. 

This supposes the negative task of isolating the inadequate elements of 
the theories of Weber and Mises, and the adoption of those judged as proper. 
To begin with Weber, one must put aside Wertfreiheit, as he finally does. 
But if we have to insert values, we also have to do away with his arbitrari-

71 M. WEBER: "Marginal utility and the 'psychopathological basic law· ... in: M. 
WEBER: Gesammelte Au/satze zur Wissenscha/tslehre. 5th ed .• Tl1bingen 
(lC.B. Mohr [Paul SiebeckD 1982. pp. 396-7. quoted by HENNIS: 'The Piti
less ... ". op. cit .• p. 30. 
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ness. Otherwise we would end in an unsustainable cultural relativism. If the 
scientific insertion of values into science can be done, one could agree with 
the Weberian view of economics as a science. Social or humane sciences 
without values are impossible. A human science that involves values is at
tainable. This affirmation may shock some social scientists, especially 
economists, since it renders the framework of economics to be insufficient 72 

One of the failures provoked by the modernity is manifested in the theory 
of the social sciences. The gap between the Is- and Ought-Propositions leads 
to a theoretical and neutral treatment of practical questions, to a lack of pres
ence of ends in an environment in which these are essential. They were sepa
rated from science, as irrational elements that can only be taken as outside 
data. Ends were -and commonly are- a matter of a decision that exceeds the 
scientific realm. Jiirgen Habermas attributes to Weber a very important role 
in this dissolution when he says: "Since Max Weber clarified the so called 
dispute about the values-judgements C ... ), the social sciences have come 
completely apart from the normative elements, from the already forgotten 
heritage of classical politics -they sense it in this way at least, as a theorical
scientific evidence,,73. And Peter Koslowski says: "There is a certain irra
tional passion for dispassionate rationality ... which bans any kind of moral 
motivation or thinking in terms of values from social science,,74. 

The disconnection between the science and the ends automatically drives 
to another disconnection: that of the social sciences among themselves. The 
social sciences become transformed into an assembly of private knowledge 
that brings them together but without subordinating them to politics which 
would give them unity. They lack the common orientation that could give 
them a secure course 75. The reaction to this position has arisen from the po
litical philosophers, who have themselves demonstrated the possibility of a 
valorative human science -and the impossibility of the contrary. Some ante
cestors as Leo Strauss, Eric Voegelin, Hannah Arendt and many more, fore-

72 See also for a criticism of the current state of economics DAVID COLANDER and 
AIuo KLAMER: The Making of an Economist, Boulder (Westview Press) 1990, 
and DAVID COLANDER: "The Lost Art of Economics", Journal of Economic 
Perspectives, 6 (1992), 3, p. 196. 

73 Teorla y praxis, Buenos Aires (Sur) 1966, p. 10 (Theorie und Praxis, Neuwied, 
Berlin [Luchterhand] 1963, trans!. D. J. Vogelmann -to English, mine). 

74 P. KOSLOWSKI: Ethics of Capitalism and Critique of Sociobiology, Berlin, 
Heidelberg, New York, Tokyo (Springer) 1996, p. 40. 

75 Cf. W. HENNIS: Po/{tica y ... , op. cit., pp. 54, 147 and passim. 
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told the emergence of what is now the movement of "the rehabilitation of 
practical science or practical philosophy". In this current, we can name 
thinkers of diverse origins and philosophical tendencies: Manfred Riedel76, 

Wilhelm Hennis, Helmut Kuhn, Hans Georg Gadamer, Robert Spaemann and 
others. The social sciences are very slowly in the application of this new 
paradigm. The strengh of the preceding tendency is so great that it would 
probably take a long time to induce a change, specially in economics. That 
would suppose a strong turn of the research mentality towards a way of 
thinking alien to most economists. But it would probably be worth trying to 
follow the reasoning of these thinkers. In this field, we can take advantage of 
Weber's above mentioned contributions, i.e., his wide view of economics, 
specially if Hennis's theses are correct. 

Let us turn to Mises now. His affIrmations about the possibility of stat
ing some general principles of human action, and his insistence on intention
ality -i. e., the teleological character of actions are correct On the other hand, 
the aprioristic origin of the general principles that drives him into the thesis 
of their infallibility and lack of link with experience as well as into their ex
cessive formalism must be discarded. This holds also true for Mises's ethical 
neutrality. The fundamental characteristic of human action is to be ethical, 
precisely since it is teleological. Human action always receives an ethical 
qualification. Even though ethics and economics are diverse sciences, accord
ing to the Aristotelian view, economic action must be ethical to be a science; 
and the economic sciences, being a kind of human action, ought to be practi
cal, i.e., moral, both at the individual and politicallevel77• 

Weber sustains the need for a wide scientifIc knowledge about the econ
omy and von Mises the possibility to obtain some fundamental principles 
from that knowledge. These two contributions, with the previous reserva
tions, are the basis of a new proposal: a science of the economy with a main 
core of basic and theoretical elements, but simultaneously including cultural 
and ethical knowledge, valorative knowledge about the economy, with a sub
ordinate formal instrument, i.e., current economics. According to Hennis this 
proposal would agree with Weber's thought, and would form an evolution of 

76 Editor of a basic book on the matter: M. RIEDEL (Ed.): Rehabilitierung der 
praktischen Philosoph ie, Freiburg (Rombach) 1972-3. 

77 ARISTOTLE: Politics, I, 8, 9. We developed a thoroughly study about Aristo
tle's fruitful notion of oikonomike in: R. CRESPO: "La concepci6n aris
totelica de la economfa", Philosophia (Mendoza 1993), and R. CRESPO: "La 
acci6n econ6mica en Arist6teles", Analogia (Mejico 1996). 
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the ideas of the Historical School, but with more emphasis on the theorical 
elements. 

There are many economists -although not the majority- that have sug
gested the introduction of valorative elements in their science. Thus, this sci
ence will become more of the practical type in the classic sense. John Neville 
Keynes says: "It is universally agreed that in economics the positive investi
gation of the facts is not an end in itself, but is to be used as the basis of 
practical enquiry, in which ethical considerations are allowed their due 
weight,,78. We can also mention Roy Harrod79, Lindley M. FraserS°, Colin 
Clark81 , Albert Hirschman82 and others without dealing with the difficult 
questions about welfare economics83• Lionel Robbins has realized that it is 
necessary to develop a valorative knowledge about the economy, and suggests 
calling it with the old name of "Political Economy"84. Peter Koslowski has 
proposed an "Ethical Economy" program85 . Finally, Kenneth Boulding 

78 I. N. KEYNES: The Scope and Method of Political EcolWmy (1890), 4th. ed. 
New York (A. M. Kelley & Millman) 1963, p. 47. 

79 R. HARROD: "Scope and Method of Economics", The EcolWmic Journal 
(1938), p. 396. 

80 L. M. FRASER: "How Do We Want Economists to Behave?", The Economic 
Journal (1932), p. 562. 

81 In, e.g., C. CLARK: The Conditions of EcolWmic Progress, 3rd. ed. London 
(Mac Millan) 1967, pp. 30ff. 

82 In, e.g., A. HIRSCHMAN: L' ecolWmie comme science morale et politique, 
Paris (Ed. Gallimard-du Seuil) 1984, passim. 

83 I think that this is not a proper way, because it is simply an extension of the 
Neoclassical model. 

84 Cf., e.g., L. ROBBINS: Political Economy: Past and Present, London (Mac 
Millan) 1976, p. 3; L. ROBBINS: Autobiography of an Economist, London 
(Mac Millan) 1971, p. 150. For a more comprehensive study of Robbins's 
thought, see R. CRESPO: "La noci6n de economfa y el metodo de su ciencia en 
Lionel Robbins", Philosophica, 18 (Valparaiso 1996). 

85 Cf. P. KOSLOWSKI: Prinzipien der Ethischen OkoIWmie. Grundlegung der 
Wirtschaftsethik und der auf die Okonomie bezogenen Ethik, TUbingen 
(I.C.B. Mohr) 1988; P. KOSLOWSKI: "Ethical Economy as Synthesis of Eco
nomic and Ethical Theory", in P. KOSLOWSKI: (Ed.): Ethics in EcolWmics, 
Business, and EcolWmic Policy, Berlin, Heidelberg, New York, Tokyo 
(Springer) 1992, pp. 15-56; and JEAN-PIERRE WILS: "Economy Bounded. Re
flections About Peter Koslowski's Program of Ethical Economy", in: P. Kos-
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should be mentioned who said that "the concept of a value-free science is ab
surd", and has pleaded: "Let us return then to economics as a moral sci
ence"86. This is the issue that can and should be retrieved from the work of 
Max Weber and Ludwig von Mises. 

LOWSKI, Y. SHIONOY A (Eds.): The Good and the Economical, Berlin, Heidel
berg, New York, Tokyo (Springer) 1993, pp. 89-108. 

86 K. BOULDING: "Economics as a Moral Science", American Economic Review, 
LIX (1969), p. 4. 
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I. Max Weber and Ludwig von Mises 

The fIrst part of the discussion concentrated on the problem of integrating 
ethics and economics within a scientillc framework. 

The speaker claimed that economics as a science must also be ethical. 
Here he refered to Aristotle who said that all human action intends to be ethi
cal and therefore also economics has to be an ethical science (CRESPO). 

To this statement the objection was uttered that if one is fIghting value
free science as absurd one substitutes scientillc correctness with political cor
rectness (ACHAM). The Weberian claim to ethical pluralism and moral indi
vidualism could only be defeated by a successfully revived scientific ethic, 
which does not exist (RINGER). 

The next part of the discussion centered around Weber's conception of 
value-free science. If you start from the proposition that the interests of the 
investigators affect the choices of ideal types and the choices of the topics for 
study, it does not necessarily follow, and probably also Weber would think 
so, that you end up with a relativism with respect to the objectivity of the 
results of the enquiry. Weber said, even though we might ask some ques
tions, e.g. about Western capitalism, a Chinese might not understand, the 
causal claims derived from these questions should be as demonstratable for 
the Chinese as they are to me. Weber therefore tries to separate the impact of 
the changeable interests of investigators upon the choice of the explanandum, 
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but does not in any way question the validity of the causal claims, that arise 
in the process of study. 

Also the questions asked by natural scientists are by no means merely 
theory-driven but often also dictated by contemporary interests. This becomes 
very visible e.g. when natural scientists react to certain cultural concerns 
with some particular disease or some particular desaster. Supposedly the 
study of different kinds of diseases in cows will now increase rapidly in Eng
land. 

The fact that the interests of the investigators do affect the questions, in 
Weber's mind did not prove that the findings were in themselves relative in 
the sense that they were only true for some people (RINGER). 

Questions about the relationship between mainstream economics and 
ethics as well as problems of terminology dominated the last part of the dis
cussion. 

Attempts to involve ethical consideration in economics through the in
struments of mainstream economic theory, e.g. the consideration and integra
tion of externalities, were estimated as a controversial strategy in the search 
for a synthesis of ethics and economics. Oftentimes mainstream economics 
are a too mechanistic system to achieve this task (A VTONOMOV, CRESPO). 

It was critizied that in the refereed conception of Lionel Robbins' political 
economy the ethical dimension of the economy to a large extent is insured 
through the economic dimension. This leaves a large role for conventional 
economics in terms of the technical implementation of policy. But if the pol
icy makers have this ethical dimension, what is the attitude of the economic 
agents who make up the economy? Are not they ethical actors, too? Or do 
they have a different ethical system than the political agents? What could 
then be the ethics of the political elite who control the other ethical agents? 
In Lionel Robbins theory of economic policy the ethics is in the mind of the 
people that design the policy and he does not avoid perpetuating the idea that 
people in the economy are fundamentally selfish and egotistical in their mo
tivation. Ethics comes in through the policy maker but the people in the 
economy are still seen as driven by materialistic interest (CASSON). 

As Robbins distinguishes between economics and economic policy some 
clearifications in the terminology of the notions of economics, political 
economy, economic policy seemed to be necessary. Especially the term polit
ical economy is very equivocal. James Buchanan distinguishes between pure 
economics and political economy. You can use the instrument of pure eco
nomics as an analytical tool in different spheres, e.g. an economic theory of 
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politics, which is also called political economy or the new political econ
omy. 

One has to be very clear about the definition of political economy. Is it 
just a synonym for economics in the older Smithian sense or is it used as a 
discription of an application of economic theory to politics? The newer use 
of political economy is better because it distinguishes between the core of 
economic theory as pure economic and the application of this theory to dif
ferent spheres, like e.g. of economics to politics. In analogy to this use of 
the tenn "political economy" Koslowski named his approach of the applica
tion of economics on ethical and cultural questions "Ethical Economy". That 
is also Schumpeters methodological approach. He puts all questions of ethi
cal, political and cultural economy under the tenn economic sociology (Wirt
schaJtssoziologie). This, of course, can be critical because in the end all in
teresting questions are moved out of economics and into the disciplines at the 
edge of economics and would leave only the very fonnal microeconomic the
ory at the center of pure economics. Mises restricts economics to this core in 
the Schumpeterian sense of pure economics. Everything else for him is his
tory, as he calls it (KOSLOWSKI). 

n. Max Weber on Causal Analysis and Interpretation 

The discussion concentrated around the defmition and function of Weber's 
concepts of causal explanation and the ideal type. 

It was discussed what problem Weber tried to solve with his concept of 
causalism (Y AGI). 

In general Weber wanted to clarify the relation between particularity and 
generality. He wanted to explain and interprete this relation and thereby bring 
two divergent strands in the social sciences together (RINGER). 

The suggestion was made to compare the concept of the ideal type and 
causal explanation with the ideas of Le Play, who was interested in the 
archetypical ideal type of various professions. Furthennore the ideas of the 
statistician Quetelet could be of relevance for the understanding of Weber's 
concept of ideal types. Quetelet was a great magician of large numbers and 
was not interested in the ideal type but in the mean, the average. He drew his 
conception of social sciences only from mean values. According to his con
ception of the social sciences the positivists can derive values only from 
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mean values. Therefore the relation of Le Play to Quetelet can be compared 
to the relation between the ideal type and causality. Quetelet has shown that 
the discovery of the average has to do with our own shaping of normal ex
pectations. Insofar also his conception is a causal one. 

Furthermore it seems to be evident that Weber is a disciple of Mill's con
cept of similarity and significance. Causality as motivation is the very idea 
that Weber has implemented into Mill's system oflogic (ACHAM). 

The speaker disagreed with this interpretation and definition of Weber's 
concept of the ideal type. He pointed out that the ideal type as a device would 
not make sense, except in the context of the dyadic causal model, whether 
applied to the interpretation of action or other processes and their outcomes. 
But if we do not define the ideal type as a hypothesis, we, of course, have to 
deal with the question, what it actually is. If it were merely the mean, we 
should put it in the field and look for deviation in reality. That would be an 
insane tactic unless we already know exactly what kind of deviation we are 
looking for. 

Neither does the ideal type want to construct the avarage like Quetelet 
does. That would make the ideal type itself an empirical, inductive construct, 
and thus a positive construct 

Mill's methode of differences and similarities, on the other hand, is entire
ly static whereas Weber is looking for a dynamic approach. The aim of the 
speaker's work is to show both the dynamic and the structural character of 
some aspects of Weber's work. 

It was suspected that Weber was silent on Dilthey, because he could only 
draw on Dilthey's works published before Der Aujbau der geschichtlichen 
Welt in den Geisteswissenschaften (The structure of the historical world in 
the humanities). Weber only knew Dilthey's previous book Einleitung in die 
Geisteswissenschaften. Versuch einer Grundlegung far das Studium der Ge
sellschaft und der Geschichte (Introduction into humanities), which he sus
pected of subjetivism (RINGER). 

Weber has in some respect misunderstood Dilthey. Weber's sense of 
"Sinnaclltquatheit" (adequacy to the meaning, rational adequacy) and "Kausal
aclltquatheit" (causal adequacy) are in some sense found in Dilthey's first book. 
Weber accuses Dilthey to argue only from an empathetic point of view. But 
Dilthey is showing that the phenomena of the moral sciences (Geisteswissen
scha/ten) are connected to the idea of rules. He stresses the point that rules are 
not laws and is in this respect similar to Weber and to Wittgenstein 
(ACHAM). 
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Chapter 3 

Value Theory and the Foundations of the 
Cultural Sciences. Remarks on Rickert 

GUY OAKES 

I. Rickert and the Methodenstreit 
II. Windelband: Positivism, Value Theory, and History 
ITI. Rickert: The Theory of Historical Knowledge as 

the Methodology of the Cultural Sciences 
IV. From the Critique of Metaphysics to Scholasticism 
V. From the Critique of Historicism to Decisionism 

I. Rickert and the M ethodenstreit 

In the early 1880s, a series of disputes arose in German academia over the 
aims, subject mauer, and methods of the social sciences. Although the Me
thodenstreit -- the controversy over methods -- began as a debate between his
toricists in German economics and marginal utility theorists in Vienna, by 
the eve of World War I, these disputes embraced philosophy, historiography, 
and sociology. The result was a crisis in the social sciences. Because of the 
privileged status enjoyed by the partisans in the debate, German university 
professors who were regarded as the stewards of the fundamental values of 
western civilization, it was translated into a crisis of modem culture. 

Several interlocking issues were at stake. There was a debate over the 
aims of the social sciences. Here the issue was formed as a choice between an 
abstract theory of society, perhaps grounded in general laws of historical de
velopment, and an exposition of the singular features of social formations 
and cultural traditions. There was a debate over method. Is there a sense in 
which every legitimate scientific investigation must follow the same logic? 
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Or are there methods distinctive to the social sciences? These two debates 
were tied to a third controversy over the subject matter of the social sciences. 
Are human history, society, and culture indistinguishable in principle from 
nature and open to the same sorts of explanations and methods used in the 
natural sciences? Or does the fact that human beings ascribe meaning and 
value to their conduct require modes of interpretation for which there are no 
models in the natural sciences? 

Finally, there was a debate about the relation between social science and 
social policy. This controversy was anchored in opposing views concerning 
science and politics, theoretical and practical reason, and the interests on 
which theory and practice are based. Can solutions to the practical problems 
of social life be derived from social science? Can social science achieve the 
status of an impartial judge, qualified to settle conflicts among political, eco
nomic, and ethical values because it stands above the struggles of history? Or 
is it an illusion to ascribe a special axiological status to science. Is science 
merely one value sphere among others? Are there scientific values and inter
ests that deprive science of the authority to validate value judgments and re
solve conflicts between them? 

Some 100 years after they were originally posed, these issues continue to 
dominate the conversation about the character of the social sciences. The 
aims, methods, subject matter, and interests of these disciplines remain con
tested territory. Moreover, the German debate at the tum of the century still 
sets the terms, defines the problems, and frames the limits of this discussion. 

If these claims seem extravagant, consider a few of the main issues in the 
current debate: positivism versus historicism; the primacy of explanatory 
theories and theoretical research programs versus the primacy of interpretation 
and hermeneutics; foundationalism versus perspectivism; theory construction 
versus its deconstruction; structural analyses versus post-structural genealo
gies; logic versus rhetoric; the role of narrativity and the competing claims of 
master and local narratives; the status of alternative conceptual schemes and 
the problem of adjudicating their competing claims to validity; the question 
of the status of scientific rationality and the problem of whether there is a 
plurality of incommensurable but equally legitimate criteria for rationality, 
each appropriate to its own sphere; the interplay between theoretical and ex
tra-theoretical interests and the question of the interpenetration of knowledge 
and power. 

These were also the main issues of the Methodenstreit. Although aca
demic parlance and philosophical styles have changed several times over the 
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last century, the persistence of the chief problems of the Methodenstreit in 
subsequent debates over the social sciences exhibits a striking continuity of 
controversy. 

One important contribution to the Methodenstreit was Heinrich Rickert's 
attempt to construct the foundations of a historical science that would inter
pret the meaning of human conduct and its artifacts. His most influential 
book -- a magnum opus monstratum of more than 700 pages with the un
gainly title Die Grenzen der naturwissenschaftlichen Begriffsbildung: "The 
Limits of Concept Formation in Natural Science" -- is, indeed, "the classical 
book" of neo-Kantian philosophy of history" (Gadamer 1967, p. 2). In Die 
Grenzen, Rickert pursues an ambitious strategy. In a critique of the logic of 
natural science, he argues that a historical science of culture based on posi
tivist premises is impossible. In a critique of the limits of history, he at
tempts to prove that a science of history requires premises that are indepen
dent of history, thereby undertaking to refute the "absolute relativism of the 
sophists and modem empiricists," the enemies of reason who were intent on 
reducing philosophy to a melange of contingent world-views that varied with 
historical context and circumstance (Rickert 1986, p. 222). Finally, he pro
poses to achieve all this by means of arguments that are purely "formal," or, 
as we would say today, epistemological. In its intentions, Rickert's philoso
phy of history is anti-metaphysical. He repudiates the constructions of the to
tal process, scope, and meaning of history produced by the tradition of Ger
man idealism and reconceptualizes the philosophy of history as a theory of 
historical knowledge. Because he understood the domain of history as culture, 
Rickert's theory of historical knowledge was a methodology of the cultural 
sciences. In the Rickertian philosophical lexicon, methodology should not be 
understood in its contemporary sense, as an ensemble of research techniques, 
but rather as a theory of concept formation. The methodology of the cultural 
sciences is an analysis of the concepts essential to the constitution of these 
sciences. 

Die Grenzen1 resembles one of those massive bourgeois villas built in 
the neo-classical style favored during the Kaiserreich. Instead of conducting 

1 Die Grenzen was originally published in two parts. The first three chapters, 
which comprise Rickert's critique of positivism, appeared in 1896. Rickert 
completed chapters 4 and 5, which develop his own theory of historical 
knowledge, in 1901, and published the entire first edition in 1902. A second 
edition followed in 1913, a third and a fourth in 1921, and a fifth in 1929. 
The most significant addition of new material in subsequent editions is the 
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the reader on a tour around the exterior of this house, its ample grounds, and 
the surrounding neighborhood, I will restrict myself to an inspection of its 
foundations and interior layout. Perhaps it is just as well that space does not 
allow a leisurely survey of this interior. Like the great houses of the Wil
helmian period, Die Grenzen tends to fatigue and overwhelm with the tedium 
of excessive detail. The reader will be spared an expose of the elaborate fur
nishings, decoration, and ornamentation of this stately structure. In short, I 
will confine myself to fundamentals: the analysis Rickert employs to con
struct the bases for a historical science of culture; the main premises of this 
analysis, which he borrows from his teacher Wilhelm Windelband; and some 
of its more important implications. 

II. Windelband: Positivism, Value Theory, 
and History 

Die Grenzen, Rickert notes, had an important precursor: the 1894 lecture 
of his Doktorvater Wilhelm Windelband: "History and Natural Science." He 
even suggests that a careful reading of Windelband might create the impres
sion that his own book was, at least in some respects, a derivative and redun
dant enterprise whose its main ideas had been anticipated by his teacher.2 

long ninth section of chapter 4 ("Nonreal Meaning Configurations and His
torical Understanding"), which fIrst appeared in the edition of 1921. It repre
sents Rickert's most systematic response to Wilhelm Dilthey's alternative to 
a positivist philosophy of history. Wherever possible, I will cite the 1986 
abridged translation of the fIfth edition. All emphases in quotations are in the 
original. This essay draws liberally on OAKES (1988, 1990). 

2 RICKERT (1902), p. 302n. 2, a footnote that Rickert struck from subsequent 
editions. In his writings, Rickert attempts to maintain an uneasy balance be
tween ritual deference to Windelband and declarations of intellectual indepen
dence. The cultivation of his reputation dictated that he stress the latter 
stance over the former, a position with which he became more comfortable 
after Windelband's death in 1915 (RICKERT [1915a], pp. 173-75, 419-21, 
446; [1915b], 24-30; [1921], 26-28, 124-25, 136-37; [1929], 55-56, 269-
70, 368). Emil Lask, who studied with both Windelband and Rickert, also 
makes a case for the originality of Die Grenzen (LASK [1913]). Troeltsch 
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Two theses of "History and Natural Science" became important premises in 
Die Grenzen: the doctrine of the individuality of values and the distinction be
tween nomothetic and idiographic knowledge. Equally important, Rickert 
adopts the conception of philosophy and the method of philosophical argu
ment that Windelband advocates in his essays of the 1880s and 1890s. 

In the summer of 1882, on the eve of his appointment at Strasbourg, 
Windelband observed that he would be expected to use his professorship to 
oppose positivism, which threatened to impose "the stamp of radicalism" on 
the university (KOhnke 1995, pp. 65-66 n. 33]. "Die Bekii.mpfung des Posi
tivismus" -- "combatting positivism": This is an apt description of the pro
grammatic philosophical essays Windelband published during his Strasbourg 
period.3 These studies were formed by two objectives: to attack current trends 
in German thought that threatened to destroy philosophy by reducing it to 
history or psychology and to defend an autonomous conception of philoso
phy that would establish its academic legitimacy and independence from the 
empirical sciences, thereby securing institutional space for a philosophy cur
riculum with its own professorships, seminars, and budgets in the German 
university system. 

In his reconstruction of the course of German philosophy following the 
death of Hegel, Windelband traces the disintegration of idealism and the as
cendancy of philosophical positivism. Positivism translated philosophical 
questions into problems that could be solved by the empirical sciences. Epis
temology, ethics, and aesthetics, the territory of Kant's three critiques, were 
annexed by history and psychology. Philosophy as an independent mode of 

takes roughly the same view (TRoELTscH [1922], pp. 559-65). In the decade 
before World War I, Windelband, Rickert, and Lask were the leading figures in 
the Southwest German School of neo-Kantianism. There is no satisfactory 
study of the Southwest German School, and the literature in English is espe
cially thin. However, see WILLEY (1978). On the relations between the philo
sophical positions of Windelband and Rickert, see SCHNADELBACH ([1974], 
pp. 137-59; [1983], pp. 129-34, 180-85). Windelband is a major figure in 
Ki:lhnke's historical sociology of neo-Kantianism (KClHNKE [1986]). 

3 Windelband's principal essays of this period are collected in Praludien: Auf
satze unil Reden zur Philosophie und ihrer Geschichte, published in five edi
tions in his lifetime between 1883 and 1914. See especially: "Immanuel 
Kant" (1881), "Was ist Philo sophie?" (1882), "Normen und Naturgesetze" 
(1882), "Kritische oder genetische Methode?" (1883), and "Geschichte und 
Naturwissenschaft" (1894) (WINDELBAND [1924]). 
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investigation disappeared, along with the concepts of philosophical truth and 
validity. The only truths were empirical, and the only arguments that could 
claim validity were based on the methods of the empirical sciences. There 
were no timeless or absolute truths or standards of truth, but only historically 
variable and psychologically contingent claims to truth that varied from age 
to age and person to person. (Windelband 1909). 

Windelband's response to philosophical positivism is to attack its founda
tions. Positivism confused causal questions about the historical genesis of 
knowledge with conceptual questions about its truth and validity. Issues con
cerning the conditions for the logical possibility of knowledge were miscon
strued as problems of fact concerning its psychological determinants. Because 
it conflated empirical causes and logical grounds, questions of explanation 
and questions of justification, and the concepts of existence and value, posi
tivism was unable to provide a satisfactory account of either philosophy or 
the empirical sciences. After reality had been parceled out among the various 
empirical sciences, the question of their epistemic bases -- their claim to va
lidity -- remained open and unexamined. This question was the legitimate and 
necessary task of philosophy. 

Because validity can be ascribed only to values, Windelband conceives 
philosophy as a general theory of value, or axiology: the science that ex
plores the grounds of values that are unconditionally necessary and universal
ly valid. If values constitute the subject matter of philosophy, "critique," the 
inquiry into the validity of values, is its method. This view of philosophy 
entailed the rejection of epistemological realism and all versions of a repre
sentational theory of knowledge. The truth of a claim is not determined by a 
correspondence between a proposition and some objective state of affairs in
dependent of consciousness. On the contrary, truth is a value that can be as
cribed to propositions only if they satisfy absolute standards or norms of 
thought. All thought is subject to these absolute standards. The main task of 
philosophy is to elucidate the universally and necessarily valid values that de
fine the norms of thought These values constitute the "Normalbewufttsein": 
the "normal consciousness" or, more appropriately, the "normative con
sciousness." It follows that epistemology is situated within the theory of 
value. Just as there are ethical rules that have the force of moral absolutes and 
principles of perception that qualify as aesthetic absolutes, so there are abso
lute values on which thought itself is grounded. Because truth is a value, 
logic itself is subordinated to the theory of value. 
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In "History and Natural Science," Windelband argues that the object of 
any value is unique. An event that occurs more than once, an item of which 
there is more than one instance, or a case that falls under some more general 
category is of no axiological significance. To employ a concept that Windel
band would have found useful, every value concept is a rigid designator re
quiring a unique object (Kripke 1980; Wagner 1987). Because only unique 
entities are possible objects of values, there is a one-to-one relationship be
tween value concepts and their objects. Windelband traces the individualistic 
conception of values to the historiography of Christian theology, in which 
history is reduced to the story of God and his works. Everything of signifi
cance is embraced by a single narrative, the events and characters of which are 
unique: the creation, the fall of humanity, the chronicle of the chosen people, 
the incarnation, crucifixion, and resurrection of Christ, the characters of the 
Bible, the stories of the church fathers -- indeed, the soul and fate of every 
person -- are all unique and nonrepeatable. This doctrine is the basis of the in
terest in knowledge of what is individual: We have a theoretical interest in 
unique entities and events because they are the only things to which we as
cribe values. 

This cognitive interest in knowledge of individual phenomena cannot be 
satisfied by any natural science, regardless of its precision and completeness. 
This is because natural science brackets the distinctive qualities of things in 
order to disclose their common properties. Natural science represents the 
unique event as a case that exemplifies a type or an instance that falls under a 
general concept. This is the meaning of the claim that natural science is 
grounded in a nomothetic interest: Its objective is to develop a system of ab
stract laws from which the nature of things, their generic properties, can be 
derived. For natural science, "the colorful world of the senses" and the "earthy 
aura of perceptual qualities," which are essential to the individual identity of 
things, are cognitively irrelevant detritus (Windelband 1980, p. 179). Because 
natural science distinguishes reality from what really happened, it has no in
terest in events for their own sake and is "utterly indifferent to the past." In 
Windelband's metaphor, the natural sciences "drop anchor in the sea of being 
that is eternally the same. They are not concerned with change as such, but 
rather with the invariable form of change" (Windelband 1980, p. 179). 

The cognitive interest of historical science, on the other hand, is idio
graphic. Its objective is to cover the territory that natural science leaves un
explored: the individual qualities of entities and events. History is concerned 
with the singular and unique aspects of things that cannot be reduced to ab-
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stract concepts or derived from general laws. Accordingly, history recon
structs "the true shape of the past" and produces "images of men and human 
life in the total wealth and profusion of their uniquely peculiar forms and 
with their full and vital individuality preserved intact" (Windelband 1980, p. 
179). 

The idiographic cannot be reduced to the nomothetic: "All subsumption 
under general laws is useless in the analysis of the ultimate causes or grounds 
of the single, temporally given phenomenon" (Windelband 1980, p. 184). 
Because the law and the event, the nomothetic and the idiographic, constitute 
the "ultimate, incommensurable entities of our world view", concrete reality 
cannot be derived from nomological regularities, (Windelband 1980, p. 185). 
It follows that our cognitive interest in individual phenomena that are defined 
by values can be satisfied only by historical science.4 

III. Rickert: The Theory of Historical Knowledge 
as the Methodology of the Cultural Sciences 

Die Grenzen begins where Windelband's lecture ends. The objective of 
historical science is knowledge of individual entities. However, in the con
cluding remarks of "History and Natural Science, It the individual datum of 
history is characterized as a "residuum of incomprehensible brute fact" and an 
"inexpressible and indefinable phenomenon" (Windelband 1980, p. 184). 
Where does this conclusion leave the question of the possibility of historical 
knowledge? 

4 Without mentioning Dilthey, Windelband emphasizes that the nomothetic/ 
idiographic dichotomy should not be confused with the distinction between 
the natural sciences and the "Geisteswissenschaften" - literally "sciences of 
the mind," or "human sciences" (DILTlIEY [1973]). He insists that his dichoto
my is based on purely formal and logical considerations. It marks a "method
ological" rather than a "substantive" difference and distinguishes not two 
spheres of things, but two types of knowledge. The dichotomy is not onto
logically grounded in differences between two kinds of entities, but axiologi
cally defmed by differences between two types of interests. It follows that na
ture and history are not two modes of being, but the logical objects of two 
different modes of investigation (WINDELBAND [1980], pp. 173-75). 
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In Rickert's epistemology, an item becomes a possible object of knowl
edge only when concepts are formed that represent it. This means that the 
problem of historical knowledge posed at the end of Win del band's lecture is 
the problem of forming concepts that represent the distinctive properties of 
concrete reality. Although these properties mark the beginning point of con
cept formation and the basis from which all conceptualization proceeds, 
Windelband's conclusion entails that they are not possible objects of con
cepts. Because concrete reality cannot be known, it marks the limits of all 
concept formation. Because reality cannot be conceptualized, it remains "irra
tional": irreducible to concepts. The result is a "hiatus irrationalis" between 
concept and reality.S We can know only what we can conceptualize. Since re
ality lies outside the limits of conceptualization, it is not a possible object of 
knowledge. In view of the dualism of concept and reality, how is historical 
knowledge possible? Is there any sense in which, the hiatus irrationalis not
withstanding, the individual can become an object of knowledge? 

Rickert addresses these questions by developing a theory of individual or 
historical concept formation. The individual is defined as an object of histori
cal knowledge by reference to what Rickert calls "value relevance" or a "value 
relation" (Wertbeziehung). Distinctive aspects of reality can be conceptualized 
only by defining them in terms of their relevance to values. The relation be
tween historical individuals and values is a consequence of the consideration 
that the historical individual is the object of a position taken on some value. 
As a result of this value position, meaning is ascribed to the historical indi
vidual. Although history as a science does not take value positions, it inves
tigates the meanings of entities that instantiate, exhibit, or express these po
sitions. In his analysis of this theory, Rickert states four requirements that 
must be satisfied by the values that defme value relevancies. 

Historical centers. The values that defme value relevancies must be drawn 
from the "centers" of historical interest, the primary subject matter of his
tory. Historical centers are the persons whose value positions are responsible 
for the significance that is ascribed to all other historical phenomena. It fol
lows that this first requirement is satisfied only if the historical actors whose 
conduct is the ultimate object of concept formation in history have made a 
commitment on the values that define value relevancies. This means that the 

5 The concept is due to Emil Lask, who borrowed it from Fichte. See his doc
toral dissertation Fichtes Idealismus und die Geschichte, completed under 
Rickert's direction in 1901 (LAsK [1923]). 
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values that constitute the basis of concept formation in history are "derived 
from the historical material itself." They articulate positions on which "the 
beings or centers themselves -- the object of the representation -- act in a val
uative fashion" (Rickert 1986, p. 127). 

The value/valuation dichotomy. The historical sciences relate values to 
historical individuals in a purely theoretical fashion. They do not use values 
as standards of valuation to pass judgments on historical individuals. Al
though the historical individual is defined in terms of values, it is not judged 
on their basis. Thus the doctrine of value relevance is based on a distinction 
between valuations (Wertungen) or value judgments (Werturteile) and value 
relevancies (Wertbeziehungen). Rickert regards this distinction as the key to 
his solution to the problem of concept formation in history: "Insofar as the 
value perspective is decisive for history, this concept of the 'value relation' -
in opposition to 'valuation' -- is actually the essential criterion for history as 
a pure science" (Rickert 1986, p. 91). 

The value/valuation dichotomy is crucial to Rickert's project in Die Gren
zen because of his view of the irrationality of valuations. Value judgments, 
positive or negative valuations of meaning, are irrational in the sense that 
there are no principles for adjudicating conflicts between them. If all values 
were value judgments, the doctrine of value relevance would transpose the ir
rationality of value judgments onto the conceptual apparatus of the historical 
sciences. As a result, the claim of these disciplines to qualify as sciences 
would be defeated. The axiological basis of the historical sciences, which is 
essential to a solution of the problem of individual concept formation, would 
nullify their validity as sciences. Rickert's strategy for escaping this conse
quence is an obvious one: He argues that value relevancies are independent of 
practical value judgments. 

If the connection of values to objects is essential to historical science 
without compromising its objectivity, that is because there is a mode 
of value connection that does not coincide with a practical commit
ment and a valuation. In other words, it is because objects can be re
lated to values in a purely theoretical fashion without thereby valuat
ing these objects as deserving of praise or blame (Rickert 1924, p. 
60). 

Rickert's defense of the independence of value relevancies and value judg
ments rests on three arguments. Conflicting value judgments are possible 
only on the basis of a common frame of reference defined by value relevan
cies; thus the lauer must be independent of the former. In addition, value rel-

68 



V ALUE THEORY AND FOUNDATIONS OF CULTURAL SCIENCES 

evancies and value judgments must be independent because of the differing in
terests that define them. Finally, although conflicting value judgments are ul
timately incommensurable, there are principles for resolving conflicts be
tween value relevancies, which again shows that the former are independent 
of the latter. In light of these considerations, Rickert concludes that it is pos
sible to "rigorously distinguish" the theoretical domain of value relevance 
from the practical domain of valuation (Rickert 1986, pp. 94-95). 

Although the value/valuation dichotomy remained the linchpin of Rick
ert's philosophy of history, his commitment to this thesis wavered as he 
grew old and Germany became young again. After the Nazi Machtergreifung 
of 1933, Rickert quickly discovered that conflicts between inconsistent value 
positions were not irresolvable after all. On the contrary, a principle for their 
resolution suddenly appeared quite obvious. The very existence of German 
culture was in the balance. "Therefore, no German who wants to have an im
pact on culture in Germany today should resist the predominance of national
political cultural goals." But suppose that a German of Rickert's time found 
that his own values did not conform to the political exigencies of the mo
ment. Suppose there were a conflict between his conception of what German 
culture ought to be and the cultural values of the state. In view of the irra
tionality of value positions, how can such a conflict be decided? The solution 
is surprisingly simple: "He is obliged to accommodate his views on the 
meaning of contemporary life to the historical situation" (Rickert 1934, p. 
233). 

In sum, when the existence of a culture -- which Rickert identifies as the 
political culture of the nation -- is at stake, all cultural values must be subor
dinated to the values of the national state. Conditions of national emergency 
create a system of cultural values in which all goods are subsumed under the 
political values represented by the state. Here the aging advocate of timeless 
validities, universal principles, and absolute values begins to speak the new 
language of political decisionism. At this point, the distance between Rickert 
and Carl Schmitt is very difficult to gauge. The irrationality of value judg
ments is eliminated by a new meta-axiological principle: All values are com
promised to the interests of national political necessity. The National Social
ist slogan of the existential demands of the moment is elevated to the status 
of an objective value. The irrational is rationalized. Indeed, the real political 
demands of the day become rational because they are transposed into ultimate 
axioms in Rickert's hierarchy of values. 
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Cultural values. The values that define value relevancies do not express 
merely personal or subjective preferences. They articulate general norms, 
recognition of which is required of all members of a community. Rickert 
calls these norms "cultural values." Culture, the universe of cultural values, 
is the logically required subject matter of the historical sciences, which Rick
ert christens as the cultural sciences: the disciplines that investigate the 
meaning of reality insofar as it is constituted as historical individuals defined 
by reference to cultural values (Rickert 1986, pp. 82-83). 

Objective validity. Finally, the cultural values that define value relevan
cies must be "objectively valid," binding upon everyone, regardless of histor
ical variations in world-views, ideologies, and conceptual schemes. The ap
preciation of these variations and the understanding of their potentially rela
tivistic consequences are not recent developments and did not depend upon the 
appearance of the jargon of postmodernism. The reception of the writings of 
Nietzsche and Dilthey, the crisis of historicism, the inception of Lebensphi
losophie, and the furious responses to these developments on the part of the 
German philosophical establishment demonstrate that current debates over 
relativism are largely a reprise of a controversy that began roughly a century 
ago, with concepts, doctrines, and arguments repackaged and simplified for 
the contemporary mass retail market in intellectual goods.6 

Following the logic of Kant's metaethics, Rickert argues that values qual
ify as objective only if they are unconditionally valid. Objective values 
should not be confused with values that everyone accepts, even if this de fac
to commitment is historically and culturally universal. Nor should they be 
conflated with values that are entailed by norms that everyone acknowledges. 
The validity of objective values is based on a categorical requirement that is 
independent of both the empirical maxims expressed in de facto commitments 
and the hypothetical imperatives expressed by norms. 

We must not only assume that certain values are in fact acknowledged 
by all the members of certain communities; we must also assume that 
the acknowledgment of values in general can be required as indispens-

6 In his Die Philosophie des Lebens, Rickert flays Nietzsche, Simmel. Berg
son, and Scheler as the advocates of a new, fashionable. destructive. and ul
timately nihilistic relativism. For Windelband and Rickert, Nietzsche was the 
new Mephistopheles of German thought. a seductive and dangerous poet
philosopher. On Rickert's response to this development in German philoso
phy. see GIUGLIANO [1987. 1996]. 
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able for every scientist, and thus that the relation of unique and indi
vidual reality to some values that have a general validity that is more 
than empirical is necessary. Scientific necessity can be ascribed to a 
historical representation only under this condition (Rickert 1986, pp. 
105-106). 

Because cultural values express "purely human value positions" -- de facto 
value commitments, the subjective validity of which is not diminished by 
the consideration that they may be the product of a universal consensus -- the 
cultural sciences depend upon a transcendental presupposition: namely, the 
requirement that "some values are unconditionally valid and that all human 
value positions stand in a more or less proximate relation to them that is de
fined as more than capricious. If this were not so, purely scientific history 
with a value-relevant, individualizing concept formation could never be writ
ten" (Rickert 1986, p. 205). 

Rickert emphasizes that this presupposition is purely formal. It does not 
entail the objective validity of any given cultural value, regardless of its uni
versality or the strength of the consensus on its validity. However, he also 
insists that such a formal requirement is sufficient to solve the problem of 
the possibility of historical knowledge. Suppose that "some values or other 
are absolutely valid," even though the question of which values satisfy this 
condition remains open. And suppose also that the cultural values that define 
value relevancies approximate these objective values more or less closely. In 
that case, the problem of the axiological bases of the cultural sciences -- the 
elimination of subjectivity and contingency from value relevancies -- is 
solved. Rickert summarizes his case in the following terms. 

For suppose that at least some values or other are absolutely valid. 
And suppose that, in consequence, substantively embodied and norma
tively general human values objectively approximate them more or 
less closely. Then human cultural development also has a necessary 
relation to unconditionally valid values. As a result, the attempt to 
establish knowledge of the unique process of history with reference to 
normatively general values can no longer be regarded as a product of 
mere caprice (Rickert 1986, p. 205).7 

7 Notwithstanding Rickert's usual caveats concerning the exclusively formal 
import of his statements on the objective validity of values, it seems that 
there are certain privileged cultural values that he elevates to this sublime sta
tus. See, for example, his judgment on the indubitable cultural significance of 
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IV. From the Critique of Metaphysics 
to Scholasticism 

Although Rickert's main foil in Die Grenzen is positivism, he also re
jects metaphysics as a basis for the historical sciences. In Rickert's view, the 
definitive feature of metaphysics is the premise of ontological dualism: the 
postulate of two worlds, an authentic or absolute reality that transcends con
sciousness and an ontologically inferior world of phenomena that are objects 
of consciousness. Although the two worlds are connected by a process of 
representation, emanation, or reflection, the phenomenal world is an imper
fect realization of the world of true being (Rickert 1915a, pp. 117-19; 1986, 
p.208). 

For Rickert and his contemporaries, German idealism as developed by 
Wilhelm von Humboldt, J. G. Droysen, and, above all, Hegel was the para
digmatic expression of a metaphysical conception of history. In Rickert's in
terpretation of this tradition, history is a series of stages in which a compre
hensive plan is progressively realized in accordance with an inevitable logic 
of development Historical events are manifestations of the ideas or concepts 
from which they are derived. This process of derivation is both logical and 
ontological. Because the concepts of absolute reality are epistemic grounds of 
historical phenomena or conditions for the possibility of historical knowl
edge, knowledge of history is a deduction of historical events from concepts. 
Because concepts are ontological grounds of historical events or conditions 
for the possibility of historical existence, they are also the ultimate causes of 
historical phenomena. Thus historical causation is both a conceptual and a 
real connection. History is an ontological and logical emanation in which 

Martin Luther: "It can never occur to a historian to claim that Luther's per
sonality is historically unimportant" (RICKERT [1986], p. 93). Rickert con
siders the possibility that a historian "completely alien to German and Chris
tian social life" might regard Luther as historically insignificant. However, 
he disposes of this possibility by arguing that if the alien historian under
stood the concept of religious values, he would have the conceptual apparatus 
necessary to understand Luther on the basis of the values that defme "German 
and Christian" historiography. Thus even for the alien historian, there is a 
sense in which the cultural value of Luther's personality would retain its ob
jective validity (RICKERT [1986]. p. 2(0). 
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historical events are produced and entailed by a single, unified conceptual pro
cess. 

Rickert argues that history as a science is impossible on these assump
tions. A metaphysics of history rules out a solution to the basic problem of 
concept formation in history. This is the problem of identifying a principle 
of selection: Given the infinite complexity of reality, how can historically 
significant entities be differentiated from historically irrelevant and axiologi
cally indifferent phenomena? On the premises of a metaphysics of history, 
this question has no answer. If the empirical world is the emanation of abso
lute reality, every empirical phenomenon is equally necessary for the realiza
tion of true being. In that case, every historical event has the same meaning. 
If all historical events are merely stages in the realization of the absolute, 
then every historical individual has the same significance. This means that no 
historical individual has any significance. Since historical entities are defined 
by reference to their differential meaning, historical individuals would no 
longer be possible. Historical concepts that distinguish historical individuals 
both from one another and from the historically indifferent manifold of reality 
could no longer be formed. As a result, Rickert concludes, "history no longer 
exists" (Rickert 1986, p. 213). It follows that history is possible only on the 
basis of nonmetaphysical premises. For Jakob Burckhardt, a metaphysics of 
universal history that reconstructs a total process, ultimately leading to the 
realization of some final end or purpose, was laughable. For Rickert, it was a 
logical impossibility. 

Although Rickert rejects the old metaphysics of Hegel and German ideal
ism, his own strategy for solving the problem of historical knowledge by 
positing a domain of objective values revives an even older metaphysics. In 
basing historical knowledge on ahistorical values to which he ascribes a su
per-validity that is not of this world, Rickert goes beyond Hegel and further 
back --not back to Kant, but to scholasticism: Reality is anchored in a time
less and transcendent teleology of objective values (Wagner 1987). 

In the Rickertian scheme of things, the world cannot be reduced to reality. 
In addition to realities, subjects and objects that exist, there are values that do 
not exist. In Rickert's world, only real things exist: subjects or persons who 
take positions on values and the objects to which values are ascribed. But if 
values do not exist, it what sense can it be said that there "are" values? What 
does it mean to say that a value is something that is "not nothing" even 
though it does not exist (Rickert 1921, p. 12)? Rickert's answer to these 
questions is not easy to follow. The domain of values is not existence, but 
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validity. Put another way, if, contrary to an important tradition in 20th cen
tury philosophy, existence and validity are understood as predicates, then only 
existence can be predicated of realities and only validity can be predicated of 
values. Because it can be said that values are valid or invalid, but not that 
they exist, the question of their existence is absurd. Values form "an au
tonomous sphere that lies beyond subject and object" (Ricken 1910, p. 12). 
Objective values obtain independent of all actors and acts of valuation. They 
are axiological objects (Wertobjekte) that hold validly even if their validity is 
acknowledged by no one. This is the sense in which "nonreal values obtain 
as an autonomous domain in opposition to all real objects, which also form 
an autonomous domain" (Ricken 1921, p. 114).8 

Ricken's repudiation of metaphysics is based on an elaborate metaphysi
cal conceit. The unconditionally valid values that provide the foundation for 
the cultural sciences are distinguished from the cultural values on which his
torical actors take a position only by postulating a realm of timeless and 
transcendent objective values. Thus Ricken rejects the old metaphysics of 
Hegel and reintroduces an even older metaphysics of scholasticism under a 
new name: the project of constructing a system of values. The definitive fea
ture of the old metaphysics remains: the dualism of an empirical world and a 
hidden, privileged, and more authentic world. In Ricken's thought, the higher 
world is axiologically rather than ontologically privileged. His metaphysics 
postulates transcendent values rather than transcendent beings. 

v. From the Critique of Historicism to Decisionism 

The historical turn that embraced the various historical schools in 19th 
century German thought -- from theology and philosophy to jurisprudence, 
economics, linguistics, folklore, and musicology -- has aptly been character-

8 Because reality and values jointly constitute the world, there must be some 
sense in which there are values, even if this sense does not entail existence. 
This reasoning leads Rickert, the champion of "scientific philosophy," to 
indulge in quasi-oracular utterances, such as the claim that "there are objects 
that exist and objects that do not exist" (RICKERT [1921], p. 116). On the 
problems posed by Rickert's conception of values, see SEIDEL (1968) and 
OBERER (1987). 
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ized as a "historization of history": the repudiation of ahistorical and meta
physically grounded models of the historical process and the rejection of the 
premise that history is a function of timeless laws of change that transcend 
history itself. The mind transposed all of existence into history and finally 
translated itself into a historical artifact. This result defined a new historical 
consciousness in two senses: a consciousness of existence as historical and a 
reflexive consciousness of reason itself as a product of history. In the final 
analysis, historical consciousness was the knowledge of its own limits and 
contingency: the self-knowledge of reason as circumscribed by history 
(SchnMelbach 1983). 

In opposition to historicism, which holds that history defines the limits 
of reason, Rickert argues that history as a science is possible only if reason 
defines the limits of history. By historicizing all values, historicism denies 
the premise on which the possibility of historical science depends: the tran
scendental assumption that there are values the validity of which is indepen
dent of the contingencies of history. Rickert did not vacate the temple of 
German idealism in order to rebuild on its site a "glass house of relativism" 
(Rickert 1986, p. 222). In the introduction to Die Grenzen, he contends that 
a consistent historicism would "end in relativism, even in nihilism" (Rickert 
1986, p. 18). Historicism is relativistic because it entails that the validity of 
all values is subject to the caprice of history. As a result, no value can be 
more or less valid than any other. It is nihilistic because the historical con
tingency of all values negates the presupposition on which the objective va
lidity of any value can be established: the possibility of values the validity of 
which transcends history. A historical science of culture is grounded in value 
relevancies that are ultimately defined by objective values. This means that 
historical science is possible only by determining the limits of history. The 
boundaries of history can be defined only by premises that are independent of 
the process of historization, and thus lie outside history. 

In the same way that the Enlightenment required a critique of theoretical 
reason that established the limits of concept formation in natural science, the 
historicist enlightenment required a critique of historical reason that would es
tablish the limits of concept formation in historical science. However, that 
critique could not be produced by employing the logic of the historicist en
lightenment itself: namely, by combatting historicism with its own weap
ons. A critique in the older, Kantian sense was necessary: an inquiry into the 
metahistorical premises on which the possibility of historical knowledge de
pends. This meant that it was necessary to fortify a domain of reason that is 
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located beyond history. Thought is not exhausted by the historical conscious
ness. On the contrary, historical consciousness is possible only on the basis 
of a transcendental consciousness that defmes the limits of history. 

In order to escape the consequences of historicism, Rickert introduces an 
absolute distinction between values and reality and posits a realm of ahistori
cal objective values. However, he also maintains that there are different types 
of value that form distinctive value spheres and structure reality on the basis 
of quite different principles. These value spheres constitute different "worlds." 
The pragmatic world of everyday life is not "the world, but rather merely one 
of the possible worlds, in addition to which others are equally possible" 
(Rickert 1921, p. 8). Pragmatics, science, ethics, aesthetics, and religion 
form distinctive orders of value. On their basis, human beings construct dif
ferent worlds by drawing the distinction between what is significant and what 
is not in different ways. 

Rickert argues that there is no final principle, independent of these vari
ous spheres of value, by means of which choices among them can be made. 
Choices among value positions taken in different axiological spheres and de
cisions about the relative validity of value claims made on the basis of differ
ent orders of value cannot be justified by universal principles of value, be
cause there are no such principles. These issues are decided by subjective 
value judgments. Rickert leaves the choice among ultimate values and value 
spheres to the personal dispositions of the individual. If such a choice has 
any basis at all, it is grounded in the individual's own "personal and extrasci
entific or suprascientific character" (Rickert 1921, p. 407). 

All of which is to say that Rickert's system of objective values entails a 
decisionistic conception of value choices. In the metaphorical language made 
famous by Max Weber, each of the value spheres of modem culture is ruled 
by its own gods or demons, the divine or diabolical powers that hold sway 
over the various axiological orders of life. Because of the polytheism of val
ues and the war of the gods of culture, there is an "irreconcilable conflict" and 
an "eternal struggle" among the various spheres of value. This is why the in
dividual must choose among ultimate values and decide, not infer or deduce, 
"which is God for him and which is the devil." As a personal decision, this 
choice is binding only on the individual, and only because it expresses his 
"ultimate standpoint" (Weber 1946, p. 148). 

"Two paths are open," Weber observed: "Hegel or -- OUT way of handling 
things" (Schluchter 1996, p. 227 n. 9). Hegel's way was the metaphysics of 
history, which Rickert rejected. Weber's way was to accept historicism and 
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the war of the gods. Rickert attempted to find a third way: to steer a course 
between the dead sea of metaphysics and the shifting shoals of historicism on 
which all navigators were doomed to destruction. Rickert's third course 
proved to be an illusion. His system of values led in two directions. The the
ory of objective values ends in metaphysics. The theory of autonomous value 
spheres ends in decisionism. Thus did Rickert unwittingly embrace the mutu
ally inconsistent positions of his enemies. 
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V. Closing Remarks 

I. Introduction 

When Earle Edward Eubank visited European sociologists in the summer 
of 1934, he held conversations with Hans Freyer, Franz Oppenheimer, Wer
ner Sombart, Ferdinand Tl>nnies, Alfred Vierkandt, Alfred Weber and Leopold 
von Wiese in Germany and with Othmar Spann and Erich Voegelin in Aus
tria. They were asked to appraise and define their attitude to a number of Ger
man speaking sociologists and also, primarily, to name those authors who, 
for them, were the most significant. Including the nine taking part in the 
conversations with Eubank, the talk turned to some 36 sociologists from 
German-speaking countries. From today's point of view, one of the remark-
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able outcomes of this lay in the fact that Max Scheler and Karl Mannheim 
were each mentioned only once during the talks: Max Scheler by Alfred 
Vierkandt, who gave Scheler's work and influence a positive rating, and Karl 
Mannheim by Leopold von Wiese, who assessed him very affmnatively.l 

What Scheler and Mannheim have in common is, of course, not lim
ited to these circumstances. The relationship established between them 
in the title of this article is in no wayan artificial one, and this is par
ticularly demonstrated by the fact that Mannheim's first article that 
distinctively dealt with sociology of knowledge, "Das Problem einer 
Soziologie des Wissens" (1925) ["The Problem of a Sociology of 
Knowledge"], reads like a detailed critique of Scheler's treatise "Proble
me einer Soziologie des Wissens" ["Problems of a Sociology of 
Knowledge "]2, which had just appeared for the first time in 1924. 
Moreover, in the Prager Presse in 1937, Mannheim characterised 
Scheler's book Die Wissensformen und die Gesellschaft [Forms of 
Knowledge and Society] from the year 1926 - along with some others 
- as a work of "revolutionary significance".3 There were still, how
ever, definite characteristics common to both authors, of which only 
two are to be especially highlighted here: a certain disquiet and striv
ing after a compensation for and reconciliation of the heterogene. 

Although, initially, Scheler stood under the influence of his neo-idealistic 
mentor Rudolf Eucken, after his meeting with Edmund HusserI (1901) he 
subscribed to the phenomenological method, which, however, he soon arbi
trarily refashioned and, in doing so, he held himself open all the time to the 
influences of the life-philosophy of Wilhelm Dilthey and Henri Bergson. 
Again, Mannheim at the start stood close to Georg Lukacs and the Budapest 
Marxists coming over from Idealism, without, indeed, later sharing their Bol
shevistic leanings; rather was he to show himself, in his thinking, increas
ingly associated with the sociology of Max Weber as well as with pragmatic 
American philosophy. If, as with his scandal-enshrouded liaisons with wom
en and love affairs, Scheler experienced a series of transformations and "turn-

1 Cf. DIRK KASLER: Soziologische Abenteuer, pp. 35f., 72 and 162. 
2 This treatise appeared first as an introductory part of the collected work 

Versuche zu einer Soziologie des Wissens [Essays on a Sociology of Science] 
(Mtlnchen 1924) commissioned by the Cologne Research Institute for Social 
Sciences. It was then incorporated by Scheler in the first edition of the book 
Forms of Knowledge and Society in 1926. 

3 Cf. KURT H. WOLFF: "Karl Mannheim", pp. 342f. 
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ings" in his basic religious bearings, in consequence of which he arrived at a 
pantheistic metaphysic, so too is Mannheim' s thinking stamped, above all, 
by changes in attitude connected with emigration from Hungary to Gennany 
and later from Gennany to Great Britain. He moved ever more from being the 
contemplative analyst of philosophies of life to being the apologist for what 
was characterised by him as a "planned State" and this was on the basis of the 
experimental style of pragmatic philosophy as well as of having regard for 
Europe's social-political traditions.4 After 1933, the consequence was, for 
Mannheim, a fundamental transfonnation of the questions to be posed. If he 
was asking, in his Gennan period, how one can be fair to the Mind in its un
predictability and inexhaustibility even when showing most ruthlessly its 
relativity throughout Society, so, for him, in his English phase, the question 
was to a large extent how Society itself is to be saved, from which, ultimate
ly, even the possibilities of an intellectual conduct of life are inseparable. 

If gradually a balance between the intellectual and the social came to pass 
with Mannheim, so, with Max Scheler, towards the end of his life, the wish 
was expressed for a reconciliation of the heterogeneous tendencies, within the 
intellectual and the social spheres also. In the essay "Der Mensch im Weltal
ter des Ausgleichs" ["Mankind in the Age of Adjustment"] in 1927, Scheler 
summarised his discussions of basic historical-philosophical ascendancy and 
descendancy theories as follows: "If I had to inscribe one name on the door of 
the age that is approaching, which should reflect the comprehensive tendency 
of this era, then it seems to me that there is only one suitable one - it is 
called 'Adjustment'."S This adjustment, according to Scheler affected natural 
as well as intellectual differences: racial tensions, mentalities, male and fe
male casts of mind, capitalism and socialism, upper and lower classes, 
civilised and primitive peoples, technical science and education in the human
ities, economic and intellectual interests as well as the various one-sided ideas 
about Man or the images of Man.6 According to Scheler this tendency to-

4 

5 
6 

Mannheim worked at the London School of Economics. This University 
School was a creation of the Fabian Society and, in accordance with the 
wishes of its founders, it was supposed to be demonstrated here that science 
can give directive rules to policy. After the Second World War, a new State 
and a new Society was supposed to be built. Salvation was to be expected 
from planning and Mannheim, too, probably tried to conform to this expec
tation. 
MAX SCHELER: Spate Sehri/ten, p. 151. 
Cf. ibid., p. 152. 
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wards adjustment is Mankind's inescapable destiny. It is nevertheless the task 
of the Mind and the Will to direct this adjustment, so that it is commensurate 
with a development of the values of the specific individual and social type.7 
Scheler's endeavours are very similar to the efforts of Ernst Troeltsch for a 
"cultural synthesis" and it was not for nothing that he was consequently also 
described as the "Philosopher of the Synthesis" or of the "third way". 8 Mann
heim's attempt, yet again, consisted in substantiating evidence of a compati
bility of epistemological and of sociology of knowledge questioning, and 
thus to show how the repute of the question of truth is not brought into 
doubt by so doing, that the cultural significance or "validity" of assertions are 
perceived in their dependency on social data. In his English period, moreover, 
Mannheirn strove for a compromise or - expressed more circumspectly - for a 
proof of the complementary nature of two other orientations: the principles 
of democracy and of planning. Thus, he concluded in his book Mensch und 
Gesellschaft im Zeitalter des Umbaus [Man and Society in an Age of Recon
struction]: "We can perhaps say that it [ ... ] is indeed impossible to come to a 
compromise between the old principle of 'laisser-faire' liberalism and plan
ning but, that notwithstanding, planning and democracy are not only compat
ible with one another but mutually complementary".9 

The efforts of Scheler and Mannheirn, which are traceable in their books, 
for a synthesisation of one-sided or seemingly one-sided positions represents 
a reflection upon wholly determinist contemporary ways of thinking. The ad
vocates of the historic humanities as a body were, up to the end of the first 
World War and then yet again until 1933, tied to general conceptions of State 
and Society, which subsequently seemed to be overtaken by a reality of a 
completely different kind Hence, Scheler's and Mannheim's "syntheses" are 
likewise not simply eidetic imaginative conceptual collages but rather com
binations or resultants of alternative maxims for action. Sociology, which af
ter the frrst World War had risen to an intellectual height that had to be reck
oned with, had made great efforts to look for answers to the questions of the 
day, which were exercising the minds of the general public. So it turned to 
that science from which one expected that it would make possible the clarifi
cation and orientation, which had previously been sought in the humanities. 

7 Cf. ibid. 
8 Cf. with this WALTER L. BOHL: "Max Scheler", p. 190. 
9 KARL MANNHEIM: Mensch und Gesellschaft im Zeitalter des Umbaus, p. 423; 

cf. original, p. 364. 
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Even the sociological works of Scheler and Mannheim were seen as a contri
bution to the theory of social practice, which should make it possible to 
transform the world of ideas by act of will and, therefore, if need be, to under
stand syntheses of images of the world as syntheses of behaviour and to carry 
them over into new forms of integrated activities. 

II. Sociology of Knowledge 

After 1918, Sociology was the place in Germany where the humanities, 
which had fallen into a crisis with their unsolved problems were raised into 
consciousness. On the one hand, its interest was applicable to modern soci
ety, while the historic cultural sciences were looking at the past and, on the 
other, it made the boundaries of the humanities themselves visible to a cer
tain degree. It was precisely for the reason that it seized on current social and 
cultural questions, which the humanities did not even pose, that it gained 
self-confidence and a certain reputation in society. The sociology of knowl
edge is an excellent example of that. If conventional philosophy was com
mitted to positivism, formal apriorism, material apriorism and historicism, 
in connection with which a real absence of relationships was presupposed, 
between the systematic orientation of the philosophy and the historic view of 
social events, between therefore, in the narrower sense, the theoretical and the 
historico-empirical domains, then the modem sociology of knowledge orien
tation seemed to be able to leap this boundary. Hence, the decisive argument 
between material apriorism, that is Max Scheler's doctrine of values, on the 
one side, and the historism, as it was represented, after Dilthey, in a simply 
exemplary manner by Karl Mannheim, did not end up in a basic clash of al
ternative viewpoints but in debates about under what historico-social operat
ing conditions invariant human needs and the value orientations, correspond
ing to them can adopt quite differing forms of being realised or of themselves 
being transformed in their essence. The problem, inherent in this debate, of 
the relationship between socia-cultural stratification and experience of reality, 
between a place in society and a perspective view of things as they are, be
came both for Scheler and for Mannheim the object of the demonstration 
analysis of the sociology of knowledge. Mannheim furnished it with the 
name of "Relationism" and tried in this manner to demarcate it from a gnose
ological relativism. 

83 



KARL ACHAM 

1. Scheler 

It is not easy to isolate Scheler's sociology of knowledge from his teach
ings on the philosophy of life. A critique as to the limited meaning of the 
concept of science underlies it, as it is presupposed in Comte's three-phase 
model of the history of the mind's development in mankind. What the latter 
had endeavoured to prove as a sequence of styles of thinking in the course of 
history, - religion, metaphysics, positive science - is seen by Scheler as a 
simultaneously provable expression of "forms of knowledge"; and as far as it 
touches on the specific leading sector of social development, the factors of 
blood, power and economy are predominant in the course of human history, 
according to Scheler. Concerning this, though, there will be still something 
further to say below. 

Regarding the co-existing forms of knowledge, to judge the development 
of knowledge of the whole of humanity according to a minor stretch of curve 
in the development of modern western countries appears to Scheler to be a 
presumptuous and untenable positivist idea. Thus Scheler shows that he is 
impressed by Wilhelm Dilthey too, when the latter points out in his typol
ogy of philosophies that, - like the case of Kant's three faculties of the soul, 
understanding, reason and discernment - three diverse forms of rationality cor
respond to the philosophical orientations of "Naturalism", of the "Idealism of 
Liberty" and of "objective Idealism".10 Like Dilthey, Scheler too is of the 
opinion that what is called "cognition theory" pays heed to only one kind of 
cognition, namely that of positive science. For that reason an analysis of dif
ferent forms of knowing or thinking is needed, in which, though, "the unity 
of the idea of knowledge must not be lost on account of the new discoveries 
of the kinds and forms of knowing and perceiving" .11 Thus, according to 
Scheler, knowledge has to be defined without a particular kind of this knowl
edge being used in the definition. For knowledge is, for Scheler 

a circumstance of being - and one, at that, which presupposes the 
forms of being of the whole and the part. It is the condition of the par
ticipation of an existent being with the being per se as it is of another 
existent being, by which no kind of alteration of any description is 
sown within this being as it is. The "known" becomes "part" of that 

10 Cf. with this WILHELM DILTHEY: Weltanschauungslehre. pp. 19-22 and pp. 
100-118. 

11 MAX SCHELER: Die Wissensformen und die Gesellschaft. p.201. 
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which "knows", without, though, moving from its position in any 
respect while doing so or becoming otherwise changed at all. 12 

With these definitions of knowledge Scheler constituted his doctrine of 
the Perspectivism or Aspectual Character of "forms of knowledge". 

In a certain way analogous to Dilthey, Scheler outlined his own three
membered typology of knowledge, which one may, with good reasons, call a 
typology of cognition interests. In diverse dissertations he drew a distinction 
between the awareness of salvation or redemption, awareness of having been 
cultured and awareness of accomplishment and power.13 There are, according 
to Scheler, three wholly differing motives (to wit, self-affirmation by surren
der to a Higher Power - wonder, - an aspiration for power and ambition to 
command), three different origins and methods 0/ acquiring knowledge ( the 
charismatic leader's divine contact - thinking ideas out - inductive and deduc
tive conclusions), three different leadership model types (homo religiosus -
mentor - researcher and technician), on which these three orientations of 
knowledge are based.14 Scheler, moreover, is at pains also to point out spe
cific forms of these three forms of knowledge's developmental movement and 
of the disciplines appropriate to them and, further, the different basic social 
forms, in which the acquisition of knowledge and its preservation are pre
sented, their different/unctions in human society as well as, finally, their di
verse social origin, arising from classes, occupations and social groups.15 

According to Scheler, each of the major spheres of culture has developed 
in their history up to now one of the three sorts of knowledge in a specifi
cally concentrated manner: in India it has been the lore of redemption and the 
vital psychic technique of Man's winning power over himself, in China and 
Greece the knowledge of education and in Western lands, since the beginning 
of the 12th Century the knowledge of the working of the constructive techni
cal sciences. 16 In a manner typical of him and reminiscent of Ernst 

12 Idem, p. 203. 
13 Cf. MAX SCHELER: idem, pp. 65-67 and p. 205 as well as Spiite Schriften, 

pp. 75-84. 
14 Cf. MAx SCHELER: Die Wissensformen und die Gesellschaft, pp. 68f. 
15 Cf. idem, pp. 69-123, and MAx SCHELER: "Die positivistische Geschichts

philosophie des Wissens und die Aufgaben einer Soziologie der Erkenntnis", 
pp. 61-66. 

16 Cf. MAx SCHELER: Die Wissensformen und die Gesellschaft, p. 125 and p. 
210. 
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Troeltsch's "cultural synthesis", Scheler pointed out that, at that juncture, 
mankind's entire potentiality for cognition, and thus integral knowledge, 
would only be revealed with the union of the European and the Asiatic cul
tures of knowledge. 17 

Scheler enlarges the co-existence of types of knowledge systems by the 
proof of a sequence of the primacy of active factors in the course of the his
torical development which was established by using the resources of histori
cal sociology. Thereby the moot question concerns a three-phase model of the 
universal history, which endeavours, on the one hand, to integrate the con
ceptions of the main representatives of the three major trends and, on the 
other, to historicise them: the conceptions of the "racial nativism", of the 
"politism" and the "economism". Gumplowicz and Gobineau here, the Ran
keans and their successors there, and, then, Karl Marx and the socialist social 
theoreticians - all, according to Scheler, representing a biased orientation of 
universal history. With them, for the most part, there an effective assump
tion that the active factor of the historical development, seen by each as inde
pendent variables, always has the same causal significance for the entire pro
cess of history. Against that, Scheler established: 

In the course of history, there are no constant independent variables 
among the three highest main group of real factors - Blood, Power and 
Economy - but there are, notwithstanding, laws on the ranking of the 
specific primacy of their inhibiting and dis-inhibiting effectiveness in 
the history of the intellect, i.e. there is for each a differing law on 
ranking for specified phases of the course of a culture's history.1S 

Scheler sees - like Gumplowicz, Weber and Marx - the connection be
tween demographic-ethnic, political and economic conditions, on the one 
hand, and cultural evaluations and intellectual formation on the other. He 
does not want, however, to be satisfied with the proof of correlations between 
the two classes of events but wants rather to know how to comprehend this 
framework of "realistic factors" and "idealistic factors" as conditions of effec
tive agency, under which the values, conceived by him as absolute, develop 
in their concrete and very multifarious form. 

Alongside the proof of the real factors it is the ethos in particular that 
supplies, for Scheler, the point of approach for his historical-sociological as 
well as for his anthropological analysis. This idea encompasses those biolog-

17 Cf. idem. pp. 135-158 and pp. 21Of. 
18 Idem, p. 44. 
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ical-behavioral components, which are being examined today by ethology and 
which - as Walter L. Buhl has remarked - was labelled by Scheler with the 
term "drive", which has given cause for constant misunderstandings; the idea 
encompasses, as well, the cultural components in the sense of a value-orien
tated behaviour.19 As far as the culture is concerned, we stand, according to 
Scheler, within the framework of fixed environmental structures and collec
tives, inasmuch as our behavioural patterns for generations have been widely 
handed down to us and in this manner have become second nature. It is 
equally as valid to connect these empirical ideal factors and the empirical real 
factors now to the world of the values already assumed from time to time to 
be invariable as well as to the logical and axiological principles. Scheler, 
therefore, is no gnoseological relativist in the sociology of knowledge but -
entirely within the meaning of the designation later formulated by Karl 
Mannheim - a gnoseological "relationist" and he is, in the doctrine of values, 
a representative not of the axiological relativism, but doubtless for all that of 
occasional relativism. 

Scheler's view that, behind every transformation of the images of the 
world, such a thing as proof of the conditions for their creation and of the 
cultural significance of each of them is feasible can be admitted to only if it 
presupposes the binding force of invariable logical principles and rules. He, 
who even in his later work developed a typology of five basic anthropologi
cal ideas20, already gave early voice to its science-friendly relationism as a 
sociology of knowledge: 

The images of the world may revolve ceaselessly along in the stream 
of the times but the design laws for the begetting of these images 
stand firm. The notion of an image of the world common to the his
torical humanity has gone to the grave along with Grecian knowl
edge.21 

According to Scheler, the actualising factors of the natural world, but also 
of the historico-social world, in respect of the logical-noological principles 
and laws assumed as pre-existent for each and every cognisance of matters of 
fact or values, - these factors possess only a relevance of facticity; a relevance 
of truth is not part of these factors. Thus in the scientific world, the manifold 
empirical conditions determine solely the 'to be' or 'not to be' of images of 

19 Cf. WALTER L. BOHL: "Max Scheler", p. 202 f. 
20 Cf. MAX SCHELER: Spate Schriften, pp. 124-144. 
21 Cf. MAX SCHELER: Fruhe Schriften, p. 361. 
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the world, of society and of mankind, and this is true both for their 
. descriptive and for their normative content. 

In the analyses of the sociology of knowledge, which he devoted to the 
normative conceptions or to the "currently established philosophies of ways 
of looking at the world,,22 as he called them, it ought not in his view be a 
matter of tearing sociology apart into two sections, a" sociology of the ac
tual" and a "sociology of the culture". Scheler wanted much more to compre
hend ideas, in the way Max Weber did, as "switchmen" of the interests,23 
and, as a consequence, the task of the sociology of knowledge can consist in 
the following in regard to its normative content: in the -

Examination of the entity and action, valuation and behaviour of Man, 
which are, in the main, intellectually conditioned and directed at intel
lectual i.e. 'ideal' ends - and [in the] examination of the mainly in
stinct-driven actions, valuations and behaviours (the drive to propa
gate, the drive to feed and the drive for power) and, at the same time, 
at the action, valuation and behaviour intentionally aimed at actual al
teration of realities according to their social determination.24 

Scheler holds, however, that, by a 'sociology of knowledge-based' recon
struction of actions and valuations, it is a matter not only of reference to sub
jective value attitudes, collective traditions and patterns of behaviour, but 
rather a matter of these themselves, in their turn, being equally in reference 
to an intellectual world of transhistorical values as the empirical forms of 
knowledge and images of the world are to a transhistoricallogical-noological 
world. This specifically intellectual world now determining it for the attribu
tion of qualitative value, has, however, no creative power whatsoever its na
ture. In connection with this, Scheler introduces the image of the "lock", 
which for quite definite empirical active factors - natural or cultural- reads: 

The 'fatatile modifiable' of the actual history, therefore, in no way 
determines the positive content of meaning of the works of the intel
lect, but it probably obstructs, disinhibits, retards or accelerates the ac
tion and actuatisation of their meaningful content. To employ an im-

22 Cf. for example MAX SCHELER: Schriften zur Soziologie und Weltanschau
ungslehre, p. 23. 

23 Cf. MAX WEBER: Gesammelte AuJsiilze zur Religionssoziologie, Bd. I, TtI
bingen (J.C.B. Mohr [Po Siebeck]) 1920. pp. 252f. 

24 MAX SCHELER: Die Wissensformen und die Gesellschaft. p. 18. 
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age: - it opens and closes in a fixed manner and order the lock-gates of 
the intellectual current. 25 

As has still to be indicated later, the assumption in question by Scheler of 
an ideal world of values and norms is of outstanding signfficance for the spe
cffic character of his analyses of time diagnostics. 

It has not been the complete rejection by Scheler also, in union with Dil
they, of a monistic conception of reality, and thus an epistemological "phi
losophy of absoluteness", which, as a consequence, brings about a deprecia
tion of our standards of cognition. It is not Dilthey's differentiating out of 
three basic types of philosophy and Scheler's of three fundamental forms of 
knowledge that has undermined the criteria to be found in our knowledge of 
the world and of our selves and led to an attitude of gnoseological relativism. 
It was only in the course of further discussion regarding German sociology of 
knowledge, with a social cast of all forms and content of thought coming un
der the review, that the problem of historical and cultural relativism within 
the framework of the doctrine of cognition was allowed to become virulent. 
This second degree historicism, that had also endeavoured to identify as "en
tity-dependent" those noological assumptions, which allow the relativity of 
results of cognition and their contingent validity to be determined, ought to 
be brought, first of all, into close connection with the sociology of knowl
edge of Karl Mannheim, - though this is also probably contrary to the actual 
intention of its author. 

2. Mannheirn 

Karl Mannheim's work is a paraphrase of the historism theme and simul
taneously a disputation with its central substance. Already in his article on 
"Historism" in 1924, the problem of of the whole and the parts, as well as of 
Relativity and Relativism move into the foreground of the studies under the 
titles "Situation-dependency" and "Perspectivism". The subject of the histo
rian, according to Mannheim, is only accessible at all from different view
points and can organise itself for a human consciousness only in terms of 
perspectivism. Nevertheless, it does not resolve itself into the different im
ages that are possible for it, since one perspective, insofar as it is correct, is 
verifiable also from the other perspectives. Mannheim took up these ideas 

25 Idem, p. 40. 
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again in the treatise "Das Problem einer Soziologie des Wissens" [liThe Prob
lem of a Sociology of Knowledge"] (1925) in which he reveals that he is un
able to share that fear, which the contemporary thinking was expressing to
wards Relativism: 

For us a 'Relativism', which makes the matter difficult, in that it 
thrashes out all those factors, which argue for the partiality, entity
bound nature of a from time to time attainable assertion, is preferable 
to that 'Absolutism' which, to be sure, proclaims on principle the 
absoluteness of its own standpoint or of the 'Truth per se', but is de 
facto at least just as partial as any of its opponents, and what is 
worse, in its theory of cognition, does not even know how to begin 
with the problems of the time- and entity-bound nature of the concrete 
thinking in question and does not see how this entity-bound nature 
projects into the structure and forms of movement of knowledge.26 

In the passage just mentioned, just as in the article "The Sociology of 
Knowledge", which, from the third edition on of /deologie und Utopie forms 
the fifth chapter of this book, Mannheim is concerned above all to set the so
called structural aspect i.e. "the way one views a thing, what one compre
hends by it and how one construes for oneself the content of a matter in 
thought'",27 in a relationship with the currently dominant "philosophical sys
tern", with the historical political data, but also particularly with the position 
of the onlooker within the social structure. Mannheim called this methodical 
reference to a historical-social and cultural situation "Relationalising", while 
he called the proof of the limited validity of statements by reference to a defi
nite situation of such a type "Particularisation". These are the basic concepts 
of the sociology of knowledge, which in his lecture on ''The Present Tasks of 
Sociology: its Teaching Content" at a conference of university lecturers in 
sociology in February 1932, Mannheim characterises as a program of re
search, "which looks into those propositions, which are particularist views of 
definite standpoints despite their absolutised form of statement"; by it, he 
also means that it can "lead to an extremely fruitful revision of our knowl
edge of the humanities and of social science."28 As a special discipline, the 
sociology of knowledge has two areas of research: the teaching of ideologies 
and the sociology of knowledge in the narrower sense of the word. While the 

26 KARL MANNHEIM: Wissenssoziologie, p. 311. 
27 KARL MANNHEIM: Ideologie und Utopie, p. 234. 
28 KARLMANNHEIM: Die Gegenwartsaufgaben der Soziologie, p. 18. 
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teaching of ideologies "[has] to reveal all of the conscious and unconscious 
lies and faulty interpretations, with which everyday popular sociology and the 
political and non-political groups bemuse themselves and each other"29, the 
sociology of knowledge wants "to work out, far beyond the conscious and 
half-conscious lies of everyday life and of the party groupings, that missing 
constitutive approach to thinking, which is found in the sciences themselves 
and for which the scientist, in the main, is not to be called on to account in 
person,"30 

Mannheim's program should not result in an erosion of our standards of 
knowledge, that not having been its intention, much though conjectures of 
that kind were fostered by certain contemporaries, Ernst Robert Curtius31 be
ing in the van among them all. A good three years before the afore-mentioned 
lecture, that is in 1929, Mannheim had written in Ideologie und Utopie [Ideo
logy and Utopia]: 

there would be [ ... ] nothing more frivolous and more wrong than to 
argue somewhat as follows: Since, demonstrably, all historical-politi
cal thought is based to a certain degree on a metatheoretical option, so 
one cannot have any confidence at all in thinking per se; therefore it is 
also immaterial, how one argues in theory from case to case. So 
everyone ought to rely on his instinct, on his most personal intuition 
or on his own interests, and decide in favour of just how it suits him. 
In doing so, it could be that each one feels comfortable in his partial
ity and, moreover, still have a good conscience as well. Such a pro
pagandistic exploitation of our analyses should be countered by the re
ply that there is a radical difference between a mindless commitment 
to party and an irrationalism, confining itself out of mental laziness to 
pure decision of the will and propaganda and a radically disturbing re
search on objectivity, which [ ... ] still discovers a remnant of the par
tial and the vital in the thought structure itself.32 

Like Dilthey, Mannheim too is anxious to achieve objective knowledge 
in the historical transformation of phenomena, but also in the transformation 
of the views of the world to be assumed for their representation and analysis, 
by referring to the contingent conditions, with which their existence is inter-

29 Idem. 
30 Idem. p. 20. 
31 ERNST ROBERT CURTIUS: Deutscher Geist in Gefahr. Stuttgart. Berlin (Deut

sche Verlagsanstalt) 1932. 
32 KARL MANNHEIM: Ideologie und Utopie. pp. 87f. 
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locked. He sought to achieve this aim through an analysis of the "entity
bound nature" of our knowledge of the world and of one's self, something 
which of late is supposed to permit a "re-setting of the perspectives." Mann
heim holds that the "Relationism"33, thus pursued, ought to make it possible 
to cope with the dire consequences of historic relativism. It cannot escape no
tice that he has occasionally fallen short of the claims formulated by himself 
in the putting of his program into practice.34 

Jdeologie und Utopie is the only book that Mannheim wrote in Germany. 
With the "Relationism" developed in it, the author referred to the mutable 
historico-social conditions of our images of humanity, society and the world. 
All forms of knowledge are to be seen and interpreted in relation to defined 
forms of social life. Everything spiritual is to be understood either as con
cerning Ideology or as Utopian. According to Mannheim, Ideology and 
Utopia are "entity-transcendent", deriving from a consciousness, "that does 
not coincide with the order of life in which it finds itself placed."35 To give 
Utopia an orientation towards elements for acting on, which do not contain at 
the same time an actualised "being", so with ideologies it is then a matter of 
being paralysed at any possible time in an outmoded state of consciousness, 
and thus a matter of the harmful non-contemporaneity of those left behind. 
The definition "ideology" is now applied by Mannheim in a particularist 
manner, in that when specified ideas of the opposing group are demonstrably 
inadequate as to their "being", it is applied totally, if the opponent's whole 
world of thought falls under this judgement 

While the particularist definition of ideology wants to address as ide
ologies only part of the opponent's assertions - and these only with 
regard to their substance - the total definition of ideology puts into 
question the whole philosophy of the opponent (including the appara
tus of categories) and wants also to understand the categories of the 
collective subject.36 

Moreover, there is according to Mannheim yet a further specification of 
the significance of the defmition of ideology which is of importance: the ap
plication of the definition of ideology is special, when a particular opponent 

33 Cf. KARL MANNHEIM: Jdeologie urui Utopie, pp. 71f. and pp. 242-244. 
34 Cf. to this KARL ACHAM: "Rationalitatsanspruche im Lichte von Wissens

soziologie und Weltanschauungslehre", pp. 94-104. 
35 Cf. KARL MANNHEIM: ldeologie urui Utopie, pp. 169-173. 
36 Idem, p. 54; cf. also pp. 228f. 
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is supposed to be made uncertain in his opinions, but general , if one has the 
courage, to see not only the opposing standpoints "as ideological but, in 
principle, everything, even one's own standpoint too."37 Mannheim differed 
from the Marxists in that he turns the "entity-bound nature" of ideological 
thinking into the characteristic of all social thinking and logically demands 
also of the Marxists that they admit the relativity of their own thinking, in
cluding even its ideological character. In this, he remains thus far associated 
with Marxism, when he attributes a particular significance to the Utopia, to 
the striving ideal of classes climbing up over the contemporary order of life. 
For Mannheim, of course, this Utopian hope is not the creation of only one 
wholly specific class, so that there are different forms of Utopian thinking. It 
is not seldom that this has the consequence of reciprocally paralysing these 
Utopias, and nonetheless Mannheim holds that it demands a passion for 
thought, to preclude that ideological numbing of a biased perspectivism in 
the sociology of thought: "In the sociology of knowledge, nothing really 
happens other than that we [ ... ] let ourselves face as well our way of thought, 
which has now become critical, in the form of a situation report and the as
sociations of one intention, aimed at the totality, win through."38 

The research intention, voiced by Mannheim here, is not a matter of 
glossing over and excusing the perspectivity, but of asking how cognition 
and objectivity are possible under the assumption of such a perspectivity. 

With the visual image of a space object, it is indeed just as little a 
source of error, that the space object may have been only measurable 
as an entity in terms of perspectivity, and the problem does not con
sist in how it might be possible to bring it to a state of a non-per
spectivist image, but rather how, by comparing the various views, 
one gets to see what is perpectivist, as such, and, thereby, what objec
tivity of a new kind might be achievable.39 

The stimulus for research in the sociology of knowledge might then be 
conveyed thus, 

that it does not lead to the absolutising of an entity-dependent nature, 
but that precisely in the discovery of this in existing intuitive visions 
is to be seen the first step towards the dissolution of its entity-re
stricted nature. By the very fact that I add the register of views to a 

37 Idem. p. 70. 
38 Idem, p. 93. 
39 Idem, p. 255. 
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view that takes itself to be absolute, in a certain sense I am already 
neutralising the particularist nature of the view.40 

Mannheim clarified, with emphasis, his basic hypotheses regarding theo
ries of cognition, but also the intention, pursued by him with the sociology 
of knowledge, when he says: -

It is not a matter here of asserting that there is no objectivity and that 
the appeal to the current perception brings no fulfilment and response, 
but that these responses, in terms of an entity, are possible only in 
certain aspect-dependent cases. [ ... ] In the case of entity-dependent 
thought, objectivity will mean only something that is a new and other 
thing: [ ... ] that, if one [ ... ] stands in various aspect-structures, 'objec
tivity' is only to be established circuitously, in that it is namely here 
that it aims at being understood correctly but in both of its aspect
structures, but different things seen arise from the structural difference 
between the two modes of seeing and objectivity strives for a formula 
for the mutual convertibility and transferability of these two varying 
perspectivistic views.41 

Just as, according to knowledge of the laws of geometrical perspective an 
image may be carried over into another perspective - although even this too 
is always an image in a defined perspective - and as one may, through the 
multiplicity of the perspectives, always achieve greater perceptive capacity, a 
greater "fecundity in the face of the empirical material"42, so one attains 
wider and deeper knowledge in the course of corresponding social science re
searches. 

With this conception Mannheim draws an analogy to that old view of the 
sciences of religion and culture, which is perhaps expressed in Lessing's ring 
parable: Just like every religion, so every social class but also every society 
sees a part of the truth; and just as, according to Max Scheler, it is not pos
sible for one nation and culture to unite all particularist views in itself, but it 
is only for all cultures, including those in the future, to do so in common ef
fort, so Mannheim too rejects any sort of metaphysical bias. The synthesis 
of the different particularist aspects can, for all that, according to him, be ef
fected only by such a group of men, which is capable of the disclosure of - as 
Max Scheler called them - the implicit assumptions contained in the various 

40 Idem, p. 259. 
41 Idem, p. 258. 
42 Idem, p. 259 
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"relatively natural philosophies".43 Mannheim sees this social grouping, 
standing above the particularism of the aspects, in the "unattached social in
telligence", designated previously thus by Alfred Weber. The not completely 
harmless underestimation of the social dependency of the intellectual class 
has been pointed out in a series of critiques of Mannheim's sociology of 
knowledge, - from Max Horkheimer, via Joseph A. Schumpeter and Karl R. 
Popper up to Theodor Geiger. Mannheim 's representation of the intellectuals 
expresses less a descriptive result of the examination than, much more, a 
normative expectancy. He maintains that the intellectuals form a class be
tween the classes, but not above them, and he does not consider them quali
fied to confront the problems of the day from several perspectives and not 
from one single perspective only. Anyone who looks thus at Ideologie und 
Utopie [Ideology and Utopia], will be able to see in the book, first and fore
most, a defence and justification of a certain type of the non-party intellectual 
in the moment before he vanished. 

III. A Diagnosis of the Present Day 

The potential for time diagnostics lies. for Scheler. in the tension be
tween the intellectual world of the noological and axiological principles. on 
the one side. and the historico-social world on the other. For Mannheim. for 
whom the problem of historical relativism was likewise fundamental. the di
agnosis of the present occurs before the background of the historical-philo
sophical basic assumption. that the various contents and forms of the con
sciousness lag behind or precede the concrete historical order of life. Accord
ing to him. liberal humanism. which has to be developed between a competi
tive economy and state socialism and between anarchy and dogmatism. is 
also confronted by such tensions. 

43 cr. MAx SCHELER: Die Wissensformen und die Gesellschaft. p. 61-63. 
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1. Scheler 

As with Max Weber before him, where "ideas" of whatever kind unite 
with interests or "tendencies", as he called the collective impulse, so for 
Scheler too these ideas acquire, only then at that point of union, indirect 
power and efficacy. Thus, it is written at a significant place in his book Die 
Wissensformen und die Gesellschaft [The Forms of Knowledge and Society]: 

The spirit, in the subjective and the objective sense [ ... ] determines for 
cultural contents, which can arise there, solely and exclusively their 
character of a being as it is. The spirit as such, however, has origi
nally of itself and from its very start no trace of 'power' or 'efficacy' 
to set these its contents too into a state of being. It is probably a 'de
termining factor' of the potential cultural genesis but not an 'actuali
sationfactor'. Negative actualisation factors or actual selection factors 
from the objective range of the, through understandable intellectual 
motivation, respectively feasible, are at all times rather the actual 
compulsively contingent living conditions, i.e. the particular combi
nation of the actual factors: of the power relationships, of the econom
ical production factors and of the qualitative and quantitative relation
ships of the popUlation and, additionally to these, the geographical and 
geopolitical factors, which each of them present. The 'purer' the 
spirit, the more powerless it is, in the sense of dynamic activity, in 
society and history.44 

Doubtless the last sentence would be wrongly interpreted, if it were taken 
only as evidence for the "powerlessness thesis of the spirit", were it not to 
mean also, that it is the "spirit" that is the determinant. 

Scheler's diagnosis of the present is accompanied by the acceptance of a 
"world-hour" of the present, which has come out of the "eternal" and by the 
endeavour to make the eternal accessible once more to homeless humanity in 
this historical situation. A passage from Scheler's article "Vorbilder und 
Fuhrer" ["Models and Leaders"] is instructive as to the intention of his teach
ing of values: 

I have traced back the fundamental values, which Aristoteles laid down 
as to hedu. to chresimon. to kal6n, to the following five basic sorts: 
the sphere of value of the pleasing or the values of luxury; of the use
ful or the values of civilisation; of the noble [ ... J or the vital values; 

44 MAX SCHELER: Die Wissensformen und die GeseJlschaJt. p. 21. 
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of the intellectual values or the cultural values; and of the holy or the 
religious values. And I have maintained that that person is 'good', 
who is mentally ready to prefer in each of the cases above the funda
mental value which comes second to that which comes before. These 
fundamental values are unchanging in all historical development; they 
and their ranking order are mankind's guiding star. [ ... ] It is precisely 
these basic values that correspond to the five named exemplary mod
els: the model of the life-artist, of the leading spirit of civilisation, of 
the hero, of the genius and of the saint.45 

Out of this over-historical account by Scheler, which also has the stamp 
of Platonic style, arises a philosophy of history, which one can scarcely fmd 
in those of his books, that were tumbling over each other up to 1916, on ac
count of the pure war theology, - worth mentioning here, first and foremost, 
would be Der Genius des Krieges und der Deutsche Krieg, Krieg und Aufbau 
and Die Ursache des Deutschenhasses [The Genie of War and the German 
War, War and Construction, and The Cause of the Hatefor Germans] - which 
philosophy, however, came plainly to light suddenly towards the end of the 
first World War and particularly in the fined down diagnoses of the time of 
his last years of life. In the meaning of this orientation, in 1917 he turned, 
on the one hand, against every "all-German" trend toward isolation and self
centeredness, which he described as "nonsensical and even un-German"46, 
while, on the other, he criticised with equal intensity the "dreary, boring idea 
of a uniform, single so-called world culture as the freemason farce of a world 
republic".47 The synthesising or even reconciliatory spirit, that is in Scheler 
at work, expresses itself clearly in his observation: 

Cosmopolitanism and national cultural thinking are not therefore con
tradictions in regard to the higher culture of the mind, indeed they are 
not even two different truths but only sides of one single truth, and 
this one truth stands in double opposition to internationalism and to 
cultural 'nationalism'. 48 

Scheler, who had changed from the monarchist and war-enthusiast of the 
Genius des Krieges to a rational republican and pacifist, succumbed initially 
to the temptation, to identify the basic values established by him with par-

45 MAX SCHELER: Schriften aus dem Nachlaft. Bd.l. pp. 268f. 
46 Cf. MAx SCHELER: Yom Ewigen im Menschen. pp. 431£. 
47 Idem, p. 387. 
48 Idem. p. 420. 
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ticular epochs of history and indeed nations. He did not renounce his earlier 
accounts in their entirety, although he drew back from the initial interpreta
tion of the fIrst World War as a defensive struggle of the Germans to the "vi
tal values" orientated culture against the existing primacy in western civilisa
tion of pure "utility values"; for he transformed this criticism into a general 
criticism of Utilitarianism and unbridled capitalism. Already before the war, 
but in particular for some time after it, his criticism of capitalism and the 
way of life of the bourgeoisie was founded in the antagonistic values already 
mentioned. Thus, he castigates the "false belief in the natural harmony of 
mere impulses", which "expects the best distribution of goods from an abso
lutely free competition of the subjects of the economy and from unlimited 
free trade [ ... ]."49 Should, later, - for Mannheim - the unbridled capitalism in 
the sense of the Marxist political economy, to which he felt an affInity, be 
criticised, then - for Scheler - this is arraigned in a manner reminiscent of 
Aristoteles of the demon of "pleonexy". There is a sharp distinction to be 
made between a "free economy" and the false "unsettled system of rivalry": 

The spirit and the unlimited drive of the rivalry, of the sheer lust to 
possess more and to be more, of all against all, this spirit is the false 
one, not freedom of the economy as an objective legitimate institu
tion; and this spirit of boundless pleonexy, this specifIcally unrefIned 
spirit, outraging every genuine feeling of self-worth, this 'common' 
spirit, in the most cutting sense of the word, can possess a State and 
its economic officials, in principle, quite exactly as well, as it does 
not have to possess individuals, in an economy appreciably more 
free.50 

Such a spirit, therefore, in no way necessarily vanishes by introducing a 
new system of State Socialism, for even this can lead exactly to the one-sided 
enrichment of the leading officials in the economy as the capitalist competi
tive system.51 Additionally to this might come possibilities of the limitation 

49 Idem, p. 393. 
50 Idem, p. 396. 
51 Scheler sketches out an interesting connection between Capitalism and State 

Socialism. both of which he views as related at the innermost core on the 
ground of identical setting of targets: "The fact [ ... ] that the medicines of 
growing State Socialism, hostile to freedom, have become the only possible 
one. which have the power still to encourage the maximum of popular wel
fare, is itself one of the most evil consequences of the domination of the cap
italist spirit. The growing preponderance of the spirit of citizens demanding 

98 



SOCIOLOGY OF KNOWLEDGE IN SCHELER AND MANNHEIM 

of personal liberty. Altogether, therefore, Scheler makes himself into an at
torney for a morally tamed capitalism, whereby he shows himself to be a 
moralising advocate of the economic ethic, but only unsatisfactorily, though, 
as an advocate of ethical institutionalism. 

In one of his last publications, the treatise "Philosophische Weltanschau
ung", which appeared in 1928, Scheler projected a very pessimistic picture of 
the immediate present. The whole picture of the epoch, as he pointed out, 
bore deeply disturbing features. Of the contemporary movements, that were 
detrimental to genuine philosophy and science, he stated, 

frrstly, the false elevation of the class ideology of the proletariat to a 
supposedly particular 'science', the 'proletarian science', which is set 
out in contrast to the 'bourgeois' kind, as if science (differentiating it 
from 'ideology') could ever be a function of a 'class'; secondly, the 
false forms of a gnostic new romanticism [ ... ] ; thirdly, the church 
scholastics advancing ever more strongly into philosophy and science 
[ ... ]; fourthly, the 'anthroposophical' form and the anti-philosophical 
and anti-scientific form of a major part of the occultist movements; 
fifthly, the murky ideologies of the popular ethnic mass movements, 
which, ignorant of the European reality and intoxicated with imagined 
racial superiority, [ ... ] do not grasp the new solidarity of the peoples' 
clamant situation in the world; sixthly, the pretensions of egocentric, 
ridiculously conceited world medicine-men of every kind [ ... ]. 

Scheler closed these remarks with the observation: "All of that is ruin and 
decay", and added to it a challenge, which is accompanied by a sombre fear: 
"to win back the freedom to cultivate the mind, which - should things go fur
ther - threatens to be lost to us."52 

In that work too, which appeared posthumously, Die Idee des Friedens 
und der Pazifismus [The Idea of Peace and Pacifism], Scheler was driven by 

'protection' over the components of the active spirit of enterprise [ ... J is in
deed the prerequisite, under which the social policy has only those conse
quences of welfare. [ ... J The duration of the dominance of this 'spirit', 
though, is itself extended and secured by these measures, rather than reduced 
and abolished. It is surely only these same basic motives of the maximum 
safeguarding of the economic basis of life, which are astir for the want of 
such legislation [ ... J. Only the outcome of these motives varies according to 
the interests of the respective classes." (MAX SCHELER: Vom Umsturz der 
Werte, pp. 383f.) 

52 MAX SCHELER: Spate Schriften, pp. 88f. 
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worry about the solidarity and freedom of the peoples of Europe. With great 
decisiveness, he condemned the revanchist thought being spread around 
among the youth of Germany, which was contemptuous of the challenge of 
the day, to "keep Europe away from a new war", which would mean "the to
tal destruction of European culture, its 'Twilight of the Gods'." He con
demned in like manner, though, the "often almost servile pacifism, that 
wickedly abandoned its own people and its whole spiritual tradition", which 
is similarly widely spread among the young generation. 53 Scheler, who was 
apparently striving even here for a "levelling-up" or a synthesis, finally repu
diated all forms of instrumental pacifism, likewise the mental attitudes of 
militarism and embraced, as Ernst Nolte has formulated it, "the mental atti
tude of pacifism and the instrumental militarism, i.e. a state of national 
armed preparedness, while the positively strengthening all the points of ap
proach to world peace that were still really weak. "54 Scheler died just short of 
five years before Hitler seized power. 

2. Mannheim 

The year 1933 and its consequences was of extraordinary importance also 
for Mannheim's diagnostics of time. Not that he would have avoided the ac
tual problems of the day, prior to 1933,55 but the German and the English 
phases in his work are nevertheless clearly to be differentiated one from the 
other. Mannheim had evolved from being one, who invoked and pointed the 
way to future "Utopias" to being a theoretician of the "planned State", - prob-

53 MAX SCHELER: Die Idee des Friedens und der Pazijismus, p. 62. 
54 ERNST NOLTE: Geschichtsdenken im 20. Jahrhundert, p.255. 
55 Thus Mannheim pointed out in his 1932 lecture on the current task of sociol

ogy: ''The clearer the need for a political sociology appears, the more vigor
ously must one strive to present precisely the content of this teaching to the 
student in a value-free non-agitatorial manner. For it would be the death of 
sociology, if it should have to become merely an instrument for agitation in 
the hands of one or more parties. It would be just as ruinous for it, if it, delib
erately with greater agonising, for reasons of timidity at having possibly to 

offend, were to want to avoid the political and social themes of life and of our 
present existence and were to retreat out of pure prudence into abstract eleva
tions [ ... J." (KARL MANNHEIM: Die Gegenwartsaufgaben der Soziologie. Ihre 
Lehrgestalt. p. 39) 
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ably also in view of a now virulent counter-Utopia to Marxist as well as to 
liberal thinking. He is convinced to a most profound degree, "that the self
same causes, which are bringing about the cultural disintegration of the lib
eral society, are also preparing the way for the dictatorial forms. ,,56 

In Ideologie und Utopie Mannheim lamented that one was getting ever 
closer to a stage, where the Utopian is destroying itself completely - in the 
area of politics at any rate. As a result of the many forms they took, the 
Utopias - wholly in the fashion of rival accounts of research in the area of 
science - were being ever less effective in parliamentary practice "as contest
ing confessions of faith, but ever more as mere rival parties, as merely poten
tial research hypotheses".57 Mannheim's worries recall what already at the be
ginning of the century Max Weber towards the end of his celebrated work Die 
protestantische Ethik und der Geist des Kapitalismus [The Protestant Ethic 
and the Spirit of Capitalism] charged with being a melancholy possibility: a 
"mechanised petrifaction with a sort of spasmodic taking-oneself-seriously" 
that is put on show by "experts without soul and voluptuaries without 
heart".58 The same spirit speaks out from the closing sentences of Mann
heim's comments on Utopian consciousness in the fourth chapter of Ideolo
gie und Utopie: 

While the collapse of the Utopian presents a crisis only to specific 
classes and means self-elucidation for the general public by objectivity 
arising from the uncovering of ideologies, the total disappearance of 
the Utopian would transform the shape of the whole state of becoming 
a human being. The disappearance of Utopia brings about a static de
tachment, in which Man himself becomes a thing. The greatest para
dox that is imaginable would come to pass, namely that Man, with 
the most rational mastery over things, becomes the man of impulses, 
that Man loses, with the emergence of the different forms of Utopia, 
the will for history and thereby the insight into history, - Man, who 
has achieved the highest stage of awareness of self after such a long 

56 KARL MANNHEIM: Mensch und Gesellschaft im Zeitalter des Umbaus, p. 92; cf. 
original, p. 80. 

57 KARL MANNHEIM: Jdeologie und Utopie, p. 216. 

58 Cf. MAX WEBER: Die protestlllllische Ethik und der Geist des Kapitalismus 
[appeared fIrst 1904-05], 6th edition, TUbingen (I.C.B. Mohr [Po Siebeck] ) 
1972 (= Gesammelte Aufsatze zur Religionssoziologie, Bd. I), p. 204. 
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sacrificial and heroic development, in which history already becomes 
not blind fate but its own creation.59 

According to Mannheim, this means that the world is being benumbed in 
a non-perspectivist image, in something that is without power to project, and 
consequently free of any impetus to discover in the present time something 
that is new in the light of expectation of something of the future time. 
Mannheim, therefore, anticipates here the ideas of the "de-ideologising" and 
the "loss of Utopia" in the matter, and as a consequence a completely ratio
nalised world, where the irrational and decision could no longer exist at all.60 

Already in his flrst piece of work after Hitler's seizure of power, in the ar
ticle "German Sociology (1918-1933)" published in 1934 in the flrst volume 
of the journal Politica, Mannheim pointed out unambiguously that from then 
on his efforts were to be directed neither at an abstract classiflcation system 
nor at methodical reflections on the essence of sociology, but at a concrete 
analysis of past and current events. In this he was endeavouring to join the 
tradition of Max Weber and Werner Sombart, whose analyses, according to 
Mannheim, helped to formulate a "diagnosis of the present situation."61 It is 
made clear in the book Mensch und Gesellschaft im Zeitalter des Umbaus, 
published originally in Leiden in 1935 and appearing in an English version 
in 1940, as well as in the volume of essays Diagnosis of Our Time: Wartime 
Essays of a Sociologist, published in London in 1943, that the diagnosis of 
the present, is conveyed smoothly over into a strategy of exercising a sys
tematic influence over the population. The flrst step, which the democracies 
must undertake, in contrast to their former laissez{aire policy, as Mannheim 
pointed out, will consist in giving up their completely neutral stance in the 
area of values.62 Democratic tolerance can no longer consist in tolerating the 
intolerable.63 Furthermore the renunciation of the attitudinal ethic and a turn
ing towards the concrete ethic of responsibility, and, indeed, with the renun
ciation of a purely formal rationality and a turning towards a "rationality of 
substance".64 Mannheim perceives the alternative to the fascist or communist 

59 KARL MANNHEIM: /deologie und Utopie, p. 225. 
60 Cf. idem, p. 166. 
61 Cf. KARL MANNHEIM: "German Sociology (1918-1933)", p. 218. 
62 Cf. KARL MANNHEIM: Diagnose unserer Zeit, p. 43; cf. original, p. 26. 
63 Cf. idem, p. 74; cf. original, p. 49. 
64 Cf. KARL MANNHEIM: Mensch und Gesellschaft im Zeita/ter des Umbaus, pp. 

61-70; cf. original. pp. 51-57. 
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systems in the "third way", which he was propagating, namely "a type of 
planning, which is not totalitarian, but is controlled by the community, 
which has preserved for itself the most essential forms of freedom".65 Accord
ing to Mannheim, therefore, there exists "absolutely no choice any longer be
tween planning and 'laisser-faire', but only between good and bad plan
ning".66 There are two fundamental prerequisites, though, for the "planned 
State" contemplated by Mannheim: the bringing about of a consensus regard
ing values, in the sense of a fundamental perceptual integration and then also, 
after that, the basic agreement of those interested in the political happenings, 
"to carry out research by testing and experimenting with the new potentials 
of mankind."67 According to Mannheim, propaganda in a modem "planned 
democracy" ought to have the aim " of earmarking the disintegrated groups or 
persons, in order consistently [ ... J to reintegrate them as quickly as possi
ble.,,68 

All in all, in Mannheim' s view, a stage of planning ought to be arrived at 
in community control, which achieves the same degree of rationality and 
morality as does the technical control of the environment. What, however, 
the principles of this morality and the content of the rationality of substance 
are in detail, which Mannheim says are to be distinguished from a pure for
malism of values, he divulges to us in very inadequate hints. 

IV. Open Questions 

Georges Gurvitch once remarked, that the difference between Max Scheler 
and Karl Mannheim is not sociological but philosophical: Mannheim re
places Scheler's Plato and Augustine by a combination of Hegel and pragrna
tism.69 In the following it cannot be a matter of making the delicate meta-

65 KARL MANNHEIM: Diagnose unserer Zeit, p. 102; cf. original, p. 71. 
66 KARL MANNHEIM: Mensch und Gesellschaft im Zeitalter des Umbaus, p. 8; cf. 

original, p. 6. 
67 Idem, p. 279; cf. original, p. 239. 
68 Idem, p. 418; cf. original, p. 359. 
69 Cf. GEORGES GURVITCH: "Problemes de la sociologie de la connaissance", in: 

G. GURVITCH (Ed.): Traite de sociologie, Paris (Presses Universitaires de 
France) 1960, Vol II, pp. 103-136, here p. 117. 
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physical questions of the relationships of being and time, of immutable 
orders of knowledge and values and philosophies of history (with Scheler) or 
actual history and historically mutable consciousness (with Mannheim) into 
a subject of critical analysis. To present the differing forms of desired, - but 
also undesired - congruence between the eternal and the temporal, for example 
between Utopia and Reality, and to examine their implications in respect of 
cognition theory and value theory, would be to go too far. Only a number of 
cognition theory questions in respect of the sociology of knowledge as well 
as a couple of questions of moral philosophy with regard to the proceedings 
and results of the diagnosis of the present ought to be formulated. These 
questions will refer above all to the work of Karl Mannheim, since Mann
heim still appears to many social scientists today to be a figure of signifi
cance in research, whereas Scheler increasingly disappears from their con
sciousness. 

1. On Cognition Theory 

Shortly after the appearance of Ideologie und Utopie, the question was 
posed, with particular pointedness by Ernst Grunwald, about the logical sta
tus of the total definition of ideology in Mannheim. This concept is either 
absurd, insofar as Mannheim himself links a theoretical claim for validity to 
his tenets, for the assertion contradicts the idea that the evidence also for 
Mannheim's theories determining entity-dependency is irrelevant as to the va
lidity of the statements they contain; or, perhaps, that the conjecture as to 
ideology is valid for Mannheim's ideas and statements, including his criti
cism of the assertion concerning the "irrelevance of the validity" of the gene
sis of the ideas and the assertions.1° 

Mannheim would probably be pointing out, that he is making a distinc
tion between the conceptions of validity and truth, indeed he would perhaps 
even say, that the proof for the respective relative validity - rather after the 
style of the changing "cultural meaning" in Max Weber's sense - is only 
possible on the basis of a definite theory about truth; and, even so, he does 
not make it easy for one to defend him against a range of critics - from Ernst 

70 Cf. ERNST GRUNWALD: Das Problem der Soziologie des Wissens. Versuch 
einer kritischen Darstellung der wissenssoziologischen Theorien, Wien, 
Leipzig (Braumilller) 1934, pp. 205f. 
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Grunwald through Alexander von Schelting on to Theodor Geiger - since, 
with him, clarity in ideas and argumentation is not always expressed as 
strongly as is the richness of his ideas. As Mannheim himself so unequivo
cally declared, the total defmition of ideology puts the cognitive sphere of the 
consciousness as a whole into question. That means nothing other than 

that one formerly made revelations only at the psychological level, 
since one exhibited there socially-associated sources of deception that 
one drew even the noological-logical levels into the area of attack and 
also destroyed the noological level of the hostile statements in their 
validity by social functionalisation.71 

This marks exactly the transition from the problem of ideology to a way 
of thinking about sociology of knowledge, a stop-at-nothing kind of thinking 
- not even giving pause before one's own kind of thinking. Similarly, above 
all, to Lucien Levy-Bruhl at the same period, Karl Mannheim too asserts 
sometimes a determination by social conditions that enters the domain of the 
logical. In distinction to the views of Max Scheler, he proclaims the neces
sity of regarding the supertemporal validity of ideas as a derivative of a meta
physical idealism that is untenable as far as measuring cognition goes. 
Where, however, there is no world of ideas, then talk of • eternal truth' is also 
obsolete. 

With the "energising" pursued by him of the mental structure for ideolog
ical thinking, Mannheim provided a vindication - without, however, wholly 
wanting to - but did not have the power to convince the advocates of a logi
cal-empirical doctrine of cognition and science. Only in one instance, as 
Theodor Geiger established, might the direct projection of collective factors 
into the noological level hold good for certain: if our system of categories 
were to change simultaneously with social change.72 It is, of course, not so 

71 KARL MANNHEIM: Ideologie und Utopie. p. 64. 
72 Cf. THEODOR GEIGER: "Befreiung aus dem Ideologiebann" ["Liberation from 

the sway of ideology'1 [from the literary estatel. in TH. GEIGER: Arbeiten zur 
Soziologie. Methode - Moderne Gesellschaft - Rechtssoziologie - Ideologie
kritik, Neuwied a. Rh., Berlin (Luchterhand) 1962 (= Soziologische Texte, 
Bd. 7), pp. 431-459. here p. 446. - Cf. in connection with this the criticism 
of the uncertainties of every sort in the sociology of knowledge, associated 
with the draft of a research program on the sociology of knowledge by Ro
BERT K. MERTON: "A paradigm for the study of the Sociology of Knowledge", 
in: PAUL F. LAZARSFELD. MORRIS ROSENBERG (Eds.): The Language of Social 
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easy to offer evidence that the fundamental logical cognition-related character
istics of happenings of the descriptive, systematising, deductive and elucidat
ing cerebral activity should really have altered in dependence on social-struc
tural, economic or political data. 

Perhaps it is altogether better not to burden the expression "sociology of 
knowledge" itself too much, especially as it is questionable, whether there is 
such a thing as a sociology of knowledge at all, and not rather a sociology of 
error as well as of self-deception and of extraneously caused delusion; and 
whether the judgement is subject to the law of entity-dependency, or not just 
the actual judgements alone. 

2. On Moral Philosophy 

Critics have variously remarked, that Mannheim's sociology of knowl
edge suffers from an absence of sociological analysis of the institutions, in 
which intellectual activity is carried out, but also that the influences of sci
ence and technical science on the social structure had not been examined suf
ficiently. Apart from this undeniable deficiency, there is still another aggra
vating one that presents itself in the area of its practical philosophy. It has to 
do with the unexplained connection between planning and a previously 
achieved establishment of a consensus regarding values. To it, the following 
brief statements apply. 

"Planning", so argued Mannheim, "is an act of reconstructing a society 
with a past in history and coming down to us in an ever more consummate 
unity, regulated by persons in central positions.'>73 He establishes a close 
connection between the need for planning and the creation of consensus in 
times of uncertainty and crisis. Like Durkbeim, he too was plagued by the 
feeling of social disorder and both regarded it as their life's mission to look 
for a solution of the unmanageable problem of social consensus. Mannheim 
meant by this, that disintegrating groups of society were to be integrated 
again as quickly as possible - if only at a completely superficial level of feel
ing.14 Only if we were to have a clear idea of which ethical goals are suitable 

Research: A Reader in the Methodology of Social Research, New York, Lon
don (Free Press) 1955, pp. 498-510. 

73 KARL MANNHEIM: Mensch und Gesellschaft im Zeitalter des Umbaus, p. 228; 
cf. original, p. 193. 

74 Cf. idem, p. 418; cf. original, p. 359. 
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to a society and under which social conditions a spirit of community devel
ops, could we consciously plan vital social experiments in modem society.15 

It is precisely the ethical goals, though, which remain extraordinarily vague 
in Mannheim's discussion. There is neither a definition of the content of 
individual and social morals nor a clear definition of the planning goal for 
society as a whole. Mannheim invokes the common welfare76, the social 
requirements for "security" and "justice"77 - but it stays at the level of these 
cliches with the aid of other invocations, which, likewise, are no more close
lydefmed. 

Fundamental to Mannheim's attitude, perfectly characterised as planning 
euphoria, is the possibility of intersubjective comparison of utility, appar
ently imputed by him to be completely unproblematical, on the basis of ar
rangements, in principle, of preferential value that are homogenous or made 
to be homogenous. This silent assumption of supposed conviction leaves the 
reader too completely in the dark regarding the range and depth of the plan
ning activities. The statements and aims, delivered in a tone of complete in
nocence suggest only the suspicion that Mannheim's specific position in the 
debate is that of the exile, who is endeavouring to transform an alleged chaos 
of liberalism for the purpose of resisting an aggressive political philosophy 
in a structured order, in order to be able to protect it from the reproach of 
rashness and superficiality. Away from their context, many of his recommen
dations reveal a disagreeable tendency but also within the context mentioned 
they acquire an odd character. Thus he speaks highly of the intention in the 
attempts of the more recent pedagogics no longer to breed an "ideal man but 
that man, who will in all probability be wanted at the next stage of social 
development."78 By whom, though? And for what purpose? Although no 
clarity emerges about the objectives, for Mannheim it is as though it were 
settled, i.e. "to form the best possible types of mankind according to plan by 
shaping the different spheres of society with a conscious end in view. "79 In 
the "creation of the new man", as Mannheim assures us, it is first and fore
most a matter of re-shaping his ways of thinking and acting 80, to which end, 

75 Cf. idem, p. 286; cf. original, p. 245. 
76 Cf. idem, p. 311; cf. original, p. 267, where Mannheim refers to "the good of 

the whole". 
77 Cf. idem, p. 404 and p. 416; cf. original, p. 347 and p. 358. 
78 Idem, p. 241; cf. original, p. 203. 
79 Idem, p. 261; cf. original, p. 222. 
80 Cf. idem, p. 175; cf. original, p. 147. 
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apparently, schools would be in a position to make an important contribu
tion by doing away with marks and certificates, in order, to be precise, "not 
to rear all too ambitious men and those who delight in competition". In do
ing this, "one puts an end to a certain type, that is represented all too often in 
the upper classes of society and which finds its satisfaction only in compet
ing successfully with others."SI 

These upper classes of society, of whom Mannheim is speaking, are, 
seemingly, identical to a large extent with capitalist entrepreneurs. To them, 
but also to the consumers, he directs the message: "One will learn that there 
is nothing sacred about free choice for the consumer, and the entrepreneur 
will discover that he can run his business better, when he can let himself be 
guided in his investing by a central plan. "S2 One of the reasons for the col
lapse of the free industrial economy was, according to Mannheim, "the un
limited choice of goods presented to the consumer, whereby production and 
consumption were difficult to co-ordinate. "83 Referring yet again to the capi
talist entrepreneurs, whose anarchical production he is trying to channel 
through the structures of a planned economy, he recommends to the "progres
sive groups", that they might "perhaps [sic!] attempt to attract the technical 
and organisational elites over to them, instead of getting rid of them, as the 
Russian revolutionaries had done.,,84 

Alongside reasons for his assumption of largely identical preferred orders 
of value among the different individuals, in Mannheim's later writings, one 
misses above all the feeling for the diversity and complexity of social orders. 
A metaphor of Friedrich August von Hayek is, in this connection, still ever 
expressive, which illustrates the awkward character of outline planning, even 
within capitalist economies, by the simile of a natural phenomenon, which, 
precisely in order not to spoil the intended effect, may be ventured only as far 
as a certain "depth of intention": 

We can never construct a crystal by a conscious arrangement of the in
dividual molecules, but we can create the preconditions in which the 
crystal will form itself. For this purpose, we make use of forces that 
are known to us, but we cannot determine in advance the position of 

81 Idem, p. 241; cf. original, p. 203. 
82 Idem, p. 405; cf. original, p. 347. 
83 Idem, p. 367; cf. original, pp. 314f. 
84 Cf. idem, pp. 408f.; cf. original, p. 351, where this consideration may be felt 

to be less provocative. 
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an individual molecule in the crystal or even the size and position of 
different crystals. Likewise, we can create the conditions, in which a 
biological organism will grow and flourish, but for the growth we can 
create only conditions that favour it We can determine the size and 
structure that results, only within narrow limits. Exactly the same is 
true of spontaneous order within the social domain.85 

One looks in vain for deliberations of this kind with Mannheim - he 
leaves everything, at best, irresolute and full of forebodings. 

V. Closing Comment 

Mannheim seemed to be filled with a simply holy zeal for sociology, 
which often had naive and, at the same time, seemingly weird consequences. 
An etiologically half-baked diagnosis was thereby substituted, so to speak, 
by a quick-acting prophylaxis. With all decisions, one has to start from the 
principle, 

of evaluating ethical rules according to their contribution to the main
tenance of the social order. [ ... ] We may not forget here that the fun
damental virtues are in general a matter of habit and quite seldom in
clude careful deliberation and decision by individual people.86 

Mannheim maintains that habits. like virtues, are so variegated, that the 
impression that forces itself on the reader is one of their inexhaustible histor
ical plasticity. In such viewpoints, the difference from Max Scheler's inter
pretations finds clear expression, the endeavour of which has been, of late, an 
exhibitory analysis of invariant durations in and behind all transformations of 
our cognition and evaluation. 

The relativisation of certain cognitive and normative contents, as it sup
plies the philosophical analysis in more classificatory style and the sociology 
of knowledge in a more historicising style, can be interpreted in a manner 
that varies; fIrstly as an attempt to make up for the lack of a sense of history, 
then, perhaps, also as preparation for a fresh claim to absoluteness in the way 

85 FRIEDRICH A. VON HAYEK: Freiburger Studien. p. 35. 
86 KARL MANNHEIM: Mensch und Gesellschaft im Zeitalter des Umbaus. p. 413; 

cf. original. p. 355. 
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that the consequences of a sceptical irritation are used to justify the need for 
faith. In this respect, Mannheim' s work is of a very ambivalent kind, and yet 
it is true also for him that a historicising insight into the conditionality of 
knowledge can ultimately only ever happen, when there is an assumption of 
the unconditionality of the idea of truth on grounds of logical reconstruction. 
Contrary to Mannheim's interpretations87, one does not already have to be an 
advocate of metaphysical idealism, if one considers the point to be, not to 
overlook the constants in our theoretical and practical attitude to the world. 
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The Sociology of Knowledge and Diagnosis of 
Time with Max Scheler und Karl Mannheim 

The first part of the discussion concentrated on the differences between 
Scheler and Mannheim. According to Mannheim, Scheler is one of the out
standing pioneers of a "sociologie of knowledge" (Wissenssoziologie). How
ever, there is a major difference between Mannheim and Scheler: While Sche
ler is in favor of absolute values, Mannheim is convinced that the logical, 
noological sphere is influenced by cultural, societal factors (SHIONOYA, 
ACHAM). 

With regard to historism and the diagnosis of the "Zeitgeist", Mannheim 
is confronted with the problem of constantly changing societies. In them, a 
certain paradox arises for the liberal: Why should he be tolerant towards in
tolerant societies and structures? According to Mannheim we are inhibited to 
have free research concerning these questions. Besides, there is a contradiction 
within Mannheim's view about the state. On the one hand, he tries to resist 
to the idea of a "Zentralstaat" (centralized state) like the one Stalin has real
ized. On the other hand, he is in favor of a well planned central state. His 
ideas - ressembling the Platonic concept of the state - about a moral elite 
which should take the planning of all affairs, are not too far away from Stal
in's ideas developed in Plan und Staat in 1917 (ACHAM). 

A second part of the discussion, starting with Mannheim' s retreat from 
liberalism in the 1930ies (LENGER), dealt with the relationship between in
tellectuals and liberalism respectively with the role of intellectuals for the 
state. According to Mannheim's own reflections, intellectuals were more im
portant during the 1920ies than before. He was convinced that there should be 
a free floating of knowledge and a freely floating intelligentia (jreischwebende 
Intelligenz), and that within the topographical situation the conversion in a 
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mathematical sense of different perspectives was possible (ACHAM). Against 
this, it was raised that during the 1920ies - and even before the first world 
war (LENGER) - the smallest part of the intellectuals believed in liberalism, 
since it did not work at this time. Drawing a line between the position of in
tellectuals and liberalism is justified only from our perspective today where 
liberalism is working. So, for instance, Hermann Hillen and Ernst Franklin 
amongst others were convinced that liberalism should be abolished. Also in 
the work of Ernst JUnger of this time, especially in Der Arbeiter, tendencies 
towards a sort of National-Bolschewism in a global perspective can be no
ticed (KOSLOWSKI). 

Besides, Mannheim's notion of a free-floating knowledge and of a freely 
floating intelligentia which was supposed to ban relativism is considered to 
be a misunderstanding, taking a logical problem for a sociological one. The 
naivity to believe into a managerial elite comes close to madness here (RIN
GER). 
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Georg Simmel's Contribution to a 
Theory of the Money Economyl 

RAlMUNDDIE1Z 

I. Introduction: The Instrumental and the Systematic View 
II. Major Morphological Elements Generated by Exchange 

- Simmel as a Theoretician of Self-organisation -
1. Exchange, Money, Capital; Credit and Interest 
2. Subject and Object - Firms and Markets 
3. The State and the Central Bank 
4. Transformation of the "World", of Society and 

of the Individual 
III. Simmel and Economic Science 

I. Introduction: The Instrumental and the 
Systemic View 

I should like to start by asking two questions: 
(1) What is Georg Simmel's2 contribution to economics? 

1 Earlier work on Simmel and systems theory was supported by the Fritz Thys
sen Foundation (Cologne, Germany). I have benefitted greatly from discus
sions with my colleage Vladimir Gligorov (WIIW), Vienna. Translation into 
English by Silvia Plaza. 

2 Georg Simmel was a German Philosopher and one of the founders of modern 
(formal) sociology. His main works: 1908: Soziologie: Untersuchungen aber 
die Formen der Vergesellschaftung; 1900: Philosophie des Geldes; 1910: 
Hauplprobleme der Philosophie. Short summaries on his life and work, and 
bibliographical information to be found, e. g., in: TRIER-MAYNTZ (1990); 
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(2) What is his contribution to our theoretical conception and general 
understanding of the economy? 

With respect to the fIrst question we recall that Simmel opens his main 
work, "The Philosophy of Money",3 with the explanation that "not a single 
line of these investigations is meant to be as statement about economics" 
(ibid, p. 54).4 He himself lays no claim on his thoughts forming part of po
litical economy. However, attempting to answer question two, we realise that 
Simmel offers valuable insights into the rise and dynamics of the modem 
economy. In a certain sense his work constitutes an outline of a theory of the 
modem age. What interests the economist in Simmers thinking is that his 
theory of the modem age evolves around the concept of money. A third ques
tion follows from the two initial ones: how is it possible that the answers to 
the fIrst two questions, i.e. Simmers contribution to economic science and 
to our conception of the economy, can differ so strongly? I shall try to give 
an answer in the form of a simile: 

Economic science can be compared to an observer sitting in a boat that is 
moving downstream in a river. The observer is watching a swimmer trying 
to catch some floating object. Swimming towards the object the swimmer 
need not know the velocity of the current, particularly if the river is flowing 
quietly. Neither need he know where the source or the mouth of that river is 
located. Another observer may be standing at the bank of the river, or even at 
some distance from it. He is not only interested in the motives and move
ments of the swimmer, but also in the "structure" of the medium in which 
the swimmer moves, because the swimmer's pattern of movement are deter
mined by it The second observer may even want to know how this "matter", 
i.e. water, is constituted, whether its structure is stable or subject to decay, or 
whether it could be substituted by another medium (functional contingency). 

The techniques and methods of modem economic science largely corre
spond to the intention of the first observer to watch and understand the 
swimmer moving in his medium. The observer assumes that the swimmer is 
familiar with the medium and that the medium is stable. Social science theo-

SCHNABEL, P.-E. (1985); more extensive analysis in: JUNG, W. (1990); and in 
FRISBY, D. (introduction into Simmel 1990). 

3 First edition 1900, second slightlys revised edition 1907. The English ver
sion I refer to was edited by D. Frisby, translated by Tom Bottomore and 
David Frisby, New York (Routledge) 1990. 

4 "That is to say, the phenomena ... which economics views from one stand
point, are here viewed from another" (Ibid.). 
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reticians like Marx, Simmel, Durkheim, Weber, Habermas or Luhmann can
not afford this kind of "blind" pragmatism regarding the environment in 
which man acts which generally characterises the economic sciences. They 
usually keep environments in which agents operate constant or assume them 
to be exogenously given. The efforts of the social science theoretician must 
therefore branch out in three different directions: 

(a) to study the movements of the swimmer, however operating not only 
with the hypothesis of purposeful action common in the economic sciences, 
but also with other motivations such as playfulness; 

(b) to explain the movement of the swimmer through the structure of the 
medium, Le. to understand the social (systemic, institutional) conditionality 
of human action; and 

(c) to pursue a question that may seem absurd to the image of the swim
mer in a river but which is important and topical in social science discourse, 
i.e. to trace how on the one hand society (in the sense of social system or en
semble of institutions) is explainable as resulting from human action while, 
on the other hand, individual action is made possible and conditioned by so
cial (collective) institutions. With respect to the image introduced above, to 
"derive" water from swimmers' movements and simultaneously to explain the 
swimmers' movements through the quality of the medium water. (This seem
ingly nonsensical simile may, by the way, explain a fundamental difference 
between the natural and the social sciences: nature and its laws are pre-estab
lished with respect to man, while institutions arise out of action contexts and 
enable human actions. We are confronted, here, with an evolutionary circle). 

If Simmers position in the economic sciences is not very prominent in 
spite of his major contribution to a theory of money economy this must be 
mainly attributed to the different methodological approaches prevalent in eco
nomics and the social sciences. There is widespread consensus that the spe
cialised discipline of economics is characterised by the principle of instru
mental rationality, Le. by the attempt to understand reality in the light of 
purposeful action. Economics is defined as allocation of scarce resources to 
infinite ends. That, in away, is its unifying principle. This principle is re
sponsible for the strong position of economics today, exemplified by the 
dominance of economics among the social sciences: its methods are exported 
to other disciplines, but not very much is imported into it.5 

5 Its success as a discipline is probably not just based on the "relentless appli
cation" of its set of tools in approaching reality (HIRSHLEIFER [1985]), but 
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However, at the same time, the reduction of analysis to the instrumental 
aspect of action also constitutes its weakness: for if one is to apply the prin
ciple of instrumental rationality rigorously, one would need to keep the so
cial environment in which human beings act constant. This, however, is im
possible. In order to take social realities into account, economics must devi
ate from its own methodological principle. The principle responsible for the 
success of economics as a discipline thus falls back on it in a negative way. 
Disregard for the systemic dimension takes a curious fonn of revenge on eco
nomics. In the tenninology of psychoanalysis one could call this "somatisa
tion". If a problem is suppressed - in economics the social environment - it 
finds some specific "somatic" expression. To list just a few examples: "Or
thodox" neoclassical economics presupposes a costless allocation of resources 
- the discovery of this deficiency leads to the theory of transaction costs and 
institutions (Coase 1988). Traditional economics is static - Schumpeter 
(1912) makes the entrepreneur the driving force of the economy - and the en
trepreneur turns into a deus ex machina in a world still conceived in Walras
ian tenns (Streit 1993). Traditonal economics assumes perfect infonnation. 
Hayek denies this and re-interprets the economic problem of allocation under 
perfect infonnation turning it into a problem of competition as a discovery 
procedure (Hayek 1945). Most games are modelled as games played against 
nature, i.e. against given environments. In the Prisoner's Dilemma two play
ers have to decide whether to cooperate or to defect Defection is rational in 
the instrumental sense, while joint cooperation is better for both than joint 
defection. The paradox which arises is the following: In order to act more ra
tionally agents must learn to become irrational (in instrumental sense). Last
ly: consider the fictitious communism of the neoclassical tradition (Myrdal 
1953). The fact that many economists, even Schumpeter, considered social
ism the economic system of the future is more than just an indication that 
neoclassical economic theory only pretends to be a theory of the market 
(Lavoie 1985; Stiglitz 1994; Dietz 1995). In fact, for traditional neoclassical 
economics the market is an economic order that could be replaced by any 
other one, for example by a government (Buchanan 1979). 

The limitations of neoclassical theory become apparent from the fact that 
the core of orthodox thought does not contain a theory of institutions. One 
could perhaps say in summary that the suppression of socio-systemic reality 

mainly due to the increasing dominance of economy over other social sub
systems since the end of the Middle Ages. 
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in neo-classical orthodox thinking leads to attempts to reconstruct it at the 
neoclassical periphery - but, because social reality is being suppressed, in a 
distorted way. The suppressed problems are somatised, they do not form a 
consistent whole. Economic thought branches out in different directions, dis
tancing itself from its methodological core, which, however, is less and less 
able to keep the various branches together. 

The most prominent example showing the epistemological limitations of 
neoclassical theory most clearly is the theory of money. According to Hahn 
(1982) the greatest challenge to orthodox economic thought lies in the fact 
that it has not yet been possible to find a place for money "in the best devel
oped model of economics". The difficulties in formulating a theory of money 
encountered by neoclassical economics are quite clearly related to the princi
ple of instrumental rationality. For application of a rational calculus requires 
stable environments. However, money eludes this requirement on principle 
because it is the medium of economic action. It simultaneously results from 
and directs this action. In money we encounter a category which obviously 
cannot be deciphered solely by instrumental logic. 

In my view, Simmel suggests a construction which adequately describes 
the creative circle from which money emanates and which it accelerates. In 
section 2 below I shall attempt to summarise Simmel's propositions as suc
cinctly as possible. In section 3 I juxtapose the different construction princi
ples of the neoclassical and Simmers "models" of the economy. 

II. Major Morphological Elements Generated 
by Exchange 

Simmel as a Theoretician of Self-organisation 

"Exchange ... is the source of economic 
values, because exchange is the representa
tative of the distance between subject and 
object which transforms subjective feel
ings into objective valuation." 
(Simmel 1990, p. 90), 

The essence of Simmel's approach may perhaps be best captured by view
ing him as a theoretician of the self-organisation of society and the economy. 
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Neither traditional neoclassical economics nor the theory of institutions are 
theories of self-organisation. Neoclassical economics assumes preferences, 
endowments and maximisation behaviour to be given exogenously. Institu
tional economics, in turn, introduces institutions from outside and endogenis
es, at least to a certain extent, preferences, endowments and the behaviour of 
agents (e.g. profit seeking). In contrast, Simmel endogenises institutions in a 
meaningful way. Economic institutions arise out of individuals' actions, i.e. 
mostly out of exchange as communication acts. However, by endogenising 
even institutions Simmel avoids ending up in a morass of concepts, magni
tutes, or processes where everything would depend on everything. Rather, 
through exchange as the constituent element, Simmel traces the emergence 
and development of the morphological structure (Gestalt) of bourgeois soci
ety, i.e. the structure of modem capitalist money economy, and he demon
strates that money (not as a quantity but as a quality) is its very essence. 

Simmel juxtaposes the autonomy of the money economy's "objective 
culture" and individual life processes. However, in contrast to Marx he not 
only regrets the alienation prevalent in this objective sphere of culture, which 
according to Marx would have to be eliminated by some future society (com
munism), but he also speaks of the "tragedy of culture"6 since human beings 
pay for greater freedom by dependence on things, whereby greater freedom is 
defined by a change in the type of dependence (for this see below). The mor
phological structure of the economy, i.e. the revalorisation process of capital 
which is quite independent of individuals' lives, just makes use of indiduals' 
needs, motivations, of changing fashions, as its content. Thus, for Simmel 
in contrast to Walrasian economics, the economy is essentially not driven by 
needs, but rather determined systemically. In the shape of money, the ex
change relation has "crystallised into an autonomous formation". If the ex-

6 Simmel's attitude towards modern culture is ambivalent. He also observes 
very clearly what modern human beings gain through it. At the end of his 
"Philosophy of Money" he writes: "". the material contents of life become 
increasingly objective and impersonal, so that the remainder that cannot be 
reified becomes all the more personal, all the more the indisputable property 
of the self (SIMMEL [1990], p. 469). Simmel has nothing but ridicule for a 
shallow cultural criticism which expects miraculous cultural achievements 
from the condemnation of money. This would only produce "miracles of ba
nality". Cf. also RAMMSTEDT (1994), pp.30f. 
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change function crystallises into money as an autonomous formation 7 money 
replaces the interaction of exchange and thereby enables the existence of mod
em society. 8 

This closes the autopoietic circle. Freedom of the individual (linked with 
individual personality) and socialisation are not contradictory but mutually 
constitute each other. It is the supra-personal entities of "objective culture" 
which determine the accelerating speed of our lives, or production cycles, or 
the further differentiation of products and institutions, or the division of 
labour and consequently also economic growth. What we are trying to find 
out about are the elements employed in Simmel's theory of the self-organisa
tion of money economy and the morphological structure resulting from 
them. In pursuing this, we need not confine ourselves to Simmel but may 
also look at the implications of his approach for a theory of the institutions 
of modem society. 

As stated above, the basic element from which Simmel proceeds is ex
change. From this the major structural elements of capitalist society are de
rived. We distinguish among the following morphological levels or lines of 
argument: 

(1) Exchange, money, capital; credit and interest 
(2) Firms and markets 
(3) The state and the central bank 
(4) Transformation of the "world"; transformation of society; transfor

mation of the individual. 

1. Exchange, Money, Capital; Credit and Interest 

Exchange is an act of communication characterised by double contin
gency (Luhmann 1984). People meet as black boxes and learn something 

7 "If the economic value of objects is constituted by their mutual relationship 
of exchangeability, then money is the autonomous expression of this rela
tionship. Money is the representative of abstract value. From the economic 
relationship, i.e. the exchangeability of objects, the fact of this relationship 
is extracted and acquires, in contrast to those objects, a conceptual existence 
bound to a visible symbol" (SIMMEL [1990], p. 120). 

8 LUHMANN (1984) would call this the substitution of interactions by commu
nication. 
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about each other, as well as about their own wishes. If they arrive at an 
agreement, their interaction can be described as a do-ut-des-operation.9 

Money: The most important structural element emerging from exchange 
is money. It emerges from exchange because every good that is given up to 
obtain another one fulfils the function of money, in so far as it serves as 
means of buying something.10 Simmel wrote: "Money has acquired the value 
it possesses as a means of exchange; if there is nothing to exchange, money 
has no value" (SimmeI1990, p. 156). If a commodity is reduced to this func
tion only - to attract goods through exchange - then we call it money. 11 
Hence we define money by its liquidity; i.e. by its superior ability to attract 
goods by way of exchange. 

According to Simmel, money is the embodiment of the exchange rela
tion. While emanating from exchange, money is the institution enabling ex
change. This is not a logical but a creative circle. 

From the exchange function all other functions of money can be derived. 
Money is a means of storing wealth, or a means of speculation: " ... its sig
nificance as a means of storing and transporting values is not of the same 
importance, but is a derivative of the function of money as means of ex
change; without the latter, the other functions could not be exercised, whereas 
its function as means of exchange is independent of them" (Simmel 1990, p. 
156).12 If money enters the picture, exchange ceases to be a simple relation
ship between two individuals because "realization [of its value] depends upon 
the economic community as a whole or upon the governments as its repre
sentative" (ibid, p. 177). 

9 Or, more generally, I offer you something for which I believe you are able to 
offer me something that I might need. The products and services which will 
eventually be exchanged depend on the knowledge the partners have when en
tering into the process of exchange, and which they acquire during the ex
change process. It also depends on the cost and risks of monitoring con
tracts, etc. 

10 The relative value form is the precursor of money. On this, see MARX. The 
Capital, vol. I, chapter 1. 

11 The historical emergence of money moves from commodity money to pure 
(paper) money. Commodity money can still be used for purposes other than 
buying, while pure money (or money proper) functions only as a means of 
exchange. 

12 This does not imply that all functions are always performed by the one kind 
of money. 
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Money as capital: Money as a general medium necessarily becomes 
the end of economic activity (SimmeI1990, pp. 228ft). Since the simple ex
change motive turns into pofit seeking money becomes capital. The function 
of money therefore is not just to allocate goods needed to satisfy needs (as in 
the Aristotelian world of oikonomia); it has become an "autonomous supra
individual formation" (Simmel) governed by its own law, or "language", i.e. 
the "revalorisation" of invested values (chrematistes). Money transforms 
goods into its "raw material" and creates needs in order to ensure the continu
ity of the revalorisation process. In short, money is the medium of exchange. 
Capital results from exchange operations based on the medium of money. 
One could say that self-reflexive money is capital.13 

Money and the interest rate: Interest is the price of (for) money. 
The underlying exchange relation (credit) is money today for money tomor
row. The difference in the quality of the two traded" goods" is just time (if an 
entrepreneur invests his money into his own firm, the agent involved may be 
the same). The credit operation is a typical example of a reflexive operation: 
exchange refers to the medium of exchange. 

Everything revolves around money - money is the medium and aim of 
economic activity - and markets are hierarchically related to each other; one 
may say that this hierarchy is defined by the respective distance or closeness 
of goods and markets to money, i.e. by the degree of liquidity of the assets, 
or, in other words, by the marketability of products. While according to the 
neoclassical norm of equality of marginal utilities all goods are brought to 
the same level and all markets are of the same rank, the concept of liquidity 
implies some hierarchy among markets and a preponderance of money owners 
over owners of goods (Simmel 1990, p. 217). From this follows that the in
terest rate is the most important price in the economy. This supports the 
Keynesian proposition that the interest rate conditions the profit rate, and not 
the latter the former one, as stipulated by neoclassical theory. 

2. Subject and Object - Firms and Markets 

Neoclassical axioms assume individuals endowed with perfect information 
and exposed to parametric prices. This approach seems to be meaningless 

13 The reader will realise that this is a "morphological" defmition of capital 
which has liule to do with the "material or economic" one which is the sub
ject of efforts made by the theory of capital (on this see GAREGNANI [1990]). 
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from the perspective of self organisation in which subjects and objects (or in
dividuals and their environments) "mutually defme each other's conditions of 
origination". One is impossible without the other, each one can only origi
nate through the other one. This "mutual definition of the other's conditions 
of origination" is an evolutionary pattern typical of all self-generating sys
tems. This pattern can be characterised as a creative circle which one may il
lustrate through an etching by Escher: in this etching we observe that both 
hands draw each other. This means, they mutually define each other's condi
tions of origination. They extract themselves by their own means from the 
etching and form an entity of their own. Their activity (the mutual drawing 
of each other) defines the conditions on the basis of which they can be distin
guished from one another, and which sets them off against the background. 

Figure 1: The Pattern of Evolution According to Escher 

Source: "Drawing hands" by M. C. Escher 
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This evolutionary pattern is exactly the scheme used by Simmel in his 
theory of modem (capitalist) society: The white paper on which Escher's 
hands draw each other corresponds to an image of "society" as a mere con
glomeration of unrelated individuals, i.e. an unstructured, chaotic number or 
individuals, out of which the "order" of a money economy can emerge only 
after passing through several stages of development. The act of drawing in 
Escher's etching corresponds to exchange in the economy. Exchange gives 
autonomy to economic subjects while simultaneously generating markets 
which fonn their environment. Exchange generates the paradox of civilisa
tion: (increasing) autonomy of the individual combined with its simultane
ously growing socialisation and dependence; the freedom of the subject com
bined with the simultaneous objectivisation of the world. One is impossible 
without the other, each tendency is linked with the opposing other one (Sim
mel 19(0). 

Figure 2: The Pattern or Evolution in Economics 

The Pattern of Evolution in Economics 

autonomous subject ..... ------•• ~ environment 
(fIrm) (monetary market economy) 

exchange 
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Firms and markets: The fruitfulness of this system-theoretical ap
proach is clearly visible in the case of the relationship between joint stock 
companies and their monetised environments. The two relate to each other 
like subjects (agents) to their environment, both generated by exchange. For 
joint stock companies (subjects) are nothing but bundles of capital (= the ex
pected net value of future exchanges), and markets are the environment which 
has asswned the nature of an object through exchange communication. (This 
evolutionary process is illustrated by figure 2, above). 

The quasi-parametric nature of markets derives from nothing but exchange 
communication. Sociologically speaking, the character of markets becomes 
the more "objective" the more extensively and exclusively communication 
takes place through exchange, and, economically speaking, markets function 
the better, the more finely-meshed the network of actual transactions is. 
Prices acquire social objectivity not because of their "rightness", as being, 
say, in accordance with a (fictitious) equilibrium or with other criteria that 
might be applied by an outside observer (e.g. V. Pareto), but through societal 
exchange communication. According to Simmel, values can be expressed 
only through exchange. Only through exchange do values obtain a statable 
amount. Another kind of objectivity in the economy, Simmel (1900, pp. 
81t) points out, we cannot attain. 

That it is nothing but exchange which gives identity to economic sub
jects becomes overwhelmingly clear in the case of the incorporated finn, the 
prototype of a modem enterprise.14 An incorporated firm has a unique iden
tity, although all its constituents or representatives are exchangeable: the 
workers and employees, machines, owners, managers - all of them are ex
changeable, but the identity of the enterprise remains. The enterprise may 
merge with others or split up into various others in the way organic cells do; 
new identities can be built up; etc. In spite of being devoid of substance, the 
enterprise may refer to itself as an "I", as a legal and economic entity. This 
quality of incorporated firms, i.e. to be devoid of substance and yet a subject, 
is solely due to exchange. 

This is so because we may define an incorporated firm as an organisa
tional unit whose function it is to communicate successfully in the market, 

14 Although other subjects besides enterprises (households, the state) also par
ticipate in exchange communication and thus contribute to the building of 
money-economy environments, enterprises are the only systemic elements, 
since their existence derives exclusively from exchange communication, the 
basic operation of the economy. 
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i.e. it must provide the numerous acts of exchange occurring at different 
points of time with an addressee that is clearly visible to outsiders - the com
pany name - and it must secondly accommodate technical and financial over
heads (fixed costs, overhead costs, risks) by providing a consolidated fmancial 
budget Large enterprises and the modem market economy derive their vitality 
from this uncanny flexibility. 15 

3. The State and the Central Bank 

The state 
In this systems-theoretical context the role of the state can be defined as 

the function of creating institutions that help to sustain exchange communi
cation, and to intervene by fiscal and monetary instruments in order to stabi
lize that process. Collective action is imperative particularly for complex 
transactions (e.g. long-distance trade or exchange with a long time-horizon; 
see North 1991). In addition, the market is neither a just nor a stable mecha
nism. We know very well today that the formation of expectations is influ
enced by this process itself. Therefore, a policy that stabilizes expectations 
may contribute to greater welfare. 

The Central Bank 
The only exception to the principle of do-ut-des in the strict sense of the 

expression is the injection of fresh money by the central bank. By extending 
a credit the central bank does not give anything; yet it obtains something, 
i.e. claims on interest. This exception is the privilege of the "sovereign", in 
money economies occupied by the central bank. The central bank as an insti
tution derives logically from the de-substantialisation of money (the histori
cal development of commodity to paper money) (Simmel 1990, p. 168). 
Since the intrinsic value of money is zero (it can be produced at negligible 
cost) there must be an institution which keeps money tight to put the econ
omy under a macroeconomic budget constraint (Riese 1983). 

15 In contrast to incorporated firms, partnerships or one-man businesses have 
an identity because their business assets can be clearly related to a natural 
person, or group of persons, endowed with their own natural, i.e. psycholog
ical or social identity. 
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4. Transformation of the "World", of Society and of the 
Individual 

"World" 
A commodity space can only be imagined as a limited world. Such a 

world is ruled by the compensation principle: for every profit there is some 
loss. This view is stylised in the Pareto optimum: one can enhance one's 
wealth only at the cost of somebody. However, as Simmel stresses, the 
world is not "given away" (Simmel 1990, p. 292) and it is exchange and 
even more so money which open up the world. For in the course of exchange 
the actors learn from each other (bilateral contingency as a basic element of 
any socialisation process).16 Secondly, people only conclude agreements if 
both sides draw some advantage from it. Thirdly, exchange leads to the divi
sion of labour, the differentiation of products and to the perfection of tech
nologies (ibid, p. 290). Through their application, substances may be sepa
rated into an increasing number of components, so that an increasing amount 
of value can be derived from every material. Simmel thus formulates the 
principle of uncoupling the exploitation of the environment and economic 
growth. He calls this the "substantial progress" of culture (ibid, p. 290). 
Lastly, apart from the three effects listed above, the very institution of ex
change is welfare-enhancing. According to Simmel, this last, in economical 
terms external, effect of the institution of exchange represents "the functional 
progress" of culture. "The concern here is with fmding the appropriate forms 
that make it advantageous for both parties to exchange ownership of specific 
objects" (ibid, p. 290),11 The advantage of exchange, if compared with rob
bery, theft, or even gifts, cannot be overestimated according to Simmel. 
Transition to exchange indeed sets free unimaginable forces. Exchange, he be
lieves (1990, p. 291), reduces the human tragedy of competition. The fight of 
human beings against each other is diverted and becomes a fight of man 
against nature. The economy is not a zero-sum game, but a positive-sum 
one. The market clearly is not a system of arbitrage leading to an optimum 

16 This thought was developed by PARSON and SHILS (1951) and LUHMANN 

(1984). 
17 Neoclassical economics adresses only the substantial progress brought about 

by exchange, i.e. the exhaustion of welfare gains within the given economic 
space. The functional progress of exchange is the (unmeasurable) gain which 
is to be attributed to exchange as an institution that changes the space in 
which agents act. 

128 



GEORG SIMMEL'S CONTRIBUTION 

within a predetermined commodity space; rather, it is a discovery procedure as 
Hayek (1945) has pointed out 

If exchange breaks open the stationary space, money does so even more. 
For in order to exchange goods against other goods they must have been pro
duced before. Not so in the case of token money. The possibility of injecting 
fresh money18 implies that the space of economic goods may be enhanced ex 
nihilo.19 From this follows the Keynesian proposition that it is not savings 
which cause investment, but credit-financed investment which causes sav
ings. 

Society 
Money also transforms society. It brings about individualisation and so

cialisation; individualisation because it transforms relationships of depen
dence in such a way that persons need no longer discharge their obligations 
by personal service but through money. "Money has made it possible for 
people to join a group without having to give up any personal freedom and 
reserve" (Simmel 1990, p. 344). On the other hand money socialises, be
cause it increases the frequency of communicative linkages and ensures their 
proliferation. Money economy does not impose any limit on the magnitude 
of a particular society. "Big capital", in particular, has no geographical lim i
tation. Hence, social differentiation and quantitative expansion of groups are 
closely interrelated. 

Human beings: simultaneously greedy profit-maximising 
machines and highly individuated personalities. 
Money turns man into something attributed to him or her by neo-classi

cal theory: a self-centred, ruthlessly acting, profit-maximising individual.20 

Money makes it possible for human beings to compare aims and means us-

18 This quality, by the way, was anticipated by the minting of coins through 
which a coin was given a higher than its intrinsic material value (see also 
MENGER [1909]). 

19 However, this Faustian trick (on advice by Mephisto Faust suggests to the 
emperor the creation of token money; not yet exploited natural resources are 
to be the collateral, i.e. a mere promise - cf. also H.C. BINSWANGER [1985]). 
The result is that only with rising investment and therefore rising growth the 
economy remains stable (BINSWANGER [1994]). 

20 Thus, neoclassical economics owes its success to a principle which it fails to 

to explain. 
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ing a commensurable, globally recognised measure. This materialistic, mon
ey-guided rationality of modem man and the coldness of human relationships 
that goes with it is often deplored. In part, justly so. However, it is often 
overlooked that the anonymity of relationships under money economy at the 
same time also enables highly individual relationships. Thus, love marriages 
only arose under money economy. The reification of relationships among 
things and the individuation of persons and their relationships with each other 
exist side by side. 

So far, a number of morphological elements have been described. Sim
mers central thesis is that all of them are in one way or another rooted in 
exchange, and that the vitality of systemic processes is based on both the in
dividual and systemic advantages that money as a "supra-individual forma
tion" (economists call it public good) provides. Since money widens the 
space of individual decision-making exponentially (individual gain), it en
ables development (systemic gain). And since it not only is a means of ex
change, but has long been the aim of economic activity, it enforces develop
ment, in whatever direction it may move. To Simmel, money is the most 
productive social "invention" of mankind (SimmeI1907, p. 210). It is a pre
requisite for fashioning, out of a more primitive society, the order of modem 
society. 

III. Simmel and Economic Science 

I hope to have shown that Simmel has indeed provided us with interesting 
and profound insights about the money economy. It remains to find out what 
economists could learn from him. I think they would profit most by ac
know ledging and understanding where his approach is different and why. 
Since all economics in some way is Walrasian (Blaug 1985), it is perhaps 
best to juxtapose Simmel's approach with that of neo-classical orthodoxy 
(Walrasian economics). I would like to restrict myself to this confrontation 
in order to highlight the fundamental differences of the two approaches which 
will be even more interesting since at first sight (but only then) they both 
appear to be theories based on the concept of exchange. Once the fundamental 
differences between them have been clarified I shall elaborate on the mediative 
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function which Simmel's approach could assume among different economic 
schools. 

However, in this confrontation with Walrasian economics I shall concen
trate on one issue which I consider crucial: the differing conception of ex
change. In contrast to Simmel the neo-classical theory of value is based on a 
very rudimentary conception of exchange: instead of on exchange it bases its 
arguments on the rate of substitution (RoS) and presents this as the rate of 
exchange (on this see Schumpeter 1908, pp. 49, 135). Exchange as a social 
action is thus reduced to a "technical" fact. Economy as a social nexus is thus 
represented by a technical construction. Schumpeter, an ardent admirer of 
Walrasian economics, considers this trick the greatest achievement of eco
nomic science and speaks of the "logic of economic things" (ibid, p. 260). In 
Simmel's theory, in contrast, exchange is a social event to which the socio
logical logic of double contingency applies. These two completely different 
conceptionalisations of exchange have far reaching consequences regarding the 
conceptions of objectivity, value, society, and with respect to the treatment 
of time, etc. 

The substitution rate (rate of substitution, ROS) is the basic element of 
Walrasian economics. For, if all substitution rates and endowments were 
known, one could, given the necessary computing capacity (computopial), 
calculate the Pareto-optimal allocation point. Since this point is derived from 
"technical" substitution rates assumed to be objectively given, we may also 
speak of a commodity paradigm, i.e. a commodity space defined by physical 
properties, such as preference and production functions. 

Exchange, on the other hand, represents the basic analytical element of a 
systems-theoretical paradigm. Exchange is viewed as the element on the basis 
of which (capitalist) economies are organized. 

Exchange and the substitution rate are, in other words, the partes pro toto 
of these two paradigms. Whereas Walrasian economics tries to establish the 
preconditions for equilibrium from objectively given data, the systems-theo
retical paradigm raises the question of the market economy's morphological 
structures which emerge from exchange. The market is not viewed as an arbi
trage mechanism matching given preferences and resources; rather, it is 
viewed as a system which co-generates realities and puts them in some kind 
of hierarchical order. 

In the following I shall attempt to characterise the formal properties of 
the two different conceptions of "exchange" in the elaboration of the two the
ories. 
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NEO·CLASSICAL ORTHODOXY SIMMEL 

Definitions 

The rate of substitution 
(RoS) defines states of indif
ference for consumers (prefer
ences) and producers (produc
tion function). 

Exchange (EXC) is a real ac
tion between two partners. 

Consequences of these definitions with respect 
to the following criteria: 

• Choice versus action 

Fonnally, RoS is a technical 
ratio y = y(x), derived from 
the function of U = U(x,y) 
for any given U, where U de
notes utility (or, in the case 
of a production function, the 
quantity of a product), and x, 
y are consumer goods (or pro
duction factors, respectively) . 

RoS has no time dimension. 
Time is unessential, or sym
metric. Hence, in Walrasian 
theory the decision space is 
uniform: due to the assump
tion of rational expectations 
and complete markets, agents 

• Time 
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In contrast, EXC denotes an 
action. 'A' exchanges x for y, 
and 'B' exchanges y for x. 
However, while RoS implies 
transitivity and reflexivity, 
exchanges are never reversible 
and hence are not transitive. 

EXC is an event which disap
pears at the same moment of 
time as it happens. Time has 
only one direction, i.e. time 
space is asymmetrical. The 
economic space is made up by 
the economic agents' expecta-
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decide today for all future 
points of time. 

tions, that is it rests on trust: 
for the economic agents the 
future exists only if they can 
expect given events to be fol
lowed by successive events. 
Money, for example, is only 
accepted because the agents 
believe that money will buy 
things tomorrow, i.e. that the 
system will continue to func
tion. 

• (Technical) objectivity versus (social) objectivisation 

RoS considers reality as being 
objectively given. Preferences 
and production functions are 
assumed to be given prior to 
the process of exchange (for a 
critique see Morgenstern 
1972; Buchanan 1979). The 
ontological epistemology of 
neo-classical economics re
quires equilibrium to be de
flned independently of the ac
tivities of agents - to Frank 
Hahn (1981, p. 79) the "can
ker at the heart of econom
ics". 
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EXC produces economic real
ity. Ante exchange, there is 
only physical but not eco
nomic reality. Equilibria how
ever deflned are path-depen
dent 
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- Individual and society 

Though pretending that the 
individual is the basic build
ing bloc of neo-classical the
ory, substitution rate eco
nomics reduces the individual 
to a carrier of preferences on
ly. Traditional value theory 
does not even allow individu
als to reflect on their prefer
ences (Statements as: "I hate 
my desire to smoke", are not 
admitted (Otsch 1991). 

The place of society is taken 
by the state, or an almighty 
auctioneer, or simple by an 
aggregation of representative 
individuals. 
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The Simmelian approach ap
plies a neo-Kantian (as op
posed to a mere utilitarian-in
strumental) perspective of the 
individual. To ask whether an 
action is rational, we must 
not ask (as in the utilitarian 
approach) how it connects the 
(psychologically) given de
sires of the actor; we must in
stead examine the coherence 
of the autonomous individu
al's principles' reasoning 
which determine the action. 
Reason may override desires 
(Sudgen 1991). 

Simmel rejects the view that 
society is a substance, an or
ganism, or an irreducible real 
entity. On the contrary, soci
ety is created by exchange. It 
is nothing but the sum total 
of the interactions and inter
dependencies (the German 
term Wechselwirkung implies 
both) between individuals -
whose unity in turn is consti
tuted only by their mutual in
teractions and communica
tions. 
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- Money 

The disaster of neo-classical 
money theory derives from its 
value theory. The neo-classi
cal value theory occupies the 
place which should be re
served to money: "Main
stream monetary theory can 
be considered as an attempt to 
introduce a coordination de
vice, money, into a frame
work which already contains a 
coordinating device, the Wal
rasian auctioneer, as an ideal 
type. In such a framework 
money cannot be anything 
else than unessential" (Ees/ 
Garretsen 1992, p. 4). 

In the case of Simmel money 
is the medium of socialisa
tion. Hence money is any
thing but neutral. Without 
money a number of groupings 
exist, but there is no society 
in the economic sense. Sim
mel compares money not 
only with the nervous system 
but also with human blood 
circulation. Money is the me
dium of communication and 
at the same time the motive 
force behind economic devel
opment Hence money is any
thing but neutral. 

• Scarcity versus the language of scarcity 

In line with these different epistemological approaches we arrive at differ
ent defInitions of what economics is about. 

Traditional theory defmes eco
nomics as the theory of the 
optimal allocation of scarce 
resources to infinite needs. 
Hence scarcity is defmed onto
logically: theory pretends that 
scarcity can be derived from 
an objective set of data. 
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What constitutes economics 
is not a given set of data but 
the "economic language" in 
which scarcity is conveyed 
and communicated among in
dividuals. What Simmel im
plicitly suggests is the defIni
tion of economics as a theory 
of the language in which 
scarcity is conveyed / commu
nicated to individuals (see 
above). 
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• What or how? Allocation vs. institutions 

Substitution-rate economics 
allows economic subjects to 
determine the allocation of re
sources, i.e. to show what 
the result of an allocation pro
cess would be if individuals 
a) were maximizing their util
ities in well defined environ
ments,and 
b) were reaching a Pareto-op
timum. 

Economics based on "real" 
exchange is theory of the 
morphology of the system. It 
deals with the very process of 
institution-building and its 
consequences for individual 
actions. 

• Plan vs. market 

Equilibrium models of neo
classical theory are auctioneer 
models. Price formation and 
the transactions mechanism 
must be conducted by an auc
tioneer. No centrally planned 
economy has ever been as 
centralized as required by the 
Walrasian model. Although 
the Walrasian model is inter
preted as being a model of a 
decentralized economy, with 
precisely the modest informa
tion requirements that are con
sidered its typical advantage, 
it actually presupposes omni
science. Morgenstern (1972), 
Arrow (1987), and others 
point out this contradiction. 
Arrow draws attention to the 
fact that in a state of disequi-
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In a systems-theoretical view 
the market should be con
ceived as a "device" which 
creates economic reality. Sim
mel does not start from the 
maket as a mechanism leading 
to a pre-defined state which 
we could deduce if all neces
sary information about substi
tution rates were known, but 
from a "social" (communica
tive) exchange process which 
produces reality. He does not 
speak of uncertainty in the 
sense of not knowing, or not 
yet knowing, nor about mere 
correct of false expectations of 
reality that pre-exist outside 
or independent of the process 
of exchange; rather, he says 
that this reality is and can be 
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librium the information nec
essary to return to the Edge
worthian contract curve would 
represent nothing less than 
the information needed by a 
central planner. If one were to 
accept the Walrasian model as 
a model of a market economy, 
one would have to deny the 
claims to systemic superiority 
of the market economy (Stig
litz 1994). 

generated and is objectivised 
only through the process of 
exchange. Viewed in this 
way, exchange is an indispen
sable (non-contingent) ele
ment of the economy: it is 
the unit act of the economy. 
It generates knowledge about 
scarcity, i.e. about what is 
obtainable, under which con
ditions, where and from 
whom. 

It is evident that the substitution rate and exchange are similar elements at 
flrst sight only. At closer scrutiny one realises that completely different theo
retical "buildings" can be erected if one takes these two concepts as founda
tion stones. And yet both of them, neo-classical economics and Simmel, op
erate with the same basic elements: individuals and scarcities. However, they 
group these elements in a completely different manner which results from the 
differing concept of exchange. "Substitution economics" leads to a theory 
which proceeds "from top to bottom". Space is flnite, static, given. Only at 
eqUilibrium are relative prices and allocative proportions defmed. In this space 
we therefore encounter maggots rather than fully-fledged individuals; the place 
of society is taken up by the omniscient auctioneer. With Simmel, this space 
receives structure through acts of exchange, and space structures this action. 
This space is opened up by substantive and functional progress - the world is 
not "given away", but has a morphological structure. Freedom and socialisa
tion mutually constitute each other. Human beings can only be free because 
they are disciplined by supra-personal entities - in economic life by money. 

Unfortunately, Simmel's work has hardly been taken note of by econo
mists.21 In spite of his metaphorical language for which he is often criti-

21 On the reception of S immel in economics, see mainly the dissertation by 
FLOTOW (1992) as well as the book review by LAIDLER/RoWE (1980), which 
appeared on the occasion of the translation of Die Philosophie des Geldes 
into English. 
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cised, the conception of his "Philosophy of Money", interweaving econom
ic, sociological, cultural, religious and epistemological thinking, is strictly 
logical, consistent and fruitful. However, it is not the multitude and variety 
of theoretical links in his work, nor his use of metaphors usually frowned 
upon in the exact sciences, which may disconcert or even irritate the represen
tatives of those disciplines. The fact that Simmel has at least been rediscov
ered by modem sociology, mainly in the US, and that he is today celebrated 
as one of its greatest representatives (Habermas 1983; Schnabel 1985), while 
in economics, despite declarations to the contrary (Frankel 1977; Frisby 
1990; Backhaus 1996), he has barely been noticed, and if noticed he was sub
sequently forgotten, cannot be attributed just to matters of style; in my view 
this is due to the differing position of the observer: Simmel is the explorer of 
systems "standing at the bank of the river", while economists are instrumen
talists "sitting in the boat". Why should a modem economist, who has been 
trained to be led, above all, by the methodical a priori of instrumental ratio
nality and who knows that the success of his discipline within the social sci
ences is based on this self-limitation - why should this economist change di
rection and allow himself to be drawn into the complexities which the sys
temic point of view entails?22 

Nevertheless one should recall that certainly not all economists have al
lowed themselves to be tied to the procrustean bed of instrumental rational
ity, be it due to the original vitality of their idea of economy, or because they 
did not want to swollow the unacceptable consequences of that principle. In 
order to pay tribute to Simmel not only because of his valuable contribution 
to the theory of money economy, but also to find out what would be his sig
nificance for modern economics, one should confront "The Philosophy of 
Money", particularly its methodological core, with the approaches of those 
thinkers and schools of thought which have tried to distance themselves from 
the respective "orthodoxies" of their time. Here I am particularly thinking of 
Marx, Menger, Hayek, Keynes and Sraffa 

In a confrontation between the approaches of Simmel and Marx we 
would, for example, hit upon an interesting similarity between Simmel's 
theory of exchange and Marx's analysis of the "value form" (exchange value). 

22 Indeed, even within their profession in the narrow sense, economists hardly 
show any readiness to learn something new. Coase, who introduces the insti
tutional aspect via transaction costs, laughs about what others have made out 
of him (COASE [1988]). 
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Both of them indeed are starting points for a morphology of capitalism. 
However, one would also note the difference: Simmel rejected Marx's theory 
of labour value for epistemological reasons. This immediately makes Sim
mel a liberal. For Marx, exchange and thus bourgeois society are contingent, 
and to be followed by communism. To Simmel exchange and money are 
non-contingent elements of a civil world though fragile as it may be (for 
more details see Dietz 1996). 

In a comparison with Menger one would perhaps notice that both Menger 
and Simmel base their theories of money on exchange. Menger's money the
ory, however, is merely attached to his theory of value which is of a Wal
rasian type, and turns out to be inconsistent with his value theory. In con
trast to the widespread view held by both foes and enemies of general equilib
rium theory23, exchange and Walrasian economics are incompatible (for this 
see, e.g., Hellwig 1994). 

In a comparison with Hayek one fmds strong similarities in their theoret
ical positions regarding socio-economic order, but with different evaluations 
of them. Simmel stresses the deep dilemma of modem culture, while Hayek's 
position is more affirmative. What unites the two is their evolutionary ap
proach.24 Therefore, they both rank the cultural dimension, i.e. economic and 
social institutions, above any rational calculus of the individual. Rationality 
is thus rather considered a consequence than a precondition of culture and wel
fare. Thus, both Simmel and Hayek reject rationalism of the cartesian type 
for the analysis of "systems". In contrast to neo-classical rationalism, which 
views everything from an ends-means-perspective, Simmel and Hayek derive 
institutions not from deficits in rationality (uncertainty, asymmetrical infor
mation, transaction costs, etc.), but view them as results of development 
processes that could not be created by design. For both Hayek and Simmel 
institutions can only form out of human beings living together, or, in other 
words, be the result of the (historical) process of socialisation. Both share the 
view that although the totality of institutions cannot be created they can be 
shaped. In so far as both of them try to show that "productivity" or social 
welfare are mainly based on rules, these two evolutionists and proponents of 
systems theory are in basic agreement with each other. Beyond that both of 

23 BARANZINI/SKAZZIERI (1986) (Eds.) hold that the Walrasian economics is "ex
change economics" while the economics of Ricardo, Keynes, and Sraffa is 
"production-economics". I think this distinction is very inappropriate for 
coping with differences in these paradigms. 

24 As far as Hayek is concerned, see VANBERG (1994). 
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them believe that the rationality and vitality of the "whole". which defies ex
planation. only holds if this "whole" forms a unity which emanate from mar
ket- and contractual relations. In this respect Simmel and Hayek are liberals. 

However. although Simmel is older and not an economist. he goes further 
than Hayek in that he bases the process of constituting the "whole" on ex
change and on money as "embodiment" of the exchange relation. while 
Hayek is content with the generality of a less clearly formulated "order of ac
tion" (Handlungsordnung). Simmel differs from Hayek and is thus closer to 
classical economists like Smith, Marx, and Keynes, although or just because 
he bases his theory on exchange, in his conception of money as an institu
tion and in his view of money economy as a system. I believe that Simmel 
thus surpasses evolutionary neo-classical economics and particularly also 
Hayek. For Hayek stops at the concept of market economy and has not much 
to say about the concept of capitalism.25 This is regrettable since market 
economies are always capitalist economies. 

So I see Simmel as the builder of a bridge spanning the Austrian school, 
on to Keynes, and reaching as far as the neo-Ricardians. The "Austrian" pillar 
is the individual and its process of exploration and learning; the Keynesian 
pillar is knowledge about the significance of money for the economy; and the 
neo-Ricardian models contains notions of morphological structure similar to 
that found in Simmel. The bridge constructed by Simmel moves from indi
vidual exchange acts, on to money and the morphology of capitalism, and 
back. He transcends the subjectivism of the Austrian school through the ob
jectivity resulting from the morphology of capitalism. But he also transcends 
the objectivism of the neo-Ricardians since he traces this objectivism back to 
the communication acts among individuals, i.e. to individual processes. 
(Freedom of individuals appears as a precondition for the formation of cul
ture). Looking back on his work and his motivations, Simmel writes in his 
"Anfang einer unvollendeten Selbstdarstellung" (beginning of an incomplete 
autobiographical description): "I derived the central concepts of truth, value, 
objectivity, etc., from interdependences and interactions that formed part of a 
relativity which no longer amounted to a sceptical loosening of all firmness 

25 This can be proved by looking at Hayek's theory of money. His point of ref
erence in his money-theoretical arguments is the model of an ideal money 
economy in which money is neutral GIJSEljHASLINGER [1993]). 
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but, on the contrary, gave protection against it through a new conception of 
firmness."26 

Simmel stresses that not a single line of his philosophy of money is 
meant to be a statement about economics. He believes it to be his task to 
pose questions and attempt answers lying outside the traditional scope of the 
specialised discipline of economics, which ought to be resolved before any 
economic investigation could even start, or which lie beyond its results. The 
economist should keep to his or her profession. It is nonsense to try negating 
a century of professional specialisation. However, the economist should be 
aware that the object of his or her analysis is a social "entitity". He or she 
will not be able to model man, not to speak of his or her ability to give good 
advice on how to regulate the (money) economy if he or she has no knowl
edge of its structure (Gestalt) and the vital forces driving its evolution. For 
very practical reasons we may sometimes need to know from where the river 
stems, in which direction it flows and what it is that is flowing. 
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IV. Sombart's Economic Systems: 

Changing Perspectives 1902-1934 

The work of Werner Sombart (1863-1941) presents an especially interest
ing case for any attempt to take stock of the contribution of the historical 
school to the relationship between economics and ethics. One the one hand 
Sombart started out as a student of Schmoller following many characteristic 
paths of the historical school. On the other hand he used his reading of Marx 
to press for a more theoretical historism and sided with Weber in his attempt 
to separate carefully between scientific propositions and value judgements. l 

When Sombart published the first edition of his opus magnum Modern Capi
talism in 1902 it was directed above all against "the foggy veils of 'ethical 
sentiments'" that to him seemed characteristic of the work of the ethical and 
historical school of economics so dominant in tum of the century Gennany.2 
Since he is usually treated as a representative of the last generation of the his
torical school his critical stance is in need of explanation. It is due to the na
ture of Sombart's work that such an explanation has to proceed historically 

I use historism for Historismus since the more common historicism is too 
closely linked to Popper's critique of it to allow an adequate understanding of 
this important tradition. 

2 WERNER SOMBART: Der moderne Kapitalismus, Leipzig (Duncker & Humblot) 
1902 (fIrst edition), vol. 1, p. 211; all translations in this text are my own 
unless otherwise indicated. 
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itself.3 It is well known that Sombart changed his political positions consid
erably over the course of his long life: from the socialism of the chair to fas
cism, as an East German author stated in the early 196Os, or from state so
cialism to romantic anticapitalism, as could be argued more accurately.4 
These changes were often accompanied by methodological reorientations and 
were clearly mirrored in his scholarly work as well. Thus the chronological 
approach being used in this article is not only the consequence of a deforma
tion professionelle of the historian but also the reflection of Sombart's work 
itself. This work, however, will only be discussed as far as it touches upon 
the relationship between ethical values and economic and social science on 
the one hand, the role of ethical motivation in economic history and in eco
nomics more generally on the other.s 

I. Schmoller's Student 

When Werner Sombart studied law and economics (Staatswissenscha/ten) 
at the university of Berlin his most important teachers were August Meitzen, 
the historian of agrarian settlement structures to whom Max Weber dedicated 
his Roman agrarian history, the famous state socialist Adolph Wagner, and 
last but not least Gustav Schmoller. And it was Schmoller who supervised 
Sombart's dissertation on the agrarian conditions in the Roman Campagna. 
Agrarian questions were much discussed in the late 1880s and early 1890s as 

3 The following analysis is largely based on FRIEDRICH LENGER: Werner Som
bart 1863-1941. Eine Biographie, Munich (C.H. Beck) 1994. Since the notes 
are restricted to primary sources and to the most important and most recent 
secondary literature cf. ibid. for further documentation. 

4 Cf. WERNER KRAUSE: Werner Sombarts Weg yom KathedersoziaIismus zum 
Faschismus, Berlin (Rtltten & Loening) 1962; F. LENGER: Werner Sombart 
(as note 3) and for an overview in English ARTHUR MITZMAN: Sociology and 
Estrangement. Three Sociologists of 1mperiaI Germany, New York (Alfred A. 
Knopf) 1973, pp. 133-264 or more recently BERNHARD YOM BROCKE: "Wer
ner Sombart (1863-1941). Capitalism - Socialism - His Life, Works and In
fluence Since Fifty Years", lahrbuch fUr Wirtschaftsgeschichte, 1992/1, pp. 
113-182. 

5 For a more complete treatment cf. F. LENGER: Werner Sombart (as note 3). 
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is witnessed e.g. by Weber's investigations on rural labour in East Elbian 
Germany. Two years before Sombart's dissertation appeared the famous asso
ciation of social policy had discussed settlement questions at its meeting in 
Frankfurt Sombart's father, who was a wealthy agrarian entrepreneur and in 
addition had practical experience with the splitting up of larger estates among 
settlers, had given the main paper which was then commented upon by 
Schmoller.6 Thus the comment of Karl Oldenburg, another student of 
Schmoller, that Werner Sombart had grown up "in an atmosphere filled with 
agrarian politics" was well taken.? 

And there are no indications whatsoever in Sombart's early work that he 
might have denied his teacher's claim that economics could not be reduced to 
market relationships but had invariably to do with custom and culture, ethics 
and morality. This closeness to Schmoller can be seen most clearly in Som
bart's attitude towards the peasantry and his opposition against "the Moloch 
of liberalistic doctrinarianism "8. His critique of the agrarian structures in the 
Roman campagna does not argue with economic efficiency but judges these 
structures by their social and cultural consequences. The most dangerous of 
these consequences was the expulsion of tenants and farmers in the interest of 
the landed aristocracy. "Private property thus loses ( ... ) the best (and the 
only!) claim to economic justification", Sombart approvingly quoted Adolph 
Wagner9. This agreement with Wagner - and implicitly with Rodbertus -
comprised the general subordination of private economic interests to the in
terests of the state. In the late 1880s this position did not yet bring Sombart 
into direct opposition to Schmoller. As his teacher in the German case Som
bart favoured peasant settlements as the solution to the agrarian problems of 
the campagna and of Italy more generally. In the 1888 issue of Schmoller's 
yearbook both authors published articles. While Schmoller showed himself 

6 Cf. Verhandlungen der am 24. und 25. September 1886 in Frankfurt aM. ab
gehaltenen Generalversammlung des Vereins fUr Socialpolitik, Leipzig (Dun
cker & Humblot) 1887 (= Schriften des Vereins fUr Socialpolitik, vol. 32) and 
F. LENGER, Werner Sombart (as note 3), pp.41-47. 

7 KARL OLDENBERG: "Besprechung von: Werner Sombart, Die romische Cam
pagna", Schmollers lahrbuch, 13 (1889), pp. 693-696. 

8 WERNER SOMBART: "Besprechung von: Alberto Cencelli-Perti, La proprieta 
collettiva", Schmollers lahrbuch, 14 (1890), pp. 1328. 

9 W. SOMBART: Die romische Campagna. Eine sozialOkonomische Studie, 
Leipzig (Duncker & Humblot) 1888 (= Staats- und sozialwissenschaftliche 
Studien, ed. by Gustav SchmoUer, (vol. Vill:3), p. 116. 
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consoled by the fact, "that there have been centuries, in which the situation 
of the peasant has been improved", his student analysed the "family problem 
in Italy"lO. In doing so he started out from Schmoller's equation of domes
ticity and morality and determined family life as "the anchorground of a true 
cultural existence". If Italy in his view lacked "a well ordered family organiza
tion" - which had to include "the natural destination of women as housewives 
and mothers" - the main reason was "that an economically viable peasantry 
still exists in only very few regions of Italy" 11. 

When he passed his doctoral examinations, one can conclude, Sombart 
shared with Schmoller the basic outlines of a conservative social policy di
rected towards the peasantry and based on the morality of the bourgeois fam
ily. Included in this agreement was the selfevident understanding of eco
nomics as a historical discipline concerned with ethical issues and preparing 
the ground for social reform. Within this broad consensus the young Sombart 
showed strong sympathies for Wagner's state socialism, and this sympathy 
played a role when in 1889 he developed a flrst understanding of a new school 
of social science to which he wanted to belong. The three characteristics of 
this new school, among whose adherents he saw Heinrich Herkner, Alphons 
Thun or Karl Lamprecht, were a historical approach, a realistic conception 
and flnally "state-socialist or socioeconomic (anti-individualist) thinking (in 
the direction of Rodbertus-Lassalle)"12. The realism Sombart advocated was 
the realism of Zola, and thus it is not surprising that after leaving the univer
sity and working for the Bremen chamber of commerce Sombart's work con
centrated on the description of contemporary social ills for a while. The is
sues he adressed ranged from Italian problems to those of household produc
tion in local cigar making and in the Silesian textile industry. In these stud
ies he developed an increasingly critical view of domestic industry, a sphere 
defended by Schmoller and other social reformers of the older generation be
cause it presumably presented an ideal opportunity for combining industrial 
labour, family obligations and a partial agrarian self-suffIciency. But when 

10 GUSTAV SCHMOLLER: "Die soziale Entwicklung Deutschlands und Englands 
hauptslichlich auf dem platten Land des Mittelalters", Schmollers lahrbuch, 
12 (1888), pp. 203-218 and W. SOMBART: "Das Familienproblem in Italien", 
ibid., pp. 284-298. 

11 Ibid., pp. 288, 295, 292p. 
12 Werner Sombart to Otto Lang, January 6th, 1889, International Institute for 

Social History, Amsterdam, Otto Lang collection I, Correspondence Som
bart, p. 5. 
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Sombart took up an extraordinary professorship at Breslau in 1890 his dis
agreements with Schmoller still were concentrated mainly on questions of 
social policy and his reputation as a "demagogue in scholarly disguise" 
stemmed solely from his critical stance towards the labouring conditions in 
the weaving, iron and mining industries of Silesia.13 

II. Admirer of Marx 

All this was to change rather rapidly. It was Heinrich Braun, a revisionist 
social democrat and editor of the famous Archiv Jur soziale Gesetzgebung und 
Statistik (the later Archiv Jur SozialwissenschaJt und Sozialpolitik) to which 
Sombart frequently contributed, who pressed for a serious study of Marx. And 
Sombart seems to have read quite a few of Marx' works in 1892 and 1893. 
Late in 1891 he commented upon the Erfurt program of the German Social 
Democratic Party. He presented it as the "final victory of Marxist views, 
whose core is the materialist conception of history". Since at this point he 
still equated the first part of the program written by Kautsky with Marx' 
conception of history his reading does not seem to have progressed very 
quickly. More important, however, is Sombart's evolutionist understanding 
of a "mechanistic conception of history" according to which "one could watch 
the development with his arms crossed and wait..."14. This was politically 
quieting but it was also closely linked to Sombart's conviction that "in the 
whole of marxism ( ... ) there is not a grain of ethic". Sombart developed this 
position in his critique of Julius Wolf and when he did so in 1892 he now 
was familiar with the most important writings of Marx and Engels. He in
sisted upon the "purely theoretical character of marxism" and even offered a 

13 Cf. F. LENGER: Werner Sombart (as note 3). pp. 49-53 for a more complete 
analysis. 

14 Quoted from the report of his paper in: Neunundsechzigster lahres-Bericht der 
Schlesischen Gesellschaft fUr Vaterliindische Cultur TIl. pp. 25ff. 
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class on Marx' writings in the winter term 1892/93.15 But although - or be
cause - the national press took notice only four or five students attended.16 

There is no need to sketch Sombart's encounter with Marx in any detail 
here. A sympathetic review of the third volume of Capital was followed by a 
warm obituary for Engels upon his death in 1895 and the famous lectures on 
Socialism and the Social Movement a year laterP Why was a student of 
Schmoller attracted by Marx? There were above all two aspects of the materi
alist conception of history that the young Sombart found irresistibly attrac
tive although at the same time there were quite a few aspects in Marx' writ
ings - like Hegelian dialectics - that appeared to him hopelessly outdated. The 
first of these two aspects attractive to Sombart was the promise of theory, a 
promise that was most welcome because he considered the historical school 
to be atheoretical. "For a positive development of economic theory", Som
bart wrote towards the end of his lengthy review of the third volume of Capi
tal, "besides the Austrian school chiefly 'scientific socialism' comes into 
question"18. This should not be read as an equal estimation of the Austrian 
school and of marxism. The latter was by far the more attractive source of 
theoretical inspiration because its theory remained a historical one. What 
Sombart found in the works of Marx and Engels was a theoretical historism 
"that aims at a consequently theoretical-abstract treatment of economic phe
nomena while fully respecting their historical relativity."19 Thus Sombart 
clung to the historism taught by his teacher Schmoller although he wanted to 
reconcile this historism with theory. 

The second aspect Sombart considered to be absolutely convincing in 
Marx was what he called his realism. He shared Marx' scepticism against "all 

15 W. SOMBART: "Besprechung von: Julius Wolf, Sozialismus und Kapitalisti
sche Gesellschaftsordnung", Archiv fUr soziale Gesetzgebung und Statistik, 5 
(1892), pp. 487-498, esp. pp. 489f. 

16 Cf. F. LENGER: Werner Sombart (as note 3), pp. 78f for a more complete ana
lysis and further documentation. 

17 For a brief overview in English cf. F. LENGER: "Marx, the crafts and the first 
edition of Modern Capitalism", in: JORGEN BACKHAUS (Ed.): Werner Sombart
Social Scientist, Marburg (Metropolis) 1996, vol. 2, pp. 251-273. 

18 W. SOMBART: "Zur Kritik des okonomischen Systems von Karl Marx", Archiv 
fur soziale Gesetzgebung und Statistik, 7 (1894), pp. 555-594, p. 588 
(quote). 

19 W. SOMBART: Friedrich Engels (1820-1895). Ein Blatt in der Entwicklungs
geschichte des Sozialismus, Berlin (0. Hllring) 1895, p. 39. 
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amiable explanations of history" that "underestimate the role of interests, i.e. 
in economic life mainly material interests, as moving forces", explanations 
which "therefore believed in miracles in the social world"2D. While his admi
ration for the theoretical historism of Marx still could be interpreted as a cer
tain closeness to the historical school his acceptance of Marx' materialist re
alism brought him into direct opposition to the ethical component of the 
tenets of the historical school. This acceptance of the materialist realism of 
Marx has too be qualified but when in 1896 Sombart applauded Marx for re
formulating the most urgent problem in contemporary social science, namely 
the relationship between ideas and reality, he obviously felt that the problem 
had not been dealt with adequately by Schmoller and the historical school. 
The same holds true when the praise is considered he gave to Marx and En
gels for freeing the area of social policy from mere phrases.21 Social policy 
and its relationship to social science is thus one aspect we will have to con
sider more closely before coming back to the question how the marxist inspi
ration contributed to a conception of economic history and economics more 
generally different from and partly opposed to that of the older historical 
school. 

III. Weber's Companion 

Even in the 1890s Sombart was neither a marxist in any meaningful 
sense of the word nor was he a socialist. Still his views on social policy had 
changed considerably from his student days when he had accepted Schmoller's 
standards of morality as the reference point from which to judge economic 
and social phenomena and when he had shared Schmoller's sympathy for the 
peasantry and his view of the family as the core of social relationships. As 
we have already indicated it were in part Sombart's studies on the domestic 
industries of his time that provoked a new orientation. The labouring condi
tions here were worse than anywhere else and this had its reason in the al
most unlimited dependency of the producers. The putting-out merchants, 

20 W. SOMBART: Sozialismus und soziale Bewegung im 19. lahrhundert, lena 
(Gustav Fischer) 1896, pp. 39ff. 

21 Cf. ibid., p. 79. 

153 

HP PC
Realce

HP PC
Realce

HP PC
Realce

HP PC
Realce



FRIEDRICH LENGER 

Sombart noted, did not have to face an organized labour movement nor state 
regulations on labouring conditions. Furthermore labour in the domestic in
dustries was far cheaper than factory labour, a fact that hindered the develop
ment towards the most modern forms of production. Domestic industries 
were technologically inferior, economically unnecessary, but socially harm
ful. "The verdict", Sombart concluded one of his articles on domestic indus
try, "has to be guilty."22 The basis for this verdict was a vision of German 
social policy that should aim simultaneously at the rapid development and 
modernization of industrial capitalism and at the integration of labour and the 
labour movement into an increasingly democratic political system. This vi
sion Sombart shared with quite a few of his colleagues - like Alfred and Max 
Weber or Gerhart von Schulze-Gavernitz - who have come to be known as 
the young generation of the association for social policy and who differed 
from Sombart mainly in their much stronger emphasis on an imperialist for
eign policy as the ultimate goal of modernity, integration and development 23 

This conception of social policy, that Sombart pursued in quite a few or
ganizations of the social reform movement, was not limited to the area of 
domestic industry. When Sombart turned to artisans and small traders as his 
favourite objects of investigation during the second half of the 1890s the 
main perspective remained the same. He summarized it succinctly in a debate 
of the association for social policy on the future of the retail trade: "But to 
want to be moral at the cost of economic progress is the beginning of the end 
of the entire development of culture"24. Sombart's stand provoked harsh criti
cisms from older members of the association for social policy who usually 
favoured some measures of protection for those threatened by large capitalist 
enterprises. It was Sombart who linked this debate over the content of social 
policy to more general reflections on the role of political ideals in social pol
icy and their relationship to scientific propositions. "The areas out of which 

22 W. SOMBART: "Die Hausindustrie in Deutschland", Archiv fur soziale Gesetz
gebung WId Statistik, 4 (1891), pp. 103-156. 

23 Cf. F. LENGER: Werner Sombart (as note 3), pp. 93-110 and DIETER LINDEN
LAUB: Richtungskiimpfe im Verein fUr Socialpolitik im Kaiserreich vornehm
lich yom Beginn des 'Neuen Kurses' bis zum Ausbruch des Ersten Weltkrieges 
(1890-1914), Wiesbaden (Steiner) 1967, vol. 2 (= Vierteljahrschrift flir So
rial- und Wirtschaftsgeschichte, Beihefte, vol. 53). 

24 Verhandlungen der am 25., 26. WId 27. September 1899 in Breslau abgehal
tenen Generalversammlung des Vereins fUr SociaJpolitik, Leipzig (Duncker & 
Humblot) 1900 (= Schriften des Vereins fUr Socialpolitik, vol. 88), p. 253. 
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the ideals of social policy are usually being taken, are ethics and religion; 
more recently they have been joined by racial hygiene and nationalism". In 
this article of 1897 he proceeded not by discussing the relative political mer
its of these options but analysed the relationship between values and science 
within these different approaches. His scorn was especially directed against 
the ethical school of economics. Their representatives, he argued, took their 
standard by which they intended to measure economic life from economic life 
itself. Thus accepting the historicity of their standard they were in Sombart's 
view doomed to take a reactionary stand. To put it differently: Schmoller and 
his fellow economists of the ethical and historical school were always defend
ing the past against the present or the present against the future. This was 
unacceptable politically as well as methodologically and Sombart expressed 
his general sympathy for those positions who used absolute standards to de
termine the ideals for social policy, i.e. the nationalist orientation so strong
ly expressed two years earlier by his colleague Max Weber and that of racial 
hygiene which was to playa role in Sombart's later work - not the least in 
his books on the role of Jews in economic life.25 

The substance of the political positions discussed by Sombart need not 
interest us here. His own position shaded between a general advocacy of pro
ductivity and a more specifically described cultural progress. More important 
in the context of a discussion of the relationship between ethics and eco
nomics are his methodological arguments. They went clearly in the direction 
of advocating a science free of or at least clearly separate from value judge
ments. This becomes clear from Sombart's discussion of the possible useful
ness of an analysis of the ideals governing social policy. A scientific ap
proach, he explained, could only do two things: It could explain genetically 
the emergence of certain ideals or it could treat them critically. Such a cri
tique would not yield, however, a ranking of ideals, but could only bring er
rors and inner contradictions to the fore or analyse the relationship of one 
ideal to the other. - The message was clear and it was diametrically opposed 
to the convictions of Schmoller: Under no circumstances whatsoever could 
the choice between different ideals be based on scientific work.26 

25 Cf. W. SOMBART: "Ideale der Sozialpolitik", Archiv far soziaie Gesetzgebung 
und Statistik, 10 (1897), pp. 1-48. 

26 Cf. ibid. and RITA ALDENHOFF: "NationallSkonomie, Nationalstaat und Wer
turteile. Wissenschaftskritik in Max Webers Freiburger Antrittsrede im Kon
text der Wissenschaftsdebatten in den 1890er Jahren", in: GERHARD SPREN
GER (Ed.): Deutsche Rechts- und Sozialphilosophie urn 1900, Stuugart (Stei-
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The similarity to Max Weber's position fIrst indicated in 1894/95 is ob
vious and it is underlined by a comparison with the famous Geleitwort to the 
Archiv Jur SozialwissenschaJt und Sozialpolitik of 1904. Edgar Jaffe had 
bought the Archiv Jur soziale Gesetzgebung und Statistik in July 1903 and 
now edited the journal under the new name together with Max Weber and 
Werner Sombart. The Geleitwort had a threefold function: It ought to stress 
the continuity with the predecessor of the new Archiv, it had to explain the 
position of the new editors (including their views on social policy) and in ad
dition it almost served as an introduction to Weber's famous article on objec
tivity included in the fIrst volume of the new series. For all three purposes 
Sombart was a suitable author, and he wrote the fIrst version of the Geleit
wort with quite a few borrowings from an earlier article he had written on the 
Archiv in 1897.27 Around the turn of the century both Weber and Sombart 
stood for a modernist social policy in clear opposition to the ideals of 
Schmoller and others and they both advocated - in even clearer opposition to 
the tenets of the ethical school of economics - a clear separation betweeen the 
sphere of values and that of science. Although Weber expressed the latter 
point far more convincingly in the years to come the closeness to the young 
Sombart should be noted. And it was Sombart who was Weber's most im
portant supporter in the debates on value judgements that were to take place 
at the meetings of the association for social policy or the German society for 
sociology. 

ner) 1991 (= Archiv fUr Rechts- und Sozialphilosophie, Beiheft 43), pp.79-
90. 

27 Cf. with detailed references - including a letter of Sombart claiming the au
thorship of the Geleitwort - F. LENGER: Werner Sombart (as note 3), p. 143. 
WILHELM HENNIS: "Die 'Protestantische Ethik' - ein 'Uberdeterminierter' 
Text?", Sociologia Internationalis, 33 (1995), pp. 1-17, esp. 16 explicitly 
refutes my claim that Sombart wrote the famous Geleitwort, but unfortunately 
does not confront the evidence for it. 
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IV. Sombart's Economic Systems: Changing 
Perspectives 1902-1934 

The fIrst edition of Modern Capitalism which appeared in 1902 showed 
clearly where Sombart had departed from Schmoller's example: It pleaded for 
more theory, it continued the fight against "the foggy veils of ethical senti
ments" and it contained - at least implicitly - a justifIcation for the kind of 
social policy advocated by the so-called younger generation in the association 
for social policy. This implicit justification originated in an analysis of the 
artisanal fate in 19th century Germany, that made up about half of the book's 
almost 1350 pages. The analysis proceeded both historically and theoreti
cally. Sombart's historical investigation carefully described that the artisanal 
crafts did experience a decline since 1850. His theoretical analysis, however, 
intended to prove that this decline was inevitable, that the artisanal crafts had 
to decline vis a vis the competition of industrial capitalism. Sombart's the
ory of industrial competition that developed this "proof' was heavily influ
enced by Marx and repeatedly referred to "capitalist interest. which means the 
same as capital's striving for profit" as "the moving force[s] of modem eco
nomic development"28. It need not interest us here in any detail. Sombart 
was quite conscious of the fact that this theoretical claim marked a fundamen
tal difference to Schmoller: "What separates" us, he wrote in the prefatory 
note to his book "is the constructive in the organization of the material, the 
radical postulate of uniform explanation from last causes, the building of a 
social system from all historical phenomena, to put it briefly: it is what I 
call the specifically theoretical. I might as well say: it is Karl Marx."29 

Sombart's confession to theory was not meant as a farewell to historism 
nor as the acceptance of the deductive reasoning of the Austrian school: "To 
search for economic motivations without reference to the social milieu in 
which they operate, i.e. as if it were in a vacuum, is nonsense, is simply 
logically wrong thinking."30 This comment on the Austrian school makes 
clear enough that Sombart wanted to reconcile theory and history, that he 
continued to strive for a theoretical historism. Measured against this claim 
the first edition of Modern Capitalism was only a limited success. On the 

28 W. SOMBART, Der moderne Kapitalis~ (as note 2), vol. 2, p. 7. 
29 Ibid., vol. I, XXIX. 
30 Ibid., XXVIIp. 
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one hand Sombart did not offer a sufficiently clear exposition of the relation
ship between his theoretical concepts and the empirical naterial. In 1903 at 
the meeting of German historians in Heidelberg he did not succeed in explain
ing to his colleagues, why his theoretical definitions should not depend upon 
the accuracy of his historical descriptions. Sombart had already spoken of 
theoretical concepts as mere "tools of thinking" in his review of the third 
volume of Capital but Modern Capitalism did not yet develop this idea in the 
direction of ideal typical constructions that Weber was to pursue soon. On the 
other hand - and even more importantly - the genesis of capitalism (title of 
volume 1) and the theory of capitalist development (title of volume 2) were 
not sufficiently integrated. The theory of capitalist development had its main 
reference point in the fate of German artisans in the late 19th century, a fate 
that Sombart showed to be governed by the laws of industrial competition. 
The genesis of capitalism, however, was relegated to late medieval Italy and 
was presented as a highly contingent historical process. The rather long 
transition period between the birth and the maturity of the capitalist eco
nomic system, the transition from an artisanal phase to a capitalist one, re
mained very much neglected, a fact that is somewhat surprising given the 
strong interest Sombart had demonstrated rather early in a "developmental 
history"31. 

The reconciliation between history and theory was to remain a lifelong 
preoccupation of Sombart but it is not the only important feature of the first 
edition of Modern Capitalism. Although he had followed Marx repeatedly in 
his theory of industrial competition Sombart's approach diverged from the 
tenets of historical materialism in some fundamental respects. This can al
ready be seen in his definition of the artisan: "He aims at a livelihood in ac
cordance with his status, no less but above all no more,"32 The definition of 
the artisan reflected his general conviction that "the substance of a specific 
economic form is thus characterized by the final end of economic activity". 
Or as he expressed "the basic idea of this book" more succinctly: "One will 
have to get used to form the categories of economics according to the spirit 
prevalent in economic phenomena"33. Following his own program Sombart 

31 Cf. GONTHER ROTH: "Rationalization in Max Weber's developmental his
tory", in: SCOTT LASH, SAM WmMsTER (Eds.): Max Weber. Rationality and 
Modernity, London 1987, pp. 75-91 on the much discussed developmental 
history of the 1890s and early 19OOs. 

32 W. SOMBART, Der modern/! Kapitaiismus (as note 2), vol. 1, p. 86. 
33 Ibid., pp. 5 and 202. 
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found the emergence of a capitalist spirit far more important than the mere 
accumulation of money since what was needed "to transform the accumulated 
amounts of money into capital is the capitalist spirit of its owner", namely 
"all those sentiments of the mind, that we have encountered as peculiar to the 
capitalist entrepreneur: the striving for profit, the calculating sense, the eco
nomic rationalism."34 

There is no need to summarize Sombart's much discussed account here. 
Suffice it to note that for him the genesis of capitalism was above all a "psy
chogenesis", an approach hardly compatible with his alleged marxism.3S It 
was already in the prefatory note that Sombart had written: "The first, that to 
me seems worth stressing, is this: that we should never let us mislead to ex
plain social reality from other last causes than the motivation of living hu
mans. "36 - This should not be read as a refutation of the materialist realism 
of Marx but rather as a completion. As early as 1896 Sombart had noted the 
lack of psychological explanation in Marx and proposed to replace the out
dated dialectics by such psychological explanations.37 With this aim he did 
not stand alone. Simmel wrote his famous Philosophy of Money a few years 
later with the explicit intention "to erect a ground floor to historical material
ism in such a way, that the inclusion of economic life among the causes of 
spiritual culture maintains its explanatory value, while those economic forms 
themselves are recognized as the result of deeper judgements and tendencies, 
of psychological, well metaphysical preconditions."38 Simmel too did not 
want to refute Marx but to complete his work as a possible base for modern 
social science. 

The relationship between ideas and reality, one can conclude, was among 
the basic problems Sombart wanted to solve in his Modern Capitalism. 
Sombart's solution gave considerable weight to the independent role of ideas 
as can be seen in his genealogy of the acquisitive spirit. Whatever one may 
think of his solution it remains Sombart's merit to have posed the problem 
of mediating structural processes and ideal factors quite clearly. Contempo
raries like Alfred Vierkandt recognized this general importance of Sombart's 
book, an importance that would not be diminished "if the experts, the 

34 Ibid., p. 207. 
35 Ibid., p. 39l. 
36 Ibid., p. XVIII. 
37 Cf. e.g. W. SOMBART: Sozialismus und soziale Bewegung, (as note 20), p. 72. 
38 GEORG SIMMEL: Philosophie des Geldes, Frankfurt a.M. (Suhrkamp) 1989, 13, 

(=Georg Simmel-Gesamtausgabe, vol. 6) flrst published in 1900. 
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economists and historians, will bring forward all sorts of critical objections 
against its content. "39 Towards the end of the 20th century one might prefer 
to judge Sombart's achievement in comparison to Weber. Such a compara
tive evaluation cannot be offered here but it seems obvious how similar We
ber's problematic in his essays on The Protestant Ethic and the Spirit of 
Capitalism is to Sombart's.40 

The closer investigation of the normative background - be it ethical or re
ligious - of the acquisitive spirit and of economic rationalism became one of 
the main occupations of Sombart during the last decade before World War I 
and the books devoted to this question earned Sombart quite a few harsh criti
cisms from Weber.41 There is no need to follow these debates or Sombart's 
attempts to isolate single factors like luxury and war or the allegedly specific 
qualification of Jews for capitalism here.42 

Sombart increasingly linked the question of the origins of the capitalist 
spirit to his more and more critical evaluation of capitalist culture. Already 
the fIrst edition of Modern Capitalism had contained quite a few observations 
on the nature of capitalism that remind the reader of both Simmel' s remarks 
on the reversal of ends and means as a typical feature of capitalism and of 
Weber's comment that capitalism once established no longer needed any 
capitalist spirit for its existence.43 "With capital having become a person", 
Sombart had observed, "the person slowly became a thing, a will-less wheel 
in the giant work of modern business. So it comes that even after the sense 
for the possession of money has died the entrepreneur locked within the 
mechanisms of business life still keeps on restlessly acquiring, until he fI-

39 ALFRED VIERKANDT: "Jahresbericht tiber die Literatur zur Kultur- und Gesell
schaftslehre aus dem Jahre 1903", Archiv fur die gesamte Psychologie, 4 
(1905), pp. 8-14. 

40 For two excellent comparative evaluations of Weber and Sombart cf. PERTII 
TOTIO: Werner Sombart ja kiista /capitalismin hengestii, Tampere (Vastapai
no) 1991 and FREDDY RAPHAEL: Judaisme et capitalisme. Essai sur Ie contro
verse entre Max Weber et Werner Sombart, Paris (Presses Universitaires de 
France) 1982.; cf. also F. LENGER: Werner Sombart (as note 3), pp. 128-135. 

41 Cf. ibid, pp. 197-207 and 239. 
42 Cf. ibid., pp. 187-232. 
43 Cf. LAWRENCE A. SCAFF: Fleeing the Iron Cage. Culture, Politics, and Moder

nity in the Thought of Max Weber, Berkeley, Ca. (University of California 
Press) 1989 and for an interpretation of Sombart as the analyst of rationaliza
tion and alienation FRANCO RIlZO: Werner Sombart, Naples (Liguori) 1974. 
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nally regards acquiring as the real end of all activity and being."44 But for 
reasons not to be discussed here what may be read as an analysis of reification 
and alienation increasingly turned into an expression of Sombart's irritation 
over the developments of a modem mass society during the years to come.45 

His critique of capitalist culture gained a new quality when in 1913 he 
published Der Bourgeois a book whose English title The Quintessence of 
Capitalism is a rather imprecise translation but one that captures the content 
of the book quite well. This summary of both his studies on the origins of 
the capitalist spirit and of his criticisms of modem mass culture introduced 
two new aspects. Both were taken from the work of Sombart's friend Max 
Scheler who had applied the Nietzschean theory of resentment to the bour
geois spirit. For Scheler as well as for Sombart the utilitarian spirit of the 
bourgeoisie expressed little more than the resentment against the seigneurial 
mode of life critized by bourgeois authors like Alberti only because it was 
out of reach for themselves. The merits of this theory of resentment need not 
interest us here. For Sombart it was closely linked to a second aspect: the ac
ceptance of Scheler's value tables with its clear priority of the values of life 
and culture over those of utility and comfort46. Scheler's material ethic of 
values did not change Sombart's view of capitalist culture but it provided a 
seemingly secure basis for his critique of culture. From this basis he attacked 
the English merchants during World War I as well as the socialist tradition 
which in the early 1920s he now subsumed under his theory of resentment.47 

44 W. SOMBART, Der moderne Kapitalismus (as note 2), vol. 1, p. 397. 
45 Cf. F. LENGER: "Die Abkehr der Gebildeten von der Politik. Werner Sombart 

und der 'Morgen"', in: GANGOLF HOBINGER, WOLFGANG J. MOMMSEN (Eds.): In
tellektuelle im Deutschen Kaiserreich, Frankfurt a.M. (Fischer) 1993, pp. 62-
77,215-218 and F. LENGER: Werner Sombart (as note 3), pp. 136-176. 

46 Cf. W. SOMBART: Der Bourgeois. Zur Geistesgeschichte des modernen Wirt
schaftsmenschen, Munich (Duncker & Humblot) 1913; MAX SCHELER: "Das 
Ressentiment im Aufbau der Moralen", in: MAX SCHELER: Yom Umsturz der 
Werte. Abhandlungen und Aufsiitze. Bern (Francke) 51972 (= Gesarnmelte 
Werke, vol. 3), pp. 33-147 (fIrst published in 1912) and F. LENGER: Werner 
Sombart (as note 3), pp. 232-237. 

47 Cf. on the two most repUlsive works of Sombart F. LENGER: "Werner Sombart 
als Propagandist eines deutschen Krieges", in: W. J. MOMMSEN (Ed.): Kultur 
und Krieg. Die Rolle der Intellektuellen, Kiinstler und Schriftsteller im Ersten 
Weltkrieg, Munich (Oldenbourg) 1996 (= Schriften des Historischen Kollegs, 
Kolloquien, vol. 34), pp. 65-76 and F. LENGER: Werner Sombart (as note 3), 
pp. 282-305. 
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Implicitly his acceptance of Scheler's value tables also questioned the princi
ple of a value-free science, a principle that later regained its prominence in 
Sombart's writings when attacked by the Nazi dictatorship.48 

As Rolf Peter Sieferle has noted recently Sombart's neoidealist turn to 
Scheler's philosophy of values brought him into a difficult position. On the 
one hand he postulated that values governed reality and that men's will was 
capable to shape reality according to these values but on the other hand his 
studies of capitalism continued to reveal the force of structural constraints.49 
This can be seen most clearly in the third volume of Modern Capitalism that 
appeared in 1927, ten years after the appearance of the second edition of 
Modern Capitalism, a completely revised book that had changed from a his
torical social theory to a constructive economic history.50 The third volume 
now carried the story to the present and contained an interesting change of 
perspective. While the book still displayed many of the virtues of the first 
edition and while its author correctly noted - "And everything that maybe 
good in my work it owes to the spirit of Marx." - its main interest was now 
concentrated on processes of rationalization, objectivation, spiritualization 
and depersonalization.51 Since these were the principles of both capitalism 
and socialism his portrayal of these processes resembled more and more the 
Weberian iron cage. Still for Sombart there had to be a way out "The econ
omy is not our fate", he told his readers in 1932, reversing the famous saying 
of Walther Rathenau. And he continued: "thus the future organization of the 
economy is not a problem of knowledge but of will.,,52 According to Som
bart this will should be directed towards an authoritarian state, towards eco-

48 Cf. ibid., pp. 377-385. 
49 Cf. ROLF PETER SIEFERLE: Die Konservative Revolution. Fun! biographische 

Skizzen, Frankfurt a.M. (S. Fischer) 1995, pp. 74-105. 
50 Cf. for a discussion of the changes from the fIrst to the second edition F. LEN

GER: Werner Sombart (as note 3), pp. 219-246; cf. also MICHAEL APPEL: Wer
ner Sombart - Theoretiker und Historiker des modernen Kapitalismus, Mar
burg (Metropolis) 1992. 

51 W. SOMBART: Der moderne Kapitalismus. Historisch-systematische Darstel
lung des gesamteurop(jischen Wirtschaftslebens von seinen Anfiingen bis zur 
Gegenwart, vol. 3: Das Wirtschaftsleben im Zeitalter des Hochkapitalismus, 
Munich (Duncker & Humblot) 1927, part I, p. XIX; cf. F. LENGER: Werner 
Sombart (as note 3), pp. 332-345. 

52 W. SOMBART: Die Zukunft des Kapitalismus, Berlin (Buchholz & WeiBwange) 
1932, p. 5. 
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nomic autarky and it should favour artisans and peasants because only these 
precapitalist groups were immune to the processes characteristic of both capi
talism and socialism. That these ideas forming the basis of his book German 
Socialism in 1934 offered no solution to the problems of the early 1930s is 
obvious. 53 But it seems ironic that with these ideas Sombart not only re
turned to his earlier esteem of the peasantry but also repeated what he had 
identified as the systematic fault of the ethical and historical school in 1897, 
i.e. to use the standards of the past to cure the problems of the present 

53 Cf. W. SOMBART: Deutscher Sozialismus, Berlin (Buchholz & WeiBwange) 
1934 and F. LENGER: Werner Sombart (as note 3), pp. 366-377. 
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Paper discussed: 
FRIEDRICH LENGER: 

Discussion Summary 

BEITINA LOHNERT 

Ethics and Economics in the Work of 
Werner Sombart 

The first part of the discussion centered around the comparison of Som
bart's, Weber's, and Schumpeter's conception of the entrepreneur. 

Quite obviously Sombart was connected to the theory of Weber's charis
matic leader and Schumpeter's entrepreneur. The exchange of ideas on the 
theory of the entrepreneur could be interpreted as the early version of the the
ory of the fmn (ACHAM). 

In his theory of the entrepreneur Sombart went through many changes. 
He startes out by labeling merchants and Jewish entrepreneurs with a nega
tive image while putting the real entrepreneur on the positive side. In Der 
Bourgeois this had already changed and that may well have been under the in
fluence of Schumpeter. Here he describes the binary opposition between the 
positive image of the Schumpeterian entrepreneur or charismatic leader in 
Weber's sense and the negative image of the bourgeois spirit resulting in an 
utilitarian and hedonistic attitude. Two years later, in Merchants and Heros 
the picture of the merchants changed to the negative again. Because of these 
many changes there are certainly influences from Schumpeter, maybe indi
rectly also from Weber, but they never lasted and because of this volatility in 
position we cannot take Sombart's model of the entrepreneur at the same 
level as the Schumpeterian model (LENGER). 

Schum peter and Sombart both emphasize the profoundly unethical es
sence of the entrepreneural spirit Therefore it is no accident that they both 
counted pirates as typical entrepreneurs. Here we can find a more general 
problem of how to integrate the role of the entrepreneur as someone who is 
breaking the rules into the system of ethics adopted in society (AVTONO
MOY). 
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In comparing Sombart's thoughts on bureaucracy to Weber it seems that 
elements of cultural criticism in Weber were more dominant. Weber's com
ments on rationality and the difficulties on maintaining a personality under 
modem circumstances is more frightening and deeper (RINGER). 

The second major part of the discussion concerned the different influences 
on and the importance of Schmoller and Marx in Sombart's work. 

It was remarked that Miiller-Armack, one of the fathers of the German 
system of the social market economy (Soziale Marktwirtschaft), once noted. 
that he was most influenced by the Post-Marxist theory of capitalism by 
Sombart and others. Consequently. we have to take this Marxist strand in 
Sombart and its influence on the theory of the social market economy more 
seriously (KOSLOWSKI). 

The speaker agreed that this line of tradition is often overlooked. But as 
surprising this Marxist-Post-Marxist influences might seem at first sight. 
they have to be explained with Sombart's specific conception of capitalism 
and socialism. which are only indicated by labeling it an evolutionist reading 
of Marx. In Sombart's very particular reading of Marx there are no deviding 
lines between capitalism and socialism. There are just socialist and capitalist 
elements that continiuously rebalance their weights (LENGER). 

Sombart seems to be more impressed with Marx's special conception of 
ethics than with Schmoller's treatment of ethics (Y AGI). 

What was attractive for Sombart in Marx is that in his theory. ethics are 
not important. But Sombart did not keep this position all of his life. For 
some time the Marxist conception of ethics proved to be useful to argue 
against Schmoller, but later in life Sombart accepted the value template of 
Schmoller (LENGER). 

In his earlier work Sombart praised the conservative and moralistic ap
proach of Schmoller and then changed his mind completely: First he had seen 
domestic industries as a stronghold of cultural life. then he all of a sudden 
condemmed them as socially harmful. economically unnecessary and techno
logically inferior. The question was raised what his theoretical or psychologi
cal motives for this radical change were (CHMIELEWSKI). 

In general we can indicate three major sources of influence for these 
changes in Sombart. Firstly. the change of his professional situation between 
being a student and working for the chamber of commerce moved him from 
theory to the reality of economic life. As a student Sombart enjoyed the gen
erous hospitality of some Italian aristocrats. who told him about agrarian life 
in Italy. This theoretical distance probably caused his more romantic posi-

165 



DISCUSSION SUMMARY 

tions during his youth. He actually wanted to own one of his fathers estates 
and to be a patriarchic squire. But from 1888 on he gets in contact with eco
nomic reality. 

Secondly, there is the change between a preference for agrarian problems 
and those of domestic industry. It may well be that the shocking labour con
ditions in domestic industries in Silesia in 1890 made him change his mind. 

Thirdly, Sombart's reading of Marx fostered such a change and made him 
think of Schmoller as naive and romantic (LENGER). 

Obviously Sombart was unsatisfied with Schmoller's theory of econom
ics. But what was Sombart looking for in Marxist theory that he did not fmd 
in Schmoller? It is not true that Schmoller did not have a theory. After all 
the Grundlagen der Volkswirtschaftslehre is a sound textbook of economics 
and is not at all just telling stories. Maybe Sombart was in fact looking for 
the absolut knowledge in the Hegelian-Marxist sense. This is a common 
phenomenon of modernity: the periode between 1900-1945 was drunk of his
toricism, which is quite a different concept than the older historism, which 
was more empirical and inductive. We find this general turn towards a Marx
ist form of historism also in Sombart. Although this line of thinking is not 
identical with Dialectic Materialism it is still within the same frame of mind. 
Therefore we have to ask whether Sombart's critique on Schmoller can be de
scribed in the dichotomy of theory vs. history. They rather are different con
cepts of theory and history in Marx and Schmoller. In Marx, the economic 
theory as the key to social progress entitles the economic reformer to politi
cal and intellectual power. This is a very problematic position (KOSLOW
SKI). 

The speaker responded to this remarkes that Sombart and Schmoller's 
other students were still waiting for Schmoller's textbook of the Grundlagen 
der Nationalokonomie. During that time, all they had were their lecture 
scripts of Schmoller which were not very helpful for teaching economics. 
Maybe this was one reason for Sombart's dissatisfaction with Schmoller's 
theory. 

What Sombart also missed in Schmoller was the discussion of develop
mental history. Here Marx certainly was not the only inspiration to Sombart. 
Most prominently Darwin has to be mentioned here. That may explain why 
Sombart considers Schmoller to be insufficient in theory. It is doubtful 
whether Sombart really took this turn towards the Marxist grand theory. Al
though his book Modern Capitalism tries to include other inspirations, it es-
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sentially remains within the traditional historistic conception of the individ
ual (LENGER). 

The polemic against Schmoller should not be taken too serious since it 
was just a reaction against his great achievements and his fame. The marxist
historist theory of capitalism on the other hand does overrate the generality of 
a grand theory. The idea of a modem capitalism is misleading, because there 
are so many forms of capitalisms. Trying to find an overall explanation of 
the totality of history was the temptation of this period in philosophy and 
economics, a line of thought that goes back to Hegel's idea of absolute 
knowledge. Looking on this notion from outside Europe, will seem to be 
very strange to Non-Europeans today (KOSLOWSKI). 

It makes a difference whether we consider Marxist theory under the cate
gory of being true or of being fruitful. It might not be true. Nevertheless, 
Marx's inspiration in the 1890ies was fruitful for Sombart (LENGER). 
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Historical Changes and Economics in Arthur 
Spiethoff's Theory of Wirtschaftsstil 

(Style of an Economic System) 

VIT ANTONIO GIOIA 

I. Introduction 
II. o. Schmoller and A. Spiethoff 
TIl. Anschauliche and Pure Theory 
IV. Wirtschaftsstil and Real Type 
V. Real Type and Economic Analysis: 

Some Epistemological Problems 
VI. Conclusion: Some Critical Remarks 

I. Introduction 

The analysis of historical changes represented certainly a pivotal element 
in the work of representatives of the German historical school. However at 
the beginning of the 1900s the resultes achieved in reference to this theme af
ter half a century of intense scientific production seemed quite unsatisfactory. 
The German historical school had yielded interesting historical analysis, new 
fields of research and original methodological contributions but the effects on 
the theoretical constructs within historical economics were quite scarce. The 
sense of frustration and confusion was further increased by the conclusion of 
M ethodenstreit and by the awareness of the capability of the Neo-c1assical 
approach to produce a rising stratification of new theoretical constructs and 
new scientific categories. So, while the hiatus between history and theory did 
not seem to have any negative effects on the scientific productivity of the 
Neo-classical approach, within the German historical school, instead, the at-
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tempt to produce a stronger connection between the theoretical and empirical 
dimension seemed arid and unfruitful. l 

A. Spiethoffs work arises in this cultural climate. As a business cycle 
theoretician he intended to give a contribution also in relation to the method
ological field in order to overcome the "sterile contra positions" of Methoden
streit and to build a historical economics which was able to create not only 
statements valid "from an empirical point of view" but also "asserts" of gen
eral validity; in short: theories. So, within the coordinates of the "anschau
liche Theorie", he constructed two analytical devices, the Wirtschaftsstil and 
the "real type", which could in his opinion represent the answer to the many 
unsettled questions posed by the German historical school. In this paper we 
will try to understand the epistemological significance of Spiethoffs attempt. 

But it is also useful to remember that Spiethoff represents an interesting 
case for other reasons. 

He is certainly a well known author, but he is known especially for his 
business cycle theory, while his methodological contribution is completely 
ignored or only episodically recalled.2 

Now, if we consider Spiethoffs work we have to observe not only that 
these two aspects (business cycle theory and epistemological reflection) are 
closely connected, but also that Spiethoff himself insists on the fact that it is 
impossible to understand the former without the latter. In this paper we can
not see the strong internal relations between the two sides of Spiethoffs 
work systematically, but we invert the traditional evaluation of it we primar
ily consider Spiethoffs methodological and epistemological reflection and use 
the references to his business cycle theory only episodically and in order to il
lustrate particular methodological aspects. Admittedly, this is not the correct 
approach to Spiethoffs work as a whole. The advantage of such a choice is 
twofold: we can fix our attention on previously neglected or underevaluated 
aspects of Spiethoffs reflection; we do this deliberately in order to limit our 
evaluations exclusively to his epistemological reflection. 

1 On the evolution, conclusions and theoretical consequences of the M ethoden
streit cf. HERKNER (1924), SOMBART (1930), HAUSER (1989), GIOIA (1991). 

2 On this aspect see the interesting considerations made by CLAUSING (1958) 
and KAMP (1958). 
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II. G. Schmoller and A. Spiethoff 

As we said, Spiethoffs starting point was given by the sense of dissatis
faction of the representatives of the Gennan historical school at the begin
ning of the 20th century. The fIrst step of his analysis is also necessarily de
termined by the evaluation of Gustav Schmoller's work. Spiethoff is con
vinced that the "Schmoller programme" (Backhaus 1994) did not give the de
sired results not only because of external factors (advances in economics, the 
success of the Neo-classical school, the results of Methodenstreit, etc), but 
also due to the intrinsic limitations in Schmoller's theory.3 

In fact, referring to the famous passage from the second volume of the 
Grundrij3 where Schmoller underlines that the task he has set himself is not 
that of establishing a new theory, but that of freeing political economy from 
"false abstractions", Spiethoff sees the function of Schmoller's work as that 
of eliminating the tautological "self-referentiality" of pure economics. He 
stresses that on the methodological plane, Schmoller found a different theo
retical vision, but at the same time, he did not develop a paradigm for its sys
tematic exploration. On the evidence of this passage Spiethoff interprets 
Schmoller's work as an attempt to graft onto the old theories procedures ca
pable of demonstrating their explicative powers. 

Spiethoff writes, "The starting points remain the old ones, and they are 
discussed in detail" from the point of view of their "generality" and from that 
of the distance separating them from reality by means of the "simplifIcation" 
that the theories must undergo (Spiethoff 1938, p. 28), but they are not "re
placed by others". In this way it is shown "how much empirical material is 
lost, if the mental construct derives exclusively, as a logical deduction, from 
given premises" (Spiethoff 1938, p. 28), but at the same time no single the
oretical hypothesis emerges capable of integrating this empirical material 
into a new conceptual construct "the empirical enquiry does not cohere into a 
new theory" and ends up serving only for "the discussion of the old theories." 

It follows that Schmoller's main contribution lies in his criticism of the 
old theories and in the criticism of the methodological approach of pure eco
nomics, which is incapable of integrating observed reality into theoretical 

3 References to Schmoller are, of course, present in the entire work of Spiet
hoff, but a systematic analysis of Schmollers contribution to the economics 
is included in two essays. Cf. SPIETHOFF (1918) and SPIETHOFF (1938). 

170 



ARTHUR SPIETHOFF'S THEORY OF WIRTSCHAFfSSTIL 

circuits. Spiethoff states that Schmoller strips "the ideal-typical theory of its 
linearity and its rigidity", but does not replace it with a theory that can com
pete with it. Even in Schmoller's pivotal theory of prices and value 

there is no .. , use of empirical materials for an autonomous concep
tual construct, -laden with empirics - to place alongside the ideal-typ
ical construct, there is no conclusive conceptual scheme demonstrated 
from the empirical material, to place as a representation of reality 
alongside the ideal-typical one of pure theory (ideal and real representa
tion) (Spiethoff 1938, p. 29). 

From this point of view in Schmoller the attempt to construct a "con
crete" theory (anschauliche), capable of relating the stages of development of 
analytical structures to the changes that have meanwhile taken place in the 
object of enquiry, remains an unfulfIlled aspiration. The defect in Schmoller's 
attempt, which he himself admitted, was probably the fact that he tried to 
solve this problem with too general an approach, which brought him up 
against two circumstances that could not converge and complete each other in 
a single, easily readable theoretical context. In fact, on the theoretical plane, 
it tended to pose a series of interesting questions-begging; on the empirical 
plane, the attempt to master an enormous amount of overlapping material in 
compositions, though meaningful, lacks a unifying theoretical interpretative 
key. In both cases Schmoller's work could be read as a plea for scientific pru
dence and as a collection of correct observations, but not as a cohesive ex
plicative theory. 

The image that throws most light on Spiethoffs final evaluation of 
Schmoller's work emerges when he writes of Schmoller creating only a theo
retical context where "theory and empirically examined reality are left to fight 
it out", causing theoretical "bewilderment", since he is not able to tie eco
nomics to new certainties. (Spiethoff 1925, p. 29) 

The critics, including the most recent, have confirmed the correctness of 
Spiethoffs interpretation.4 

4 Cf. esp. SCHUMPETER (1926), p. 19; HurCHIsoN (1969), pp. 380-3; LANE, RIE
MERSMA (1953), pp. 435-6; VEBLEN (1901), pp. 92-3; MITCHELL (1969), p. 

559; FAUCCI (1988), p. 137; SCHEFOLD (1989), ZAGARI (1993), GIOIA (1990, 
1991 ). 
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III. Anschauliche and Pure Theory 

After Schmoller, "far more important than the execution of the king is 
the question of whether the procedure for the succession has been, or can be, 
made ready" (Luhmann 1985, p. 8). The attempt to answer this question con
stitutes the horizon within which Spiethoff moves and within which we can 
see not only his insistence on the concept of "anschauliche Theorie" and the 
creation of the concept of Wirtschajtsstil, but also the analysis of the busi
ness cycle, as the basic testing ground for a theoretical approach capable of 
becoming a candidate for the succession. 

In fact, the actual definition of such an approach involves serious prob
lems both for intrinsic reasons regarding its range of theoretical references, 
and because of the need to overcome the initial obstacle of the strength of the 
theory which, rather inappropriately, is considered its rival. In the Preface to 
the English Edition of Krisen Spiethoff points out: 

Unfortunately there is no generally accepted name for this method. 
Some call it "empirical-realistic", others "concrete", yet others "obser
vational" (anschaulich). Among English names which have been pro
posed are "essential-intrinsic theory" (E. Salin), "theory of economic 
Gestalt" (Redlich), "all-round sociological theory" (H. W. Singer), 
"realistic theory" (Hero M511er) (Spiethoff 1953. p. 75). 

To arrive at a definition of this method it is useful to start from the term 
"anschauliche" in order to illustrate the essential features of A. Spiethoffs 
work. This term was first brought into scientific debate by E. Salin in the 
context of his study ofW. Sombart's Der moderne Kapitalismus (Salin 1927, 
p. 314), but it is certainly with Spiethoff himself that it assumes a specific 
epistemological density both as the distinguishing trait of SchmoDer's work 
and as the key concept of his own analytical approach. 5 

The meaning of this term is difficult to convey outside the German con
text because of its semantic wealth (and also ambiguity). It comes as no sur
prise that Fritz Redlich, translator into English of some of Spiethoffs 
methodological texts, renders it with a paraphrase: "economic Gestalt the
ory". By using this paraphrase, Redlich explicitly recovers the "Gestalt" cate
gory which, taken from psychology, referred to the capacity of the single 

5 In order to have a general vision in reference to this theme see SPIETHOFF 

(1932, 1938) and SALIN (1944). cf. especially pp. 208-220. 
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phenomenon to embrace elements whose interpretative key was to be found 
in the total psychical life of the person under analysis. (Lane and Riemersma 
1953, p. 442) 

I prefer to use an expression like "historical-concrete theory" or "histori
cal-concrete economics", to allow for a more direct understanding of the 
meaning of the term. Moreover, such an expression is suggested by Spiethoff 
himself when he talks about "geschichtlich-anschauliche Theorie", stressing a 
procedure of scientific abstraction capable of gathering the constellations of 
phenomena analysed within contexts that are clearly defined historically. 

The "historical-concrete theory", therefore, constitutes an attempt to forge 
an epistemic link with real events, in order to foreshadow the opening of the
ory towards the world. In other words, it is an attempt to create theoretical 
devices, which, when placed alongside the "historically indeterminate eco
nomic theories" (unbedingten und zeitlosen), defmed mainly within static pa
rameters, enable us to identify the historical causes of the phenomena under 
analysis and, consequently, the causes of economic changes. 

Both theories of pure economics and those of historical-concrete eco
nomics are constructed - on a purely formal plane - in a similar way. They 
presuppose selective criteria and the use of logical and logical-mathematical 
instrwnents available to economists. They differ, however, in their presuppo
sitions and in their aims. The axiomatic, arbitrary assumptions of pure eco
nomics are replaced by "realistic" starting points in "anschauliche Theorie". 
As Spiethoff points out: 

Both types of theory separate and isolate but each does so in its own 
peculiar way. (Spiethoff 1955, p. 12) 

And shortly afterwards he continues: 

A distinction has been made between the two types of theory accord
ing to the level of abstraction, but no toning down of the level of ab
straction, however marked it may be, transforms pure theory into his
torical-concrete theory, no accentuating of the abstraction, however 
marked it may be, transforms historical-concrete theory into pure the
ory. (Spiethoff 1955, p. 12) 

It should be clear, then, that both theories are constructed according to cri
teria of rational acceptability which are typical of science, but they are part of 
such different referential contexts that they are mutually untranslatable. In 
fact, if the difference between them were due solely to procedural diversity, 
the distance between the two types of theory would be easy to eliminate, but 

173 



VIT ANTONIO GIOIA 

this distance is destined to remain precisely because it is rooted in a contrast
ing approach to the subject under study: it is this difference of approach, and 
not the different logical procedures, that determines the difference in explica
tive content 

IV. Wirtschaftsstil and Real Type 

The concept of "economic style" is among the co-ordinates of historical
concrete or realistic economics. Wirtschaftsstil is the intellectual device de
signed for use within the confines of "historical-concrete" economics and is 
the fruit of the attempt to simultaneously create assumptions, selection crite
ria and contexts for the evaluation of scientific statements in a historical per
spective.6 

The keystone, the essence of the historical-concrete theory lies in the 
fact that the working hypothesis is controlled on the basis of the ob
servation of reality. This allows for the simultaneous evaluation of 
initial queries, working hypotheses and empirical research. One of the 
greatest difficulties in working with the historical-concrete theory is 
that of really letting empirical research fight it out with theoretical 
reasoning. (Spiethoff 1948. p. 602) 

The concept of Wirtschaftsstil has illustrious predecessors in the theory of 
stages formulated from various theoretical angles by the historical school 
(among others). but its originality derives from the theoretical aims that Spi
ethoff attributes to it. The concept was honed - as we will see - through 
stringent confrontations with the studies conducted by M. Weber (ideal type). 
W. Sombart (Wirtschaftssystem) on the one hand and on the other with Cas
sel and Schumpeter's attempts to interpret economic phenomena in dynamic 
terms. 

We can start with Spiethoffs definitions: Wirtschaftsstil "is not simply 
derived from experience. but is predicated as on intimate knowledge of eco
nomic reality. Its aim is to mirror economic life as a specific set of economic 
institutions, economic life in its concreteness" (Spiethoff 1953a, p. 452). 

6 For a careful and vast reflection on the concept of Wirtschaftsstil. its genesis 
and its theoretical evolution cf. WEIPPERT (1943). RITsCHL (1943). SCHAClIT

SCHABEL (1943). 
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The Wirtschaftstil represents an attempt to build a historical type of an 
economic system clearly foreshadowing all the features that distinguish it 
from the other economic systems and all essential causal factors of it. Spi
ethoffs aim is to construct scientific models characterised by a "unity of 
form" (ibid.) and a "completeness of causal elements" (ibid.), in order to deal 
"in theoretical terms with the typical variations in economic life" (Clausing 
1968, p. 133). 

These causal elements "are not arbitrarily selected in advance" or "selected 
to suit a preconceived theoretical system", but they are the result of an empir
ical research guided by an "explicative idea" (Erkliirungseinfall). For reasons 
which will be clearer later, I prefer to translate Erkliirungseinfall with "ex
plicative idea" and not with "intuitive hypothesis" as Fritz Redlich translates 
this terms in 1953. And so the style focuses not only on the logical unity of 
the model, but also on the peculiar features of the system under analysis. 
Miiller-Armack, who used this concept more broadly, shares this definition 
when he writes: 

Style is a unit of expressions and behaviours which appears in a given 
period and in all of the different fields of the society (Miiller-Armack, 
1944, p. 21). 

Before discussing the epistemological problems implicit in such a con
ception it is useful to show the reason of Spiethoffs insistence on the rele
vance of the historical types for his analysis. Spiethoff starts, as is well 
known, from the presupposition of the necessity to construct, in economics, 
historical theory alongside pure theory. Spiethoff believes that such a con
struct can be realized only on condition of the creation of historical and ana
lytical models, which enable different economic systems and, within the sys
tems themselves, different phenomena or different constellations of phenom
ena to be judged comparatively. Without scientific models, in Spiethoffs 
opinion, we do not have the possibility of theoretical reasonings because of 
the lack of a network of reference and consequently our reflection cannot es
cape the mere descriptivism which characterized many representatives of the 
historical school. Schmoller's failure was fundamentally determined by his 
inability to follow this pathway. 

Spieth off was aware not only of the difficulties of this attempt, but also 
of the fact that with it he introduced a radical hiatus compared with the usual 
methodology of the German historical school of economics. But he argues 
that if we want to explain economic life and its historical changes, we do not 
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have any other alternatives. We must necessarily create theoretical models 
which give us the possibilities to draw out asserts which are valid not "only 
from an empirical point of view", but also from a "general" point of view. 
And we can obtain that only if we build models" valid for all analysed objects 
included in the field of some given premises" (Spiethoff 1932, p. 51-2). 

Such an idea, underlines Spiethoff: 

... was rarely expressed with such a radicality, but a similar purpose 
was always present, even if often confusedly (in the Gennan historical 
school). The starting point was always given very clearly by the rebel
lion against those absolute solutions equally valid for all economic 
conditions and to which only a historical theory can be contraposed 
(Spiethoff 1932, p. 54). 

If so, the problem is as follows: why did the German historical school 
avoid this pathway and why does Spiethoff speak of a radical hiatus intro
duced by his reflection? 

The answer to this problem is connected with the complex relations be
tween the representatives of the Gennan historical school and K. Marx. In 
fact, Marx certainly follows this pathway and many representatives of the 
historical school accepted some results of Marx's analysis, but they radically 
refused his general approach to the study of capitalism and the conclusions of 
his work. This attitude was probably due to the fact that the idea of accepting 
the central methodological indication of Marx was seen as a danger or as too 
important a concession to the theoretician of socialism. 

This aspect of the question is clearly set out by Sombart Sombart, as is 
well known, criticised both the Marxian conclusion and the ideological con
tent of his analysis, but at the same time he underlines the fact that Schmo
Her's failure in the creation of a historical theory and his descriptivism were 
detennined by his incapacity to use the methodological lesson of K. Marx ad
equately. Whoever intends to make historical theories and not mere descrip
tivism, must proceed "like the mathematician who puts out parenthesis and 
extracts the recurring constants in each value, so that instead of ab + ac + ad 
he says a (b+c+d)" (Sombart 1978, or. ed. 1916, p. 92). 

In the same way, it is necessary to isolate the "Gestalt" of economic and 
social systems and on this ground to create the conditions of the construction 
of historical theories. By doing so, we can obtain - he adds - the "constructive 
element in the organisation of the empirical material" and "the radical postu
late of a unifying explanation" (Sombart 1902, p. XXIX). This is what is 
missing in G. Schmoller and precisely what is, on the contrary, present in K. 
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Marx. For this reason he characterised his approach as the attempt at an "in
timate connection within a social system of all of the historical expressions, 
in short, it is the specifically theoretical element I could also say: it is Karl 
Marx" (Sombart 1902, p. XXIX). 

In my opinion, Spiethoff was equally aware of the theoretical implica
tions of his methodological approach. This awareness arises when he dermes 
his conceptual construct as realtype and underlines the interpretative limits of 
the Weberian ideal-type. 

A realtypical model stresses similarities and uniformities not as they ap
pear by logical deduction from given axiomatic principles, but as a construc
tion based on a relation between theory and investigated reality. This, in fact, 
allows the isolation of its "regular and essential features" (Spiethoff 1953b, 
p. 76).7 If "the real type represents the recurrent regularities of a historical 
object, stripped of its historical uniqueness" (Spiethoff 1953b, p. 74) we can 
at same time know its historical peculiarity, the general conditions of its re
production and the reason for its internal transformations in relation to the ac
tual development mechanisms. And we can obtain theoretical indications, in 
relation to this second aspect, only if we manage models permanently open 
to comparison with the changing reality. It is necessary to start - writes Spi
ethoff - "from a meaningful conception which embodies the preliminary im
pressions of the pertinent phenomena, their causal relations and the essentials 
determining the Gestalt of the total situation" (Spiethoff 1953a, p. 459). The 
scientific task is to aim at "a minimum of distinguishing traits", but he adds: 

In my method the presentation of the characteristic features of a 
"style" is always open to improvement. On the basis of new observa
tions the number of characteristic features may be increased; but it 
may also be decreased through improved analysis (Spiethoff 1953a, p. 
459). 

This aim of the representation of a concrete "real context" and "the com
pleteness of the causal elements" constitutes the trait that distinguishes 
Spiethoffs methodological approach from the Weberian approach. It reveals, 
in Spiethoffs opinion, his scientific productivity just when we try to explain 
the changing reality of an economic system. If it is true - notes Spiethoff -
that "the social scientist builds ideal types in order to obtain fixed points of 
reference in the perpetual flow of history" (Spiethoff 1953a, p. 455), it is 

7 For a careful reflection on this aspect of Spiethoffs work cf. also WEIPPERT 

(1943), esp. pp. 79-89. 
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also true that" a 'real type' would do much better service" in reference to this 
aspecl 

In fact, the ideal type is constructed by putting together elements drawn 
out of reality through an abstraction process which has in mind particular 
gnoseological purposes. "This involves a one-sided exaggeration of certain 
aspect of reality, but is not to be found in it" (ibid., p. 453). The ideal type 
is strongly determined by his premises and the selection of the analysed phe
nomena is conditioned by the logical purposes for which an ideal type is 
buill For this reason the social scientist who works with ideal type legiti
mately "may have to exaggerate rare phenomena, because, from his point of 
view, they are essential for his construct" (ibid., p. 456). 

On the contrary the scientist who works with real type cannot consider 
rare phenomena or exaggerate the importance of recurrent phenomena, he has 
to try a theoretical reproduction of totality under study because a 'real type' 
originates in the mental process of separating recurring social phenomena 
from their unique particulars or, if you prefer, of cleansing those phenomena 
of their unique features" (ibid., p. 455). 

In Spiethoffs opinion the real type in defining "a specific pattern of eco
nomic life and ... its essential properties" makes possible an adequate com
parison between different moments of the same reality or different phenomena 
within it: all that creates the conditions for the understanding of the historical 
changes in a given economic reality. 

Reality must be apprehended as a totality and all reasoning on the 
connection of phenomena and on causal explanation must take place 
in the network of this real context. (Spiethoff 1932, p. 80) 

V. Real Type and Economic Analysis: 
Some Epistemological Problems 

Of course the making of real type implies a peculiar relation between sub
ject and reality which cannot be ignored and Spiethoff, especially in Synop
sis, develops a careful reflection about it, focusing on the role of the subject 
in the knowledge process. 

In this perspective the "real context" cannot mean a mere reference to em
pirical material. but refers instead to the capacity to reproduce theoretically 
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the essential links which make a phenomenal whole into a unique reality able 
to provide interpretative keys of a historically detennined unifonnity for any 
observer attempting an interpretation using his own interpretative tools. 

The objectivity of such a context does not refer, therefore, to a factual 
world which forces itself on individuals regardless of their interpretative 
tools. Thus, subjectivity is not diametrically opposed to this common em
piricistic simplification of objectivity. On the scientific plane, subjectivity 
for Spiethoff implies the attempt to construct general explanatory systems on 
the basis of a point of view. In this sense, on the procedural side, it is sub
ject to all the checks that make it plausible as a basic element in scientific 
discourse. In short, a single explanation of a given set of phenomena will 
make use of a double-sided interpretative key, dermed by Weippert (Weippert 
1943, p. 82) as "ontologisch und kulturtheoretisch". While on the one hand 
this stresses the ever-present subjective dimension implicit in every scientific 
activity ("kulturtheoretisch"), on the other it indicates the tendency towards 
the extra-mental dimension of observed phenomena ("ontologisch"). 

From this point of view, the interest in the concept of "economic style" 
seems to derive from the fact that it can make a significant contribution to a 
debate growing out of the many Methodenstreit that have crossed the social 
sciences scene and that, as Rothacker pointed out, not without reason seem to 
have fizzled out Basically, in contrast with what is suggested by the conclu
sions of many methodological debates, "the most serious clashes between so
cial scientists do not take place between those who want to observe without 
thinking and those who want to think without observing" (Wright Mills 
1962, p. 43). Rather, these differences of opinion are related to "the way of 
thinking and the way of observing" and above all, "the links between think
ing and observing" (Wright Mills 1962, p. 43). 

In actual fact, as long as methodological debates continue to be tied to 
possible divergences in the structure of the explanatory model, it will be dif
ficult to find a solution. The isolation of this point and the subsequent fos
silization of the hypothetical-deductive model, regarded as the only acceptable 
model for scientific explanation, "has created a series of concepts that tend to 
eliminate every argument in other fields of knowledge (genetics, psychology, 
stylistics, aesthetics)." (M. Ceruti 1986, p. 23) 

However, current epistemological debate has revealed that "many hierar
chies" constructed following this model are too "simplistic and many of the 
eliminations are too heavy-handed" (M. Ceruti 1986, p. 23). 
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Spiethoffs scientific approach can be considered an attempt to break with 
these "simplifications" and to avoid these "heavy-handed" eliminations by 
means of an analytical model capable of bringing into question that particular 
kind of "self-referentiality" typical of scientific discourse, based on what we 
can call the "Cartesian fallacy". In other words, it is based on the idea that a 
"worldless individual" (in Elias' words) faces reality in terms of its dehistori
cised criteria of rationality. In the cognitive universe of Descartes we have 
two significant points of departure: the first one insists on the irrelevance of 
the external world and, consequently, on the truthlessness of the sensorial 
perception of it; the second one focuses on the certainty that reality is un
changing in its essential features. If we add to that the Cartesian assumption 
that our mind can only know what it itself produces, we will be able to un
derstand apriorism, atomism and reductionism as the main pathways to build 
models in which internal consistency is gained through the sacrifice of the 
external world. (S.C. Dow 1985, pp. 12-7; P.V. Mini 1974, p. 22) Now, it 
is certainly true that we can work exclusively with our ideas as products of 
our mind, but we must admit that only from a general point of view we can 
consider the external world as a product of our mental world.s 

But if it is so, we have to conclude that the sole theoretical possibility 
that there isn't full accordance between the internal and external world poses 
the problem of a careful analysis of the external world in order to find its 
rules and the reasons for its peculiar dynamics. This recognition does not re
duce in Spietoff's opinion the role of the subject in the cognitive process 
(without a knowing subject, the problem simply does not exist), neither does 
it reduce the role of models built with the procedures of pure theory. 

If we consider this second aspect on the basis of Spiethoff's reflection, we 
find a clear acceptance of methodological pluralism: cognitive devices, proce
dures and methods are consequences of our scientific purposes. Spiethoff in
sists, in particular, on the role of pure economics. It represents an indispens
able Hilfsmittel for the economic analysis, since it provides a "tool-box" (to 
use J. Robinson's expression) for all types of economic enquiry. As Spiet
hoff writes: pure theory is 

an indispensable heuristic device at the bottom of every economic phe
nomenon. Without it there can be no instruments for the casual expla
nation of economic life (Spiethoff 1932, p. 55). 

8 On the complexity of the relation between subject and social and institu
tional environment cf. SAMUELS (1972) and LAWSON (1994). 
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But pure theory can do that precisely for the reason that it deals with the 
relations present in all economic systems. It doesn't represent a historical 
state of the world (Spiethoff 1932, pp. 55-56). That is, in fact, the peculiar 
task of a "historical theory". 

In order to illustrate this aspect Spiethoffs criticism of Schumpeter is 
particularly significant. Schumpeter in Das Wesen und der Hauptinhalt der 
theoretischen Nationalokonomie tried to reconcile pure theory and realistic 
enquiry. Regarding the legitimacy of pure economics, he wrote: 

On the one hand we have the arbitrariness of the presuppositions in 
our theory, on which his system rests, and on the other hand the fact 
that our theory adapts to phenomena and is influenced by them, which 
alone gives the theory its content and its value. (Schumpeter 1982 ed. 
or 1902, pp. 428-9) 

According to Spiethoff, the two requirements stated by Schumpeter (arbi
trariness of the assumptions and capacity to refer to real phenomena) are 
valid, but they can in no way be fulfilled in the context of pure theory. In 
fact, considering the theoretical constructs of pure theory, it is impossible to 
hypothesize the "extensive coinciding with reality" mentioned by Schumpeter 
for the simple reason that in this way pure theory "would be deprived of its 
very nature" (Spiethoff 1932, p. 56) and, in order to verify its assertions, we 
would have introduced extraneous (realistic) elements, incompatible with the 
theory's presuppositions and with its need for consistency. 

Spiethoffs conclusion is clear, if we aim at a historical representation, we 
have to consider from the beginning the empirical phenomena and the histor
ical traits of the object under study. Otherwise we risk: using the theoretical 
framework in relation to scientific ends which are different from those for 
which it was conceived. 

And at this point we can deal with the role of the subject in the cognitive 
process. The fundamental element in Spiethoffs theoretical approach is pre
cisely the fact of knowing that the epistemic self is at once the subject and 
the object of history. Consequently knowledge can be characterized as the de
velopment and the accumulation of styles of thought and analytic models 
which change as the subjects change and as the world changes. The concepts 
of economic style and real type therefore refer not to absolute models of 
knowledge, but rather to explicative structures which are capable of measur
ing up to the development of history both because of their inner logical need 
and because of the peculiar type of relationship they have with external 
changes. 
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As writes Spiethoff: 

It is our task to find in the ever-changing and varying stream of eco
nomic life specific form and specific uniformities, and the concept of 
economic style is the tool for that end (Spiethoff 1953 a, p. 453). 

This means regarding knowledge as a circular process within which the 
subject is certainly a conditio sine qua non, but is at the same time a histor
ically determined condition, since not only the ideational world but also the 
perceptional world of the subject is determined by criteria, visions, values and 
evaluation systems which undergo a change in time. In short, it is a question 
of understanding that man's sociality does not modify the superficial extem
porary cultural models of the subject but rather "the physiology of the sens
es, our perception of the physical world, the colours we distinguish, the 
smells we are aware of, the sounds we hear" (W. Mills 1962, p. 171). 

From this point of view it seems clear that subjectivity is not to be eval
uated solely in terms of a priori elements, nor therefore in terms of dehistori
cized rational behaviour deduced from these a priori elements. Subjectivity 
has its roots in the "cultural patrimony, channelled into traditions, institu
tions and customs" and "in the aims and beliefs that these involve and in
spire" (Dewey 1943, p. 82) and that determine historical models of rational
ity. It is these historical models of rationality that are capable of explaining 
the "range ofreasons" (W. Mills 1962, p. 171) which predominate in a soci
ety in a particular historical phase and that in their turn provide the interpreta
tive key to the historical development of rationality itself. Only on this basis 
will it be possible to outline new analytic strategies able to go beyond "the 
individualistic theories of knowledge and behaviour" (M. Douglas-B. Isher
wood 1984, p. 69) and to draw up more complex gnoseological models trig
gered by the recognition that the "single individual", stripped of his historical 
features, "is a totally useless conceptual principle" (M. Douglas-B. Isherwood 
1984, pp. 70-71) for the understanding of economic and social phenomena. 

A theory that is scientifically open to historical reality naturally cannot 
ignore this, even though it still seems difficult to encase all this in an "ex
plicative idea" or to formalize it into an economic model. 

The Erklarungseinfall is another important category to understand Spiet
hoffs methodological approach. Spiethoff starts from the presupposition that 
the explanation of reality is a function of our gnoseological interests and 
these depend on our points of view. 
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The material in itself is mute (stumm) and it becomes eloquent only 
when it is compared with (adequate) questions to which it could give 
answers (Spiethoff 1948, p. 662). 

The "explicative idea" represents not a hypothesis for the search for a 
unique causal factor which would determine and would explain the clusters of 
fact under study, but it is a way to build a model able to embody a "real con
text" in which there also exist recurrent perturbations as its relevant compo
nent While the single hypothesis can, following a procedure of the idealtypi
cal analysis, exclude those perturbing factors and isolate rightly the main 
causal relation, the "explicative idea" has to consider all the concrete frame
work of phenomenal concatenation in order to find its unity of form: the dis
tinctive character of an economic system. And only on this basis it is possi
ble to make an attempt to have an explanation of single phenomena or par
ticular causal relations. 

I have also tried - points out Spiethoff - to find in my business cycle the
ory the unique cause, the crucial causal factor, but that represents an error for 
the realtypical analysis. (Spiethoff 1948, p. 628) 

The pretension of a unifying cause is in the historical-concrete theory 
unacceptable (abwegig), it uses the reduction to the stylistic characters 
(die Zuruckfuhrung auf Stilmerkmale) (ibid). 

Consequently, "the explicative idea is not a 'fact' and it will not stand the 
'empirical test"', as the crucial test If anything it is an interpretative network 
whose confirmation comes from the necessity of its capacity to allow hy
potheses, clusters of facts and theoretical statements to be compared in a sci
entifically fruitful way. 

The historical-concrete theory enables us to cope with this requirement 
(of an all-embracing explanation of the phenomena investigated. 
V.G.), harmonizing the mUltiplicity of causes and conditions and 
bringing them together in an overall view. This type of treatment 
leads to style traits (Stilmerkmalen), which prove to be the most gen
eral causes and conditions. This reduction and unification clearly sets 
up new relations and thus offers supplementary judgements; it does 
not, however, replace the causes and conditions found previously but 
the unification sublimates the multiplicity of causes and eliminates 
the more subtle causal limits (Spiethoff 1948). 

It can therefore be concluded that the concept of "economic style" does not 
contain any element to suggest the idea of truth as the correspondence be-
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tween assertions and reality or, to use older tenninology, as a "mirroring", 
according to the approach of the "naive" realist. 

Phenomena are selected on the strength of a clearly defined vision of 
the whole (des Ganzen) ... The scholar decides which phenomena make 
up the essence of reality according to a rational evaluation drawn by 
him from the interplay of phenomena and from the usability of the 
single phenomena for the explanation of reality (Spieth off 1932, p. 
13). 

Consequently, Spiethoff insists: 

The image of reality is not a photograph, but a painting, presuppos
ing the point of view of the observer (Spiethoff 1948, p. 638). 

In this sense, Spiethoff seems to adopt a surprisingly modem scientific 
realism, which like H. Putnam we could consider typical of an "internal real
ist", or he who believes that asking oneself about the possible states of the 
world is feasible only within the confmes of a theory or a vision of the world 
(putnam 1985). Once the real type has been defined, it is a theoretical con
struct and must be subject to all the measures and procedures of control used 
for any other theory. In this sense, the relation with reality seems to be a 
presupposition or a problem to be brought up again later, but not something 
that can hinder the task of checking the fonnal correctness of the assertions 
used. In fact, once the explicative model has been constructed, evaluation of 
the scientific explanations cannot consist of an endless game of Chinese 
boxes, stuck on the continuous (and intenninable) search for the final bases 
of our explanations (even when they refer to empirical reality); instead, it 
must allow the theories constructed to include a summary of the scientific ac
tivity that produced them along with internal evaluation processes which 
permit overall judgements regarding the conditions in which the scientific 
explanations can be considered correct. 

These economic styles are theoretical constructs, regardless of the 
point of view that gives rise to them. (Spiethoff 1932, p. 56) 

Things being such, the WirtschaJtsstil seems to me to present an unde
niable advantage on the epistemological plane since it defines a sort of "men
tal experiment" aimed at detennining, for every explanation, a context of ref
erence which explicitly fixes the selection criteria that stake out the area of 
validity of the explanation and at the same time establishes the network of 
semantic tenns for its control. 
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VI. Conclusion: Some Critical Remarks 

There are some aspects in Spiethoffs work which aren't completely con
vincing and which I have neglected in order to focus on the main purpose of 
his methodological reflection: the demonstration of the legitimacy of histori
cal theory. In conclusion of this paper I want to briefly mention two of these 
aspects: the relation between pure theory and historical theory and secondly 
the analysis of the role of institutions in economic dynamics. 

Spiethoff tried, as we have seen, to indicate the conditions for a fruitful 
cooperation between pure theory and historical theory and insisted on the 
possibility for the historical theory to use the results of pure theory. Spi
ethoffs intention was probably determined by his will to overcome the radi
cal contra-positions of the Methodenstreit,9 but I personally fmd such a co
operation difficult as long as the two approaches are characterized by different 
ends and different methodologies. A fruitful cooperation could, in my opin
ion, have a real chance of success provided common ends for scientific re
search are established. But this, if we carefully reflect about it, considering 
the evolution of economics, means that one theoretical approach should ac
cept the ends, methods and analytical procedures of the other, because in the 
gnoseological field a middle way can only bring confusion and misunder
standing. 

Now, Spiethoff insists in all his methodological work on the legitimacy 
of pure theory and he tries to show the legitimacy of historical theory. He 
consequently suggests necessity of methodological pluralism within the so
cial sciences. But his proposal to create the conditions of a strong coopera
tion between pure economics and historical economics seems to me to be a 
more subtle way to deny or at least to reduce this pluralism. In fact, if we es
tablish the scientific priority of the ends of historical economics, we will 
show at the same time the theoretical subordination of pure economics to it, 
for the simple reason that the purposes of its work and the judgements about 
its scientific productivity derive not from motivations internal to the pure 
theory, but from the possibility that historical theory (with different ends, 
different methods and different relations with the cognitive object) can use its 

9 In Synopsis Spiethoff insists on the necessity "of reconciliation in method
ological field" in order to achieve "useful working devices" (SPIETHOFF 1948, 
p. 537). 
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results profitably. It is significant that Spiethoff ends the discussion concern
ing the possibility of cooperation between pure and historical theory by say
ing that such an end could be realised only if pure theory keeps in mind from 
the beginning the purpuses of the historical theory. 1 0 

In reference to this, it is also interesting to note that such a problem was 
posed in a similar way from the early 1970s after the rising of a strong criti
cism towards the methodological approach of economics and towards its ax
iomatic-deductive procedures. This criticism was focused on the fact that 
economists have devoted excessive attention to the strongest links in their 
chains of reasoning, but too little attention to the relation between economic 
theories and real world. But when the problem was posed of a stronger link 
between theory and reality, this aroused awareness that methodological and 
analytical changes are not as easy as economists would imagine. In particular 
a closer reflection on this theme revealed the fact that it is impossible to 
solve the problem of the theories-reality relation by a simple adaptation of 
the old theories (build with axiomatic-deductive procedures) to the real world. 
And this for the simple reason that, as noted R. Backhouse, "we do not know 
which theories, if any, are relevant to the real world". (R. Backhouse 1994, 
p.15) 

Other problems are, besides, linked to the evaluation of the entire work of 
Spiethoff: both his methodological conception and his business cycle theory. 
Certainly, there is a strong ideal link between Spiethoffs methodological ap
proach and his business cycle analysis and Spiethoff himself rightly recalls 
the exigencies of a unifying interpretation of his work. But if we examine the 
relations between the two sides of Spiethoffs work more closely, interesting 
problems arise both about the business cycle theory and about Spiethoffs 
methodological approach. 

At this moment we are neglecting the economic discussion about causal 
factors which determine the cyclical course of events in the capitalistic econ
omy, because we want to highlight only the relation between the method
ological and economic aspect of Spiethoffs work and a singular lacuna which 
arises in a crucial aspect of his system of explanations: the role of institu
tions in business cycles. 

When Spiethoff defmes economic style, he writes: "It mirrors a system of 
elements held together by interaction, and at the same time reflects a specific 

10 For some interesting and general reflections on this aspect cf. MAYER 

(1993), pp. 24-34. 
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set of economic institutions which are at the root of that system of interact
ing elements" (Spiethoff 1953a, pp. 450-1). 

In his Business Cycles Spiethoff insists on this aspect and underlines the 
fact that economic life after 1919 was still dominated by the influence of 
business cycles and that "the very strong political influences and interven
tions were unable to dethrone the business cycles" (Spiethoff 1953, p. 77). 

Further, exposing the "highly important" findings of the old theory in re
lation to the analysis of business cycles, he comes back to these aspects fo
cusing on the connection between every cycle and: 

"i. a certain kind of environment; 
ii. a certain kind of spiritual disposition" (ibid.) 
As is well known these topics were widely dealt with by the representa

tives of the historical school of economics and they were in general examined 
in reference to the role of institutions. Spiethoff, instead, neither develops the 
analysis on this theme, nor makes clear his points of reference: G. Schmol
ler, M. Weber, W. Sombart? All this makes it particularly difficult to fill in 
this lacuna on the basis of his work and determines a void in his explicative 
system. 

Things being such, we can conclude that Spiethoff elaborates interesting 
categories and instruments (economic style and real type) of great potentiality 
for the realisation of historical analysis, but we must also say that his cogni
tive strategy lacks important explications. Consequently, we can share the 
opinion about a relevant outcome of his analysis when he writes: 

The point I wish to make is that observational theory claims its right
ful place as a genuine fonn of theory which has an independent exis
tence side by side with pure theory (Spiethoff 1953, p. 76). 

But, we must at the same time say that the indicated incompleteness (and 
some methodological naivety) reduce the effectiveness of his epistemological 
and methodological ideas. In fact, in SpiethofCs work we can quite clearly see 
the general relations between theories and historical reality, the way to mod
ify the theories both by means of changes in our vision of the world and by 
means of changes in the states of the world. But if we do not have a sense of 
the relations between institutions and economic changes we will find those 
real changes, which are the object of a historical theory, difficult to analyse. 
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Paper discussed: 

Discussion Summary 

NORBERT F. TOFALL 

vrr ANfONIO GIOIA: Historical Changes and Economics in Arthur 
Spiethoffs Theory of Wirtschaftsstil (Style of an 
Economic System) 

It is not possible to understand changes of human behaviour and changes 
of structures in the economy by arguing with the pure economic theory. 
Consequently we have to compare situations at different points of time re
garding the peculiarities of the structures in the economy. The theoretical 
component seems to be useful for analysing different elements, which we can 
compare by going from period to period (FURUBOTN). 

For Spiethoff there is an absolute knowledge in the social sciences. By 
his method of isolation, he analyses different aspects and elements of human 
behaviour which are crucial for the development of the society. In contrast to 
the Historical School we need theoretical instruments like the economic the
ory for analysing changes of these different elements. In this sense Spiet
hoWs theory is an answer to the relation between Sombart and Schmoller. 
The key of understanding is the isolation of elements (GIOIA). 

Schum peter speaks about the economic blue print of an economic sys
tem. In his book Capitalism, Socialism. and Democracy he takes the view 
that the economic blue print is the economic Grundplan (main structure) of 
socialism or of capitalism. These two economic systems or economic blue 
prints are working according to special mechanisms for coordinating the eco
nomic and political activities. Could one speak of ideal types of socialism or 
capitalism in Schumpeter? Is there any ideal type of capitalism in Spiethoff 
or are there sequences of real types of capitalism, existent of capitalism 1, 
capitalism 2 up to capitalism n? So, if the latter is the case, - it means a se
quence of real types (Wirtschaftsstile) in Spiethoff -, that would imply that 
there is some empirical content within such a real type whereas the ideal type 
of capitalism in general has the function of the species and the real types 
have the logical status of generic singular cases. Capitalism as an ideal type 
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would mean that a pure theory is possible whereas on the level of Spiethoffs 
real types we only have the possibility to deal with specific historical generic 
peculiarities which are the extension of capitalism in the general sense - like 
Darwin's species and the generic unity: the ideal type of capitalism and the 
real types of capitalisms. Is this correct and what kind of rationality is used 
by Spiethoff? (ACHAM). 

Schumpeter criticizes the conception of Weber, especially Weber's theory 
of economic development. Spiethoff wants to connect the pure theory and the 
theory of reality to get a stronger connection to reality. When Schumpeter 
speaks about capitalism he differentiates different forms of capitalism - per
fect market, monopoly, oligopoly - and he analyses dynamic elements like 
the dynamic entrepreneur and the dynamic business cycle. Schumpeter's the
ory is not an equilibrium theory whereas Spiethoff takes up the theories of 
Marx and Weber for his goals (GIOIA). 

The value of a blancmange is eating the blancmange. What value of ex
planation or what cognitive value has Spiethoffs theory? (MLCOCH). 

The capitalism includes different business cycles which have to be under
stood. But the economy changes in history and because of that the explana
tions of business cycles have to change. If we can not explain the change of 
the economy, we will not explain the business cycles (GIOIA). 

But that is also abstraction and there is also pure theory (ACHAM). 
Yes, but no isolated pure theory. Spiethoffs theory is able to include his

torical elements (GIOIA). 
Firstly, it is not clear to NOPPENEY, why Gioia prefers the term explica

tive idea for translating the term Erkliirungseinfall (idea for an explanation). 
Secondly, reading the term Erkliirungseinfall NOPPENEY thinks about 
Schumpeter's introduction in his famous book "History of Economic Analy
ses". Gioia is asked if he could make clear the difference of the term Erklii
rungseinfall and of Schumpeter's thoughts? (NOPPENEY). 

In an empirically research, it is necessary to isolate important elements 
for analysing. Afterwards we want to weave or spin a network from this ele
ments. The way of weaving this network is the explicative idea Intuition is 
a kind of imagination which does not correspond to reality. Spiethoffs work 
is an empirical research. Schumpeter only constructs theoretical models 
(GIOIA). 

To the differences between Schumpeter and Spiethoff: Spiethoff criticizes 
Schumpeter's business-cycle-theory. Spiethoff thinks that Schumpeter's the
ory implies an a-priori-equilibrium which he uses as reference system al-
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though there has never been something like that kind of equilibrium in real
ity. So the starting point of Schumpeter is unrealistic and therefore a connec
tion with reality is not possible. On the other hand, Spiethoff takes an em
pirical and historical starting point, namely he starts with facts. From this, 
one can see that Spiethoff criticizes Schumpeter's methodology. Spiethoff ac
cepts from Schumpeter the theory of the dynamic entrepreneur, but Spiet
hoffs theory is not deductive (HARADA). 

Both, Spiethoff and Schumpeter, have formulated a general theory of dise
quilibrium, but there are differences in the method and in the view of crisises. 
Schumpeter rejects the general crisis theory of Marx (GIOIA). 
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Chapter 8 

Hans Freyer's Economic Philosophy 
After World War II 

VOLKER KRUSE 

I. Biography of Hans Freyer 
II. Progress as a "Cataract" - Freyer's Theory of History 
ill. The Economy of the Industrial Society 
IV. The Hwnan Being in Industrial Society 
V. Ethics and the Development of the Industrial Society 

The work of the sociologist Hans Freyer is not well known, not only in 
today's English-speaking community of the Social Sciences, but also among 
the younger German sociologists. Many regard Freyer's biography as having 
been on the wrong path, because he supported the National Socialist move
ment at times. His work appears to be an illegitimate deviation from the 
mainstream of a nomological social science, a "Historical and Social Philos
ophy" or a "critique of culture". But especially his later works from the 50s 
and 60s (on which we will concentrate here) include some remarkably modem 
and relevant aspects. 1 

After giving an overview of Freyer's biography, this paper introduces his 
theory of history which differs very much from the common idea of history 
as a process of progress and modernization, although it shows some semantic 
parallels. The third section describes how the economy of the industrial soci
ety works from Freyer's point of view. In the fourth section, I will ask how 

Up to now, the literature on the history of economics and the social sciences 
has not paid much attention to Freyer's later works from the 50s and 60s. 
Concerning Freyers's scholary work from the 20s and 30s see MULLER 

(1987), ONER (1992), SIEFERLE (1995). Concerning Freyer's later work see 
KRUSE (1994). 
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the structures and functions of the modem economy and society have an effect 
on the social character of the human being. The final section deals with the 
possibilities and ways in which the economy and society can be organized 
from an ethical standpoint. Freyer saw Sociology as a comprehensive Social 
Science, integrating economic, historical and philosophical-ethical elements. 

I. Biography of Hans Freyer2 

Hans Freyer was born in 1887 in Burgstadt, a small town in Saxony, and 
grew up in a pious, Protestant family. He first studied Theology in Greifs
wald and later went to Leipzig to study Literature and Political Economics. In 
1911 he received a Ph.D. ("Promotion") and went on to complete his second 
dissertation in Philosophy, the qualification as a postdoctoral lecturer ("Habi
litation"), in 1920. In 1922 he became Professor of Philosophy in Kiel and 
was named to the first professorship in Germany exclusively devoted to so
ciology in Leipzig in 1925. 

Freyer was a member of a generation that was very much influenced by 
the "Jugendbewegung" ("Youth Movement"), a specifically German phe
nomenon which spread rapidly at the turn of the century. It saw itself as a 
protest movement against industrial civilization and romanticized nature and 
life in the countryside. Freyer's philosophical-poetic writings emerged in the 
context of the "Youth Movement": "Antllus - Grundlegung einer Ethik des 
bewuBten Lebens", ("Anteus - Principles of an Ethic of Conscious Life"), Je
na 1918 and "Prometheus - Ideen zu einer Philosophie der Kultur" ("Prome
theus - Ideas on a Philosophy of Culture"), Jena 1923. In the tradition of 
Wilhelm Dilthey, Freyer then wrote about the logical priniciples of the Hu
manities: "Theorie des objektiven Geistes ("Theory of the Objective Mind"), 
Leipzig 1923. In the late 20s, Freyer became increasingly political. His use 
of concepts such as "Volk" ("people"), "Volksgemeinschaft" (people's com
munitity"), "Volkswerdung" ("the development of a people") and "Filhrer" 
("leader") show him to be representative of the right wing of the spectrum of 
those years. He interpreted the National Socialist movement as a power that 

2 Concerning Freyer's biography see the outstanding work of JERRY Z. MULLER 

1987; in addition, for the early phases of Freyer's life see MANHEIM 1948. 
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would overcome the particularist interests of class society in favor of a "peo
ple's community" (see "Revolution von Rechts"; "Revolution from the 
Right", Leipzig 1931). 

Freyer accordingly welcomed the Third Reich as the surmounting of class 
society in favor of a united "Volksgemeinschaft" led by the "FUhrer". Never
theless, he never became a member of the Nazi party. In 1933 he became the 
director of the "Institut fUr Kultur- und Universalgeschichte" ("Institute of 
Culture- and Universal History"), founded in 1909 by the famous historian 
Karl Lamprecht, and was named "FUhrer" of the "Deutsche Gesellschaft fUr 
Soziologie" ("German Society of Sociology") which, however, he closed 
down in 1934. Freyer's political and personal expectations of the Nazi-regime 
were not fulfilled. The Nazi media either criticized or rejected his work be
cause of its lack of ideological orthodoxy (see Muller 1987, pp. 259f., 297). 
The Security Service intercepted and read his mail. Beginning in 1935 
Freyer's writings carefully handled the topic of the misuse of power and dis
tinguished between legitimate and illegitimate rule. In 1938 he moved to 
Hungary where he became a visiting professor in German cultural history at 
the University of Budapest 

In 1944 Freyer fled from the advancing Soviet Army to Leipzig. After the 
end of World War II, he was able to take up again his teaching activities un
der the authority of the Soviets, but he was dismissed in 1948 for political 
reasons. He then worked as an editor at a publisher in Wiesbaden. Afterwards 
he taught as an emeritus professor at the University of MUnster from 1953 to 
1963. During this time his interests focused on the structural tendencies of 
industrial society and on the effects of these structures on the range of free
dom and the social character of the human being. His later works (especially 
"Theorie des gegenwfutigen Zeitalters"; "Theory of the Present Age") attracted 
a remarkable amount of public interest, but the social sciences never paid 
much attention to his works. Hans Freyer died in 1969. 

II. Progress as a "Cataract" - Freyer's 
Theory of History 

Famous philosophers and sociologists in the 18th- and 19th century saw 
history as a progressive, universal and teleological process. Even more than 
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that, history was seen as a "history of salvation" (Karl U)with) in a secular
ized sense. This comprised the development of freedom and reason (Georg 
Friedrich Wilhelm Hegel), the self-liberation and emancipation of mankind in 
communism (Karl Marx), the progress of the human mind toward a social
scienific steering of society (Auguste Comte) or the progress toward a func
tional differentiated and peaceful human society (Herbert Spencer). Around 
1930 Freyer himself understood history as a dialectical, salvation-oriented 
process leading from "Gemeinschaft" ("community") (thesis) via "Gesell
schaft" (antithesis) to the "Volk" ("people") (synthesis).3 

In the 50s and early 60s Freyer created a very different theory of history 
based on the concepts of "Schwelle" ("threshold") and "Fortschritt" (as "pro
gres reel"). According to this approach, history is characterized not by con
stant progress, but rather by a shift between long-lasting states of relative 
calmness and by relatively short "Schwellen"-phases. These "Schwellen" rev
olutionize the conditions of human existence. Freyer defines a "Schwelle" as 
a qualitative leap in the history of mankind that brings its existence to a new 
level. In this sense Freyer distinguishes between the following "Schwellen": 
the settling down of humankind (since 10,000 B.C.), the emergence of ad
vanced civilizations (since 4,000 B.C.), the emergence of transcendent reli
gions (since 1,300 B.C.) and industrial society (see Freyer 1987a; Freyer 
1965; Kruse 1990, pp. 147-149). The present society is living in the last
named "Schwelle" in which Freyer situated the concept of progress. 

History as a whole is not - as mentioned above - a process of progress. 
Progress is rather a mode of historical movement that is specific in space and 
time and that emerged in European culture under specific historical circum
stances.4 

How did Freyer determine the concept of "progress"? First of all, Freyer 
distinguished between "illusions du progres" and "progres reel". "Illusion du 
progres" stands for a projection of wishes of a socially and technically perfect 
world, be it in a Marxist or liberal sense. Seperated from this is the "progres 
reel", which is the actual and empirical process that determines the existence 
of mankind. Freyer's concept of progress thus has nothing to do with values 
or similar concepts, but rather describes a real, progressive form of historical 

3 See FREYER (1931). 
4 "The combination of science, tcclmology and the capitalist companies and 

factories is a unique occurrence. In this unit, every single element is deter
mined by the two others but also drives them forward. The industrial culture is 
based on this occurrence" (FREYER [1965], p. 186). 
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movement which appeared in European culture during the industrial revolu
tion - fist signs can be found in the period between the 14th and 18th cen
turies. 

This process of progress is marked by a unique structure. It is made up of 
many sub-processes. As examples Freyer mentioned the "construction of a 
mechanical production-apparatus", the "progress of industrial technology", 
"the urbanisation of housing and living conditions", "the increasing depen
dence of needs on the market", "the rationalization of all interpersonal rela
tionships in and outside the work place", "the bureaucratization of all acts of 
administration and of all associations" (Freyer 1965, p. 295). 

These sub-processes do not go on independently. They influence and drive 
each other forward. Technological progress accelerates the growth of produc
tion which results in new economic resources that in tum push technical 
progress. In this way, the process of progress in the whole society gains 
more and more momentum. As Freyer put it: Progress becomes a "Katarakt" 
("cataract"), a kind of raging river or a waterfall, but a waterfall that "falls" up 
and not down. The philosophy of the Enlightenment saw progress as some
thing ethical and made by a mature and responsible human endowed with rea
son. Freyer's "cataract" concept finally transformed progress into an auto
nomous, momentous objective process. 

What follows from this characterization of progress as a cataract? First of 
all, it follows that progress is no longer - or perhaps only marginally - steer
able, either by the state or by science. It also cannot be controlled under ethi
cal maxims. The situation is rather the other way around. The structural pro
cess of progress forces its values onto the acting human being according to 
the law of the "normative power of the factuality" (see Freyer 1965, p. 3(0). 

The consequences are actually more far-reaching. If progress has gathered a 
momentum that is largely uncontrollable, then progress could lead to a catas
trophe (see Freyer 1965, p. 287). Here Freyer is mainly thinking about large
scale technologies and genetic engineering, but also about ecological dangers. 

The progress can lead to a catastrophe, but it does not have to necessarily. 
It could also possibly lead to a new state of relative calmness. But this of 
course is not foreseeable at this time. Even if such a state would occur it 
would not mean the fmal state of history. "History never ends up in finality" 
(Freyer 1965, p. 325).5 

5 In the fmal section we will see the ethical consequences that Freyer drew from 
this diagnosis. 
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Freyer's theory of progress conveys two basic insights that do not come 
from the common theory of social change. Progress (as "progres reel") is not 
an universal process and not even a teleological process. It is a time-specific 
mode of historical movement. The structural signature of the process of 
progress lies in sub-processes that drive each other forward and thus accerler
ate the momentum of the whole process. 

III. The Economy of the Industrial Society 

We now change the perspective on Freyer's diagnosis from a longitudinal 
to a cross-sectional perspective and focus on the structure of industrial soci
ety. The central area of industrial society is the economy which Freyer de
scribes using four terms: production, consumption, serial production and 
adaption. 

In pre-industrial society production typically took place in distinct and of
ten autarkical units. In industrial society a differentiated economic system 
emerged. 

The Economy in industrial society is a dynamic process that includes four 
components: the perfection of the means of production, the increase of the ef
ficiency of human work, the multiplication of needs and the tendency of ac
cumulation of capital (see Freyer 1965, p. 229). The common feature of 
these components is that they run in the mode of progress, but not necessar
ily continuously: "Technology in the industrial age never" developed "in con
tinuous and small steps, but in waves, pushes and shoves" (Freyer 1957a, p. 
6).6 

The driving force of production is technological progress which in tum is 
kept in motion by the sciences. Freyer talked about the "Triple-alliance of 
science, technology and factory-production (Freyer 1966a, p. 161). With this, 
the character of scientific research changed. In the 19th century, single inven
tions and discoveries revolutionized the technology of production. But now in 
the 20th century, progress in research has become an institutionalized and ob-

6 The "long wave"-approach, developed by Nikolai Kondratieff in the 20s and 
rediscovered in the 70s, was already (or still) known by Freyer in the 50s. 
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jective process that keeps itself in motion through international cooperation 
and competition (see Freyer 1966, pp. 220. 

However, the production apparatus, science, and technology alone do not 
guarantee at all the functioning of industrial society. The products also have 
to be bought and consumed. With this, we come to the second basic category 
of Freyer's structural analysis of the economy in industrial society: consump
tion. 

The manner of consumption changes fundamentally in industrial society 
compared to previous eras: 

Consumption as such is the most natural thing in the world. The hu
man being has needs just like any living creature has and must satisfy 
them in order to live. He/She satisfies these needs by consuming. The 
industrial system has caused a fundamental change in this basic idea of 
life. It does not produce because of and towards a natural and given 
demand, but it produces the products and the needs for the products at 
the same time. It creates the needs - or at least it stimulates them - and 
it standardizes them at the same time, so that the needs appear as needs 
of the masses. Only in this way needs become interesting for the pro
duction sector ... Consumption is separated from its natural basis and 
becomes a question of feasibility and planning. Consumption also be
comes a sphere of activity of the applied sciences and of specific tech
nologies, like the natural processes that are transformed in industrial 
processes of production (Freyer 1965, pp. 240f). 

Production and (private) consumption is mainly kept in balance by the 
"serial character" of each, whereby "serial" means "the negation and overcom
ing of the individual" (Freyer 1965, p. 248). The mass-production of indus
trial society is standardized. The consumers' needs have to be standardized and 
freed of all individual traits as well, in order to keep the sales running. How 
does this work? Freyer describes the following mechanisms: 

- Above all, standardized industrial products are relatively cheap, more
over they are tested and in stock. On the other hand, "every special and indi
vidual product is relatively expensive" (Freyer 1965, p. 251). 

- Advertising works with clever psychological techniques which appeal 
to the subconscious and to the need for admiration (Freyer 1965, pp. 247, 
251),1 

7 Freyer refers to DAVID RIESMAN's ''The Lonely Crowd" (1950) and to VANCE 
PACKARD's 'The Hidden Persuaders" (1959). 
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- Especially the pressure of conformism is standardizing. This pressure 
starts with the neighbors - "especially the partly or totally anonymous ones": 
"Needs which we all have become norms overnight, as well as the products 
with which we satisfy the needs". Thus, "the normal consumer" is created as 
a "subjective counterpole to the serial-production" (Freyer 1965, p. 252). 

- The principle of standardization is connected to the principle of differen
tiation. Through this, the single levels of the middle classes can be served in 
the best way. At the same time, the differentiation of the product palette sat
isfies the social need to be different from others (Freyer 1965, p. 253). 

A further precondition for the functioning of industrial society is "adap
tion" as the most important pattern of behavior (see the following section 
IV.). 

IV. The Human Being in Industrial Society 

What happens to the range of freedom and the social character of the hu
man being in modem industrial society? This question comprises the actual 
center of Freyer's theory. At this point, ethical aspects are brought up, name
lyas "value references" ("Wertbeziehungen", Max Weber). 

The life in "secondary systems" is constitutive for developing the person
ality in industrial society. What is meant by this? 

Among Freyer's concrete examples of secondary systems are big-city traf
fic, the modem insurance business, the large company or centralized adminis
tration (see Freyer [1955], p. 79).8 They are characterized by the following 
features: 

- They have not grown in a historical sense, but rather are constructed. 

8 As counterexamples to secondary system Freyer mentions "marriage, love, 
friendship, the personal relationship based on faith, and the association 
based on comradeship". For all of them it is true "that their emergence cannot 
be intended and that their course cannot be planned. They have to develop and 
fulfill themselves: they mature, go through their changes, and withstand 
crises. Regarding all this, they feed themselves on the entire humanity of 
their human members by constantly appealing to other characteristics" 
(FREYER [1955], p. 84). 
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- They are constructed by the system, not by the human being. They are 
"constructions of function" . 

- They concern the human being in a certain respect. They do not relate 
to the whole person. 

- They have separated themselves from historical heritage as well as from 
natural principles. Thus they are "a kind of a second nature" (Freyer 1955, p. 
110). 

- The mode of action suitable to secondary systems is adaption (Freyer 
1955, p. 110). 

The working world is paradigmatic for the secondary systems. This area is 
characterized by "high technology" and "advancing rationalization" (Freyer 
1960, p. 307). Typically, production is organized as a system in the sense of 
factory work. The single operations of work are determined by plan. Thus, 
work is not a free and independent action but rather an exact execution of 
functions that were planned in advance and by other people (there are excep
tional occupational groups such as medical doctors, educators, artists, etc.). 
Industrial work is therefore characterized by specialization, heteronomy, sub
ordination to the company's rules and the dwindling of autonomy and per
sonal responsibility (see Freyer 1957, p. 56). Even full automation which 
eliminated the extreme specialization of Taylor did not change the heteron
omy of work, despite the fact that this kind of work demands much higher in
tellectual and ethical requirements than unskilled labor (see Freyer 1957a, p. 
7). 

In many regards, life in the working world is paradigmatic for the life in 
other institutions of industrial society. Its social system "is very consistently 
constructed in such a way that the human being is always only affected in 
one respect - sometimes in this respect, somtimes in another one. He/She is 
never addressed as a whole personality, but as the bearer of a reasonable work 
(as determined by objective criteria) or as a bearer of an interest that can be 
schematized and organized" (Freyer 1957, p. 58). 

The institutions of industrial society function by bringing "fmished situa
tional schemes and behavioral patterns to the human being" (Freyer 1957, p. 
58). The better the individuals adapt to these imaginary patterns, the more 
perfectly the institutions function in industrial society. 

Vice versa, it can be said that individual behavior is less problematic and 
more succussful, the more it adapts to the system's norms - the more it fol
lows the "traffic regulations", so to speak. But if he/she (the human being, 
V.K.) acts improperly, he/she will never make it over an intersection or will 
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be run over" (see Freyer 1957, p. 58). From this relation between institu
tions of industrial society and the modem human being results a "transforma
tion of behavior into a Self-Behavior" ("Transformation des Handelns in ein 
Sich-Verhalten"; see Freyer 1965, pp. 265-373). "The normal behavior of the 
human being in his/her environment becomes independent of the actual 
person" (Freyer 1960, p. 308). Motives are not set by the qualities and the 
character of a person, but by the institutions and situations in which the per
son is located. In this respect it can be said that the "modem life-structures" -
also those of the western world - show "totalitarian traits" (see Freyer 1957, 
p.59). 

By these means a social character emerges that Freyer describes as a "Man 
Without Qualities", referring to the novel by Robert Musil: 

The social system standardizes his characteristics and his motivations 
in advance, just as the factory plans standardize his performance. They 
also run on rails and follow the switches according to how they are 
set Along with the behaviors the apparatus also always objectifies the 
corresponding opinions, feelings and fundamental attitudes - or at least 
it threatens to do so. The result is characteristics sans man, statements 
sans man, and even convictions sans man. (308). 

This process of the personality's erosion does not proceed as a social 
drama, but rather imperceptibly, even voluntarily. The process is sweetened 
by the advantages of conformed behavior and by the conveniences and plea
sures of industrial society. 

Freyer's overall assessment of "secondary systems" as typical social forms 
of highly-developed industrial society is rather ambivalent in the end. On the 
one hand, "secondary systems" as funcionally differentiated systems raise the 
standard of living and facilitate social security (systems of social security are 
secondary systems as well). On the other hand, secondary systems restrict the 
range of freedom of the individual human being and demand a social character 
marked by conformity and the willingness to adapt. The secondary systems 
move the human being further and further from the ideals of the philosophy 
of the Enlightenment which called for a free, mature and ethically responsible 
human being. 

The secondary systems also fundamentally change the relation between 
mankind and nature. In pre-industrial society, the human being lived in rela
tive harmony with and was embedded in the natural environment whose fruits 
he/she used without fundamentally changing the natural conditions. In indus
trial society, nature becomes a mere resource or the ground for buildings. 
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Humanity creates a second, artificial nature (that does not dissolve into the 
first one). It disrupts and destroys ecological cycles. Freyer most clearly de
scribes the risks of the industrial society by means of a metaphor: the human 
being is "the carcinoma" of the earth and the secondary systems are "sec
ondary growths" (Metastasen) (see Freyer 1955, pp. 2461). 

V. Ethics and the Development of the Industrial 
Society 

How can the economy and society of the industrial age be formed from an 
ethical point of view? In order to answer this question, it has to be clarified 
how the social sciences have to deal with ethical questions from Freyer's 
point of view. 

In his later years Freyer took a methodological position similar to Max 
Weber's. Empirical science cannot decide the validity of values ("Werturteils
freiheit"; "the freedom from value jUdgments"). But values are necessary to 
constitute an object of scientific knowledge ("Wertbeziehung"; "value refer
ence"). The social scientist can also judge, whether certain given socio-eco
nomic structures are favorable for the realization of certain values. The last
mentioned aspect is of considerable importance in Freyer's later works. 

Which ethical position did Freyer take? Since the mid-thirties, Freyer 
turned away from National Socialism and came to a conservative position 
which postulated the values of freedom and humanity. These values espe
cially influenced his questions about the range of freedom and the social char
acter of the human being in the industrial age. In this respect, his diagnosis 
was rather pessimistic. The secondary systems leave the human little room 
for freedom and for structuring one's life. They foster a mentality of adaption 
and the social character of a "Man Without Characteristic". Which opportuni
ties did Freyer see to counteract these tendencies? Which chances did he see at 
all to shape modem economic and societal processes from an ethical stand
point? 

In its mode of operation, the industrial society is a "cataract". In its social 
form, it is an ensemble of secondary systems. According to Freyer, both re
strict the ability to ethically organize the economy and society. 
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From Freyer's point of view, a return to a pre-industrial society is abso
lutely impossible. "It is an irreversible development that the majority of hu
mankind - after it was cut off from the original, natural sources of food and 
from the possibility of an autarkicallifestyle - is dependent on the function
ing market and on the functioning social apparatus, just as they are dependent 
on working information technologies. It would be hare-brained to want to 
change this and therefore it would make no sense to complain about this" 
(Freyer 1960, p. 309). 

Programmatic considerations about an ethical structuring can thus only 
take place within the boundaries of the existing industrial society. Freyer's 
most important concern is: How can humankind develop in an industrial 
society - a humankind that lies not too far from the humanistic ideal of an 
universal and freely-developing personality? 

The secondary systems relate to the individuals only partially and in cer
tain respects and functions (see section IV.). Thus, the structures of industrial 
society do not create "room in which to live" in which the human being as a 
whole and as an individual personality can develop itself. Consequently, the 
fist aim has to be creating and preserving spaces in which the human being 
can develop as a well-rounded personality. 

In the first place, Freyer pleaded for strengthening traditional forms of 
community, such as the family, the neighborhood, communities in the work
place or communities of people who share certain fundamental attitudes as a 
counterbalance to industrial society. Freyer believed in the special signifi
cance of the family. Although he knew about the loss of function of the fam
ily in industrial society, it made him feel optimistic that the family had with
stood the difficult circumstances and turmoil of the Second World War and 
post-war period and that the family could hold its ground in the industrial-so
cietal process of "creative destruction" (Joseph A. Schumpeter). 

As a second, Freyer recommended the decentralization of economical and 
societal organizations, especially of companies and administrations. Accord
ing to Freyer, the currently predominant principle of organization is charac
terized by the fact that "the responsibility is concentrated in one and only one 
point, finds expression in an overall plan and devides many partial tasks 
which mesh with each other like gear wheels" (Freyer 1957, p. 57): the sin
gle worker then only functions as a mere executor of a predetermined plan. 
Freyer's alternative was "that the common plans are split up into many com
partments of responsibility and that the single employee is placed in such a 
compartment; it is his/her responsibility to work on all the tasks in that 
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compartment" (Freyer 1957, p. 57). Freyer called for an organization of 
working life that leaves the highest possible amount of responsibility and 
discretionary powers to the employee. 

Finally, Freyer also appealed to the individual human being, "everyone 
can only look after his/her own human existence" (Freyer 1957a, p. 8). 
"There are enough opportunities under all circumstances to preserve the per
sonality as such: in the creation of one's own sphere of life, in the mainte
nance of one's own style, in the maintenance of human relationships" (Freyer 
1956, p. 27). Everyone is called upon to try to keep or to win back the au
tonomy of one's lifestyle. This means in the fist place to resist giving in to 
every temptation of consumer society; and secondly to avoid becoming sim
ply a cog in the machine through adaption to one's work. Instead, one should 
try to involve oneself personally. 

Therefore, the secondary systems leave little room for ethically shaping 
society. Even more than that, the dynamic of progress in industrial society 
cannot be steered ethically. This "progres reel" has become an entity that is 
independent of attitudes and decisions. Therefore, progress cannot be shaped 
according to ethical principles as the Enlightenment had promised, instead it 
sets the norms of human behavior itself. 

How should the human being act in this cataract? The most obvious 
thing would be a fatalistic attitude, especially since the process of progress 
could lead to a technical or ecological catastrophe. But history is open in 
principle. It is possible that the dynamic of industrial society will slow down 
at some point and a new relative state of calmness will emerge. There are no 
signs of this, but it is not to be ruled out. Historical development can come 
to a point where the human being's capacity to shape society once again in
creases. 

In this respect, in the cataract it is not fatalism that is called for but rather 
an attitude that Freyer describes as "Erwarten" ("expecting"): "Erwarten" not 
as a "passive attitude", not as "merely standing by and letting things happen, 
not even merely being prepared for something, but rather being ready, even 
actively preparing for the expected" (Freyer 1965, p. 326). But there will 
never be a society that is shaped purely by ethical aspects. Rather, ethical 
values can always only "be asserted as a counterbalance to the objective struc
tures with which they only can be kept under mutual tension" (Freyer 1965, 
p. 331). 
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I. Introduction 

When leaving the traditional rules of salesmanship and accounting as well 
as commercial and trading sciences ("old" business administration) out of 
consideration, the "new" business administration is a quite young discipline. 



UOO NEUGEBAUER 

Its origin in Germany can be traced back to the beginning of this century and 
the foundation of such academies.1 Within the industrial development and en
trepreneurial activities, the question of organizing and leading a business in 
an appropriate, successful and scientifically sound way has become more 
meaningful and urgent. This is how "Private enterprise economics" (in Ger
man: Privatwirtschaftslehre) or "Individual economics" (EinzelwirtschaJtsleh
re) have become a scientific discipline like the already established subject of 
economics. 

In German-speaking countries business administration was determined 
strongly by single direction-finders like Eugen Schmalenbach (for a practical 
science with emphasis on skilfulness; in German: Kunstlehre), Johann Fried
rich Schlirr and Heinrich Nicklisch (representing the ethic-normative ap
proach), and Wilhelm Rieger for the theoretical approach to business admin
istration.2 In the second half of the 20th century, business administration was 
developing towards a pluralistic direction, represented by names like Erich 
Gutenberg, Edmund Heinen and Hans Ulrich.3 The Anglo-American view of 
business administration began to gain an ever stronger and more constant in
fluence on German business administration.4 

During the development of business administration the subject of ethics 
was repeatedly considered.s Within the framework of this essay, the main 
characteristics of some famous scholars of the ethically oriented German
speaking business administration - such as Heinrich Nicklisch, Wilhelm KaI
veram and August Marx - will be considered more closely. Hereby the ap
proach shall be to compare the main characteristics of these scholars' teach
ings. 

The reason why these representatives and their economic approaches are 
considered "ethical" is not easily recognized and therefore needs a profound 
analysis. When regarding this subject superficially it is at least striking that 
these approaches show very different points of view about ethics, culture and 
morals. If we regard this matter more closely, it becomes clear that they have 
tried to put the economical processes and the economically active human be-

1 Compo KLEIN-BLENKERS, REIss (1993), cIs. 1417. 
2 Compo KLEIN-BLENKERS, REIss (1993), cIs. 1423. 
3 Compo KLEIN-BLENKERS, REISS (1993), col. 1426. 
4 Compo KLEIN-BLENKERS, REISS (1993), col. 1428. 
5 Compo NEUGEBAUER (1994). 
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ing into a higher context with regard to the motives of human activities and 
the design of living within society. 

In order to clarify the core of Nicklisch's, Kalveram's and Marx's under
standing of business administration, we have to focus the image and imagina
tion about the world and the human being, the understanding of economics 
and business as well as science and practice.6 Taking the historian's point of 
view, our emphasis lies on the twenties (Heinrich Nicklisch's ethical-norma
tive point of view) and in the fifties (Christian point of view, represented by 
Wilhelm Kalveram and August Marx). A more detailed consideration of these 
approaches shall not only increase understanding but also help the reader un
derstand their meaning for today's society. 

II. Heinrich Nicklisch: Ethical-Normative 
Business Administration 

1. Idealistic World-Picture 

For the German-speaking business administration, which was consolidat
ing as a science in the beginning of this century, the subject of consideration 
- the company (Betrieb), was an institution with great influence on society 
and a right to exist only for this reason. Economic practice was therefore an 
activity with a certain purpose, which was not so much submit to economic 
laws but to the purpose of serving the whole society. For Nicklisch, the 
philosophic movements like idealism, materialism and romanticism playa 
major role? for understanding and explaining economic ongoings thoroughly. 

The idea of freedom, duty and community was born out of the German 
idealistic movement. The possibility to decide and act freely in economic 
matters means to act morally within an economic framework, being respon
sible and obliged to the community. Similar to Fichte, Nicklisch highly ap
preciates community and conscience. Feeling and sense as well as harmony 
with the community play an important role in German romanticism. The 
imagination of unity and the individual being a part of it is an imprinting 
way of thinking for that time. Only the community enables human being to 

6 Compo NEUGEBAUER (1994), p. 4 ff. 
7 Compo SCHONPFLUG (1954), p. 193 ff. 
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live and grow in personality. However it is also the community which de
termines the purposes of acting and developing in an economic way. 8 

Materialism is a quite important subject in the works of Nicldisch as 
well. Man as a spiritual and physical (in German: Geist- und Korperwesen) 
being uses the world's resources being physical to serve him in his existence. 
His ability to think sensibly enables him to transform nature according to his 
purposes and needs. Substance is changed by power. Power works physically 
(power of existence; SeinskraJt), following the laws of nature and creating 
changes. Yet at the same time it originates from a human-spiritual power 
(will-power; WillenskraJt) which, according to the moral law, influences the 
design of existence and improves the quality of life. The spiritual and physi
cal possibilities of man to design matter and nature according to his purposes 
and needs, also deploys him with the responsibility and duties in all his 
deeds. The company is the chosen place where these transformations take 
place and responsibility is assumed. This knowledge of legitimacy and the 
spiritual and physical connections and their summing in the "rules of the or
ganization" (Organisationsgesetze; organisches Gestalten) plays a major role 
in the works and view of Heinrich Nicldisch.9 

2. Economy and Society 

As a physical being, man handles his difficult circumstances, which are 
determined by need and demand in consent with the laws and rules given by 
society, but as a cultural being he handles them also according to his inner 
authority, his conscience. However, he cannot do this in isolation, as an in
dividual, but only as a part of a community, in an appropriate organization 
built solely for one purpose: the company. If regarded from this perspective, 
economizing is a common act, a cultural area within our society with the in
dividual business playing a major rule. Thus Nicldisch regards society and 
economy, ~individual~ economy (EinzelwirtschaJt) and national economy 
(GesamtwirtschaJt, VolkswirtschaJt) from an organic-integrating point of 
view. At the same time he opposes individualized economic selfishness. It is 
not the interest of the individual but of the community, that must receive 
priority. Imaginations referring to the fulflliment of sensual needs of happi-

8 Compo SCHONPfLUG (1954), p. 204 ff; NEUGEBAUER (1994), p. 15. 
9 Compo NICKUSCH (1932). p. 16 ff, and NEUGEBAUER (1994), p. 16 ff. 
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ness or self-centered fulftllment are strongly opposedlO. These imaginations 
take away man's personal dignity and morals by regarding him only as a 
means, a purpose, totally alienated: "A competition comes into being, which 
puts material things into the front and causes mankind to argue and fight for 
life's basic needs and thus support envy, hatred and bitterness to develop, 
pushing back the idea of togetherness, isolating one man against the other, 
just for the sake of the will to survive."II 

3. The Employee and the Company 

Man is the target of economization and plays the role of the mediator in 
order to reach the target It is himself, just himself as a spiritual and physical 
being, who assigns economic objectives and tries to reach them with and 
through the business community. The working man himself is a value, not 
an operating resource, nor solely the focus of anybody's interest. He is a part 
of the corporate community and thus carries responsibility.12 

The company is an instrument for functional economic transformation 
and supplying activities. It is involved in society "organically" and is a part 
of the economic circle of nominal goods and real goods. Its orientation has a 
social-economic character. The target of corporate economization is the eco
nomic principle of economical, purpose-oriented, justified investment of re
sources (Wirtschaftlichkeit). Return on investment is not a main topic. 

Nicklisch describes the sequence of operations as "operating process" (in 
German: Betriebsprozess) and "process of profit distribution" (in German: 
ErtragsverteilWigsprozess). The operating process describes the inner circle of 
the business (procurement, production and marketing) and includes profit
making. The distribution of profit hereby plays a major role, because it is 
only in the national economic circle that it gives way to the consumption of 
goods and services. 13 The obtained profit is used for covering the internal 
and labor costs. Each business process has to follow economic rules. The 
profit distribution process has to meet the ethically-based demand for justice 
(Verteilungsgerechtigkeit). 

10 Compo NEUGEBAUER (1994), p. 20 ff. 
11 NICKUSCH quoted in NEUGEBAUER (1994), p. 23. 
12 Compo NEUGEBAUER (1994), p. 26 f. 
13 Compo NEUGEBAUER (1994), p. 28 ff. 
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Nicklisch ascribes a great importance to the human being as employee, 
especially in considering him not as a cost factor but as advance profit Man
power is not bought with money but it is regarded as labor input necessary 
for the business process, as a human factor for profit-making, which through 
profit distribution gets involved in the economic process. According to Nick
lisch, the individual company is a means for real goods procurement (busi
ness process) and nominal goods procurement at the same time (profit distri
bution process). Economy and justice thus are the ethical-normative precondi
tions for economizing economically, sufficiently, socially and according to 
one's fmancial needs.I4 

4. Normative Approach to Science 

Since human and economic decisions and activities follow binding social 
values and cultural rules, scientific research also has to take regard of values 
as well as of the connection between things. This is why Nicklisch pleads for 
a "normative science" which does not invent values but takes into account 
existing values and regulations. The object of this science is not only empir
ical research on existing business processes, but it especially wants to point 
out those cultural values and social norms which ought to form the founda
tion for private business activities. Ethical-normative business science has to 
submit its object of research, which is business and business process, to this 
given social system of values. Being occupied with an existing business real
ity only helps to show the difference between the current business situation 
and the possible and desirable normative condition. The current social regula
tions and specific cultural pattern of values cannot be recognized by empirical 
research but by "thinking sensibly", recognizing and understanding. IS 

A science of individual economic units (EinzelwirtschaJtslehre) is re
quired, which presents the internal business processes and rules on the one 
hand and, on the other hand, also makes clear the conditions which the busi
ness context and the social, cultural environment are submit to. According to 
Nicklisch, this is not a capital- or personal interest-oriented entrepreneurial 
science, nor is it a market-related science of private industry, nor a techno
cratic management science. Its objective is the individual economic unit (pri-

14 Compo NEUGEBAUER (1994), p. 31 ff. 
15 Compo SCHONPFLUG (1954). p. 73 ff. 
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vate/public business, organization or household). As a science it is supposed 
to educate the next entrepreneurial generation in a professional and respon
sible way while still referring to practical requirements.16 

From a methodological point of view, Nicklisch differentiates between 
"natural" and "spiritual" contexts as well as between realizing and applying. 
Natural contexts and relations (= natural laws; Naturgesetze) can be found 
through induction and be deductively applied to the concrete individual case 
within the "business machinery". However, the spiritual context (= laws of 
development; Entwicklungsgesetze) can only be understood intuitively (and 
through reinforcement) and has to be integrated in the business by means of 
education. 17 

5. Critical Review 

Heinrich Nicklisch has presented us with a closed concept of business sci
ence, where the principles of economy and justice are put in the front, and the 
economizing human being is put in the center. Business science activities are 
placed in the economic and social context Their objectives and their success 
are not mainly economically determined, but also by social, cultural, com
munity-oriented values and targets. Business science, taking into account 
these conditions, thus is a normative science based on human economic re
sponsibility. Its aim is to support human identity, sense and harmony be
yond professional purposes. 

Yet there are critical voices: 
. A science should not support a certain value and not be a "like-minded 

teaching" (Gesinnungslehre) or "educating science" (Erziehungslehre). 
, A strong emphasis of togetherness and community transfigures contra

dictions and harmonizes conflicts superficially. Moreover, it is old-fashioned 
and discredited by National Socialism. 

. From the scientific point of view the idea of profit distribution and 
practical applicability must be criticized, IS 

However, there are reasons to acknowledge Nicldisch, especially because 
of the unity of his approach as well as the human-social aspect. Categorizing 

16 Compo NEUGEBAUER (1994), p. 35 ff. 
17 Compo NICKLISCH (1932), p. 22 ff. 
18 Compo NEUGEBAUER (1994), p. 40 ff. 
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the business purpose into the national economic requirements as well as the 
human-oriented view of business are judged positively. It is still important 
today to understand business as a social pattern and at the same time empha
size economic efficiency and justice. In and beyond his time, Nicklisch has 
influenced German business science and contributed to its acknowledgment as 
a science.19 

III. The Christian Understanding of the Economy: 
Wilhelm Kalveram and August Marx 

1. Christian World View 

The philosophical basis for Kalveram and Marx is the teaching of Chris
tian faith. As God's ambassador on earth, created in his image, man has to 
utilize the goods of the earth. The economic treatment of rare goods and the 
thus necessary working activities are task and service for the kingdom of God 
and for the use of man as an act of charity. Aims and activities of man are 
submit to temptations and are not perfect. Activities out of the sense of 
Christian responsibility happen within a framework of moral order and Chris
tian morals within a cultural community of believers. In this sense, an econ
omy which delights in its own possibilities and successes or in material or 
immaterial self-enjoyment, is not desirable. 

The divine world order is good and sensible. The moral order deriving 
from that shows the way to man's development and perfection. It builds the 
basic cultural pattern for a harmonic economic business practice, which is 
understood as a service of man in harmony with nature. Vice versa the way of 
economizing is an expression of culture: "A people's culture is determined by 
many things, not only by the art of building, of law, political life etc., but 
also very strongly by economic processes as far as they are consciously de
signed implementations of free will decisions."20 

Kalveram follows the value-ethical imagination which differentiates be
tween "last values" (Letztwerten) and "service values" (Dienstwerten). Carry
ing out economic activities means to produce service values for the sake of 

19 Compo NEUGEBAUER (1994). p. 42 ff. 
20 MARX (1954). p. 598. 
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man and society. The economy receives its sense, power and legitimization 
from its contribution and its harmony with trans-economical cultural values 
and the Christian faith of living for the neighbor. The way of working and 
economizing for value-addition is an expression of this business culture and 
it encourages the respective cultural community. For the individual it means 
to become responsible and to give orientation to his activities.21 

2. Economy and Society 

Economy and economizing as useful, culture-adding functions of satisfy
ing a society'S demands, as a possibility for man to develop in an appropriate 
and useful way, and as a way to realize a Christian culture: this is the under
standing of Kalveram and Marx. ''Economy is just a function of the thinking 
human being and only fulfills its purpose and sense in serving others."22 
Marx rejects every other foundation of the economic purpose. This is espe
cially true for Economic Liberalism with free competition and undisguised 
ambition. It is also true for the socialist state control with its collective re
strictions and monopolized state economy.23 Economizing is an integral part 
and expression of a social objective or purpose and does not work automati
cally or by compulsion. It opens opportunities to design, act freely and cre
atively on new areas which have to be worked on professionally and respon
sibly. Moral and sensible decisions and actions are possible, necessary and are 
required. Thus, for Kalveram, the ethical and economic imperative is "Act in 
the economy economically! (in German: wirtschafte wirtschaftsgemiif3)", "Act 
in the economy in a way appropriate to the purpose of the economic sys
tem", e.g. in an economical, efficient, responsible way which follows the 
sense and purpose of the economy.24 

3. Man and Business 

Man forms and uses the economy. He offers his manpower - and his be
lief - to the company, yet he needs in return a strengthening leadership - di-

21 Compo NEUGEBAUER (1994), p. 53 f. 
22 MARX (1954), p. 595. 
23 Compo NEUGEBAUER (1994), p. 55 f. 
24 Compo KALVERAM (1951), p. 18; NEUGEBAUER (1994), p. 56 f. 
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rective - towards economic, national economic and social objectives and pur
poses. Economic action only for the purpose of personal development and 
satisfaction is not what Kalveram and Marx mean. Much more it is economic 
action according to one's conscience and responsibility as well as necessary 
competence, which has to be its focus. 

From the Christian point of view, the working individual as a person is 
at the center of all business activities. Yet business does not lose its pur
poses and laws, but the substantial and personal aims are connected. This 
means that business has to serve the development of man as a part of his area 
of living and responsibility. Reversely, the individual has to contribute to the 
aims and development of the company he works for. The ideal is a synthesis 
of personal development, successful work for the company, and social pros
perity. The employee's development and prosperity, the successful develop
ment and safeguarding of the company are two aspects of the same thing.25 

According to Marx, business is characterized by purpose: 
obligation to pay maintenance and covering personal needs; 
way of action: continuous action according to plan; 
the leading principle: principle of economic rationality; 
organizational form: unity; 
development continuous change in shape; 
production technique: the value-adding process.26 

By his skill and his useful behavior, man contributes to the corporate 
productivity and determines it sensibly and carefully: "This behavior accord
ing to a plan, finding its expression in a sensible man's economical activities 
and, thus, conscious act of charity makes the difference between human work 
and the action of unconscious, insensible creatures."27 

The interaction of man and the company, which is characterized mainly 
by the developing element, becomes evident in education, socialization and 
individual development. Business as an educational factor influences the one 
who works and, in return, receives its specific character from him. Both busi
ness and man are determined by society's culture. "Since the economy is a 
function of the thinking man, it only finds its purpose, sense and objective 

25 Compo NEUGEBAUER (1994). p. 58 ff. 
26 MARX (1961). p. 3 f. 
27 MARX (1961). p. 5. 
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in serving him. So every company forms one of many partial functions 
which finally form the overall culture of our society. There is no activity 
people can do which does not give witness about the attitude of their souls 
and at the same time forms a part of their cultural actions. Thus every busi
ness serves culture and has to take care of its continuity ensured by a corpo
rate education."28 

From the view of business administration the point is not just to ensure 
business and prosperity, but also to safeguard jobs and to design work in a 
humane way. The variables relevant for business administration have to take 
into account technical, economic, but also social ethical and cultural circum
stances and requirements. Within the framework of economic rationality, we 
have to go for productivity, profitability and economic efficiency at the same 
time and to the same degree.29 The same point actually is to clarify the rela
tionship between man and the company: "Man is not made for business, but 
business is also made for man's development"30 

4. Business Administration as a Science 

Business administration as a science has the following objectives and 
functions: "Business science has to do research on the means and ways of ful
filling the company's and the economic individual's tasks, and on the forces 
designing the interaction of economic performances."3l 

Research in this field does not only concentrate on the functional side but 
also includes the cultural side. Business science as a research discipline not 
only views the regularity of economic actions. Moreover, the extra-economic 
determination of objectives and purposes and its fulfillment through private 
enterprise, rational and profitable work plays a major role. Thus, it also refers 
to the moral objectives as well as to the substantial, economic actions re
quired. Hereby it receives an ethical and integral characterization.32 

Business science as a subject taught at universities has a three-fold mean
ing: 

28 MARX (1961), p. 10. 
29 Compo NEUGEBAUER (1994), p. 62 ff. 
30 KALVERAM (1951), p. 22. 
31 KALVERAM (1949), p. 10. 
32 Compo NEUGEBAUER (1994), p. 65 f. 
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(1) doing research on subjects concerning business administration; 
(2) handing on this knowledge in educating future managers; 
(3) it also means management: ''business politics and -techniques". 
Research is the basis of business science. Research background is an inte-

gral imagination of the economy, focusing on value-addition in the economic 
as well as the extra-economic (i.e. social and cultural) sense. The qualifica
tion of young professionals is a second core which includes teaching profes
sional knowledge as well as cultivation of personality (ethos). Being con
scious that business and economics have to serve man and also the develop
ment of a better, more humane society is regarded essential for successfully 
fulfilling the economic tasks.33 

According to Kalveram, the objectives of economic research have both a 
theoretical and a practical side: Theoretically, the business processes, their 
causes and effects and their regularities are explored objectively. It is also im
portant to put the causal connections into a final general view and imagina
tion of society and how it should develop. Economic action as a form of hu
man activity is not just determined logically and legally but also ethically, 
since it serves human society and culture. Practically this means to establish 
methods that make it possible to act in the economy properly, humanely and 
responsibly, e.g. to conduct economic action "economically" in the sense of 
"appropriately to the purpose of the economic system", i.e. in the integral 
(humane, social, cultural) sense of the word described above.34 

The inductive way to decoding causal connections in business is regarded 
as a methodologically sensible way of research. Yet knowing causal connec
tions is not sufficient for designing the economic process. Social, ethical and 
cultural elements are essential for this process and are to be integrated deduc
tively.35 

5. Business Administration as a Management Philosophy 

For Wilhelm Kalveram and August Marx business science is not solely 
an instrumental, resource- and situation-optimizing management teaching of 
how to safeguard marketing opportunities and market leadership. Moreover, 

33 Compo NEUGEBAUER (1994), p.66 f. 
34 Compo NEUGEBAUER (1994), p. 67 f. 
35 Compo NEUGEBAUER (1994), p. 69. 
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Christian, humane and cultural attitudes become involved in business admin
istration. Management thus becomes a continuous synthesis of purpose-ra
tional (purpose-oriented, in German: zweckrational), design in the sense of 
construction, and adaptation, and value-rational (value-oriented, in German: 
wertrational), humane design reflection. This is being practically imple
mented in salary, pricing, employees' participation in the processes, and so
cial care.36 

Personal development is continued in professional practice, if the com
pany itself (as a place of working and learning) socializes and educates. This 
takes place at three stages37: 

economic stage: the work the employee is required to do; 
social stage: integration in the working community; 
cultural stage: "contributing to life fulfillment of the individual". 

Kalveram describes his imagination of business science very impressively 
using the lighthouse metaphor: "A sailor approaching the coast with his 
ship, stays in the lightbeam, yet he will operate as a professional navigator 
in order to avoid cliffs and sandbars ... the entrepreneur has to be led by the 
idea of economizing rationally, by the perspective to receive a proper profit. 
The pursuit of profit is not immoral, and an inventory spirit of initiative and 
readiness to become active is not suspicious to business ethics. We just have 
to stay in the lightbeam, e.g. all economic actions have to be in accordance 
with the eternal, natural and moral laws, which form the final borderline and 
objective for every commercial thought and action."38 

6. Critical Review 

Christian philosophy and the idea of "Conduct economic action economi
cally, humanely and responsibly!" (in German: Wirtschafte wirtschaftsge
miijJ!) which is derived from that, may meet objections. Thus, the empirical 
side may question the justifiability and legitimacy of an ethical and nor
mative idea of the economy. On the other hand, the practical, practice-ori
ented approach considers every moral view sceptically and just regards pur
pose and rationality as legitimate. 

36 Compo KALVERAM (1951). p. 21; NEUGEBAUER (1994), p. 69 ff. 
37 Compo MARX (1961). p. 7 ff. 
38 KALVERAM (1951). p. 20. 
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The relation between economic and non-economic objectives is considered 
contradictory and unharmonic. Finally, some critics believe that ''blind'' price 
mechanism and demand-orientation can give better results than continuous, 
responsible efforts on the economic stage.39 

The demand and necessity of economizing in a responsible way normally 
is not denied. Yet it is ascribed either to business practice and corporate pol
icy or to economic and vocational education, (in German: Wirtschaftspiida
gogik) and their personal business ethos - but never to the scientific side. 

Oswald von Nell-Breuning defends the claim for conducting economic ac
tion economically: the maxim wirtschafte wirtschaftsgemiifJ is not only ap
propriate from the economic point of view, but also logically true and - last 
but not least - moral. Ethically right and proper economizing supplement 
each other. 40 

IV. A Summary of Typology 

In the following, the ethically sound approaches analyzed by Heinrich 
Nicklisch, Wilhelm Kalveram and August Marx are to be summarized accord
ing to their characteristics in a synthesis.41 

(1) Philosophical Model of Business Science 
The business is a part of economy and society formed within the frame

work of cultural development. The idea of society and economy formed in the 
German-speaking countries is strongly influenced by the traditions of ideal
ism, humanism and Christianity. The economic value-addition is integrated 
in this extra-economic pattern of thinking and values. Primarily, it does not 
serve its own aims, self-assertion or self-preservation, but it helps covering 
human needs and designing a life-style in accordance with the valid cultural 
values and society'S objectives. 

39 Compo NEUGEBAUER (1994), p. 72 ff. 
40 Compo NEUGEBAUER (1994), p. 75 ff. 
41 Compo NEUGEBAUER (1994), p. 173 ff. 
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(2) The Responsibly Acting Person 
The individual is considered a part of a society and of a (philosophical

Christian) cultural tradition, which gives him or her security and orientation. 
The individual is free and able to design his own life-style and to cover his 
needs and demands. Only the gift of reason makes man an economizing 
species. However, he is not bound to act, decide and judge responsibly and 
just Since his own decisions can be wrong and his results unwelcome, and 
since he can be selfish, emotional or hungry for power, he is conferred the re
sponsibility for his deeds. As an individual involved in human society, he 
has to serve society, and not just himself. 

(3) Harmonic View of Society 
Man is a part of the society, and he has to contribute to its development. 

This requires the acknowledgment of (Christian-humanistic) cultural values 
as well as social laws (justice and morality). Not only the way, but also the 
objectives and purposes of economizing shape and are shaped by culture. So 
economic processes always are required to offer a social, humanity-serving 
and culture-sustaining value-addition. 

(4) Holistic Understanding of Science 
The economist and his science (which is business science in this context) 

have to be conscious of the higher purposes, cultural values and social rules 
according to which business or economic action happens. Research and 
knowledge thus have not just to serve the objective to enlighten causal con
texts and the connection of things in a company, but also have to take regard 
of the social framework of rules and values and to represent it in a practical 
way. This is how the foundation for a practical, reasonable and responsible 
economic action is laid. In the framework of teaching and application, the 
causal know-how of how to do things (in German: Verfugungswissen) and 
the fmal knowledge of why to do things (in German: Orientierungswissen) 
must be provided, and the development of personality (ethos) must be en
couraged. 

(5) The Legitimate Way of Economizing 
The objective of practically doing business in a company - beside proper, 

legal and competitive decisions and actions - is also to take regard of reason 
and values. The aim always has to be to conduct business in a humane, legal, 
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legitimate and responsible way. An economic understanding and personality 
according to these principles is inevitable. 

(6) Employee-Oriented Style of Leadership 
In a company, the employees fulfill an economic as well as social cul

ture-sustaining function. They are economic subjects, not just objects in an 
autonomous mechanism. Thus, within the company, they have to be treated 
as personalities with rights and duties. Professional work as self-enjoyment 
or self-exploitation is to be rejected. Man submits himself to work because 
of an economic necessity and a higher insight and service for the sake of 
himself and society. To work in order to make one's living in the face of 
short supply and difficult situations is not the highest call of life. It is just 
the way to greater challenges of cultural development and an upright living 
conscious of the life hereafter. Management has to treat the employees re
sponsibly and carefully with all their virtues and vices. This includes the 
democratic idea as well as social security. 

(7) Social-Humane Objectives of a Company 
Companies do not primarily serve their own survival, but the real and 

nominal supply of the economy with goods. Comprehensive business 
knowledge includes knowing economic aims and extra-economic values and 
rules. An economically successful management will not just include legiti
mate but also moral actions, not just success-oriented but also humane ac
tions. The dignity and expectation of an employee must not be narrow-mind
edly submitted to profit and profitability. 

(8) Business Personality 
The ethical models of business administration we have discussed so far are 

not made for practical application in a "scientific management". Their pur
pose is to help finding an orientation and knowledge about things, functions 
and reason in the business context, which helps to conduct business respon
sibly, socially and humanely. Moreover, they form the theoretical basis of 
teaching and practice, and they encourage competent and responsible business 
personalities to develop in favor of a successful business policy. 
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v. Relevance to Present Times 

The ethically-founded, economical ideas developed by Nicklisch, Kalve
ram and Marx basically were established during the fIrst half of this century. 
To ensure a better understanding we want to classify and interpret their ideas 
historically and culturally and afterwards show their relevance for today. 

Ethically oriented economists still remember the industrialization and 
modernization in the eras of war, post-war and reconstruction. So they were 
aware of the development of the German economy at its different stages, of 
the freely developing market with its economic success and social collapses, 
the times of need and short supply in terms of business. They had gathered 
theoretical and practical knowledge as well as economic and extra-economic 
experiences, and they were familiar with the idealistic, humanistic, Christian 
and social-ethical, and traditional way of thinking. The Anglo-American eco
nomic pragmatism was not new to them but not convincing either. 

German society in those days was a basically "closed" one. Due to many 
defeats it had to rely on itself, suffering many material and immaterial short
comings as well as a brain drain. The individual company played an essential 
role in the economy and society. As a supplier, it was responsible for its ob
jectives, for the way the employees were treated, or the resources were used, 
for market conduct and conduct towards the demanders as well as for social 
and material prosperity. 

The limits and weaknesses of a self-relying, independent market behavior 
were evident as well.42 They affect society and its social and moral structure. 
Consequently, due to the competitive environment, there is a decline in 
moral standards, values and customs. Briefs calls this "borderline morals" (in 
German: Grenzmoral), a business morale the standards of which are gradually 
brought to a threatening decline. 

It has been and is the essential aim of the earlier and present German dis
cussions around ethical matters in business science to oppose this tenden
cy:43 Again and again these discussions reveal the Janus-headed attitude to
wards success and responsibility, legality and morality. 

The answer given by the "elder economists" was to defIne the idea of 
"conducting economic actions responsibly and economically" according to the 

42 Compo NEUGEBAUER (1994), p. 188 ff. 
43 Compo NEUGEBAUER (1994), p. 191 ff. 
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wishes, needs and interests of those who conduct economic actions, but to 
see this idea within its greater social context including its economic conse
quences and to integrate it into the economic objectives. Thus, corporate 
economizing was put into an economic context and greater framework of ori
entation. The company for them was an appropriate social-economic instru
ment. People working in this surroundings were required an appropriate eco
nomic attitude and readiness to take responsibility. An economic personality 
or culture shaped and carved by such an attitude ("business ethos") includes 
responsibility finally on all economic sectors and stages.44 

The relevance of these approaches for today can be found in the following 
points:45 

(1) In the German concept of the Social Market Economy the social
political framework gives certain rules (top-down), which have to be 
sustained by the economy and the personnel (bottom-up) in a respon
sible way. The market economy from the point of view of business 
ethics cannot just be stabilized through supplementing regulations but 
has to be supported by ethically oriented actions at all relevant stages. 

(2) On the level of the company itself, a dual ethical approach may be 
successful: On the level of business structures and processes a dis
course ethics makes sense to be introduced. On the level of staff and 
management, an ethics of responsibility is absolutely necessary. In 
concrete situations or in a single team, the readiness for taking re
sponsibility is essential - just in a situation of ever keener global 
competition. 
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1. Carl Menger as a German Economist 
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IV. Max Weber's Reception of Menger 

I. Carl Menger as a German Economist 

A quarter century ago historians of economics celebrated the centenary of 
the "Marginal Revolution in Economics." Among the three main figures of 
this revolution, Menger was more fortunate than other two, Jevons and Wal
ras, that he could have a special conference dedicated to him personally in Vi
enna besides the Bellagio Conference where all the three were honored equal
ly.1 It was around this year that many historians of economics became aware 

• To quote from German text I used published English translations as far as they 
were available to me. In case such did not exist I had to translate the text by 
myself, adding the original in the footnote. However, to every citation I 
added the page numbers of the original German text. 
Papers of two conferences were published in: (Bellagio Conference) BLACK, 
R. D. C., COATS, A. W., GOODWINN, C. D. W. (Eds.): The Marginal Revolu
tion in Economics, Durham, NC. (Duke University Press) 1973; (Vienna 
Conference) 1. R. HICKS AND W. WEBER (Eds.): Carl Menger and the Austrian 
School of Economics, Oxford (Oxford University Press) 1973. 
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of Menger's peculiar position to the later development of standard marginalist 
analysis. 

Since then, partly owing to the resurgence of the Austrian school of eco
nomics, growing numbers of researchers have published their view on this 
difficult scholar.2 Some of them have tried to bring Menger back to the intel
lectual environment of Gennan economists then. E. Streissler, who has been 
in the front of this direction since then, titled his 1990 paper precisely, "Carl 
Menger, the Gennan Economist".3 Meanwhile, personal papers of Menger 
has been donated to the Duke University and thus become open to the access 
of researchers. The Hitotsubashi University, the owner of the Carl Menger 
Library has just recently completed its project of providing microfllms of the 
total collection of this grand library. Further, there are several lecture notes 
which have their origins in Menger's lectures at the Vienna University as 
well as in the study room of the Crown Prince Rudolf.4 Despite some pro
gress made in these years, it is safe to say that the work to bring Menger into 
his own milieu is still on the process. 

One of the most natural questions arising from the German context of 
Menger's works is that of his relation to the Historical School. This is the 
topic I have to deal with. To fulfill this task, I first (section 2) explain the 
context in which Gennan Historicism became the main enemy to Menger. 
This is described as Menger's reaction to the reviews to his Grwuisatze. Then 
(section 3) I enter into the hot dispute between Menger and Schmoller. Not 
only Menger's defense of the "abstract theory" but his offensive against the 
Gennan Historicism is discussed. In the last section (section 4) I interpret 
Max Weber's attitude to economics around the tum of the century as the out
come of the dispute between two schools. Max Weber showed hot sympathy 

2 To mention some, MARGARETE Boos with her Die Wissenschaftstheorie Carl 
Mengers, Wien (Bohlau) 1986, KARL MILFORD with Zu LOsungsversuchen des 
Indu/aionsproblems und des Abgrenzungsproblems bei Carl Menger, Wien 
(Verlag der osterreichischen Akademie der Wissenschaften) 1988, MAX AL
TER: with Carl Menger and the Origins of Austrian Economics, Boulder, Col. 
(Westview Press) 1990, and RAIMONDO CUBEDDU: Il Liberalismo della Scoula 
Menger, Mises, Hayek, Napoli-Milano (Morano) 1992. 

3 ERICH STREISSLER: "Carl Menger, der deutsche Nationalokonom", in: B. SCHE
FOLD (Ed.): Studien zur Entwicklung der okonomischen Theorie, X (Schriften 
des Vereins ffir Socialpolitik, Bd. US/X:), Berlin (Duncker & Humblot) 1990. 

4 ERICH STREISSLER, MONIKA STREISSLER (Eds.): Carl Menger's Lectures to 
Crown Prince Rudolf of Austria, Alderschot (Elgar) 1994. 
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to Menger in his criticism to Historicism. but still remained loyal to the idea 
of the "social economics" as historical science. 

In 1871 Menger published his Grundsatze der Volkswirtschaftslehre and 
dedicated it to Wilhelm Roscher. As Streissler argued already. this fact surely 
suffices to indicate Menger's sympathy to German economists then, but it is 
not appropriate to extend this sympathy to Roscher's position as the founder 
of the German historical schoolS. For Roscher had another face in German 
economics as a prominent textbook writer. Menger's study of Roscher's text
book during the gestation period of the Grundsiitze6 left its signs in the fre
quent citations from Roscher's Grundlagen in the Grundsiitze. As a theoretical 
economist Roscher belonged to a peculiar German tradition 7 that dealt with 
value in exchange under the basic conception of the relation between goods 
and human needs that should be satisfied by the former. It was to this face of 
Roscher that Menger confessed his obligation. 

It was a special pleasure to me that the field here treated, comprising 
the most general principles of our science, is in no small degree so 
truly the product of recent development in German political economy, 
and that the reform of the most important principles of our science 
here attempted is therefore built upon a foundation laid by previous 
work that was produced almost entirely by the industry of German 
scholars. Let this work be regarded, therefore, as a friendly greeting 
from a collaborator in Austria, and as a faint echo of the scientific 

5 STREISSLER: ibid. See also his 'The influence of German economics on the 
work of Menger and Marshall", in: B. J. CALDWEll (Ed.): Carl Menger and his 
Legacy in Economics, Annual Supplement to volume 22, History of Political 
Economy, Durham, NC. (Duke University Press) 1990. 

6 See YUKlHIKO IKEDA: "Carl Menger in the 1860s: Menger on Roscher's Grund
lagen", in: GERRIT MEIJER (Ed.): New Perspectives on Austrian Economics, 
London (Routledge) 1995. See also YAGI: "Carl Menger's Grundsiitze in the 
Making", History of Political Economy, 25 (4), Durham, NC. (Winter) 1993. 

7 Keith Tribe (Governing Economy - The Reformation of German Economic 
Discourse 1750-1840, Cambridge (Cambridge University Press) 1988, chap. 
8 and 9) investigated into the emergence of this type of thought in German 
economics and saw "a new orthodoxy" in the textbook of K. H. RAu (Lehr
buch der politischen Okonomie, 1826). To refer KARL BRANDT (Geschichte 
der deutschen Volkswirtschaftslehre, Bd. 1.: Von der Scholastik bis zur klas
sischen Nationallikonomie Freiburg i. Br. [Haufe] 1992) used "the school of 
use value" (Gebrauchswertschule), which came from O. Spann's naming. 
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suggestions so abundantly lavished on us Austrians by Gennany 
through the many outstanding scholars she has sent us and through 
her excellent publications.8 

As it could be assumed from this writing, Roscher was chosen only as a 
representative of Gennan economists as a whole. Other Gennans in particular 
F. B. W. Hennann and K. H. Rau9 might have been chosen by Menger with 
the equal right to Roscher, if both had been alive in the publication year of 
the Grundsiitze. E. Friedlander, H. F. Storch, K. G. Knies lO, A. ScMffle, and 
H. R~sler were also important to Menger because they made "attempts to de
tennine the factors common to all fonns of the value of goods, and thus to 
fonnulate the general concept of 'value"'. Menger followed their effort "to 
distinguish the use value of goods from mere utility"ll and reached to his 
own subjective concept of value: "Value is therefore nothing inherent in 
goods, no property of them, but merely the importance that we ftrst attribute 
to the satisfaction of our needs, that is, to our lives and well-being, and in 

8 CARL MENGER: Principles of Ecorwmics, trans. by 1. Dingwall and B. Hose
litz, Glencoe, 111. (The Free Press) 1950 (hereafter D/H), p. 49. (Carl Menger: 
Grundsiitze der Volkswirtschajtslehre, 1871, Wien, in: CARL MENGER: Ge
sammelte Werke, edited by F. A. Hayek, Bd. I, TUbingen [Mohr] 21968 (here
after GWI), p. X). 

9 In the Carl Menger Library, Hitotsubashi University, preserves Rau's text
book in which Menger wrote massive notes in 1867/68. See, Carl Menger's 
erster Entwurf zu seinem Hauptwerlc "Grundsiitze", geschrieben als Anmer/cun
gen zu den "Grundsiitzen der Volkswirtschajtslehre" von Karl Heinrich Rau, 
Bibliothek der Hitotsubashi Universitll.t, 1963. My investigations into the 
Carl Menger Papers, Duke University, also confirmed Rau's influence on 
Menger. (YAGI: "Carl Menger as Editor - Significance of Journalistic Experi
ence for his Economics and for his later Life", Revue europeenne des sciences 
sociales, 30 (1), 1992, ditto, "Carl Menger's Grundsiitze in the Making", His
tory of Political Ecorwmy, 25 (4), 1993. However, Rau had died just before 
Menger published his Grundsiitze. 

10 Knies's concept of "Gebrauchswert in genere" might have stimulated Menger 
in his reflection in value theory. In my "Carl Knies und die Wertformanalyse 
von Marx" (to be published 1996 in the Kornmentarband to the reprint edi
tion of CARL KNIES: Das Geld, 1873, DUsseldorf [Verlag Wirtschaft und Fi
nanzen]) I discussed this concept and Knies' attempt to explain the founda
tion of money. 

11 D/H, p. 292. (GWI, p. 78n) 
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consequence carry over to economic goods as the exclusive causes of the sat
isfaction of our needs."12 

At the time of his publishing the Grundsatze, Menger seemed to have no 
anticipation that he should later become the target of the criticism from the 
Historical School. According to his grand plan Menger considered the Grund
satze as "The fIrst General Part" and prepared to write the following part. 
However, facing the mixed reaction of misunderstanding and maliciousness of 
reviewers, Menger realized his unprotectedness in the methodological ques
tions that was apparent in his Preface. This made him deviate from the origi
nal research plan to the investigation into methodological questions. 

II. The Grundsiitze and its Reviewers 

Menger's Grundsatze appeared in the period when German economists 
were divided between free traders and historical economists whose general atti
tude favored protectionism and social policy. Out of the four reviews that the 
Grundsatze received on German periodicals, one came from the camp of free 
traders, and two from that of Historical School. The last one appeared on a 
neutral journal. 

The fIrst 1 3 , though praising Menger's work, commented that terms such 
as "goods of lower order", "goods of higher order" might lead to the "unsound 
trade policy in the way of F. List". This overreaction of a free trader should 
be enough to make Menger's disapproval to this stream stronger. He wrote in 
an author copy of the Grundsatze (the Hitotsubashi copy14) with his protest 
against the political subordination over economics: "That political economy 

12 D/H. p. 116. (GWI. S. 78) 
13 Vierteljahrschrift fur VolkswirtschaJt und Kulturgeschichte. Jg. 9 (3). pp. 

194-205, anonym. 
14 Menger arranged three special author copies to prepare for the revised edition 

of the Grundslltze. The one is in the Carl Menger Library of the Hitotsubashi 
University, Tokyo and other two are in the Carl Menger Papers, Perkins Li
brary, Duke University. Durham, NC. Menger's notes in the Hitotsubashi 
copy were transcribed by E. Kauder and published by the Library of Hitotsub
ashi University (Carl Menger's Zusiilze zu "Grundsatze der Volkswirtschafts
lehre", Bibliothek der Hitotsubashu Universitllt, 1961). 

235 



KllCHIRO Y AGI 

a totally neutral science and is neither of the socialists in lecture halls, of free 
traders, nor of communists."lS 

On the other side, the two reviews16 from the Historical School were not 
policy-oriented, but very admonitory. They introduced the Grundsatze ironi
cally as a debut of a school boy by the publication of a textbook and advised 
that young scholars should show their ability by working out monographs 
fIrst. The contents were very similar as if both reviewers had been in accord. 
One of the two reviews had the reviewer's initial, G. Sch., no doubt that of 
Gustav Schmoller. In addition, Roscher's comment on the Grundsatze in his 
Geschichte der NationalOonomik in Deutschland was unexpectedly short and 
indifferent -- "very abstract" though "original"17 --. Such treatment that Men
ger received from German Historical School must have hurt his pride. 

The review under the initial of G. Sch. criticized Menger as following: 

Does not the so-called psychological ground of the economic life by 
each nations and by each ages? Is not the author repeating the wrong 
and obsolete fIction of the British economistswho wished to deduce 
the economic life exactly from the assumption of elementary proposi
tions of the abstract and average man as constant and evident entities? 
Scientists have made their exactresearch by using scales and micro
scopes. The corresponding direction in economics is that of historical 
and statistical research." 18 

15 "Das politische Econ. eine ganz neutrale Wissenschaft ist, weder katheder-so
cialistisch noch freihlindler, noch communistisch." (Zusiitze, p. 7). 

16 lahrbuch fur Nationalolwnomie und Statistik, Bd. xvm, pp. 342-45, an
nonym. Literarisches Centralblatt fUr Deutschland, 1. Feb. 1873, pp. 142-
43, G. Sch. 

17 Exactly: "Endlich der Osterreicher Carl Menger, mit seiner sehr abstrakten, 
meist auf grilndliche Dogmengeschichte gesttltzten, immer selbstlindigen und 
recht fruchtbaren Begriffanalyse, die z. B. die Preisbildung zuerst beim isolie
rten Tausche, dann beim Monopolhandel und erst schlieBlich unter dem Ein
flusse beiderseitiger Concurrenz er<srtert." Wilhelm Roscher: Geschichte der 
National-Olwnomik in Deutschland, Mtlnchen 1874, p. 1040. 

18 "1st nicht die psychologische Grundlage des Wirtschaftlebens eine nach Volk 
und Zeit wechselnde? Stellt der Verf. nicht damit die alte schiefe Fiktion der 
Engllinder auf, aus einem absolut als feste klare Gr<sBe angesehenen Grund
trieb eines abstrakten mittleren Menschen k<Snne das wirtschafttliche Leben 
richtig abgeleitet werden. Werden ihm damit nicht aile volkswirtschaftlichen 
Probleme zu rein privat-wirtschaftlichen Fragen? Die Naturwissenschaften 
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"The wrong and obsolete fiction of the British economists" is nothing 
other than the "dogma of self-love" since Adam Smith against which econo
mists of the Historical School opposed.19 Apparently the reviewer changed 
the meaning of the "exact science" that Menger had used in the Preface. To 
Schmoller the exactness, if he meant by it the detailed description of a unique 
historical process, lay in the accurate dealing of statistical data. But to Men
ger the exactness was guaranteed solely by the procedure of abstraction and re
construction as he had accomplished in his book. In the preface of the Grund
satze Menger presented this procedure as follows: 

I have endeavored to reduce the complex phenomena of human eco
nomicactivity to the simplest elements that can still be subjected to 
accurate observation, to apply to these elements the measure corre
sponding to their nature, and constantly adhering to this measure, to 
investigate the manner in which the more complex economic phe
nomena evolve from their elements according to definite principles.20 

From today's eyes, the clash might be interpreted as no more than the dif
ference of the research direction between the reviewer and Menger. But, in 
dealing with the abstract concepts of the theory, the reviewer assumed an ul
tra-empiricist position that considered "simplest elements" as "psychological" 
dispositions that reflect in the "average" of the statistics. However, to Men
ger the "scale" was not always objective, though indeed logical, as was in his 
value analysis. Precisely, the explanation of the subjective logical relations 
between goods and the satisfaction of needs gave birth to Menger's concept of 
value. 

However, the problem remains about the relevance of the abstraction. In 
the preface Menger rejected the reference of "human free will" to "question the 
existence of the law of economic behavior"21. This is the view that Carl 
Knies, the most consequent methodologist of the Historical School, had 
taken in his Politische Okonomie yom Standpunkte der geschichtlichen Me-

haben exact untersucht mit Waage und Mikroscop; die Richtungen, welche in 
der NationalOkonomie ihnen entsprechen, sind die historische, statistische 
etc." (Review with the initial, O. Sch.: Literarisches Centralblatt, 1873, No. 
5, 1. Feb., p. 143). 

19 In the Hitotsubashi copy Menger made the remark on the "dogma of egoism" 
('''Dogma' vom Privategoismus") mentioning Knies. (Zusiitze, p. 2). 

20 D/H, p. 46f. (CWI, p. Vll) 
21 D/H, p. 48. (CWI, p. VITI) 
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thode (1853). If Menger would take the subjective side of economic behavior 
in theory, he must distinguish himself from this destructive position. So, 
Menger found himself between Scylla and Charybdis of empiricist and ir
rationalist positions both coming from the German Historicism. 

It was the fourth review22 that demanded a reconsideration of the method
ological self-understanding of Menger. The reviewer of the name Hack quoted 
Menger's methodological statement and argued: 

For example, we do not think that the so-called causal relation be
tween needs and goods is of the nature of cause and result, but of the 
nature of ends and means. Also, we do not think that the well-known 
dispute whether the laws of economic behaviors are compatible with 
the free will is solved by the remark that economic theory is con
cerned, not with practical rules for economic activity, but with the 
conditions under which men engage in provident activity directed to 
the satisfaction of their needs.23 

Both of Hack's disagreements were not directed toward the theoretical core 
of the Grwuisatze, but toward the easy understanding in methodological ques
tions that Menger at the stage of 1871 had shown. In the author copy of the 
Grundsatze in the Carl Menger Library (the Hitotsubashi Copy) Menger 
clearly approved both points raised by Hack. As for the ftrst, the title of the 
second article of the frrst chapter was changed from "Uber den Causal-Zusam
menhang der Gilter" to "Ober den teleologischen Zusammenhang der Gilter" , 
and in the text the following sentence was added: "Ein Zusammenhang kann 
ein doppelter sein. Ein mechanischer und ein teleologischer. Ersterer muS let
zterem zu Grunde liegen. "24 This change has the same direction as the revi
sion in the third section of the second chapter, "Uber den Zusammenhang der 

22 Zeitschrift for die gesamte StaatswissenschaJt, Bd.XXvrn, pp. 183-84, Hack. 
23 "Wir meinen z. B., daB der sogenannte Causalzusammenhang zwischen Be

dUrfnissen und Dingen nicht als Verhllltnis von Ursache und Wirkung, son
dem als das Zweck und Mittel aufzufassen sei; auch dUrfte wohl die bekannte 
Streitfrage, wie sich Gesetze des wirtschaftlichen Handelns mit der Willens
freiheit vereinigen lassen, nicht durch die Bemerkung zu llisen sein, daB die 
theoretische Volkswirtschaftslehre sich mit praktischen Vorschlagen fUr das 
wirtschaftliche Handeln, sondem mit den Bedingungen, unter welchen die 
Menschen die auf die Befriedigung ihrer BedUrfnisse gerichtete vorsorgliche 
Tiitigkeit entfalten, beschaftige." (HACK; p. 184, Hack quoted from GWI, p. 
IX, D/H p. 48). 

24 Zusatze, p. 45. 
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Gilter in dem ZweckbewuBtsein der Menschen" of the posthumous edition. 
As for the second disagreement, it was exactly that part of the preface of the 
Grundsatze Hack had quoted which was erased in the Hitotsubashi copy with
out any alternative.25 

As Hack pointed out, Menger of 1871 saw no difference between the rela
tion of economic actions, which is originally a mental one, and the causal re
lations of the phenomena such as in the natural sciences, and regarded the in
fluential factors of the economic action only in the physical conditions out
side the sphere of the free will, in particular, the scarcity of the available 
goods in relation to the quantities needed for want satisfaction. What I called 
his "easy understanding" before is that Menger of 1871 made no distinction 
among the following three relations, namely; a) the causal relation in the 
physical (external world) process and the physiological (mind and body of 
man) process, b) the recognition of the causal relation in a), and c) the teleo
logical relation in the action on the basis of a) and b). Presumably, Menger 
of 1871 might have thought that the ends-means relation in human action 
should be nothing but the objective cause-effect relation reversed in the recog
nition (mind) of the actor.26 

However, from the point of view of methodology, this naive position has 
two difficulties. First, the recognition of the empirical regularity is not in it
self to be seen as that of causal relation (rule) as dealt with in the theoretical 
science. Second, the teleological relation that emerges in the mind of the ac
tor has a wide diversity that cannot be reduced to the scientific knowledge of 
causal relation of the external world - human mind and body. Such weakness 
is related to the second point raised by Hack. As for Knies' conclusion that 
denied the existence of law in social sciences as the result of the recognition 
of the free will, Menger of 1871 tried to think that economic theory does not 
deal with economic action itself (especially not with its purpose i. e., needs) 
but deals only with the influence of objective conditions (scarcity of the 
goods) on the direction of economic action. However, actions of real individ
uals, even if they could be regarded as economic actions, namely as oriented 
to the attainment of the want satisfaction, might alter their appearance under 
the influence of social norms, consideration of other persons, ignorance and 
misunderstanding, lacking of capacities and so on. Therefore, Menger cannot 
avoid the problem of free will in the construction of his economic theory. In 

25 Zusiitze, p. 25. 
26 Cf. D/H, p. 70f. (CW!, p. 24f.) 
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other words, the weakness of the methodological view of 1871 can be found 
in the lack of distinction between real economic actions and the so-called 
"ideal type" of actions requested for the construction of the law in theory. 

III. Themes of the Menger·Schmoller Duel of 1883/84 

The interpretation of Menger's reaction to the reviews has led us to the 
conclusion that problems which made Menger to start his methodological in
vestigation resemble very much to those of Max Weber's shown in his "Ro_ 
scher und Knies"(1903-06). Apart from the question how conscious Menger 
had been at the stage of the Grundsiitze in this respect, the assumption of the 
dominance of the self interest in economics is according to Menger not the 
approval of the materialistic view but a procedure of the isolation of that as
pect of the human being out of his various dispositions. In case that another 
disposition should be observed in isolation, it should serve as the starting 
point for another species of social theory (ethics, aesthetics, etc.). If Menger 
should reply to Hack and Schmoller as follows, it is precisely Menger's view 
of economics stated in the Untersuchungen of 1883, in which he did not re
gard the real economy as the object of the "exact" orientation of the theoreti
cal research but the "analytically or abstractly conceived economic world".27 
And this was also the view of economics that M. Weber twenty years later 
accepted and developed under the name of "Idealtypus": 

[1] The theory of economics investigates the relation of goods and ac
tions in the teleological consciousness of actors whose actions are 
aimed at the attainment of the satisfaction of their wants by goods. 
[2] The action postulated in the economic theory is not the representa
tion of a real economic action in our usual life, but an ideal economic 

2 7 This is Nock's translation of "Gesetze der Wirtschaftlichkeit". See p. 72n of 
CARL MENGER: Problems of Economics and Sociology. ed. by L. Schneider 
and trans. by F.I. Knock. Urbana. Ill. (University of Illinois Press) 1963 
(hereafter SIN). (Untersuchungen aber die Methode der SociaJwissenschaften, 
und der Politischen Okonomie insbesondere. Leipzig. 1983. in: Gesammelte 
Werke. Hrsg. von F. A. Hayek. Bd. 2. Mohr (Siebeck). TUbingen. 1969 (here
after GWll). S. 59). 
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action freed of other non-economic factors and also freed of the influ
ence of misunderstandings and errors. 
[3] The man in economic theory is surely "egoistic", but it is the rep
resentation of at least one of the most important dispositions of man 
and is an inevitable abstraction for the theoretical analysis of the eco
nomic aspect of human relations. 

Menger's Diary tells us that he ftrst embarked on writing a methodologi
cal work as early as December 187428. This was interrupted in the spring of 
the next year by the preparation of the course of public ftnance. In the fol
lowing year the teaching of the Crown Prince Rudolf prevented him from 
continuing his research. The book that was stumbling in the starting period 
of its gestation appeared at last in 1883 as Untersuchungen aber die Methode 
der Soziaiwissenschajten, und der Politischen Okononie insbesondere (Inves
tigations into the Method of Social Sciences, and of Political Economy in 
particular). 

Menger was surely aware of the barrenness of methodological investiga
tions, as he knew well from his own experience that "positive research talent 
has often enough created a science or changed it in an epoch-making fashion 
without developed methodology. But the methodology without talent never 
has done this."29 Further, the problems he had taken in the Untersuchungen 
were not substantial issues in the improved research in economics by which 
researchers could be guided. In his words, "theoretical investigations in the 
fteld of political economy, particularly in Germany, have by no means pro
gressed as yet to a true methodology of this science." "This work, too, in 
conformity with the present-day standpoint of theoretical investigations, is 
primarily concerned with determining the nature of political economy, of its 
subdivisions, of its truths, in brief, with the goals of research in the fteld of 
our science. Methodology in the narrower sense of the word is chiefly to be 
reserved for future investigations. "30 

The ground by which Menger justifted the publication of a book in 
methodology is the danger that a methodological misconception of powerful 
schools might block any progress of a science. According to Menger, it was 

28 In the p. 18 of his Diary (Tagebuch: Box 21. Carl Menger Papers) Menger 
noted: "Ich fasse Plan zur Methodologie." Further, "1875 Marz-April Ich un
terbreche meine Arbeit an der Methodik. die ich seit December 1874 unter der 
Feder habe und arbeite an Collegienheften ft1r Finanzw." 

29 SIN, p. 27. (GWII, p. XII) 
30 SIN. pp. 23. 25f. (GWII. pp. V. X) 
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precisely the situation of German economics under the dominance of the His
torical School. In 1870s Menger noted in the author copy of the Grundsatze a 
fundamental question to this school: "There is a historical way of presenta
tion; further the history can be the object for the research of laws; but is there 
really a historical method of the research?"31 However, Menger was not blind 
to the value of historical or statistical research as it had been suggested by his 
reviewer. He just separated historical research in which the phenomena were 
viewed in their individuality from the field of theoretical research in which 
they were viewed in their generality. Further he differentiated the "realistic
empirical orientation" of theoretical research from its "exact orientation". 
This differentiation corresponded to that distinction between "empirical laws" 
and "exact laws". In economics, the former represents only "the regularities 
in the succession and coexistence of the real phenomena" with many devia
tions and exceptions, whereas the latter are abstract but universal laws that 
reveal the relations of economic phenomena in their purest form. If we 
should imagine the empirical validity of "exact laws", they would demand 
several preconditions: 

Those presuppositions that automatically result from any orderly pre
sentation of theoretical economics are: (I) that all the economic sub
jects considered here strive to protect their economic interests fully; 
(2) that in the price struggle they are not in error about the economic 
goal to be pursued nor about the pertinent measures forreaching it; 
(3) that the economic situation, as far as it is on influence on price 
formation, is not unknown to them; (4) that no external force impair
ing their economic freedom (the pursuit of their economic interests) is 
exerted on them. "32 

However, Menger did not confme himself in defense. Through careful ex
amination of the literature of the Historical School, Menger found that a pe
culiar organic view of the "national economy" lay behind their argument. In 
spite of the variations in their research style, "historical-philosophical" or 
"statistical-theoretical", the common fallacy to the historical economists is 
that they consider the "national economy" which is in itself "a complex of 
individual economies" as "a large individual economy in which the "nation" 

31 "Es giebt eine Methode der Darstellung, es kann femer die Geschichte das Ob
ject der Erforschung von Gesetzen sein; giebt es aber eine historische Metho
de der Forschung?" (Zusiitze, p. 26). 

32 SIN, p. 71. (GWll, p. 56) 
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is to represent the needing, economic, and consuming subject."33 Though 
Menger did not think that the "national economy" is only the ensemble of 
isolated individual economies, they really are "closely tied together by traffic 
with one another"34, it is, to Menger, never an independent unity on which 
the "exact" theory could be applied. However, the idea of the "laws of nation
al economy" among historical economists had, according to Menger, had a 
very fragile basis when it was considered seriously. 

Schmoller not only repeated his criticism on the arbitrary abstraction35, 
but also expressed his attachment to the concept of "national economy". Ad
mitting Menger's concession about the usefulness of the analysis on the level 
of national economy, Schmoller blamed Menger that Menger had given no 
theory of the "general essence of national economy". To Schmoller, "national 
economy" was a real collectivity to which no individualistic reasoning could 
effectively approach. 

It is, of course, impossible for Menger to recognize the essential 
grounds and necessity of the Historical School. For he has no organ 
for it. The Historical School represents the return to the real scientific 
recognition from those vague and abstract images without any reality. 
Menger could not understand that every important phenomenon of na-

33 SIN, p. 194n. (GWII, p. 234n) 
34 SIN, p. 194. (GWII, p. 233) 
35 "It could be seen as useful to explain basic phenomena on the markets, when 

one would make a departure from the self-love as an apparently constant 
number for the reseaarch of prices at his time. However, establishing this 
way as a single rule for every future research, particularly for research of the 
complex process of national economies is erroneous. We must know that, by 
doing so, one is only acquiring hypothetical results out of hypotheses. It 
should be avoided to give such reasoning an appearance of the strict scien
tificity by using such a confusing term as .. exact ..... (Yagi's tr.) "Wenn man 
filr die Preisuntersuchungen seiner Zeit vorlaufig vom Eigennutz als einer 
scheinbar festen Gr5Be ausging, so war das heilsam, urn die einfachsten Vor
gilnge des Marktes zu erldilren; aber es ist verfehlt, dies zu einer Regel ftlr alle 
kUnftige Forschung, filr die Untersuchung aller komplizierteren volkswirt
schaftlichen Vorgilnge aufzubauschen. Und jedenfalls muS man, soweit man 
so verfilhrt, sich irnmer kIar sein, daB man nicht durch das miSverstilndliche 
Wort "exact" den Schein der strengsten wissenschaftlichkeit verleihen soll
te." (GUSTAV SCHMOLLER: "Zur Methodologie der Staats- und Sozialwissen
schaften", lahrbuch fur die Gesetzgebung, Verwaltung und Volkswirtschaft im 
Deutschen Reich, N. F. Jg. 7, 1883, p. 979) 
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tional economy extend so widely in time and space that only a collec
tivistic observation such as performed in history and statistics can ap
proach to them. This is closed to him. For he always begins with a 
single observation of individual economy and remains in theorizing 
only exchange, value, and money etc. and never dares to reflect on the 
institutions and structures on the national economy level of which the 
body of a national economy is composed36 

Didn't Menger deal with history and institutions, really? In this context it 
is noteworthy that Menger's Untersuchungen had another theme in its latter 
sections that could properly be interpreted as his alternative to the collectivist 
view of the Historical School in this area. It is, in Menger's own words, "the 
exact understanding of the origin of "organically" created social structures."37 
This is the way of viewing historical development of institutions as the un
intentional result out of the behavior of numbers of individuals whose efforts 
are solely directed to their own interest. The collectivistic conception of na
tional economy would be so severely damaged, in as much as this challenge 
of Menger in his foes' own battlefield should win. It was, to Menger, even 
more, as he described it as the solution of "the most noteworthy problem of 
the social sciences." The problem is: "How can it be that institutions that 
serve the common welfare and are extremely significant for its development 
come into being without a common will directed toward establishing 
them?"38 

After one century from the publication of the Untersuchungen, this view 
of the historical development was revived by F. A. Hayek and has become 

36 "Die wesentliche Ursache und Notwendigkeit der historischen Schule freilich 
kann Menger gar nicht verstehen, weil ilun dazu das Organ fehIt: sie reprasen
tiert die Rilckkehr zur wissenschaftlichen Erfassung der Wirklichkeit an Stelle 
einer Anzah! abstrakter Nebelbilder, denen jeder Realitat mangelt. Menger 
sieht auch nicht, daB aIle wichtigeren volkswirtschaftlichen Erscheinungen 
raumlich und zeitlich so umfassend sind, daB sie nur einer kollektivistischen 
Betrachtung, wiesie die Geschichte und die Statistik anstellen, zuganglich 
sind. Das ist ihrn verschIossen, wei! er ausschIieBlich von der singularen Be
trachtung der Einzelwirtschaft ausgeht, irnmer nur an Tausch, Wert, Geld etc. 
denkt, nicht an die Volkswirtschaftlichen Organen und Institutionen, die das 
Knochengerilste des Volkswirtschaftlichen Korpers ausmachen." (SCHMOL
LER: "Zur Methodologie", p. 983). 

37 SIN, p. 151. (GWII, p. 161) 
38 SIN, p. 146. (GWII, p. 163) 
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one of the most salient arguments for the neo-liberalism under the new nam
ing of the "spontaneous order". Why, however, this was so neglected in the 
late nineteenth century is an interesting question with which I would like to 
deal later. Before that I have to explain Menger's assertion in this theme in 
more details. 

According to Menger, two ways of interpretations are discerned in view
ing the historical development process of institutions. One is the "pragmatic 
approach" in which they are explained by the agreement or positive legisla
tion, or generally speaking by intentions of those who established them.39 

Another is the "organic" understanding in which no such explicit intention is 
supposed in the emergence of institutions. Both are necessary in the histori
cal analysis since both of the intentional establishment and the spontaneous 
development, often in combined way, exist in the real process. To Menger, it 
was the finding of this "organic origin" fIrst among jurists that gave birth to 
the Historicism in German social sciences. Rejecting the positivistic idea of 
law, G. v. Savigny envisaged the origin of laws in the "spirit of nation" 
(Volksseele, Volksgeist). In reality, this is his recognition of the common 
law that has its basis in the customs of the people. According to Menger, the 
historical economists misunderstood the true Historicism in their sympathy 
with the pragmatic legislation in the area of economic policy. 

Menger maintained that "the acknowledgment of a number of social phe
nomena as 'organism' is in no way in contradiction to the aspiration for ex
act (atomistic!) understanding of them. "40 Menger took the example of the 
origin of the money. Without money exchange of goods can occur only when 
both sides want the goods in the hands of their counterparts. So, the institu
tion of money brings benefit to every person in its service as general means 
of exchange. However, if one takes the act of exchange of a good with money 
in isolation, it is difficult to explain why one would give his good in ex
change with another on whose utility he is not at all attracted. By such an ar
gument Savigny considered it impossible to explain the existence of money 
from the individual interest of men. 

Menger's reasoning starts with the difficulty of direct exchange. But Men
ger assumes that some community members fInd the merit of exchanging 
their goods with some more salable goods in order to attain their fInal goal of 
exchange. Sooner or later other members of the community join in the ring 

39 SIN, p. 145, 148. (GWll, p. 162, 166) 
40 SIN, p. 141. (GWll, p. 155) 

245 



KIIClllRO Y AGI 

of indirect exchange by observing their success. Through this diffusion pro
cess a certain good become the customary exchange media in the community, 
de facto money. According to Menger, this spontaneous process of emergence 
and diffusion of indirect exchange is solely driven by the progress in the 
recognition of economic interest of individuals: 

The economic interest of the economic individuals, therefore, with in
creased knowledge of their individual interests, without any agreement, 
without legislative compulsion, even without any consideration of 
public interests, leads them to tum over their wares for more mar
ketable ones, even if they do not need the latter for their immediate 
consumer needs.41 

This is the spontaneous basis for the market economy on which legisla
tion or intervention of the government operates. Menger mentioned other in
stitutions such as market and village, even the state as appropriate for this 
way of exact understanding of the "organic" origin. If one imagines that 
Menger took it granted that law and language, the favorites of romanticist as 
the product of mystical "spirit of nation", are included in the group of phe
nomena of "organic" origin, this way of interpretation will appear as a fun
damental theory of the development of institutions. 

The superiority of this view of the origin of institutions lies in that it as
sumes no concept of collective entity such as "nation" to explain the unin
tentional outcome of the interactions of the individuals. The rationality of the 
behavior of individuals lies in the accurate recognition of their own needs and 
conditions in external world from which the most efficient selection of the 
ends-means relation emerges. To Menger, it is the same "exact" way of ab
straction and reconstruction applied in the theoretical construction of price 
fonnation. The difference lies only that the social conditions for the rational 
behavior changes gradually with the diffusion of certain type of behavior. 

The methods for the exact understanding of the origin of the "organi
cally" created social structures and those for the solution of the main 
problems of exact economics are by nature identical.42 

Schmoller seemed to have had no strong impression from Menger's solu
tion of "organic" process as he judged it 'exact' explanation, which is not dis-

41 SIN. p. 154. (GWII. p. 176) 
42 SIN. p. 159. (GWII, p. 183) 

246 



CARL MENGER AND THE HISTORICISM IN ECONOMICS 

tinguished by surprising novelty."43 Not only to the problem of "organic" 
origin, but also to the romantic ancestors of German Historicism, Schmoller 
kept distance. Schmoller laughed at "Menger's strong sympathy to the mysti
cism of spirit of a nation in the way of Savigny" and proudly declared: "It 
was really a progress, compared to Savigny, that Roscher did not start with 
such a mystical idea of romanticism. "44 Schmoller further attributed Men
ger's sympathy to Savigny to his "antipathy in the way of Manchesterian" 
against every offense of the principle of laissez faire. 

Obviously Schmoller overlooked the significance of Menger's destruction 
of the mystical entity of romanticism. The charge of "Manchesterian" was 
also wrong. Menger did not deny the necessity of the conscious legislative 
works for the welfare of the people from the pragmatic view point. On the 
other side, it is true that Menger added a high tone of sympathy to the confi
dence in the spontaneous formation of institutions contrasted with pragmatic 
interventions of governments. Menger was counted by Schmoller in the 
ranks of enemies to the social reform on the ground of Menger's criticism to 
the one-sided "pragmatic" orientation of Historical School in Economics. In 
the late of the nineteenth century, European nations were busy in working 
out various institutions by legislative activity. The negligence to Menger's 
solution of "organic" process could be partly explained in such intellectual 
context then. 

Opposing to the "exact" understanding of the institutions, Schmoller pre-
sented his own view: 

Menger is right in his assertion that every social structure can be in 
the end traced back to the mental process of the individuals. However, 
the mental process of individuals is not composed of the opposing 
pair of cooperation and egoism but also of infinite numbers of egois
tic sentiments and efforts as well as sympathetic ones. Both by con
scious cooperation or unconscious cooperation, or by merely emo-

43 " ... diese keineswegs durch Uberraschende Neuheit sich auszeichnende "ex
acte" Erklllrung", in: "Zur Methodologie", p. 249. 

44 "Diese lebhafte Sympathie fUr den Mystizismus des Savigny'schen Volksgei
stes entspringt offenbar der manchesterlichen Abneigung gegen jede bewuBte 
Thiitigkeit kollektiver Gesellschaftsorgan." "Es war Fortschritt gegen Sa
vigny, daB Roscher diese mystischen Vorstellungen der romantischen Schule 
nicht zu seinem Ausgangpunkt machte." In: "Zur Methodologie", p. 250. 
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tional conformist encouraged the development of economic and social 
life up to the definite result.45 

This is rather a sound statement of an empiricist position that most of the 
historical economists then shared. It is reflected in their assertion of the inte
gration of ethical elements in economics.46 It seems that Menger's criticism 
against Historicism proved fruitless. 

IV. Max Weber's Reception of Menger 

Menger made his rejoinder by publishing Die Irrthiimer des Historismus 
in der deutschen NationalOkonomie (The Errors of Historismus in German 
Economics). To this polemical book, in which Menger's journalistic talent 
was impressively shown, rejected Schmoller the answer. As Schmoller suc
ceeded in showing his leading position of the mighty Historical School, so 
Menger could establish the "living space" (Lebensraum) to the new school he 
was going to found. 

Perhaps, the most exciting scene in the aftermath was that of the inaugu
rallecture of Lujo Brentano at the Vienna University (1888). In this lecture 
whose original title was "The Classical Economics", Brentano argued, "the 
description of economic phenomena, even that of the most trifle one, has 
more value to empirical economists, so long as it is accurate, than the 

45 "Darin hat er [Menger ... YAm] freilich recht, daB aile Sozialgebilde zuletzt 
auf individuelle psychische Vorgange zur!1ckzufillrren sind. aber das individu
elle Seelenleben erschOpft sich nicht in dem Gegensatz: Verabredung und 
egoistische Bestrebung, es setzt sich aus einer unendlichen Menge von selb
stischen und sympatischen GefUhlen und Strebungen zusammen, die beide 
teils durch bewuBte Verabredung, teils durch unbewuBte oder nur gefUhlte 
Dbereinstimmung zu weiteren ErgebniBen, zu festeren Gestaltungen des wirt
schaftlichen und sozialen Lebens fillrren." ("Zur Methodologie", p. 249). 

46 In spite of his stress on the positivistic research style penetrated peculiar 
ethical elements still everywhere of Schmoller's works. B. PRIDDAT's Der 
ethische Ton der Allokation, Baden-Baden (Nomos) 1991 maintained its 
Aristotelian origin and regarded Menger as the break-through for this tradi
tion. 
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sharpest deduction from the economical egoism. Results of such deduction 
are, admitted that they are formally correct, are incompatible with reality."47 
In the next year, Bl1hm-Bawerk, Menger's pupil and co-founder of the Aus
trian School, rebutted Brentano that the Classic School should be blamed not 
by the charge of their "egoism" but their theoretical failure of the labor value 
theory. In other words, Bl1hm argued the "clear economic man" as the indis
pensable assumption for any economic theorizing.48 

Brentano stayed in Vienna only one year. After his move to Leipzig a ge
ographical division of the two schools seemed to have been established. The 
true cross-over of both schools was first performed by a young historical 
economist, Max Weber, around the turn of the century.49 Max Weber is 
nowadays known as a sociologist, but by a look of his career before his leave 

47 "Die Beschreibung selbst der bescheidensten wirtschaftlichen Erscheinun
gen, die genau ist, muB fill den empirischen National5konomen einen gr5Be
ren wissenschaftlichen Wert haben als die scharfsinnigste Deduktion aus dem 
wirtschaftlichen Egoismus, deren Ergebnisse trotz aller formalen Folgerich
tigkeit mit den Tatsachen im Widerspruch stehen." (LUJo BRENTANO: "Die 
klassische Nationa15konomie", in: BRENTANO: Der wirtschaftende Mensch in 
der Geschichte, Leipzig (Meiner) 1923, p. 3lf.). 

48 EUGEN VON BOHM-BAWERK: "Die klassische Nationalokonomie", in: Gesam
melte Schriften, ed. by F. X. WeiB, Bd. 1, Leipzig (H51der-Pichler-Tempsky) 
1924, S. 149-156. 

49 In the preparation period of this paper I read KEITII TRIBE's Strategies of Eco
nomic Order, Cambridge (Cambridge University Press) 1995, whose chap. 4, 
"Historical Economics, the Methodenstreit, and the economics of Max We
ber" covered similar themes with this paper. Tribe's view of the nineteenth 
century German economics that it developed through this century without 
sharp disjunction is valuable. However, his denial of the Austrian orientation 
of Max Weber seems to me rather one-sided, because it was the transplanta
tion of Menger's individualism in different soil that turned to be very fruitful. 
On the theme of Max Weber and economics see also, Yuzo DEGucm: "The 
economic theory conceived by Max Weber", The Kyoto University Economic 
Review, 27 (1), April 1957, WIUIELM HENNIS: "'A Science of Man'. Max We
ber and the Political Economy of the German Historical School", MANFRED 
SCHON: "Gustav Schmoller and Max Weber", both in: W. J. MOMMSEN, J. 
OSTERHAMMEL (Eds.): Max Weber and his Contemporaries, London (Allen and 
Unwin) 1987, W. HENNIS: "The pitiless, sobrity of Judgement: Max Weber 
between Carl Menger and Gustav von Schmoller in the academic politics of 
value freedom", History of the Human Sciences, 4, 1991. 
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from lecture halls due to illness, we find in him an enthusiastic reformer of 
research and teaching of economics in the two universities he had belonged. It 
was confined not only to the institutional structure of the economics in the 
university teaching, but also to the contents of teachings. The editor of the 
Max Weber's Collected Works provided us with an observation from a stu
dent of some socialistic tendency: 

... the mentioned professor Weber, who might be known to you from 
the national-social party, was invited in the last term from Freiburg to 
occupy the chair of Knies, the primus of the Historical School. Fairly 
great expectation was set on him by some groups for the young power 
he had concealed in gray. What kind of spirit this child kept was 
shown from the first lecture. After saying some radical words he pre
sented himself out of the chrysalis now as the fighter of the Austrian 
school who wished to import the system of Bllhm-Bawerk and Menger 
to Germany. Regrettably our professor was not content with this mod
erate role of the supporter. He wanted to be also a Marx-critic . ... 50 

This report corresponds to Weber's syllabus of the course of "General 
(theoretical) Economics" of 1898. According to this syllabus51 , Weber first 
talked on the tasks and methods of theoretical economics ("Einleitung: 1. 
Aufgabe und Methoden der theoretischen Nationalllkonomie") referring the 
literature which included those of the 1883/84 dispute and entered the theoret
ical presentation of basic concepts of economics. This part of the course is 
composed as following: 

5 0 "Der erwiihnte Professor Weber, der Thnen wohl von der nationalsozialen Par
tei her bekannt sein dilrfte, wurde im vergangenen Semester aus Freiburg hier
her berufen, urn den Platz von Knies, einer der Koryphllren der historischen 
Schule, einzunehmen. Von gewisser Seite wurden groBe Erwartungen auf ihn, 
als auf eine jilngere Kraft gesetzt, die er indessen grausam getliuscht hat. 
Schon die ersten Vorlesungen zeigten, wes Geistes Kind er sei. Nach einigem 
radikalen Wortklingel entpuppte er sich gar bald als Vorfechter der osterrei
chischen Schule, der es untemommen, die Systeme einer Lehrmeister Bohm
Bawerk und Menger nach Deutschland zu importieren. Leider begnilgt sich 
unser Professor nicht mit dieser seiner bescheidenen Vorfechterrolle. Er will 
auch Marx-Kritiker sein .... " (Aus: Der Sozialistische Student, 2. Jg. 1898 
Nr. 9, vom 21. Jan.). MAx WEBER: Gesamt Ausgabe, Bd. 1/4, hrg. v. Wolf
gang J. Mommsen, 1993, p. 45n. 

51 MAX WEBER: GrundrifJ zu den Vorlesungen aber allgemeine (UtheoretischeU) 
Nationalokonomie: (1898), Tilbingen (Mohr) 1990. 
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I. Book. Basic concepts of the Political Economy 
§ 2. Economy and its elementary phenomena 

1. Concept of economy 
2. So-called "economicity" principle and theoretical construction 

of economy 
3. Economic needs 
4. Economic goods 
5. Classification of goods 
6. Economic value 
7. Scale of value and imputation of value 
8. Elements of economy 

a) production and factors of production 
b) economic exchange 

§ 3. National economy and its elementary phenomena 
1. Concept of national economy (Exchange economy) 
2. Problems of scientific recognition of national economy 
3. Elementary phenomena of national economy 

1) Autonomy of the possession and exchange of goods 
(freedom and property) 

2) Value in national economy 
a) Determination of price 
b) Money and monetary price 
c) Exchange value 

Appendix: Criticism of the value theory of classical school 
and socialism 

3) Production in national economy 
a) Regulating principle 
b) Division of labor 
c) Means of production: a Material goods - ~ Labor 
d) Enterprise 

4) Wealth and income 
5) Credit52 

52 "I. Buch. Die begrifflichen Grundlagen der Volkswirtschaftslehre 
§ 2. Die Wirtschaft und ihre elementaren Erscheinungen. 

1. Begriff der Wirtschaft; 
2. Das sogennante "wirtschaftliche" Prinzip und die theoretische 

Konstruktion der Wirtschaft 
3. Die wirtschaftlichen Bediirfnisse 
4. Die "Guter" 
5. Die wirtschaftlichen Guter 
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Judging from the modem eyes, of course, this lecture retains still the tra
ditional style of German economics that begins with the discussion of the 
concepts of needs and goods. It is also conspicuous that Weber used such 
terms as "economic action" (wirtschaften), "provision in advance" (Vorsorge), 
"services of use" (Nutzleistungen), "marginal utility" (Grenznutz), "imputa
tion" (Zurechnung), etc., which easily reminds us of Menger, BOhm-Bawerk 
and Wieser. Surely, Weber was enormously influenced by Austrians in this 
part, although it seems that he had to work out the theory of production and 
the credit based on some literature. 

What is more interesting in this lecture is that Weber's several conclu
sions from the "debate on the methods" are incorporated in it. 

The first is the limitation of the "abstract theory" which he called atten
tion in his reception of the Austrian theory. This limitation is twofold, on 
one side historical and on the other side logical: 

6. Giiterkategorien 
7. Der wirtschaftliche Wert 
8 . Das WertmaB und die Wertzurechnung 
9 . Die Elemente der Wirtschaft: 

a) die Produktion und die Produktionsfaktoren 
b) der llkonomische Tausch. 

§ 3. Die Volkswirtschaft und ihre elementaren Erscheinungen. 
1. Begriff der Volkswirtschaft (Verkehrswirtschaft) 
2. Probleme der wissenschaftliche Betrachtung der Volkswirtschaft 
3. Elementare Erscheinungen der Volkswirtschaft: 

1) Die Autonomie des Giiterbesitzes und Giiterverkehrs (Freiheit und 
Eigentum) 

2) Der Wert in der Volkswirtschaft: 
a) Preisbildung 
b) Geld und Geldpreis 
c) der Verkehrswert Anhang: Kritik der Wert-Theorien der 

klassischen Schule und des Sozialismus 
3) Die Produktion in der Volkswirtschaft 

a) das regulierende Prinzip 
b) die Arbeitsteilung 

c) die Produktionsmittel: a. Die Sachgiiter, - ~. die Arbeit 
d) die Untemehmung 

4) Vermllgen und Einkommen 
5) Der Kredit" (GrundrifJ, pp. 7-8.) 
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Historical limitation: 

Economic behavior has been imposed on men and women through a 
thousands-years-Iong adjustment process. The degree of the planned 
economic behavior in its modern meaning was and is historically, ac
cording to the difference in race and - also in the modern western cul
ture - according to the difference in vocation, education, intelligence, 
and character of individuals very different It is developed totally or in
completely. The motivation that determines the behavior of individu
alsshould be grasped correspondingly. The abstract theory begins with 
the modern western type of men. It at flrst endeavors to know the 
most elementary phenomena in the life of economically civilized 
men.53 

Logical limitation: 

For this purpose the abstract theory presupposes a constructed "eco
nomic subject", in respect of which, by contrast to empirical men it 
a. ignores all those motives not speciflcally economic in nature; con

siders, that is among all those motives that influence empirical 
men, only those arising from the satisfaction of material needs and 
treats the remainder as not present; 

b. fabricates the presence of speciflc qualities in empirical men, when 
they are in fact either absent or only partially present, to wit 
u. complete insight into the prevailing situation - perfect economic 

knowledge; 
~. unfaltering selection of the most appropriate means for a given 

end - absolute "economic rationality"; 
y. exclusive devotion of one's own powers to the attainment of 

economic goods - unwearing economic endeavor. 

53 "Das wirtschaften ist dem Menschen durch einen jahrtausendlangen Anpas
sungsprozeB anerzogen. Das MaB des planvollen Wirtschaftens irn modernen 
Sinn war und ist historisch, nach Rasse und - auch innerhalb der modernen oc
cidentalen Culture - nach Beruf, Erziehung, Intellekt und Charakter der Indivi
duen sehr verschieden, durchweg aber unvollkommen entwickelt; demgemlill 
ist auch der das Handeln des Einzelnen bestirnmenden Triebfedern einnehmen; 
ein historisch und individuell hOchst wandelbar. Die abstrakte Theorie geht 
von dem modemen occidentalen Typus des Menschen und seines Wirtschaf
tens aus. Sie sucht zunachst die elementarsten Lebensphanomene ders wirt
schaftlich voll erzogenen Menschen zu ermitteln." (GrundrifJ, p. 29) 
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It therefore argues on the basis of unrealistic men, analogous to a 
mathematical ideal.54 

It is noteworthy that in making a logical limitation Weber actually re
peated Menger's position in the Untersuchungen and Weber's originality lay 
in his identification of this theory with modem occidental "economic man". 

The second is his rejection of the holistic concept of national economy. 
Here, too, Weber presented an "ideal type" of the market economy as the con
cept of the national economy and added its logical and historical limitations. 

The economic community in which these individual economies main
tain in mutual interdependency owns now the name of "national econ
omy." It is characterized: a) negatively, by the lack of the planned or
ganization for mutual provision of needs of individual economies, 
b) positively, by that the exchange of goods as mass phenomena -
circulation of goods functions as the substitute of such planned orga
nization and one leading will in regulating production, house-keeping, 
distribution and consumption of goods automatically.55 Neither the 

54 This is the translation by K. Tribe on p. 91 of his article mentioned in note 
49. The original follows: "Zu diesem Zweck legt sie [abstrakte Theorie ... YA
m] ein constituiertes 'Wirtschaftssubjekt' zu Grunde bezilglich des sen sie irn 
Gegensatz zum empirischen Menschen 
a. aIle nicht spezifisch wirtschaftlichen, d.h. der Vorsorge fi1r die materiel

len Bedilrfnisse entspringender Motive, welche auf den empirischen Men
schen EinfluB ilben. als nicht vorhanden behandelt, - ignoriert; 

b. bestirnmte. dem empirischen Menschen nicht oder unvollkommen anhaf
tende Qualitllten als vorhanden fmgiert. nllmlich: 
a) vollkommene Einsicht in die jeweilige Situation - wirtschaftliche AlI

wissenheit: 
~) ausnahmlose Ergreifung des filr den jeweiligen Zweck geeignetsten 

Mittels - absolute "Wirtschaftlichkeit"; 
'Y) vollkommene Verwendung der eignen Krilfte irn Dienste der wirt

schaftlichen Gilterversorgung - 'trllgheitslosen Erwerbsbetrieb'. 
Sis [Sie ... YAGI] argumentiert also an einen unrealistischen Menschen. ana
log einer mathematischen Idealfigur." (Grundrift. p. 30) 

55 "Die Wirtschaftsgemeinschaft. in welcher diese aufeinander angewiesenen 
Einzelwirtschaften demgemll.B stehen, trllgt heute den Namen "Volkswirt
schaft". Charakterisch ist ihr: a) negativ das Fehlen einer planvollen Organi
sation der gegenseitigen Bedarfsversorgung der Einzelwirtschaften, b) posi
tiv. daB als Ersatz dieser planvollen Organisation und eines leitenden Willens 
der Giltertausch als Massenerscheinung - Gilterverkehr - fungiert. welcher Pro-
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principle of private property nor that of economic freedom is totally 
and unexceptionaly introduced. However, its dominant position is the 
specific distinction of modem (not always every) exchange economy,
the "national economy" .56 

In his methodological reflection on Roscher and Knies, Weber's orienta
tion to the "dispute on Method" is salient. As Weber himself declared, Weber 
in this uncompleted article endeavored to show "how the elementary logico
methodological problems which were discussed in recent period in historical 
science and in our discipline [economics ... Vagi] in the beginning of the 
Historical School their validity had"57 Weber maintained that Roscher's his
torical method was by itself an amalgam of the contradictory elements of 
empiricism and the "emanation theory" of the organic whole. This is just 
Menger's charge on the Historical School that Schmoller had proudly re
jected. 

The problem of the "irrationality" in Knies was also the problem that an
noyed Menger and led him to the methodological reflections on his own the
ory. Knies maintained that it was the existence of "free human will" that 
gave to the society and history the uniqueness that could not be fully ex
plained by objective laws. The outcome of the freedom in action is the "un
accountability", which is, to Knies, namely the "human dignity". From this 
view Knies concluded that not exact "laws" but some sorts of resemblance or 
"analogies" only are compatible with the uniqueness of historical phenom
ena. 

Weber's answer was the opposite to Knies. To Weber the dignity of the 
"personality" (Pers5nlichkeit) of men lay not in the "irrationality" or "unac-

duktion, Haushalt, Yerteilung und Yerbrauch der GUter automatisch reguliert." 
(Grundrij3, p. 42) 

56 "Weder das Prinzip des Privateigentums noch dasjenige der wirtschaftlichen 
Freiheit sind voll und restlos durchgefUhrt, aber ihre beherrschende Stellung 
ist das speziflsche Merkmal der modernen (nicht notwendig jeder) Yerkehrs
wirtschaft, - der "Yolkswirtschaft"." (Grundrij3, p. 44) 

57 "Wie gewisse elementare logisch-methodische Probleme, welche irn letzten 
Menschenalter in der Geschichtswissenschaft und in unserer Fachdisziplin zur 
Erorterung standen, in den Anfiingen der historischen Nationalokonomie sich 
geltend machten". (MAX WEBER: "Roscher und Knies und die logischen Prob
lemen der historischen National1ikonomie", in: WEBER: Gesammelte Aufsiitze 
zur Wissenschaftslehre, 2. AI., 1951, TUbingen (Mohr) 1951 (hereafter 
GAzWL), S. 1. 
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countability" but in the active transformation of some ultimate "value" and 
the "significance" of life into purposeful and rational deed.58 This is the 
switch that the recognition of the "human free will" turned out to be the 
foundation of the rational economic theory: 

The 'freer', i.e., the more the decision of the actor is based on their 
own ground and guided by the examination which is not disturbed by 
the 'coercion' from outside or by irresistible 'affection', the more com
pletely would the motivation, ceteris paribus, be orderly put in the 
categories of 'means' and 'ends'; the more completely would the ratio
nal analysis of action or, where appropriate, its arrangement in the 
scheme of rational action succeed; the larger would therefore the role 
that the lawful knowledge - on the side of actors as well as on that of 
analyzing researchers - plays; the more >determined< would be the ac
tors in relation to the 'means'.59 

We have already seen that Menger changed the interpretation of his theory 
from that of causal relations to that of teleological relations. Though Max 
Weber did not know that Menger was willing to change the related passages 
in the Grund~tze along this direction and complained often over the psycho
logical bias of Menger's description, Weber's interpretation of the economic 
theory as the "explanation by the teleological scheme of rational action"6Q fit 
just Menger's revised interpretation. We can further argue that Max Weber 
later coined his concept of the "instrumental rationality" (ZweckrationaliUl.t) 
by the guide of the marginal utility theory. Because the attainment of the 
maximization of the utility by so allocating the scarce resources to various 
needs as to equalize their marginal utility has just the same structure of the 
higher level of rational behavior in which not only the selection of the means 

58 GAzWL, S. 132. 
59 "Je 'freier', d.h. je mehr auf Grund 'eigener', durch 'liuBeren' Zwang oder unwi

derstehliche 'Affekte' nicht getriibter 'Erwagungen', der 'EntschluB' des Han
delnden einsetzt, desto restloser ordnet sich die Motivation ceteris paribus 
den Kategorien 'Zweck' und 'Mittel' ein, desto vollkommener vermag also 
ihre rationale Analyse und gegebenfalls ihre Einordnung in ein Schema ratio
nalen Handelns zu gelingen, desto groBer aber ist infolgedessen auch die Rol
le, welche - beim Handelnden einerseits, beim analysierenden Forscher ander
seits - das nomologische Wissen spielt, desto 'determinierter' ist ersterer in 
bezug auf die 'Mittel'." (GAzWL, p. 132) 

60 "ein teleologisches Schema rationalen Handelns" (GAzWL, p. 131). 
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but also the selection of ends in each time is dealt of.61 If the action con
cerned should be freed from the limitation of the "economic" nature, namely 
the relatedness to the satisfaction of human needs by material goods, Men
ger's economic theory would tum to be a sociological theory. Of course, also 
in this case, still, the rational explanation is the construction of the "ideal 
type". 

Thus, Weber's methodological reflection around the tum of the century is 
to be considered as the extension of Menger's efforts after some interval. 
However, there is one assertion in Menger's Untersuchungen that Weber 
would not adopt That is the Mengerian view of the "exact understanding of 
the 'organic' origin of social structures."62 To answer this question we must 
fIrst take notice that the "organic" process contains the real time dimension 
that is not necessarily equipped in the value-price theory. Indeed it could be 
interpreted, as Menger maintained, in the same style of individualism. But in 
the time dimension the premise of perfect information and perfect ability does 
not hold and some hypothetical diffusion process must be introduced. This is 
the problem whether the exact direction of economics can keep the same ex
actness if it assimilates the evolutionary process. 

This question is related to Weber's concept of "social economics" which 
is an empirical science of concrete reality and not purely theoretical science. 
In Weber's view, the two German founders of "social economics" were Marx 
and Roscher. Both men were not "exact" theoreticians in Menger's sense but 
promoted the "investigation of the general cultural signifIcance of the social
economic structures of the human community and its historical forms of or
ganization."63 Weber's vision of the economic development was different 
from Menger's in that Weber would not consider economic aspect not in iso-

61 MyoId paper, "Economic Theory and home oeconomicus in C. Menger and 
M. Weber" (Japanese), OkayaT1Ul Daigaku Keizai Gakkai Zassi, 11 (1,4), 
1979-80, argued that Weber's theory of action is the generalization of 
Menger's theory of economic rationality. Weber's obligation to Menger was 
even higher than his respect to L. Brentano. See Weber's defense of Menger 
in his letter to L. Brentano, 29. May and 30. Oct, 1908 (MAx WEBER: Gesamt 
Ausgabe, 1I/5, 1990, pp. 578f, 688f.). 

62 This is the translation of "Wirklichkeitswissenschaft" by E. A. Shils and H. 
A. Finch. MAx WEBER: The Methodology of Social Sciences, trans. by E. A. 
Shils and H. A. Finch, Glencoe, m (The Free Press) 1949, p. 72. (GAzWL, p. 
170). 

63 WEBER: Methodology, p.67. (GAzWL, p. 165) 
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lation but under the mutual interaction with political and cultural elements of 
the society. I'll quote from the famous "Objectivity" article (1904): 

All the activities and situations constituting a historically given cul
ture affect the formation of the material wants, the mode of their satis
faction, the integration of interest-groups and the types of power 
which they exercise. They thereby affect the course of "economic de
velopment" and are accordingly "economically relevant" To the fact 
that our science imputes particular causes - be they economic or non
economic - to economic cultural phenomena, it seeks "historical" 
knowledge.64 

So, despite his full reception of Menger's criticism against the Histori
cism, Weber could still name himself as an heir of this school. Max Weber 
placed the abstract rational theory once more in the real world for heuristic 
purposes and discovered the problematic of the "rationalization" as the real 
historical process. This became the fundamental theme of Weber's later inves
tigations. 

Because the categories of 'ends' and 'means' condition the rationaliza
tion in their application to the empirical reality. Only from this 
ground such a [rational, Y.] construction becomes possible.65 

64 WEBER: Methodology, p.66. (GAzWL, p. 163) 
65 "Weil die Kategorien 'Zweck' und 'Mittel' bei ihrer Anwendung auf die em

pirische Wirklichkeit deren Rationalisierung, bedingen, deshalb und nur des
halb ist die Konstruktion solcher Schemata mliglich." (GAzWL, p. 131) 
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Chapter 11 

The 'Irrelevance' of Ethics for the 
Austrian School 

RAIMONDO CUBEDDU 

I. The Problem 
II. Menger 
III. Considerations on the Problem 

Raised by Menger 

I. The Problem 

In order to address the issue of the 'irrelevance' of ethics for the exponents 
of the Austrian School, I will base my arguments on the following con
tentions: only a subset of the participants' initial expectations are fulfilled 
through the temporary results of the process of catallactics, and since such re
sults are not determined by their initial motivations, ethical assessment of 
the latter is irrelevant for the purposes of understanding and explaining how 
this occurs. 

The theme of the position and specific ranking of ethics within the field 
of practical and theoretical social sciences is undoubtedly one of the major is
sues in the philosophy of social science to have raised attention in recent 
years, and indeed in earlier times as well. It is no coincidence that some polit
ical philosophers, e.g. Leo Strauss, have seen the freeing of politics and 
economy from the shackles of ethics -and more generally the process of au
tonomization of science- as leading to the birth of 'modernity'. Over the last 
decade or so, the theme of the relationship between ethics and the market has 
been taken up again by many authors, of divers political slant, and - partly 
due to the success of John Rawls' theories perhaps, but thoroughly mistak-
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enly, in my opinion- it has become one of the crucial themes of debate con
cerning the foundations of liberalism 1. 

The debate centering on this matter reflects the belief that the market sys
tem is an excellent tool for the production of wealth, but highly unsatisfac
tory for its distribution. According to one commonly held school of thought, 
since this disparity of distribution is regarded as despicable, the need arises to 
set up measures to ensure fair distribution of wealth, on the assumption that 
this represents a sort of moral obligation for political and economic activi
ties. In contrast, 'Austrian' liberalism considers the market not as an instru
ment exploited by politics in the attempt to achieve fair distribution of re
sources and individual opportunities, but rather as a system for the transmis
sion of information by means of prices, whereby the latter are held to reflect 
the degree of consumer enjoyment of goods and services. In such a perspec
tive, the market will not produce any injustice to be corrected, but only in
formation that is available to individuals, who are free -inasmuch as they are 
different by nature and knowledge- to make whichever use of it they wish, 
possibly even a mistaken use. 

In the eyes of the exponents of the Austrian School, therefore, any inter
vention on the market that aims to accomplish exogenous goals will be 
transformed into the insertion of false information into the system of catal
lactics. Such information is likely to affect the functioning of the market and 
eventually provoke its failure. In effect, the market is nothing other than the 
way in which a set of subjective demands and expectations of sundry inspira
tion are combined by means of the price-driven information system. Such 
demands and expectations produce an order which, in tum, acts as a reference 
point for the other individuals who, through the market, aim to satisfy fur
ther subjective demands and expectations. Market activity is therefore a con
ceptual framework of reference undergoing perpetual change, having the func-

1 Just to give one example, since the positions are complex and literature on 
this subject is virtually never-ending, N. P. BARRY: in On Classical Liberal
ism and Libertarianism, London (Macmillan) 1986, p. 7 (this work, among 
other things, gives a remarkably clear description of the theses of its main 
exponents), wonders whether the economic success of liberal systems in 
terms of prosperity "is said to be paid for in terms of a loss in morality pre
cisely because the mechanisms [ ... ] that drive the economic system are suc
cessful to the extent that they violate western moral orthodoxy", hence "a 
necessary contrast [ ... ] between 'commerce' and 'virtue'" characterizing the 
history of western political thought. 
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tion of providing infonnation as to whether subjective demands and expecta
tions can be fulfilled: that is to say, it is a system of criticism and imper
sonal evaluation whose outcome is that of retaining those demands and ex
pectations that are feasible without entailing any negative consequence for 
others, as well as those whose consequences seem to be compatible and ex
changeable with the other expectations. 

As such, market activities provide information that can be used at will 
and for whatever purposes desired by the individuals who participate in the 
market. To assert that the market is a tool designed for achieving goals differ
ent from this would mean endowing it with exogenous ends. However, by so 
doing, its main function, i.e. that of implementing a process of free discus
sion and impersonal criticism of the goals, would be lost. But it is precisely 
this process that results in the survival of only those goals that lead to the 
least number of negative consequences for the participants, and tends to re
ward the goals that have the greatest number of positive consequences for the 
participants. Therefore, it is a process of selection, which evaluates subjec
tive expectations not in relation to the position or the intentions of those 
who fonnulated them, but in relation to the extent to which they can favour 
the accomplishment of other subjective expectations. 

The problem of the ethical justification of social institutions is thus con
nected to the problem of the ethical justification of the state. In the tradition 
of classical liberalism there was no need for this type of justification, since 
the state was essentially a tool for guaranteeing individual rights. The shift to 
an interventionist and finalist conception of the state renders it necessary to 
search for a justification of such goals. However, there can be no exclusively 
political justification, for this would be tantamount to an attempt at justify
ing power. Hence the search, by the theorists of interventionism, for an ethi
cal justification of political and social institutions, and chiefly of the market, 
which substantially coincides with the search for an ethical justification of 
the extension of the authority of the state. This perspective is radically differ
ent from the traditional wariness of liberalism vis-a-vis the state. No longer 
is the state conceived as a tool for guaranteeing inalienable natural rights: 
rather it is seen as a tool for the accomplishment of ends that are non-natural, 
and, as such, need to be ethically justified. From the point of view of metho
dological individualism and of the theory of human action and political insti
tutions on which methodological individualism rests, it is undoubtedly a 
paradox that the state -an abstract construct, or ideal type- can be conceived 
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as having an ethical character and as the bearer and accomplisher of a 'public 
ethics' that is superior to that of individuals. 

Thus, in the opinion of the Austrian School exponents, the attempt to 
favour the ethical point of view in the analysis and evaluation of social insti
tutions seems to be linked to a finalist vision of such institutions. More 
generally, it seems to be connected to a concept of the state not as the guar
antor of the universality of the rules and results of catallactics, but as the 
promoter of the 'common welfare'. This implies state interventionism requir
ing a justification which is clearly different from and superior to that of the 
real outcomes of catallactics. 

In order to understand the origins of the 'Austrian' critique of the type of 
interventionism that is a blend of politics, economics and ethics, it is inter
esting to recall the approach adopted by Carl Menger in his Methodenstreit. 
Even the most inattentive reader of the works by the exponents of the Aus
trian School cannot fail to have been struck by the scanty importance they at
tributed to ethics. This contrasts starkly with other traditions of social sci
ences, which are even dermed as moral sciences.2 This is, in my opinion, one 
of the more striking illustrations of the difference between the Austrian 
School and other tendencies in the philosophy of social sciences. 

It has to be stated, at this point, that Menger's criticism of the 'so-called 
ethical approach to political economics' (Appendix IX) has not attracted a 
great deal of attention among scholars. Nevertheless, perhaps due to the fact 
that this Appendix marks the end of the Untersuchungen, Menger's critical 
stance reveals his intention to make radical innovations in the study of the 
phenomena of theoretical social sciences. Thus, it is worth noting that the 
peculiarity of the position he took up in the Methodenstreit (characterized by 
the contrast between Naturwissenschaften and Geisteswissenschaften) resided 
not so much in the distinction between the realistic-empirical orientation and 
the exact orientation (a distinction that remains within the debate on induc
tivism3), or in the classification and tripartition of science into historical, 

2 Except for F.A. VON HAYEK: The Fatal Conceit. The Error of Socialism, The 
Collected Workr of FA. von Hayek, vol. I, London (Routledge), 1988. 

3 See: K. MILFORD: inJroduzione to C. MENGER: Sui metodo delle scienze socia· 
Ii, Macerata (Liberilibri) 1996, pp. xxx-xxxvii; Italian trans. of C. MENGER: 
UnJersuchungen aber die Methode der Socialwissenschaften, und der Politi· 
sche Oekorwmie insbesondere, Leipzig (Duncker & Humblot) 1883; reprinted 
in Gesammelte Werke, edited by F. A. von Hayek, Tllbingen (I.C.B. Mohr 
[Paul Siebeck]) 1968-70, Bd. ll. 
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theoretical and practical sciences, but more importantly in the fact that he 
criticized the widespread feeling of an assumed privileged role of ethics in the 
evaluation of human action and social institutions. 

Furthermore, Menger did not only place some other kind of knowledge on 
the pedestal from which he had implicitly dislodged ethics, but he also held 
that ethical phenomena should be understood and evaluated on a scientific ba
sis, in just the same way as other phenomena that form the object of theoret
ical social sciences are understood and evaluated. In other words, he main
tained that ethics does not occupy a privileged position among theoretical and 
practical social sciences. As a consequence, it is not possible, he argued, to 
place the evaluations that ethics can legitimately express concerning events, 
actions and social institutions at the tip of a hypothetical and universally 
shared hierarchy of tools of judgement: for the results of catallactics may 
have nothing to do with the fact that the intentions or initial expectations -to 
which such results can be traced back following the method of causal attribu
tion, typical of methodological individualism- are either good or bad. Good 
intentions, as the old adage goes, do not always produce good results. 

Yet, in these reflections, Menger was far from suggesting that ethical mo
tivations of human action are irrelevant to an understanding of the birth of 
social institutions4. On the contrary, he held that the peculiar procedure 
through which institutions take shape -a sort of blend of 'genetic elements', 
'rigorous laws regulating the sequence of phenomena' , subjective knowledge 
(limited and fallible) of such laws (,natural-exact') by the agents, and subjec
tive judgement of the results of the process (based on the knowledge pos
sessed at that specific moment)- ends up by making any possible ethical mo
tivation to human action causally irrelevant. Based on such conditions and 
dynamics, the result of catallactics is then likely to be very different from the 

4 C. MENGER: in Die Irrthiimer des Historismus in der Deutschen Nationaloko
nomie, Wien (Alfred Holder) 1884; reprinted in: Gesammelte Werke, edited 
by F.A. von Hayek, Tllbingen (J.C.B. Mohr [Paul Siebeck)) 1968-70, Bd. Ill, 
p. 43, confirms that "together with history, the common experience of life 
(the knowledge of motives, goals, circumstances determining success and the 
successful results of individual economic activity) is likewise a necessary 
foundation of theoretical economics" [Uda? neben der Geschichte auch die ge
meine Lebenserfahrung (die Kenntniss der Motive, der Ziele, der den Erfolg 
bestimmenden Umstlinde und der Erfolge individualwirthschaftlicher Thatig
keit) eine nothwendige Grundlage der theoretischen Volkswirthschaftslehre 
sei"]. 
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outcome expected according to the agent's motivations and initial expecta
tions - except when specific conditions occur, as we will examine later on. 

The relationship between ethics, economics and politics will then have to 
be conceived and solved by viewing the task of theoretical social sciences as 
an attempt "to trace the unintended social repercussions of intentional human 
actions"S. And from this standpoint, discussion as to an ethical evaluation of 
economic or political processes does not seem to be of particular importance 
for the purposes of understanding those phenomena. Neither is it therefore of 
any greater relevance in endeavouring to change them should they entail a 
number of unexpected consequences greater than, or structurally different 
from, the number of expected consequences. Indeed, for Menger, order con
sists in progressively approaching the essence of social phenomena and the 
laws that regulate them; and the characteristic of such' exact natural laws' -as 
we will see- is that no exception is admitted. Thus the task of the science of 
economics is not to teach how to distinguish between needs and goods ac
cording to their goodness or ethicalness, but according to their naturalness 
and rationality. Order will then consist of progressive adaptation of one's be
haviour to those exact natural laws which regulate phenomena and their recip
rocal relations, whose characteristic is precisely that of admitting no excep
tions, that is to say no unexpected events. This is well described in the 
Grundsatze, where Menger does not connect the distinction between true 
goods and imaginary goods, or the hierarchy of the satisfaction of needs, to 
ethical considerations, asserting that: 

more deeply into the true constitution of things and of their own as a 
people attains higher levels of civilization, and as men penetrate na
ture, the number of true goods becomes constantly larger, and as can 
easily understood, the number of imaginary goods becomes progres
sively smaller6. 

5 K. R. POPPER: Conjectures and Refutations, London (Routledge & Kegan Paul) 
1963, reprinted in 1976, p. 342. As is well known, the theme of the uninten
tional consequences of intentional human actions has been the classical 
theme of the liberal individualist tradition since Mandeville, Ferguson. 
Hume, Smith and Menger. 

6 C. MENGER: GrundsiiJze der Volkswirthschaftslehre, Vienna (Wilhelm Brua
milller) 1871; reprinted in Gesammelte Werke, ed. by F. A. von Hayek, Til
bingen (J.C.B. Mohr [Paul Siebeck]) 1968-70, Bd. I, p. 4 (Eng!. nans. Prin-
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From another complementary point of view, if the process of catallactics 
is based on the market taken as a system of price-driven transmission of in
formation (which individuals may use as they wish 7), then it would be pos
sible to attribute priority to the ethical evaluation of this process and its re
sults only if the kind of ethical knowledge involved were superior to that of 
catallactics. This would occur if ethical knowledge were capable of leading 
the process towards the expected results without producing unexpected out
comes. This, in its turn, would also mean that ethical rules are distinguished 
in their origin and mode of formation from other kinds of rules; furthermore, 
it would in any case mean grounding ethical knowledge on something other 
than human knowledge, with all the hermeneutical problems that this entails. 

II. Menger 

In the Untersuchungen, by criticizing the theory of an organicistic origin 
and the thesis of a pragmatic origin of social institutions, Menger focused on 
the fact that the most important among these -language, religion, law, the 
State, markets, competition, money, prices, etc., which still "serve the com
mon welfare and are o/utmost importance/or its development"- have arisen 
"without a common will directed towards their /oundation"s. In this context, 
Menger did not mention ethics -even though the reference to religion is 

ciples of Ecorwmics, Glencoe [Free Press] 1950; reprinted New York, London 
[New York University Press] 1976, p. 53). 

7 Here we can say we are dealing with an application of the assumption made by 
Hayek's philosophy of social science, according to which "an order arising 
from the separate decisions of many individuals on the basis of different in
formation cannot be determined by a common scale of the relative impor
tance of different ends. This brings us close to the issue of marginal utility 
[ ... ] Freedom involves freedom to be different", see F. A. VON HAYEK: The Fa
tal Conceit,loc. cit., p. 79. 

8 C. MENGER: Untersuchungen, loco cit., pp. 163-65 (English transl., Prob
lems of Economics and Sociology, Urbana (University of Illinois Press) 
1963; reprinted as Investigations into the Method of the Social Sciences 
with Special reference to Ecorwmics, New York - London (New York Univer
sity Press) 1985, pp. 146-48). 
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rather important and significant-, but he did broach the question of ethical 
phenomena in the fourth chapter of the first book, where he wrote that their 
comprehension cannot be distinguished from that of the other phenomena 
constituting the field of the problems of theoretical social sciences 

the nature of this exact orientation of theoretical research in the realm 
of ethical phenomena, however, consists in the fact that we reduce 
[zuruckjuhren] human phenomena to their most original and simplest 
constitutive factors. We join to the latter the measure corresponding to 
their nature, and finally try to investigate the laws by which more 
complicated human phenomena are formed from those simplest ele
ments, thought of in their isolation9 

The last and final Appendix to the Untersuchungen is dedicated -as we 
have already said- to a critique of the 'so-called ethical approach to political 
economy'. Menger's position on this matter is clearly expressed by his asser
tion that an ethical approach to theoretical economics is 

a vague postulate of research devoid of any deeper content. A similar 
vagueness underlies the so-called 'ethic orientation' in respect to the 
practical economic sciences lO• 

Certainly, it is unthinkable that this is to be taken as an implicit denial 
of the possibility of pronouncing value judgements on individual ends and 
social institutions. Menger, distancing himself from the Historical School of 
Law and alluding to the famous work by Friedrich Carl von Savignyll, 
stated: 

but never, and this is the essential point in the matter under review, 
may science dispense with testing for their suitability those institu
tions which have come about 'organically'. It must, when careful in
vestigation so requires, change and better them according to the mea
sure of scientific insight and the practical experience at hand. No era 
may renounce this 'calling'12. 

Taking into account the fact that, according to Menger, the goal of 'theo
retical-exact science' is the elaboration of 'rigorous laws' -that is to say, the 

9 Ibid., p. 43 (Eng!. trans. p. 62). 
10 Ibid., p. 290 (Eng!. trans. p. 236). 
11 F. C. VON SA VIGNY: Yom Beru! unserer Zeit fLiT Gesetzgebung uTld Rechtswis

senschaft, Heidelberg (Mohr und Zimmer) 1814. 
12 C. MENGER: Untersuchungen, loco cit .. p. 287 (Engl. trans. p. 234). 
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elaboration of "laws of phenomena which are not only absolute, but accord
ing to our laws of thinking simply cannot be thought of in any other way 
but as absolute"-, the task of theoretical science is identified as the attempt at 
attaining the discovery of "exact laws, the so-called 'laws of nature' of phe
nomena,,13. It should therefore be clear that the assumption that social insti
tutions are the unintended result of the naturally limited knowledge of 'exact 
laws' by individuals -that is to say, a largely unexpected consequence of the 
results of individual actions aiming at satisfaction of subjective needs, and 
thus a consequence of the subjective value that individuals attribute to goods
does not imply that it is impossible to express an evaluation of how these 
needs are satisfied and the social outcomes of such modes of satisfaction. It 
only means that evaluation of intentions cannot be separated from the evalua
tion of results, and that both intentions and results should be evaluated in the 
light of a knowledge of 'exact natural laws' and their unintended and unwel
come consequences. 

The ascertainment that the main institutions of associative life ("lan
guage, religion, law, even the State itself, [ ... ] money, markets, [ ... ] the 
prices of goods, interest rates, ground rents, wages, and a thousand other phe
nomena of social life in general and of economy in particular exhibit exactly 
the same peculiarity") are "to no small extent the unintended result of social 
development" leads Menger to claim that: 

the solution of the most important problems of the theoretical social 
sciences in general and of theoretical economics in particular is thus 
closely connected with the question of theoretically understanding the 
origin and change of 'organically' created social structures14. 

13 Ibid., p. 42 (Eng!. trans. p. 61. 
14 Ibid., pp. 163-65 (Eng!. trans. pp. 146-47). Menger often uses the expres

sion 'common welfare' [Gemeinwohl), but he is referring to the birth of insti
tutions (law, language, money, religion, etc.: "in the case of money, we are 
met with a social structure which in the most outstanding sense benefits the 
common welfare [Gemeinwohl]. Indeed, it really conditions it and yet does 
not appear as the result of a will of society directed toward this", see ibid., p. 
270 [Eng!. trans. p. 223]); such a concept does not therefore refer to a com
mon welfare, but rather to common instruments. It is then used in a meaning 
that is not unlike the one used by Oakeshott. The above mentioned example 
has been taken from Appendix vm, where is treated the 'organic' origin of 
law and the exact understanding thereof. 
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And consequently, that 

every theory, of whatever kind it may be and whatever degree of strict
ness of knowledge it may strive for, has primarily the task of teaching 
us to understand the concrete phenomena of the real world as exempli
fication of a certain regularity in the succession of phenomena; i.e., 
genetically [ ... ] This genetic element is inseparable from the idea of 
theoretical sciences15. 

After rejecting the thesis by Bruno Hildebrand, C.W. Ch. Schiltz, K. 
Dietzel, J. Kautz and by the "majority of the historical economists of Ger
many", according to which the tasks of economics can be associated to the 
tasks of ethics, Menger observed that "we cannot rationally speak: of an ethi
cal orientation of theoretical economics". He also held that this would mean 
confusing two kinds of investigations of the real world that are legitimate but 
different. Therefore, by attributing to 'exact economics' the task of studying 
"the economic aspect of national life", he not only rejected the idea of an 
'ethical approach' in theoretical economic science, but also maintained that 
such an approach cannot even be countenanced among practical economic sci
ences. Discarding the trivial observation that all economic activity is subject 
to moral as well as juridical and customary rules. he argued that this approach 
would have to be viewed as an assertion of the necessity of submitting eco
nomics to ethical considerations: effectively a moral treatment of economic 
activity or "to unite the tasks of ethics and economics". Consequently, 

the requirement of an ethical orientation of exact economics could 
only mean that this science must render to us exact understanding not 
only simply of economic phenomena but of those influenced by ethi
cal tendencies or even of those conformable to the demands of ethics. 

And this, to his eyes, "contradicts the nature of the exact orientation of the
oretical research"16, and is just as unacceptable as the position held by those 
who believe an ethical approach to theoretical economics consists "in 
considering the phenomena of national economy from the point of view of 
morality", that is to say expressing "a moral judgement on single phenomena 
of national economy" 17. 

15 Ibid .• p. 88 (Eng!. trans. p. 94). 
16 Ibid .• pp. 288-89 (Eng!. trans. pp. 235-36). 
17 Ibid .• p. 289n. (Eng!. trans. p. 236n.). 
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Menger did not exclude the possibility of imagining a "justified orienta
tion of the desire for knowledge which establishes the relationship betweeen 
law, morals, etc., on the one hand and economy on the other, or between 
ethich and economics. But the notion of an ethical orientation of economics 
has no greater justification than, for istance, that of an economic orientation 
of ethics"lS. Moreover, he did not exclude the possibility that many eco
nomic phenomena (real prices of goods, real land rents, real interest on capi
tal) "are in any case not only the result of specifically economic propensities, 
but also of ethical ones"19. Nor did he exclude that all kinds of practical ac
tivity (politics, pedagogy, therapy, technology and war) and "human endeav
ors" are "under the moral code". Yet, he maintained that the supporters of an 
ethical approach to economics did not intend to make such a statement, but 
to assert the superiority of an ethical judgement over economic phenomena. 
By so doing, however, this would result 

on the one hand in a failure to recognize the nature and peculiar prob
lems of the theoretical and the practical sciences of national economy. 
On the other hand, it is rooted in the underestimation of the economic 
aspects of national life in realtion to other more highly esteemed as
pects [ ... ] As if the worth of a science were dependent on its object 
[ ... ] The desire for an ethical orientation of our science is in part a 
residue of a philosophy that comes from antiquity, and, in a different 
sense, of medieval-ascetic philosophy. In good part, however, it is a 
lamentable crutch for scientific insufficiency [ ... ] of those who show 
insufficient ability for the solution of the problems of their science to 
want to get satisfactory solutions in their own field of research by 
briging in the results of other sciences and utilizing them mechani
cally20". 

Menger thus broke with the tradition that had subjected economics to 
ethics and, since he did not distinguish the process of formation of ethical 
rules from that of the other social institutions, he implicitly stated that the 
rules of ethics are themselves also the involuntary product of human action. 
In other words, as Hayek was to specify later, it is a group of rules that have 
formed as the unintended consequence of a process of cultural selection and 
imitation of types of behaviour that have prevailed on account of the reduced 

18 Ibid., p. 291 (Eng!. trans. p. 237). 
19 Ibid., p. 69 (Eng!. trans. p. 80). 
20 Ibid., pp. 290-91 (Eng!. trans. p. 237). 
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number of unexpected consequences. Thus, the re-iteration of the importance 
that ethical motivations have as regards human action becomes linked to re
jection of the thesis stating that ethics is a privileged point of view for an 
evaluation and judgement of human actions and social institutions. For even 
if an ethical evaluation were expressed on goods, 

an ever so 'untrue' or 'immoral' item of goods is subject to the eco
nomic laws of value, of price, etc., and is thus from the economic 
standpoint an 'item of goods' whose value, price, etc., must be inter
preted theoretically just as well as the value or price of goods serving 
the highest purposes. Or should an 'etical' theory of national economy 
perhaps reject in principle the interpretation of economic phenomena 
to be observed in connection with goods which serve immoral pur
poses? Is it to limit itself to the theoretical interpretation of that part 
of economic phenomena which are in harmony with the principles of 
ethics or a certain ethical orientation? What science, then, would have 
the task of giving us theoretical understanding of the laws of 'not true' 
goods, or of the 'not ethical' phenomena of national economy?21 . 

When he stated that social institutions and religion itself did not derive 
from a collective will directed towards their creation, Menger laid the basis 
for the subsequent positions of the exponents of the Austrian School in this 
scientific field22. Ludwig von Mises and Hayek, for instance, sometimes 
even from different positions, insisted that ethics could not be considered as a 
privileged point of view for the evaluation of individual actions and social 
policy23. For in order to evaluate either of the latter, one cannot avoid taking 
their results into consideration. 

It seems to be possible, therefore, to express an evaluation of 'organical
ly' derived social institutions on the basis of a 'scientific vision' (knowledge 
of 'exact natural laws') and the available practical experience (unintended con
sequences). Social institutions are in fact the unintended result of the way in-

21 Ibid., p. 289n. (Engl. trans. p. 236n.). 
22 For instance, this sentence of Menger's "how can it be that institutions 

which serve the common welfare and are extremely significant for its devel
opment come into being without a common will directed towards establish
ing them?" is quoted as a motto in: F.A. von HAYEK: The Fatal Conceit, cit 

23 Many of their works are imbued with such a conviction, even though not al
ways explicitly. The most evident case is F. A. VON HAYEK: The Mirage of 
Social Justice, II vol. of Law, Legislation and Liberty, London (Routledge & 
Kegan Paul) 1976, rev. edited in 1982. 
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dividuals interpret 'exact laws' with a view to the satisfaction of their subjec
tive results and the realization of subjective goals. 

It could thus be stated that the task of scientific knowledge (exact re
search) in the field of theoretical social sciences is that of ensuring that social 
institutions conform to the "typical relationships, the laws of phenomena": 
efforts must be directed towards "the determination of regularities in the rela
tionships of phenomena which are guaranteed to be absolute and as such to 
be complete", but there must be total awareness that they will never be fully 
known by the human mind. Further, the object of scientific knowledge is the 
relationship among these laws concerning "strict types and typical relation
ships (exact laws) of phenomena [ ... ], not only in respect to their nature, but 
also to their measure". In other words, scientific knowledge is concerned with 
tailoring to such 'absolute regularities', "how more complicated phenomena 
develop from the simplest, in part even un empirical elements of the real 
world in their (likewise unempirical) isolation from all other influences, with 
constant consideration of exact (likewise ideal!) measure,,24. This occurs 
when concrete phenomena are compared to the "typical relationships of phe
nomena". Consequently, 

without the knowledge of empirical forms we would not be able to 
comprend the myriads of phenomena surrounding us, nor to classify 
them in our minds; it is the presupposition for a more comprehensive 
cognition of the real world. Without cognition of the typical relation
ships we would be deprived not only of a deeper understanding of the 
real world [ ... J. but also, as may be easly seen, of all cognition ex
tending beyond immediate observation, Le., of any prediction and con
trol of things. All human prediction and, indirectly, all arbitrary shap
ing of things is conditioned by that knowledge [ ... ]25. 

Any attempt to predict the results of an action and to dominate them 
therefore seems to be connected to the degree of knowledge of the 'genetic' 
connection of the "typical relationships of phenomena". The more restricted 
the knowledge, the greater the number of unintended consequences that will 
ensue. Menger eventually ended up characterizing theoretical activity in the 
field of social sciences as a continuous work of elimination of those solu
tions to problems that will bring with them a higher number of unintended 
consequences. The quantity of unintended consequences is therefore indirectly 

24 C. MENGER: Untersuchungen, loco cit., pp. 41-42 (Eng!. trans. pp. 61-62). 
25 Ibid., p. 5 (Engl. trans. p. 36). 
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proportional to the exactness of the knowledge of the 'exact laws' which reg
ulate that succession of phenomena. It could thus be said that 'exact laws' are 
those that, if fully applied, do not produce unintended consequences. 

In effect the ethical approach to economics provides no help for an under
standing of phenomena and social institutions that have arisen in a 'unin
tended' manner. There would be no point, in fact, in awarding the ethical 
evaluation of goods and needs, and therefore individual actions and social in
stitutions, a privileged position as compared to other types of scientific 
knowledge. Moreover, even within the field of the institutions that have 
arisen in a 'pragmatic' manner (that is to say, in the case of institutions 
specifically directed towards achievement of a goal), evaluation takes on the 
connotation of an adaptation of the means to the goal: 

we interpret these phenomena pragmatically by investigating the aims 
which in the concrete case have guided the social unions, or their 
rulers, in the estabilishment and advancement of the social phenomena 
under discussion here. We investigate the aids which have been at their 
disposal in this case, the obstacles which have worked against the cre
ation and development of those social structures, the way and manner 
in which the available aids were used for establishing them. We fulfill 
this task so much the more perfectly the more we examine the ulti
mate real aims of the active subjects on the one hand, and the most 
original means which they had at their command on the other, and the 
more we come to understand the social phenomena referring back to a 
pragmatic origin as links in a chain of regulations for the realization 
of the above aims. 

Hence, there follows what Menger defined as "the historical-pragmatic crit
icism" of social phenomena, which consists in verifying in each concrete 
case 

the real aims of the social unions or of their rulers by the needs of the 
social unions in question, when we test the application of the aids to 
social action, on the other hand, by the limitations of success (the 
fullest satisfaction possible of the social needs)26. 

It is important to point out that in the case of this kind of institutions 
and their goals Menger did not even mention a criterion for an ethical evalua
tion: instead he took the discussion back to the theme of the naturalness of 

26 Ibid., pp. 162-63 (Engl. trans. pp. 145-46). 
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needs without expressing any ethical evaluation, as in the theory of goods 
and needs. 

If we then were to try to look for a possible ranking of ethics within the 
framework of the distinction between historical. theoretical and practical sci
ences, we would be disappointed once again. Here, in fact. when he treated 
"practical sciences or arts", Menger only wrote that they teach how 

to determine the basic principles by which. according to the diversity 
of conditions, efforts of a defmite kind can be most suitably pursued. 
They teach us what the conditions are supposed to be for defmite hu
man aims to be achieved27. 

Yet, Menger did not mention -either here or in Appendixes III and IV, 
where he again took up the distinction- the possibility of an ethical evalua
tion of goals. However, this should not be taken as the impossibility of per
forming such an evaluation, but rather as an assertion of the fact that, even in 
the field of practical sciences, the imputation criteria are not different 

What has been said up to this point seems to be an exemplification in the 
wider context of social sciences of the origins of the position of the Austrian 
School, according to which the most important element for a thorough com
prehension of the phenomena of theoretical social sciences does not consist 
in an evaluation of the results of individual and collective actions in the light 
of their original intentions, but rather their evaluation in the light of their 
social consequences. The so-called unintended consequences are such that, 
from the point of view of social science, it is not very meaningful to evalu
ate a result by starting from the intentions. At the base of the Austrian the-

27 Ibid., pp. 7-8 (Engl. trans. p. 38). On pages 8-9 (Engl. trans. pp. 38-39) 
Menger distinguishes sciences into: "the historical sciences (history) and 
statistics of economy. which have the task of investigating and describing 
the individual nature and the individual connection of economic phenomena; 
second, theoretical economics. with the task of investigating and describing 
their general nature and general connection (their laws); finally, third. the 
practical sciences of national economy, with the task of investigating and 
describing the basic principles for suitable action (adapted to the variety of 
conditions) in the field of national economy (economic policy and the sci
ence of finance)". On the theme of the classification of sciences, see also C. 
MENGER (1889) "Grundzilge einer Klassifikation der Wirtschaftswissenschaf
ten", lahrbacher far NationalOkonomie und Statistik, 19 (1889); reprinted in: 
Gesammelte Werke, edited by F. A. von Hayek, Tilbingen (lC.B. Mohr [Paul 
Siebeck]) 1968-70, Bd. III, pp. 199ff. 
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ory there lies the assumption that a variety of voluntary motivations and ca
sual circumstances contribute to the production of a social event. Therefore, 
it would be impossible to reduce and evaluate this process in the light of 
only one of the possible initial motivations. For such a process could be 
dramatically distorted by the occurrence of other concomitant circumstances 
and by the fact that the evaluation of outcomes -whether expected or unex
pected-largely depends on the subjects who are, even involuntarily, subjected 
to the consequences and the new situations produced. 

These involuntary results of human actions, which for the most disparate 
reasons strive to achieve subjective goals, do not necessarily give rise, in 
their turn, to an order, that is to say, a reference point the individuals consider 
as a yardstick in their attempts at achieving subjective goals. Consequently, 
the problem is not that the motivations to action (as well as the order) are ei
ther good or despicable, but that the result may constitute an effective refer
ence point allowing agents to foresee the feasibility and the possible out
comes of individual and collective actions. An ethical evaluation of the inten
tions and results of an action can undoubtedly be expressed, but this does not 
mean that there is a causal natural-deterministic or mechanicistic relation be
tween good intentions and good results. And this is so because there is a 
moment between intention and result when other individuals express an eval
uation of that particular intention based on their own subjective values, inter
ests and knowledge; moreover, in so doing, they base their evaluation on the 
assessment of the possible consequences of that action in relation to their 
own values, interests, etc. In other words, a social outcome is not the result 
of a single will, but the result of a number of wills and of their acting con
currently (catallactics). In the formation of an order, the casual elements can
not be excluded. Yet, this does not mean that the whole process is casual. 

The process of formation of an order in ethical rules is therefore not dif
ferent from the formation of social institutions. Moreover, beyond a consid
eration of ethics as the practical or secular side of a religious system (that is 
to say, of a system considering ethics as the worldly side of revelation), the 
formation of a system of ethical rules cannot be separated from considerations 
regarding its effectiveness. 
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III. Considerations on the Problem Raised by Menger 

Menger's position thus appears as an extension to social science as a 
whole of the basic assumption that value is not so much determined by the 
will of the producer of a given good, or by the set of material circumstances 
concurring to bring about its production, but rather by the judgement con
sumers express on the good itself. 

But the fact that a socially good result does not derive from the goodness 
of initial motivations does not mean that ethics has lost its traditional role as 
a guide for human behaviour. Like the other social institutions discussed ear
lier, ethics itself can be interpreted as a set of behavioural rules aiming at a 
reduction of the number of unwelcome or unintended consequences which en
sue from intentional action due to the limitations and fallibility of human 
knowledge. From this point of view, ethics retains its importance within so
cial science, even if it is not the only criterion, or even the most important 
one, for an evaluation of action and its results. What becomes really impor
tant are not individual motivations, but rather social outcomes. The parallel 
with the theory of subjective values is evident. While in classical economics 
the value of a good depends on work and production factors, here it depends 
on the consumers' judgement. The Austrians placed little emphasis on the 
problem of ethics not only because they rejected the theory of the value
labour, but also because they were not utilitarians. 

From another point of view, ethical rules do not differ from the rules of 
law, as they both aim at reducing those consequences that are unexpected, and 
usually unpleasant, for other individuals. In fact, they both constitute an or
ganic set of rules that individuals cannot ignore if they wish to obtain certain 
results. Such rules are the product of a selection of behaviours tending to 
achieve predictability of the results of actions carried out by individuals who 
possess the freedom to choose among the various possibilities that can im
prove their condition. Each individual, on the basis of his own knowledge, 
chooses that which, in his opinion, allows him to accomplish his goal with 
the smallest foreseeable number of unexpected consequences. 

Each individual action aiming at the accomplishment of a goal must 
therefore take into consideration the way that particular goal will affect oth
ers. The individual will tend to avoid those types of behaviour which he 
thinks are likely to jeopardize accomplishment of his goals. This is true in 
the field of ethics, just as in the fields of language, law, economics, etc. 
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By the light of these considerations, it may be useful to divide the prob
lem of the relationship between ethics and economics into three distinct 
parts. The first regards the possibility of subjecting the economic sphere to 
the ethical sphere, or the ethical sphere to a logic of economic efficiency. The 
second regards the theoretical and practical relations between the ethical and 
the economic sphere. The third regards the problem of the relevance of ethical 
motivations in economic choices28. 

I will try to defend the thesis that, in the first case, what we are dealing 
with is a mistaken approach to the problem and, in the third case, we are 
dealing with an assertion that is easy to share inasmuch it is totally trivial29. 

Therefore, it is perhaps useful to start from the second, that is to say from 
the statement -again trivial, one might say- that every human action has a 
number of unintended consequences which, regardless of the initial motiva
tions of each action, can be perceived and evaluated in different ways by those 
who are subjected to its consequences. To give an example, an action per
formed on the basis of widespread and commonly shared ethical motivations 
can nevertheless have consequences that may be considered as unfair by those 
who suffer them. 

Taking Menger's thesis as a starting point, one may wonder whether the 
contraposition between the market and ethics is not actually a false opposi
tion, due to the fact that it presupposes that the market -taken as the impor-

28 The terms of this problem have been clearly explained by P. KOSLOWSKI in: 
Prinzipien der Ethischen Olwnomie. Grundlegung der Wirtschaftsethik, Ttl
bingen (I.C.B. Mohr [Paul Siebeck)) 1988; and in Ethical Economy as Syn
thesis of Economic and Ethical Theory, in: P. Koslowski (Ed.), Ethics in Eco
nomics, Business, and Economic Policy, Berlin, Heidelberg, New York 
(Springer-Verlag) 1992. A recent attempt to show how understanding moral 
philosophy can improve economic analysis has been made by D. M. HAus
MAN and M.S. MCPHERSON in: Economic analysis and moral philosophy, 
Cambridge (Cambridge University Press), 1996. 

29 However, attention has rightly been focused on this thesis by A. SEN, in: On 
Ethics & Economics, Oxford (Basil Blackwell) 1987, p. 7, where he observes 
that the 'engineering-like approach to economics' that is typical of 'positive 
economics' "[it] has also had the effect of ignoring a variety of complex eth
ical considerations which affect actual human behaviour", and where he main
tains that taking the complexity of motivations for human action into con
sideration cannot but be mutually advantageous as regards both economics 
and ethics. 
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tance of useful30, or as an instrument for the accomplishment of ethical 
goals- clashes with ethics. In such a perspective, the market would be evalu
ated in the light of its contribution to the accomplishment of ethical or polit
ical goals, and it would in any case be desirable for it to possess no indepen
dent life of its own, because in such a case society would be transformed into 
the bloody battlefield of irreconcilable egoisms. But at the basis of such a 
conception there lies a conception of the market that the • Austrians' discred
ited and replaced with the conception of the market as a 'discovery process' 
and of the competition as a "process in which people acquire and communi
cate knowledge"31. 

If, as Hayek wrote quoting Hume: "the rules of morality are not the con
clusions of our reason"32, then ethics is the product of a cultural evolution 
that includes social institutions, as well as theories33, to the point that it can 

30 Menger, Bohm-Bawerk and Hayek were not utilitarians, whereas Mises was, 
even in Hayek's opinion (see F.A. VON HAYEK: Law, Legislation and Liberty, 
loco cit., vol. III, p. 205n). On the differences among the main exponents of 
the Austrian School, see R. CUBEDDU: The Philosophy of the Austrian 
School, London-New York (Routledge) 1993. 

31 The first definition is a paraphrase of the title of the volume by 1. M. KIRZ
NER: Discovery and the Capitalist Process, Chicago (The University of Chi
cago Press), 1985; by the same author, see also The Meaning of Market Pro
cess. Essays in the Development of Modern Austrian Economics, London
New York (Routledge) 1992; and see the title of a paragraph ("Competition as 
a discovery procedure") of the volume by F. A. VON HAYEK: Law, Legislation 
and Liberty, loco cit., III, p. 67; the second is the well-known Hayekian defi
nition; see, in the same work, pp. 68, 71-73, but also, in volume II, pp. 107-
32. On the connection between ethics and the market, see also M. N. ROTH
BARD, Power & Market. Government and the Economy, Kansas City (S. An
drews and McMeel) 1970, and The Ethics of Liberty, Atlantic Highlands, N.1. 
(Humanities Press) 1982; on the market process: L. M. LACHMANN: The Mar
ket as an Economic Process, Oxford (Basil Blackwell) 1986. On this theme, 
see 1. M. BUCHANAN, V. 1. VANBERG: 'The Market as a Creative Process", 
Economics and Philosophy, 7 (1991), n. 2, pp. 167-86. 

32 See The Fatal Conceit,loc. cit., p. 66. 
33 F. A. VON HAYEK: Law, Legislation and Liberty,loc. cit., m, p. 163. He 

writes: "the basic tools of civilization -language, morals, law and money
are all the result of spontaneous growth and not of design". Such an asser
tion, clearly stemming from Menger's ideas, is repeated, with some variants, 
in: F. A. VON HAYEK: The Origins and Effect of Our Morals: A Problemfor 
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even be claimed that "as moral views create institutions, so institutions cre
ate moral views,,34. These rules -morals, law, language, etc.- are, in his 
opinion, "the only common values of an open and free society". They are not 

concrete objects to be achieved, but only those common abstract rules 
of conduct that secured the constant maintenance of an equally abstract 
order which merely assured to the individual better prospects of achiev
ing his individual ends35. 

In fact, Hayek maintained that "no argument about morals --or science, or 
law, or language- can legitimately turn on the issue of justification". In his 
view, therefore, the process of the birth and evolution of ethics is analogous 
to that of the other institutions which give rise to "extended order"36: that is 
to say, that ethics itself is also the result of a process of "group selection" 
which, just like "all the paradigms of culturally evolved institutions, morals, 
exchange, and money, refers to such practices whose benefits transcend the 
individuals who practice them in the particular instances"37. Rules, and moral 
rules in particular, are then "a self-ordering process of adaptation to the un
known"38. 

From this standpoint, it can readily be understood why classical liberal
ism is characterized by a process of reduction of religion and morals from the 
public sphere to the individual sphere. Yet this is not resolved by repudiating 
the role and importance of morals and religion in social life39, but by re
asserting individual responsibility. Thus the "extended order" of the liberal 

Science, in The Essence of Hayek, edited by C. Nishiyama, K. R. Leube, Stan
ford (Hoover Institution Press) 1984, p. 319 and in: The Fatal Conceit,loc. 
cit., p. 68. 

34 F.A. VON HAYEK: Law, Legislation and Liberty,loc. cit., m, p. 170. 
35 Ibid., p. 164. 
36 F.A. VON HAYEK: The Fatal Conceit,loc. cit., pp. 68-70. 
37 F.A. VON HAYEK: The Origins and Effect of Our Morals: A Problem for Sci

ence,loc. cit., p. 319. 
38 F.A. VON HAYEK: The Fatal Conceit,loc. cit., p. 76. 
39 Ibid., pp. 136-37. Here, Hayek writes that religion too is born from a 'group 

selection' and that there is an "undoubted historical connection between reli
gion and the values that have shaped and furthered our civilization, such as 
the family and several property". Even if this "does not of course mean that 
there is any intrinsic connection between religion as such and such values 
[ ... J the only religions that have survived are those which support property 
and family". 
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state does not set itself the goal of achieving ethical ends or "natural good
ness", but aims, by means of an "evolutionary selection of rules of conduct", 
"to adapt, through [ ... J partial andfragmentary signals, to conditions foreseen 
by and known to no individual, even if this adaptation is never perfect"40. 
Consequently, it will not be founded on a 'public ethics', but only on the ne
cessity of certain types of individual behaviour, regarded as absolutely neces
sary for the existence of an "extended order". At this point, rather than won
dering if behaviour that takes place in the market is, or should be, also moral 
behaviour, one should ask whether such behaviour is subject to rules, and 
what are the origin and nature of such rules. Or, to restate the question 
slightly, should moral, economic, and political behaviour be subjected to the 
same Law, as is implicitly stated in one of the main principles of liberalism: 
that is to say, in the Rule of Law? 

Obviously, market choices can also be devoid of moral motivations, but 
this does not mean that if the market is the place where mutual subjective 
expectations can be achieved by means of free exchange, the range of be
haviour through which these ends are pursued is not subjected to rules. Nor 
does it imply that those who violate them are not expelled. These individuals 
suffer a cost for their behaviour, just as those who violate those moral rules 
which affect others are subjected, in this world or in the other, to reproach or 
punishment. Therefore, similarly to the situation observed in the market, 
moral rules have negative connotations, in that they concern types of be
haviour that must not be carried out if the known or unknown consequences 
are to be avoided Obviously, these consequences are of a different nature, but 
what they have in common is their uncertainty; that is to say, they are un
welcome and unexpected consequences that can derive from having behaved in 
a certain manner. 

Yet I think that when we are dealing with the relationship between ethics 
and the market, this is not what we have in mind. Rather, it is a question of 
whether the so-called market laws are of a different nature from ethical rules, 
whether a different ethics regulates the market, or whether the market is a 
means to achieve ethical ends. Personally, I do not think this is possible; I 
am wary of 'special' ethics or 'public ethics'; moreover, I do not believe that 

40 Ibid., p. 76. 
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these are compatible with a liberal order which is a nomocratic and not a 
teleocratic order.41 

In this connection, it is very interesting to see how Kant's considerations 
on the relationship between politics and morals, and between the moral 
politician and the political moralist42, are still useful today for an analysis of 
the relationship between ethics and the market This question can, obviously, 
be broached only summarily, but within the confines of the relationship be
tween freedom and law, and therefore in the sphere of the a priori requisites 
for a 'republic', one should recall Kant's assertion that the republic is the 
best political regime even for "a nation of devils (so long as they possess un
derstanding)". This is because the law is what allows "a group of rational be
ings" to calculate the consequences of their actions, whatever "their private 
attitudes"43. Indeed, in my opinion, both in the field of politics and in that of 
economics, the problem of the motivation of an action must be distinguished 
from the problem of the consequences of such action. What is needed, there
fore, are not good intentions, but good rules. In other words, any mode of 
behaviour that has consequences upon others, and whatever its motivations, 
must be subject to universalizable and, in some way, foreseeable rules. In ef
fect, such rules are but attempts at calculating the consequences of actions. In 
this respect, one could also recall the formal principle of Kant's practical rea
son: '''act in such a way that you can wish your maxim to become a univer
sal law (irrespective of what the end in view may be),,,44. If this principle is 
universally applicable, is it still meaningful to speak of a contrast between 
ethics and the market? Or rather, are we not facing two aspects of action 
which are both characterized by having the same rules in force? The problem, 
if anything, concerns the origin of the law. Kant still thought in terms of 

41 I am using these two terms as F. A. VON HAYEK took them in Law, Legislation 
and Liberty, loco cit., n, pp. 15, 29, 38-42; and as M. OAKESHOTI used them 
in On Human Conduct, Oxford (Oxford University Press) 1975, pp. 185ff. 

42 I. KANT: Zum ewigen Frieden. Ein philosophischer EntwurJ, K1>ngisberg 
(Friedrich Nicolovius) 1795, in: I. KANT: Werkausgabe, Bd. XI (Schriften zur 
Anthropologie, Geschichtsphilosophie, Politik und Padagogik 1), Hrsg. W. 
Weischedel, Frankfurt (Suhrkamp) 1977, p. 239 (Engl. trans. Perpetual 
Peace: A Philosophical Sketchp., in Political Writings; ed. by H. Reiss, 
translated by H.B. Nisbet, Cambridge (Cambridge University Press) 1991, p. 
122). 

43 Ibid., pp. 223-24 (Engl. trans. pp. 112-13). 
44 Ibid., p. 239 (Eng!. trans. p. 122). 
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natural law and did not conceive of legislation as an activity independent from 
the latter; we unfortunately live in the era of legislative production of law by 
politicians who no longer consider the problem of the relationship between 
positive law and natural law. That is to say, we live in an era where the state 
is no longer content merely to establish universal laws for the guarantee of 
individual rights, but is concerned instead with achieving specific ends by 
means of a finalistic or goal-oriented legislation. Forcing Kant's thought 
slightly, it might well be said that we are living in what Kant would have de
fined not as a 'republic', but rather as a 'despotism'45; and the subordination 
of the market to ethics would be typical of such a form of government, 
while, on the contrary, in a 'republic', they would both be subject to the very 
same law. 

What has been said so far does not mean that we are exonerated from ask
ing ourselves whether the individual should not be called upon to shoulder 
the consequences of his actions46. Hegel had already highlighted that "the 
maxim [GrWldsatz] which enjoins us to disregard the consequences of our ac
tions, and the other which enjoins us to judge actions by their consequences 
and make the latter yardstick of what is right and good, are in equal measure 
[products of] abstract understanding", and that in real action the two positions 
are unified. The problem consists, if anything, in answering the question as 
to whether a social science can rest content with the contraposition between 
ethics, morals and politics, which would divest it of any practical dimension. 

45 Ibid., pp. 206-07 (Eng!. trans. pp. 100-01). 
46 a.w.p. HEGEL: in: Grundlinien der Philosophie des Rechts, Berlin (Nicolais

chen) 1821, § 118 (Eng!. trans. Elements of the Philosophy of Right; ed. by 
A. W. Wood, translated by H.B. Nisbet, Cambridge (Cambridge University 
Press) 1991, § 118), had already observed that "action has multiple conse
quences" and that "the will thus has the right to accept responsibility only 
for the [ ... J set of consequences, since they alone were part of his purpose" 
since "the distinction between contingent and necessary consequences is in
determinate inasmuch as inner necessity comes into existence in the fInite 
realm as external necessity, as a relationship between individual things [Din
gen] which, as self-suffIcient entities, come together in mutual indifference 
and in an external manner. The maxim [Grundsatz] which enjoins us to disre
gard the consequences of our actions, and the other which enjoins us to judge 
actions by their consequences and make the latter yardstick of what is right 
and good, are in equal measure [products of] abstract understanding [ ... ] From 
this point of view, to act therefore means to submit oneself to this law". 
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In other words, dutiful calculation of the consequences that every action can 
have (which is in itself a moral imperative) should not be confused with the 
other moral imperative according to which the individual, in pursuing his 
own subjective ends, should observe universalizable behavioural rules. 

From this point of view, Weber's perspective could be seen as an attempt 
- carried out with some degree of awareness - at avoiding the fundamental 
problem of the philosophy of social sciences and political philosophy. If ac
tions inspired by an 'ethics ofresponsibility' had the same legitimacy as ac
tions inspired by an 'ethics of intention', it would not only be impossible to 
propose the problem of the best political order, but civil society itself would 
be impossible. But since man -like any organism- "is continually concerned 
with the solution of problems; and problems originate from the evaluation of 
his own conditions and environment, which he tries to improve"47, such 
problems cannot be separated from the problem of the unwelcome conse
quences of his own actions and from compliance with universalizable be
havioural rules that can guarantee the achievement of legitimate subjective 
expectations, which is the assumption upon which an order is based. 

In fact, if we start from the trivial assertion that all human knowledge is 
limited and fallible (therefore, even ethical knowledge) and that every living 
creature tries to improve its condition by using the knowledge possessed as a 
tool (analyzing, possibly even erroneously, its own situation and trying to 
improve the latter by the light of its own ideas concerning both the external 
environment where such attempt will be enacted and also the laws that regu
late the environment in the agent's opinion), then both the achievement of 
the goal and the unexpected consequences (in which the agent may take no 
further interest) will derive from the greater or lesser exactness of the way the 
agent pictured his goal and the external situation. 

The moral problem to which theoretical and practical social science must 
provide an answer could thus be formulated as follows: is it right, in aiming 
to improve one's situation, to engage in action while ignoring the negative 
consequences such action could have upon other individuals? Obviously, one 
could answer that it would be unfair, and that it would be equally unfair to 
carry out an action based on noble ethical values while ignoring its foresee-

47 K. R. POPPER: Auf der Suche TUlch einer besseren Welt. Vortrage und AUfsiitze 
aus dreissig lahren, Milnchen-Zilrich (Piper) 1984, p. i. ["ist dauemd damit 
beschiiftigt. Probleme zu IBsen. Und die Probleme entstehen aus Bewertungen 
seines Zustandes und seiner UmweIt, die er zu verbessem sucht"]. 
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able negative economic effects. It would be difficult indeed to defme such ac
tion as a 'good' action. 

In actual fact, it is difficult to deny that economic science has greater 
knowledge of economic phenomena (and therefore of the economic conse
quences of economic actions) than does ethics. Moreover, just as there exist 
economic, juridical and political effects of ethical decisions, SO also there are 
juridical, political and ethical effects of economic decisions. Is there any rea
son to believe that facing economic problems from an ethical point of view 
would lead to a better knowledge of such problems and better results as re
gards economic effectiveness? 

It is therefore extremely difficult to keep the various points separate; and 
it would be equally difficult to imagine social dynamics as an abstract strug
gle among them. In an order resulting from one of the possible balances 
among the various aspects into which human action can be abstractly distin
guished, each change in anyone of them produces consequences, both in the 
given aspect itself and in the relation among the various aspects. The case of 
a decision producing consequences only within its own confines is highly 
controversial, and in any case it does not concern the relationship between 
ethics and the market. The case is more commonly found of changes within 
one aspect which have consequences upon the others. For instance, if any 
kind 'public ethics' were to become predominant that strongly opposed so
called conspicuous consumption, this would obviously lead to a decrease in 
production, in exchanges and even in employment. 

Quoting the famous conclusion of The Fable of the Bees by Mandeville: 
"Bare Virtue can't make Nations live / In Splendor; they, that would revive / 
A Golden Age, must be as free, / For Acorns, as for Honesty ,,48 , we could 
conclude by saying that even the pursuit of virtue has an economic cost The 
same distinction between economic activity and simple consumption was 
made by Menger: it was a distinction based upon the fact that over time the 
economy tends to ensure "the necessary means for the satisfaction of our 
needs"49. This fixes very strict limits on consumption and has undeniable 
ethical and political consequences linked to the distinction between 'true 

48 See B. DE MANDEVILLE: The Fable o/the Bees, or Private Vices, Public Bene
fits (1714-29), F. B. Kaye (Ed.), Oxford (Clarendon Press) 1924; quotation 
from the ed. Indianapolis (Liberty Classics) 1988, I, page 37 [24]. 

49 See MENGER: Grundsiitze der Volkswirtscha/tslehre, Zweite Auflage, Hrsg. 
von Karl Menger, Wien (Hiilder-Pichler-Tempsky A.G.) 1923, pp. 61-62. 
[Udie Mittel zur Befriedigung unserer BedUrfnisse"]. 
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needs' and 'imaginary needs'. Precisely this distinction can be taken as an ex
ample of the way in which an economic choice is important for ethics or pol
itics. On the other hand, to consume only what can be reproduced can be seen 
both as a moral obligation and as a cautionary criterion (because, otherwise, 
what will happen cannot be foreseen), or even as a utilitarian-hedonostic cri
terion (to extend enjoyment). 

What I am arguing, in other words, is that the two spheres of ethics and 
economics interact in such a manner that it is not possible to subordinate the 
one to the other without distorting their nature. If this were to happen, the 
choice for one or the other would be made upon no theoretical foundation 
and, moreover, with significant consequences both of a political and practical 
nature. The fact that it is extremely hard to reach a balanced position in this 
field is due to the circumstance that each human action is set in an environ
ment characterized by the existence of individuals endowed with partial and 
fallible knowledge; precisely for this reason, such individuals may evaluate 
action directed towards the elevation of their general level of well-being in a 
different manner compared to those who set the action in motion. Further
more, such individuals might also fail to realize that the action in question is 
truly capable of leading to the achievement of that goal. 
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Discussion Summary 
ANNETIE KLEINFELD 

KlICHIRO Y AGI: Carl Menger and the Historicism in Economics 
RAIMONDO CUBEDDU: The 'Irrelevance' of Ethics for the Austrian School 

The fIrst part of the discussion dealt with Carl Menger's theory of social 
development. It was questioned if Menger himself had assumed organic ori
gins of socialist institutions, as it was said in the paper, instead of simply 
pragmatic ones. Starting from the necessary differenciation between a teleo
logical and a genetical aspect of developmental theory, it was stated that 
Menger is in favor of the latter, though not in an evolutionistic sense (CU
BEDDU). His genetical approach may not be taken in a literal sense. Accord
ing to Menger, the real origin of social development is in fact the individual 
human action. The term "genetic" here is not connected to the process of evo
lution but refering to a logical process. With regards to this point, Weber 
disagreed with Menger (Y AGI). 

However, Menger may not be assigned to the pragmatic tradition: Accord
ing to him, institutions cannot be traced back to individual goals. This illu
minates from Menger's discussion with Savigny about this issue. Menger 
regards Savigny - unlike himself - as a representative of a naturalistic organ
ism theory with regard to the development of social institutions, which has 
to be differentiated from a theory refering to natural law. Menger himself can 
be considered as a kind of "essentialistic realist", which means that he is in 
search for the approximation of a knowledge of the exact natural law in an 
Aristotelian sense (CUBEDDU). 

This led to a discussion about the relationship between law and ethics. 
Are unintended results of human action the results of ethics? In what consists 
the difference between law and ethics (KABELE)? First of all, we have to dif
ferentiate between law and right A coexistence of different religious beliefs 
and law is possible (CUBEDDU). As we can learn also from Plato, who con-
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siders ethics as the preface to the law, ethics and law are not to be understood 
as forming a contradiction (KOSLOWSKI). 

Another line of the discussion dealt with the relationship of Menger to 
the Austrian and to the Historical School. The question was raised, how the 
Austrian School could have had the conviction that the market works by the 
unintended results of human action only. Why did it ignore the question of 
responsibility for side-effects, i.e. for the unintended outcomes of action, as it 
was discussed within the scholastic tradition, for instance by the School of 
Salamanca? Here, the reflection of side-effects was included in the process of 
rational decision making (KOSLOWSKI). 

Unlike the Historical School, Menger was convinced that there are only 
two relevant factors for the evolution of the rules of the market: the mecha
nism of the market itself and politics. Ethical reflections or socio-cultural 
factors are according to him of no influence to the rules of the market That 
the problem of side-effects was not reflected like in the School of Salamanca 
can be explained in the case of Menger by the lack of a catholic background, 
and thus of an influence by the Aristotelian-Thomistic tradition. As a result 
of the tendency to reduce ethics to law, the problem of responsibility is either 
transmitted completely to politics, or it is left to the individual as it is gener
ally the case in liberalism. However, none of the two alternatives alone is 
able to solve the problem adequately (CUBEDDU). 

The irrelevance of ethics for the older Austrian School is quite obvious. 
What is the position of the representatives of the new Austrian School, like 
Hayek and von Mises, with regards to this question (A vrONOMOY)? There is 
a significant difference to the older Austrian School due to a new orientation 
on liberal values. Individual ethics plays a central role, but is not understood 
in the Aristotelian sense any more (CUBEDDU). 

Concerning the problem of side-effects, it was pointed out that under the 
conditions of modernity due to organizational and technological develop
ments, the effects of economic activity often are the results of chains of ac
tion, which cannot be clearly identified any more as the effects of certain ac
tions, i.e. they cannot be ascribed to certain persons or institutions. This 
problem of imputation has lead to a new dimension of the question of moral 
responsibility for side-effects (NOPPENEY). Another problem connected with 
this is the question of the predictability of the effects of an action carried out 
on the basis of a certain technology, for instance. Against this background it 
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is often hard to decide whether the outcome of an action or its side-effects 
could have been foreseen or not. Sometimes, they may be declared as unin
tended since unpredictable, but had in fact been intended (y AGI). 

Defining the side-effects of economic activity in terms of social costs, for 
instance, presupposes a moral perspective. The question was raised, which 
person or institution within the economic decision making process defines 
what social costs are (ACHAM). Besides, is the moral perspective alone suffi
cient to prevent unintended effects of economic activity, or does this problem 
not rather require governmental measures and laws? How helpful are the two 
criteria of moral evaluation mentioned by Cubeddu - generalizability of rules 
and plausibility - with regards to the problem of side-effects (FURUBOTN)? 
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Chapter 12 

The Historicism of John R. Commons's 
Legal Foundations of Capitalism 

JEFF BIDDLE and WARREN J. SAMUELS 

I. Commons's Historicism 
II. Commons's Historical Analysis of the 

Legal Foundations of Capitalism 
III. Conclusion 

It is widely appreciated that American institutional economics (of the now 
"old" type) bears a family resemblance to the German, and even the English, 
historical schools. They share emphases on a broad conception of the eco
nomic system, an empirical rather than strictly deductive apriorist approach 
to knowledge, the importance of institutions, the conduct of case studies, and 
a deep sense of the historicity of the economic system and of economics as 
discipline. It is also widely appreciated that, although one can make strong 
exclusivist cases for rationalism and for empiricism, and for pure deduction 
and for pure induction, in practice these approaches to knowledge are not mu
tually exclusive; they are always used in some combination. Facts are always 
theory-laden and theory is always tied to some perception of facts/phenom
ena. All this applies to historicism. 

The objective of this article is to examine John R. Commons's Legal 
Foundations of Capitalism (all page numbers are to this book) with a view 
to showing not only its emphases on a broad conception of the economic 
system, the importance of institutions, and its combination of history and 
empiricism in a particular case study, but also its particular combination of 
theory and historical empiricism. In particular we identify both the nature of 
Commons's combination of historicism and empiricism and the substantive 
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content of his combination of theory and historical empiricism. The latter is 
important: Too often scholars have limited their cognizance of the work of 
historical economists to broad themes regarding their historicism and have 
neglected the substantive content of what the historical economists found and 
on what basis. This we intend to remedy in the case of Commons's Legal 
Foundations of Capitalism. We start, not conclude, with the recounting of 
characteristics, as in the second sentence of this article, but then examine the 
details of the product of Commons's historicism, his analysis of the origins 
of the modem, capitalist economic system and the processes through which 
they operated. Part I examines the characteristics of Commons's historicism. 
Part II examines selected aspects of his substantive historical analysis, his 
theory of the legal foundations of capitalism. 

I. Commons's Historicism 

Historicism. Commons was unequivocally historicist if by historicism 
is meant a focus on both the reality of change and the ongoing processs of 
becoming. For Commons the historicist the meaning of anything resides in 
its history, its process of becoming what it is at any point in time, and not 
solely either a generalized ahistorical, ideal type, conception of it or what it 
is (hypothesized to be) at a point in time. On the one hand, history is seen to 
be characterized by substantive change; on the other, the status quo is tran
sient. Moreover, for Commons the historicist, the story of anything -- for 
example, capitalism -- is in the details, especially the continually transformed 
details, and not in broad, ideological generalizations which both beg the ques
tion of details and/or make selective antecedent assumptions as to what they 
are and/or use generalizations (for example, "capitalism") derived from experi
ence to explain that experience, often as part of the very nature of the object 
of study. 

Finally, for Commons the historicist history was a record of gradual 
change. Selective perception and ideological valuation could emphasize either 
the gradualness or the change but both were present. Commons found the 
gradualness of change of law to be so great and subtle that people, even those 
most directly affected by it, failed to appreciate how legal terms of long 
standing were given significantly changed defmitions and thereby functioned 
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as both cause and consequence, in a system of cumulative causation, of legal
economic change. 

Case-study Approach. Glenn Johnson, the agricultural economist, 
maintains that there are three kinds of economic research: disciplinary (for ex
ample, pure theory), subject-matter, and problem-solving. Most of Com
mons's work, although it involved theory, was of the subject-matter and 
problem-solving kind. He typically was interested in particular subjects 
which were related to particular problems, for example, industrial conditions. 
worker interests, consumer interests, economic insecurity, public utility 
prices, and so on. In all these instances Commons's principal mode of re
search was the case study. 

A fundamental element in his conduct of case-study research was histori
cism. Commons's "method" as he called it was that of "look and see," and 
what he looked for were the details of a subject and/or problem, and among 
the details which were important to him were the historical details. For the 
present state of a topic -- subject or problem -- for him was but a stage or 
point in an ongoing process of becoming. Case-study work for Commons 
thus included historical research to determine how we got where we are, as 
that would reveal both the foundations and details of the present and the mode 
of change operative in both the past and arguably the present. So it was with 
his study of the legal foundations of capitalism, a system which emerged 
through a continuous process of change and was continuing to undergo 
change in more or less in the same manner. Historical and other empiricism 
was a hallmark of Commons's case-study approach. 

Legal-economic History. In the Legal Foundations Commons pro
vides a theory of the origins and foundations -- the emergence and evolution 
-- of capitalism. It is, as its title informs, a theory which emphasizes the le
gal foundations of capitalism. The analysis is in part historical in character 
and relies on empirical legal history for its materials. The legal history is 
combined with theories of social control, social change, and conflict resolu
tion; theories of systemic and institutional organization; a theory of markets, 
especially of the institutions which form and operate through them; a particu
lar legal-economic model of interpersonal relationships; and a theory of be
havior. Altogether Commons presents a theory of the legal-economic nexus 
as the venue in which all the foregoing meet and which is both a theory of 
the legal foundations of capitalism and a theory of the economic foundations 
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of law. It cannot be overemphasized that Commons's theory of history fo
cuses on the legal-economic nexus as the arena or process of social change, 
that is, of history; legal history is given a critical place in total social or so
cioeconomic history. The law is both influenced by practice and channels 
economic organization and practice, accomplishing the latter by effectively 
choosing between alternative customs or modes of organization and practice. 
The keys for Commons are judicial determinations of public purpose in 
choosing between parties to litigation, as a mode of transforming property 
and liberty and forming the legal bases of transactions and going concerns 
through adopting and changing the working rules. 

Critical and Inexorable Importance or Government. Commons 
makes two overriding points with regard to government, points which he 
considers historically empirically demonstrated, given that they must be 
comprehended within the larger model of the legal-economic nexus. One 
point is the fundamental and inexorable role of government in the creation of 
the economic system through its generation of institutional details, notably 
the working rules. That this directly contradicts the dominant individualist 
and noninterventionist ideology of Western civilization, and appears as 
statism to some, is understood by Commons. To this Commons basically 
replies that the ideology misrepresents both the legal history of capitalism 
and the role of law in apportioning economic relationships. Commons argues 
that it is not possible meaningfully to comprehend the economy in non- or 
apolitical terms. The economy is fundamentally what it is because of the 
uses to which the modem state is put, and those uses are the result of conflict 
resolution among actors and groups which are largely economic in character. 
Government is both fundamental and important to the economic system. 
Commons makes at least two further arguments: ftrst, that law is important 
in determining which individuals' interest will be protected by government as 
rights; and second, that individuals operate only within larger social struc
tures and processes in which government and other social control forces oper
ate. Commons also argues that there is no escape from some conception of 
social or public purpose in choosing between conflicting interests and 
claims. If one accepts Commons's theory, then most conventional arguments 
about the economic role of government are either naive or disingenuous, in 
either case functioning to channel the use of government even when govern
ment is explicitly denigrated and minimized. It is no conclusive objection to 

294 



THE HISTORICISM OF JOHN R. COMMONS 

this that Commons himself had an agenda (discussed below); he attempts 
both to make his premises explicit and to ground his arguments historically. 

The second point is that, given the fundamental systemic role of govern
ment, the critical question of policy is decidedly not government versus no 
government, or minimal government, but legal change of law, which is to 
say, legal change of the interests protected by law. Commons insists that 
there is (or if there is not yet, there will be) a law(s) pertaining to all eco
nomic relationships and phenomena, such that proposals for policy over
whelmingly represent legal change of law and not the introduction of law 
into a situation or system in which it hitherto has been absent. These em
phases on the critical and inexorable importance of government (law) and le
gal change are aspects of both Commons's approach to history and his sub
stantive theory of the legal foundations of capitalism. 

Value Theory. Given the presence and importance of the working rules 
which apportion opportunity and regulate interpersonal relationships -- for 
example, access to and exercise of power --, Commons argues that the most 
fundamental values and value decisions are not those with regard to the prices 
of commodities. They are the valuations ensconced within working rules 
which represent choices between alternative interests and between alternative 
organizational and power structures. The Legal Foundations contains an 
enormous amount of material illustrating how government, the courts in par
ticular, have made decisions about interests, relations and organizational 
structures, often through the reformulation of the concepts of property and 
liberty. He subsequently devoted a great deal of effort to produce a theory of 
"reasonable value" to a significant extent using the same materials. Of pre
sent importance is his identification of the valuation process undertaken by 
government in general and by the judiciary in particular by which changing 
values are newly embodied in the working rules as part of the central process 
of the legal foundations capitalism, an historical process of social construc
tion. 

Social Constructionism. Commons argues here one principal and 
four correlative points. The principal point is that both the polity and the 
economy as neither given nor transcendental but are worked out through hu
man action. That is to say, both the polity and the economy are artifacts and 
therefore the product of human social construction. The first correlative point 
is that the social construction has been a continuous process; it is an histori-
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cal process of continual reconstruction. The second point comprises a rejec
tion of given undifferentiated transcendent metaphysical absolutes, such as 
property, freedom, the economy, capitalism, and so on. The third point is his 
emphasis on the story being in the details. Capitalism as it exists exists in 
the form generated by the details of human individual and collective action, 
especially the cumulative product of court decisions and legislation. Apropos 
of the second and third points, Commons rejects the existence, for example, 
of property as a generalized category with preexisting content in favor of an 
understanding that property is the name given to bundles of legal definitions 
and protections known as rights. In each respect property is not protected by 
law because it is property but it is property because it -- and not some other 
interest -- is given legal protection. The fourth point is that, contrary to the 
retrospective judicial emphasis on past cases, especially on precedent, the 
fundamental meaning of law is its role in creating the future, its futurity. 
Central to the exercise of legal discretion is not reliance on precedent, ju
risprudential ideology notwithstanding, but judicial selection among alterna
tive lines of precedent 

These views of Commons's are all evident in a famous statement in the 
Legal Foundations in which he refers to certain neglect of the role of the 
common law in choosing between and standardizing the customs of people 
that he considered so central to the genesis and evolution of capitalism: 

This oversight of the Physiocrats, of Adam Smith and the classical 
economists, is explicable in the fact that what they mistook for the 
order of nature or divine providence was merely the common law 
silently growing up around them in the decisions of judges who were 
quietly selecting and standardizing the good customs of the neighbor
hood and rejecting the bad practices that did not conform to the ac
cepted rules of reason. Legislatures and monarches are dramatic, arbi
trary and artificial; courts are commonplace and natural. (pp. 241-242) 

Earlier in the book Commons had given, in a different context, an expla-
nation for this: 

Perhaps one of the reasons why judges do not like to discuss questions 
of policy, or to put a decision in terms upon their views as law-mak
ers, is that the moment you leave the path of merely logical deduction 
you lose the illusion of certainty which makes legal reasoning seem 
like mathematics. But the certainty is only an illusion, nevertheless. 
Views of policy are taught by experience of the interests of life. Those 
interests are the field of battle. Whatever decisions are made must be 
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against the wishes and opinions of one party, and the distinctions on 
which they go will be distinctions of degree. (p. 73) 

Commons's social constructivism is most directly evident in his interpre
tations of language, law, and the legal-economic nexus. All three will be dis
cussed in Part II. Apropos of language, for example, Commons rejects any 
idea of the representational nature of words, considering them matters of 
signs and symbols as parts of modes of human discourse and communication. 
The meaning of words is that given by authoritative persons. In the cases of 
law and the legal-economic nexus, this is particularly and very importantly 
evident in the alterations made by courts in the meaning of property. 

So far as we can see, Commons is silent on the question of the self-refer
entiability of his ideas. But he seems well aware that he, too, is engaging in 
constructionism. For example, the model of legal correlatives and opposites 
produced by W. N. Hohfeld and adopted by Commons, is itself not necessar
ily representational of reality. On the other hand, he quite obviously believes 
that, using language, he has in fact identified the critical elements and pro
cesses involved in the legal foundations of capitalism. At any rate, the issue 
seems to be not as practically critical with regard to Commons as it seems to 
have been in the case of Thorstein Veblen (Samuels 1990). That Commons 
would have accepted the self-referentiability of his ideas to his own ideas is 
also suggested by the agenda which he does not hesitate to make explicit. 

Commons's social constructivism has two elements in it. One comprises 
the nondeliberative elements of habit and custom, such that components of 
the legal foundations of capitalism are reinforced by use. The other is the ex
ercise of deliberative judgment by individual economic actors, including, and 
analytically most critically, government in the form of legislatures, courts, 
and administrative agencies. The social construction and reconstruction of the 
economy is the continuing result of both types of behavior. 

It is therefore the case that for Commons the economic system has been 
transformed in a manner consistent with the principle of unintended and un
foreseen consequences, though in a complex and nonideological manner. In
dividual buyers and sellers and individuallitigators were presumably seeking 
only their own interests (as they have come to know their interests) through
out the centuries during which capitalism was formed and evolved. But ac
tions and decisions were taken which cumulatively resulted in the transforma
tion of late feudalism into capitalism and eventually in the transformation of 
capitalism itself. Part of this complex process undoubtedly included the be
havior and decisions of various actors, especially legislators and judges, mo-
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tivated by conceptions of the kind of economic system they wanted, at least 
insofar as the matter arose in connection with the legislation or case pres
ently under consideration. Images of the economic system entered into their 
decisions both consciously and unconsciously, deliberatively and nondelibera
tively. Expressed differently, the forces of social construction generated an 
"order" through both "spontaneous" or organic modes and deliberative assess
ment of existing arrangements by legislatures and courts. 

Commons's Agenda. Commons was interested in government and in 
the interrelations between nominally legal and economic processes and activi
ties, that is, in the legal-economic nexus, as a problem in its own right He 
early on came to appreciate the driving force, and therefore historically ex
planatory power, of the legal-economic nexus explicit in the Legal Founda
tions. But if Commons was interested in knowledge of the legal foundations 
of government as a matter of subject-matter research, he also had a normative 
objective. That objective was to make an intellectual case for the recognition 
of labor interests alongside interests historically designated "property." Com
mons believed that capitalism, in succeeding feudalism, represented not just a 
transformation of the economic system but an extension of the range of in
terests given significant legal protection. Protection of the interests of work
ers -- for example, through protective labor legislation and labor relations 
legislation enabling them to form and join unions and engage in collective 
bargaining and peaceable strikes -- were seen by Commons as a continuation 
of this process of extending the range of interests given legal status and pro
tection. 

Commons was motivated by the desire to show that just as land and com
modity markets have undergone enormous transformation in their legal foun
dations, so too have labor markets and, moreover, that it is legitimate to 
consider contemporary developments as part of that process. The emergence 
of the labor market was due to the recognition by law of the right of the 
worker to his own labor. But labor is bought and sold in the market under 
conditions importantly established by law, that is, the legal foundations of 
the labor market And here Commons points to the differential treatment by 
the courts in the late nineteenth century of corporations and unions. Each rep
resents collective action, but one is abetted and the other hindered by the 
courts. This is all a matter of legal choice, says Commons, just as it was in 
the evolution of the corporation itself. The courts have simply chosen the 
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customs of business over those of workers, at least to that date. Law, there
fore, is presented as the result of a choice of customs. 

Commons juxtaposes the regime of ostensibly "free contract" to that of 
"industrial government," in which empowered labor, through unions, can par
ticipate in the making of decisions in matters of material concern to them. 
The judiciary must respond to labor claims in terms of liberty and property 
just as the courts did in the earlier stages of capitalism. Commons thus ap
plauds the adoption of the legal foundations of industrial government. One 
aspect of this is the restriction on the use of the labor injunction, which did 
in fact transpire within the next decade. 

II. Commons's Historical Analysis of the Legal 
Foundations of Capitalism 

Commons's historical analysis of the legal foundations of capitalism has 
several elements, comprising the dynamics of legal language: the continuing 
but declining role of myth and mystification; a general model of legal-eco
nomic relationships; accounts of systemic and structural political and eco
nomic change; an account of the transformation of private property (already 
present in the dynamics of legal language) and of legal-economic change in 
terms of certain "great bargains." These will be considered in tum. 

Dynamics of Legal Language. Words embody the meanings which 
human beings attribute to them. Notwithstanding the static conflict between 
prescriptive and permissive attitudes toward definitional and other usage, as 
an empirical matter definitions of words have evolved over the centuries. 
Words have taken on, that is, been given, new meanings as social organiza
tion and practice has changed. Linguistic change has come to be recognized as 
an important facet of historical analysis. 

John R. Commons's Legal Foundations of Capitalism contains impor
tant analysis of legal, or legal-economic, discourse. Here is found early and 
remarkably sophisticated attention to considerations of language and of how 
words, as artifacts, encapsulate changing interpretations of experience and of 
values -- and have done so as part of the transformation from feudal to capi
talist society. 
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Commons adopted a social constructivist and not a representational con
ception of language. "Words, prices and numbers," he wrote, "are nominal 
and not real. They are signs and symbols needed for the operation of the 
working rules. Yet each is the only effective means by which human beings 
can deal with each other securely and accurately with regard to the things that 
are real. But each may be insecure and inaccurate" (p. 9). Certain words em
body and give effect to theories -- for example, of property, liberty and value 
-- which are sometimes erected into metaphysical and ontological absolutes, 
but however held serve as the basis for the formulation and reformulation of 
rights, duties, etc. And it is out of these processes that both the economic 
system known as capitalism emerged and evolved and the words given ascrip
tive meaning. 

Commons focuses on the reinterpretation of legal and constitutional 
terms by the courts, especially the Supreme Court, as a result of which con
cepts such as property and liberty have been redefmed, giving effect to new 
theories thereof, often inadvertently. Changes in legal semantics thus incor
porate more or less subtle but typically important changes in law and there
fore in relative rights, opportunities, exposures and immunities. Commons 
also indicates the privileging of certain specifications of concepts like private 
property as natural and therefore antecedent to and independent of government, 
in contrast to the actual process of the human social construction of property 
as an institution, although those selective privilegings function as part of 
that process. 

Commons, and also Veblen, had a social constructivist (or rhetorical), and 
not a representational, conception of language. Moreover, the language he 
uses to discuss language could have been employed today, for it is remark
ably close to present-day usage. 

Near the end of the book Commons writes, "Ideals are ideas projected into 
the future by means of symbols" (p. 349). The symbols are for the most part 
linguistic. 

Commons devotes enormous attention to the critical role of legal terms 
and to the important consequences of changes in their meanings and defmi
tions. He principally emphasizes the growth of the legal definition of prop
erty to include incorporeal and intangible property, the transformation of the 
meaning of property from use-value and exchange-value (and the correlative 
change from an emphasis on one's own use to others' potential use and the 
role of withholding). Changes in the legal definition of property were a func
tion of changes in judicial theories of property and liberty. all involving 
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words with socioeconomic consequences. He writes that "when property be
gan to yield exchange-value as well as use-value. the term 'uses' was simply 
enlarged by the courts to include it" (p. 113). "[M]odern business is con
ducted and ... American legislatures, executives and inferior courts are held 
in confonnity to the Constitution of the United States ... as latterly inter
preted by the Supreme Court ... " (p. 7). Commons indicates the process and 
results of selectively privileging certain specifications of property and other 
tenns (such as the police power, pp. 35-36) as natural and therefore antece
dent to and independent of government. in contrast to the actual process of 
the human social construction of property utilizing language. 

Commons is thus a social constructivist with regard to jurisprudence as 
well as language, that is, the language and meanings of law. Changes in def
inition are in part the means whereby both legislature and. especially. the 
courts can legislate; such changes in definition. Commons writes. "are of 
course not arbitrary. They spring from new conditions. Yet they are discre
tionary" (p. 356). Legal change for Commons is more than a matter of 
changing conditions; it is also a matter of changed perceptions and evalua
tions of experience. for example. changes in which/whose customs the courts 
will embody in law and enforce on others. and so on. Changing definitions 
can arise from new conditions but conditions can be variably experienced and 
evaluated. depending upon purposes and values. so that even new conditions 
can be variably interpreted and lead to different changes in language or no 
change. All this is central to the social reconstruction of reality. 

As seen above. Commons rejects the "illusion of certainty" -- given. for 
example, by natural law and natural rights doctrines -- which "gives rise to 
metaphysical 'entities' and 'substances' conceived as existing apart from and 
independent of the behavior of officials and citizens .... These illusions natu
rally arise." he says, "from the hopes and fears of mankind which substitute 
wishes for behavior. We conceive that what we wish is the reality, the real 
thing. Thus rights and duties also, like the state, are given the illusion of a 
reality existing apart from the conduct of officials" (pp. 124, 125). Com
mons's point is that "The state is what its officials do" (p. 122). "Legal 
rights and duties are none other than the probability that officials will act in a 
certain way respecting the claims that citizens make against each other" (p. 
125). 

This is all empirical rather than metaphysical or mythic. though Com
mons is obviously aware of the use of such ideas for legitimation and psy
chic balm. He emphasizes that preconceived absolutes have been revised 
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through the device of changing the definitions of terms. These changing defi
nitions revised the mode of discourse, and therefore perception, and permit 
both (1) adjustment to and revision of the socially constructed reality and (2) 
psychic balm, a sense of the predetermined to accompany the reality of 
change: 

A change in definitions is such a simple and natural way of changing 
the constitution from what it is to what it ought to be, and the 
method is so universal and usually so gradual in all walks of life, that 
the will of God, or the will of the People, or the Corporate will, 
scarcely realizes what has happened. The method is, indeed, that com
mon sense device whereby man can go on believing in unchanging en
tities, and yet be practical. (p. 373) 

Commons's total model of legal-economic change is vast and complex. 
Part of it amounts to the dualism that generalized perceptions of legal-eco
nomic reality (for present purposes, Thomas Kuhn's "paradigm") influence 
behavior and policy and thereby the social construction of reality, through 
language, and, also through language, are the result of changes in the social 
construction of reality. 

Commons's historicism thus includes, as a central theme, the evolution 
of the subjective and variable but ostensibly representational language in 
terms of which people have approached and changed the law and thereby the 
foundations of the economic system. 

The Continuing but Declining Role of Myth and Mystifica
tion. The converse of Commons's social constructionism is his identifica
tion and substantive rejection of mystification and myth making. Commons 
is aware of such roles of mythology as absolutist legitimation and psychic 
balm. He understands that the processes of mystification and myth making do 
exist within the larger array of total social processes. But he is unwilling to 
accept the myths on their own terms as either descriptive or explanatory of 
legal-economic phenomena; moreover, he believes that their historical signif
icance is diminishing. This is a development which he considers to be lauda
tory, inasmuch as he both recognizes and accepts the substitution of rational
ism for irrationalism, deliberative for non deliberative decision making, En
lightenment for feudal values, and open democratic for narrow/closed feudal 
decision making. 

Commons emphasizes that the concept of good or bad economy, meaning 
good or bad proportioning of opportunities, is so self-evident and so continu-
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ally present that it "has often been either taken for granted or erected as an en
tity existing outside or above the parts" (p. 2). Rejecting the erection of the 
habitual and customary into something transcendental, metaphysical and 
mythical, Commons stresses, as did (for example) secularism, utilitarianism 
and pragmatism before him, that 

a mark of the progress that has occurred in economic theory, from the 
time of Quesnay and Adam Smith, has been the emergence of the con
cept of good or bad political economy out of mythical entities such as 
nature's harmony, natural law, natural order, natural rights, divine 
providence, over-soul, invisible hand, social will, social-labor power, 
social value, tendency towards equilibrium of forces, and the like, into 
its proper place as the good or bad, right or wrong, wise or unwise 
proportioning by man himself of those human faculties and natural re
sources which are limited in supply and complementary to each other. 
(p.2) 

Commons thus calls attention to and rejects the privileging of certain 
specifications of private property as natural and therefore antecedent and inde
pendent of government -- in contrast to the actual process of the human so
cial construction of property. 

This position undergirds, as has been indicated above, one of Com
mons's central points regarding the legal foundations of capitalism and their 
ongoing revision, the "illusion of certainty." 

Commons often returns to his theme distinguishing mechanical transcen
dental explanations from those involving the exercise of human choice. 
While of historical origin, the working rules of going concerns have 

been ascribed to many different sources, such as gods, ancestors, con
querors, "nature," "will of the people," etc., the general idea being to 
clothe them with a certain sanctity or authority above that of the par
ticular [conflict resolver, e.g., priest, chieftain, judge]. (p. 68) 

We have noticed [he says] the interesting contrast [he says] that while 
the economists, since the latter half of the eighteenth century, have 
been constructing theories of value out of man's relation to nature in 
the form of commodities and feelings, the courts have been construct
ing theories of value out of the approved and disapproved transactions 
of man with man in the form of goodwill and privilege. These pro
cesses of valuation are inseparable, but they belong to different orders 
of thought. (p. 203) 
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The nub of the matter has to do with legal change of law, especially 
changing the working rules: 

A working rule, in other words, is a social process and not a meta
physical entity, a more or less flexible process of acts, transactions 
and attitudes; yet with a discernible trend; and it is this trend that may 
be abstracted in thought and formulated in words as a statement of the 
rule in question. (p. 141) 

One aspect of the use of mythology is to create arguably false or pre
sumptuous disjunctions between determinism and free will; between legisla
ture, executive and judiciary in the exercise of governance; and between nor
mative and positive, or between subjective and objective. In an interesting 
and important example of how majority and minority opinions in a court de
cision approached the question of reasonable rates for a railroad, both posi
tions attempting to constrain administrative discretion but differing in recog
nizing the range of discretion (pp. 357-359), Commons says that 

Probably these metaphysical and mechanistic conclusions are required 
in order to conform to the Eighteenth Century attempt both to sepa
rate government into legislative, judicial and executive branches and to 
separate the human will into will, intellect and action. They tend to 
preserve the primitive notions of a complete dualism of the objective 
and subjective world. The objective world is the world of facts, the 
subjective is the world of feelings, emotions, caprice. (p. 359) 

Commons establishes his position by quoting a law-review author con
cerning delusion through the illusion that, in such matters, "there is a fact 
which can be discovered if we are only persistent enough in our search for it, 
and which, once it is found, will provide a mathematical solution of all rate
making problems" (p. 359). In "reality," says Commons, "facts are facts as 
our habits, investigations and purposes deem them to be facts" (p. 359). 

The basic argument is reiterated in his rejection of the existence of tran-
scendental rights. Commons both rejects and explains 

the metaphysical notion that there exists somewhere an objective 
world of rights and duties superior to the actual rights and duties, ... 
[which] goes along with the metaphysical notion that there is some
where an entity "the state" apart from the officials who determine and 
execute the will of that state. These metaphysical notions have, in
deed, a powerful influence on men's minds, simply because man lives 
in the future but acts in the present. Thus constituted, he projects 
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outward into a world of ideas his hopes and fears, and gives to his ex
pectations a local habitation and a name. 

Yet these ideas are but ideals -- they exist, but they exist in the 
mind. They exist because man craves security for his expectations, and 
could not act at all as a rational being without the feeling of security 
.... When his rational expectations are gone the savage in him takes 
possession. No wonder he flIls the sky with deities and entities -- they 
are his hopes. 

But the real world of rights and duties about him is the collective 
will expressed in working rules necessitated by the scarcity of re
sources. His "freedom" is his power to command the officials accord
ing to those rules, who are both the instruments of that will and the 
actors who determine what that will shall be when it acts. They, too, 
like him, move toward their habits and ideals, and respond, according 
to those habits and ideals, to his call for help, if needed. To that extent 
he enjoys "freedom" as well as liberty, for he has the aid of collective 
power to give effect to his will. (p. 364) 

But Commons is wary about reifying the idea of a collective will -
which he himself uses to refer to processes of collective decision making, not 
a transcendent operating entity or force. With regard to two modes of dis
course which tend, in his view, to be more aprioristic and mythological than 
empirical, Commons calls attention to 

certain ontological mysteries which attend notions of a collective will, 
springing from that twofold weakness of the human mind which cre
ates abstract images endowed with souls and identifies what ought to 
be with w hat is ... . 

Generally, it will be found that what is intended is that sovereignty 
ought to be the Will of God or the Will of the People, and this idea is 
expressed as an entity living apart from the actual state which evi
dently does not meet that ideal; or that the corporate will ought to be a 
human soul but is a bloodless entity different from the human beings 
who act in its name. (p. 371). 

Evidently Commons was motivated to make these remarks, and compara
ble remarks found elsewhere in the book, by two things: first, his adoption 
of an objective (non-normative) and non-teleological model of legal-economic 
organization and evolution; and second, by his perception that most other 
people are operating within the three standpoints in subjective and normative, 
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indeed typically highly charged, terms. Commons's quite different approach 
is evident in his historical and empirical analyses of the legal foundations of 
the economic system and its (the system's) problematic ontological and epis
temological status. 

Commons acknowledges the social role of "these ontological mysteries," 
in a manner reminiscent of Vilfredo Pareto's principle of the social utility of 
falsity. Commons writes: 

the mystery is so far removed from the actual that it can accommodate 
all kinds of wishes without being discovered. In this way these mys
teries have a certain pragmatic value, for, in the name of God, or the 
People, or the Corporate will, the particular official or agent can do 
many things which he would not do in his own name. He can always 
say that he has no discretion in the matter, and that, while as an indi
vidual he would do differently, yet etc., etc. (p. 372) 

This perception by participants "undoubtedly has a degree of accuracy," 
says Commons. But changes occur, often with great difficulty in overcoming 
the mysteries, after "the ontological mystery is partly dissolved, and it is 
seen that the will of the concern is what the concern does, and what the con
cern does is what its functionaries do" (p. 372). Commons takes such an em
pirical and secular approach not only with regard to going concerns but in his 
treatment of the formation and operation of the working rules and in other re
spects as well. 

Commons also examines the practice of these ontological mysteries in 
the face of new varieties of facts. These predetermined absolutes have been 
revised through the device of changing the defmitions of such terms as prop
erty and liberty by a court which "enjoyed a degree of immunity, ... no su
perior authority that could prevent the change in definitions, or give to that 
change a different slant." These changing definitions revise the mode of dis
course and both permit both (1) adjustment to and revision of the socially 
constructed reality and (2) psychic balm, a sense of the predetermined to ac
company the reality of change. One pertinent statement, quoted above, is 
worth repeating: 

A change in definitions is such a simple and natural way of changing 
the constitution from what it is to what it ought to be, and the 
method is so universal and usually so gradual in all walks of life, that 
the will of God, or the will of the People, or the Corporate will, 
scarcely realizes what has happened. The method is, indeed, that com-
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mon-sense device whereby man can go on believing in unchanging en
tities, and yet be practical. (p. 373) 

General Model of Legal.Economic Relationships. From the 
foregoing discussions of language and myth, presented largely in Commons's 
own words, one can readily sense the gradualness, the complexity and the in
direction of historical change. The play of the principle of unintended and un
foreseen consequences is evident, though not in a Whiggish manner; history 
is the history of gradual change, with the emphasis equally on both its gradu
alness and the fact of change. Part of the story is the evolution of the sub
stantive content adduced to words and the predication of action, belief and pol
icy on one myth or another, on one socially constructed conception or an
other. These are important parts of Commons's historical analysis of the le
gal foundations of capitalism, centering on the ideological, metaphysical and 
discursive (rhetorical) elements incorporated in legal theory and legal Uudicial 
and legislative) decision making and their systemic and structural conse
quences -- in all facets of which are evident gradualness, complexity and indi
rection, not least in his general model of legal-economic relationships. 

Commons's general model has several elements, which may be identified 
and summarized as follows: 

1. a legal-economic nexus in which nominally economic and nominally 
legal (political, governmental) activities are not only mutually deter
minative and interactive but, especially, co-evolve from a common 
set of sources 

2. a model of economic relationships grounded in legal relationships, 
ultimately in terms of rights, powers, duties, opportunities, liabili
ties, exposures, and immunities 

3. these relationships are the foundation, the changing foundation, of 
transactions and of going concerns, the former being for Commons 
the fundamental unit of analysis and the latter the embodiment of or
ganizational, structural and change variables 

4. conflicts between claims of relative rights and of power and immu
nity, etc., historically have involved an inexorable necessity of 
choice, typically by courts, of which/whose custom will prevail 

5. also inexorably involved are determinations of public purpose, on the 
basis of which effective choices between conflicting claims of right, 
etc. are made 
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6. determinations of public purpose are embodied in the working rules 
of law, which, among other things, govern the distribution, access 
to, and use of power among economic actors 

7. the working rules apportion power within the nominally private 
sphere, within the nominally public or governmental sphere, and be
tween the two spheres 

8. other forms of working rules exist, including those formulated within 
organizations, such as businesses, albeit always within the zone of 
authorized discretion permitted by the external working rules, espe
cially those of law 

9. combining recognition of both the variety of forms of working rules 
and the diffusion of power within the economy, the economy is seen 
as a system of power and therefore of combined private and public 
governance, each selectively perceived and each given its selective 
discursive and symbolic (mythic) expression and rationalization, but 
together constituting the total legal-economic nexus 

10. historical change within this system is brought about or driven by 
changing practices, changing beliefs, changing values, and so on, es
peciallyas ensconced within changing theories of law, property and 
liberty 

11. the crux of historical change is the legal change of law, that is, the 
legal change of the interests given legal definition and protection, 
epitomized in the historical transformation of property 

In summary, Commons's treatment of history involves the identification 
of the legal-economic nexus, from which emanates the polity and the econ
omy, as the core set of institutions and activities which are the agents of sys
temic and structural change. This history has taken some four hundred and 
more years and has encompassed the transformations of the political system 
from monarchy to representative government and of the economic system 
from feudal to commercial, industrial and financial activity, but especially, 
for Commons, the establishment of new types of property. 

Systemic Political and Economic Change. A central thread of 
historical change for Commons was the transformations and inversions of le
gal/political organization and concepts. What had originally been monarchical 
prerogative became transformed and constrained during the rise of republican, 
or representative, government; from autocratic monarchy came the modern 
state. What had initially been legal privileges of the aristocracy under Magna 
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Carta were later reinterpreted, selectively, into common rights. Correlative 
with the transformation of government from feudal to modem was the trans
formation of the economy from feudal to commerciaVcapitalist. 

Government and economy became decreasingly the domain of the landed 
aristocracy; the middle class, the business man, came to share in the power of 
government and it was the customs and power of business which came to 
dominate both law and economy. The new state embodied a new set of worlc
ing rules, the new always a compromise with the old. Government increas
ingly became both in fact and in contemplation a collective bargaining pro
cess, a representative rather than a participatory parliament, a mixture of leg
islative, executive and judicial law making, a system of delegation of state 
authority to officials, and the performance of official responsibilities. 

What had been the combination of "property" and sovereignty that consti
tuted feudalism -- lords and their subjects -- now became free citizens and 
their government. Commons recounts the initial predominance of more or 
less absolute monarches with their royal prerogatives; the emergence of royal 
courts and courts at the levels of the lower aristocracy; conflicts between 
monarch and lesser nobility, between monarch and courts, and between 
monarchical and other courts; and the growth of the common law of free men 
arising from the use of their customs and beliefs in the resolution of local in
ter-party conflicts. 

This historical story can be understood as several stages of the Anglo
American economic system represented by different systems of law and gov
ernment. But both economy and polity coevolve: The changing system and 
structure of government led to systemic and structural economic change, and 
changing economic change led to changing political change. 

The Transformation of Private Property: The "Great Bar
gains." Commons portrays a broad, complex and deep series of transfonna
tions of English society and does so in terms of the transformation of prop
erty through the emergence of several bargains. One was the rent bargain, the 
origin of modem private property in land, with an enonnous social and eco
nomic diminution of the rights of feudal landlords (the name "landlord" is 
significant) correlative with the growth of fee simple property ownership of 
land. Here the landlords kept their physical land but with greatly reduced so
cial and economic power, or rights. 

Another was the price bargain, with the monarchy and feudal lords retain
ing their physical landed property (diminished as just described) but now, 

309 



JEFF BIDDLE AND WARREN J. SAMUELS 

along with the gilds, having relatively negligible control over private eco
nomic activity in an economy of free people and not subjects and serfs, etc. 
In a correlative bargain, the landed aristocracy, including the monarch, would 
retain their physical land but lose much of their control over government and 
its policy. Governments were increasingly in the hands of both a parliament 
(representative government), in whose operation the business or middle class 
predominated, and courts whose judges were increasingly amenable to recog
nizing and protecting the interests of the middle class. 

Eventually the interests of the landed and nonlanded (capitalist) property 
owners were challenged by the working class, and another bargain was 
worked out: the owners of property retained their physical property and many 
of the rights associated therewith but now had, through the extension of the 
franchise and the resulting greater responsiveness of elected politicians to 
worker interests, to increasingly share the goals of government policy with a 
wider range of interests. One result was the formation of what has been called 
the Welfare State, meaning thereby the passage of legislation and programs 
promotive of the interests of workers and others in a manner comparable in 
substance though not in name to the promotion through property rights of 
the interests of those who came to own property. Another result was the 
growth of a system of industrial governance, centering on the rise and in
creasing legal recognition of labor unions. All of this took centuries, the ne
gotiation, as it were, over the Welfare State and labor unions continuing to 

the present day. 
No wonder that Commons believed that modem government was a "col

lective bargaining state." Government was the arena in which these bargains 
(solutions) were worked out 

In the feudal rent bargain "no distinction was made between ownership 
and government. The King was both landlord and sovereign. So with the 
barons and subbarons. Each was both landlord and a combined legislature, ex
ecutive and chief justice of his baronial estate." The rent-bargain, therefore, 
"was two-fold, economic and governmental. One was rent, the other was 
taxes" (p. 219; the use of the term "taxes" in somewhat anachronistic -- he 
notes that the two were "[a]s yet undifferentiated" -- but it clearly points to 
the umbilical relation between private, in contrast with feudal, property). 

Commons traces a 450-year evolution of private property in land, through 
a revised rent bargain. This evolution involves several strands, together con
stitutive of the complex transformation from feudalism to capitalism. The 
strands included: changing the foundations of society "from bargains in terms 
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of use-values to bargains in terms of exchange values" (p. 224); the elimina
tion of private baronial courts and armies; the monetization of feudal obliga
tions; escape from unilateral monarchical setting of rents and related obliga
tions in various forms; and the creation of "an agricultural commonwealth" 
in replacement of baronial fiefdoms (p. 224). The details of the story vary as 
between different hitherto subordinate groups. 

The monetization of feudal obligations was deeply significant, a critical 
part of the formation of modern private property. Taxes became relatively def
inite, established collectively by the monarch and representatives of the tax 
payers, rather than an indefinite duty to pay rent in commodities and services 
determined at the whim of the monarch. The commutation of physical rents 
into money-rents in the form of taxes meant that they "are not something 
taken from private property by the sovereign, but property is sovereignty 
taken collectively from the King by his tenants. The result was that pecu
niary taxes became the governmental rent of land, and landed property became 
assimilated to the law of business freedom and security, so that, eventually, 
like movables, it could be bought and sold in expectation of its money val
ues" (p. 221). In this interpretation, land taxation represents, therefore, not an 
exaction by the monarch but the payment of funds by owners of private 
property in amounts and for purposes collectively determined through repre
sentative government. The alternative historically was not the absence of 
taxes but feudal dues. 

Capitalism represented a new system of transactions and a new system of 
opportunities, a new way of living; all this is included in what Commons 
refers to as the price bargain. Commons traces the decline of the monopolis
tic and governmental features of franchises granted as privileges by monar
ches seeking gain and advantages from their recipients. Just as baronial con
trol of land was replaced by private property in land, the collective control of 
economic activity enjoyed by the gilds was replaced by relatively free and 
open markets. 

Commons insists that the gilds, for all their collective control and prac
tice of what he calls Defensive Capitalism, represented the origins of capital
ism. The reason is that the gilds had been given power relative to and im
mune from the power of the feudal landlords. 

The gilds ... grew in wealth and power. Their defensive privileges be
came exclusive privileges in proportion as markets and commerce ad
vanced over militarism and agriculture and increasing numbers of pea-
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pIe depended on buying and selling for a living, where formerly they 
depended on command and obedience. (p. 226) 

When the gilds were dispossessed of their controls over economic activ
ity, the immunity from feudal superiors (who were already being weakened in 
other respects) continued but was now enjoyed by individual economic 
agents. Thus the creation of free economic actors took two step: immunity 
from the feudal lords, then abolition of the gild power which had been juxta
posed to the feudal lords. A similar process occurred in the cities with regard 
to both political and economic rights. 

Commons articulates the "basic principle of the commonwealth," created 
by a combination of practice, judicial decision, and governmental reforms, as 
follows: 

Let any person get rich in so far as he enriches the commonwealth, 
but not in so far as he merely extracts private wealth from the com
monwealth. (p. 227) 

Later, economic theory and judicial temperament would demonstrate to any 
objective observer how complex and subjective is the distinction between 
enrichment and extraction and the conditions under which legislatures cum 
courts could/would "intervene." At the extreme the idea of Pareto optimality 
would assert that any trade was ipso facto beneficial to both parties and there
fore to the commonwealth (society). But the principle stated by Commons 
was a manifestation of a great transformation of socio-Iegal philosophy, one 
both reflecting and reinforcing the practices and mind-set of a growing capi
talism. 

The businessman was now in a more legally secure and opportune posi
tion: 

The business man now, like the Yeoman and copyholders, could have 
his customs inquired into by the King's justices, and his rights and 
privileges asserted against private jurisdiction of both gilds and 
barons. (p. 228) 

Eventually, equally important both historically and analytically, 

Capitalism entered upon its offensive stage, intent on controlling the 
government whose aid it had petitioned during its defensive period. 
Eventually its petitions became its rights. (pp. 228-229) 
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There emerged, then, the common law courts "willing and able to convert 
their [the businessmen's] customary bargains into a common law of property 
and liberty" (p. 229). 

Apropos of the wage bargain, Commons traces the conceptual origins and 
certain nuances of the right of a worker in his own labor and to choose a call
ing. He examines U.S. cases dealing with efforts to protect labor interests, 
especially protective labor legislation (wages, hours and working conditions) 
and legislation protecting the right to unionize and strike. 

Commons critiques the majority opinions in these cases using his model 
of liberty, duty, etc. Commons had used this model to afflrm the sensible
ness of the reasoning used by courts in working out the legal foundations of 
capitalism in a manner consonant with business interests relative to those of 
monarches. Now he uses that model to show how labor and business inter
ests are treated quite differently, even though the model suggests they are ana
lytically equivalent The difference, says Commons, is that "the preference is 
given by the court to that association of persons deemed to be of the greater 
public importance" (p. 298). Apropos of such premises of courts, he also 
writes that such reasoning is not a matter of logic but "a matter of beliefs and 
this belief is none other than the habitual wish of the judge who decides and 
who ... can always find precedents and logic to back up what he wishes. It is 
the judge who believes in the law and custom of business and not the judge 
who believes in the law and custom of labor, that decides" (p. 298). Thus, 
the corporation, which as he explains was the "child of privilege [,J has now 
become a privileged association of men" (p. 293) 

Of interest also is Commons's statement regarding legal selectivity in a 
cognate matter: 

The meaning of a corporation, like the meaning of property and lib
erty, has been changing during decades and centuries, and when a cor
poration appears in court it takes on a variety of shapes derived from 
different parts of its history. It is not a citizen within the meaning of 
the Federal Constitution but is a "person" within the meaning of the 
Fourteenth Amendment At one time it appears to be an association of 
persons, at another time a person; at one time it is an independent ex
istence separate from its members, at another a dummy concealing the 
acts of its stockholders. At one time it is a fiction existing only in 
contemplation of law and limited strictly to the powers granted in the 
act that created it; at another it is a set of transactions giving rise to 
obligations not authorized expressly by the charter but read into it by 
operation of law. (p. 291) 
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Judicial participation in the social construction of the economy does not 
need to, perhaps cannot, treat all interests equally in all matters. Where inter
ests conflict, the courts must make a choice. A bourgeois economy will be 
supported by bourgeois law produced by bourgeois judges unless and until 
judges come to have different preconceptions and preferences (which does not 
mean that there cannot be different versions of bourgeois law, but that is not 
the present point). There will be one or another set of the legal foundations 
of capitalism. As Commons sees it, the law will absorb one set of customs 
or another; in these cases, either the customs of business or those of labor. 
(Commons is aware that each set of customs is itself an artifact and has 
changed over time. But the conflicts between the two sets of customs were 
conflicts over power, with government inexorably being used to support one 
interest or the other when in conflict.) The important underlying theme is 
that courts have chosen the customs of business over those of labor. 

Commons contrasts two theories of law, one maintaining that law is 
made by the command of a superior, the other holding that law is found in 
the customs of the people. Commons's analysis effectively rejects the con
ventional juxtaposition. He argues that courts make law by choosing be
tween the customs of different groups of people and in that way "reconstruct 
society" (p. 299). Commons writes that 

Customs are, indeed, the raw material out of which justice is con
structed. But customs differ, customs change, customs are good and 
bad, and customs conflict They are uncertain, complex, contradictory, 
and confusing. A choice must be made. Somebody must choose which 
customs to authorize and which to condemn or let alone .... Some
body must choose between customs. Whoever chooses is the law
giver. (pp. 299-300) 

The choices are continually being made and the law is continually 
changed, sometimes by fiction, sometimes "by new meanings for old words" 
(p. 301). There is the "conflict, choice and survival of customs, according to 
the changing political, economic and cultural conditions and governments" 
(p.302). 

As for business and labor, "The customs of labor and of labor organiza
tions are as different from the customs of business, as the customs of busi
ness were different from the customs of feudal agriculture" (p. 301). The 
courts have viewed labor contracts in much the same theoretical way that 
they have viewed commodity and other contracts but, says Commons, the 
relevant practices are different (pp. 302-303). This is particularly the case 
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when it comes to collective action by workers in the form of unions. The 
point is that "the courts do not comprehend and sanction" the customs of 
unions, any more than do the capitalists" (p. 305). This is particularly the 
case with regard to 

what may be distinguished as the common law of labor springing 
from the customs of wage earners, as distinguished from that historic 
common law springing from the customs of merchants and manufac
turers, [the former of which] consists in those practices by which la
borers endeavor to achieve their ideas through protection against the 
economic power of employers. (p. 304) 

Law is a choice between customs, ergo a choice between different psy
chologies and between different interests. 

Commons juxtaposes the business conception of free contract -- which 
for businessmen permits the exercise of superior economic coercion, taken to 
be the natural state of things -- to the system of "industrial government" in 
which labor interests are given protection against their "traditional" expo
sures. 

In Commons's view, history repeats itself in a new context The conser
vative courts have responded to "the demand for new defmitions of liberty and 
power on the part of the aggressive laborers," thereby taking "over the protec
tion of the liberty and power of business, just as the prerogative courts pro
tected the privileges of the monarch and his party .... The prerogative today 
is the prerogative of business, and the common law of today seeking recogni
tion is the customs of propertyless laborers developing in their own assem
blies and industrial courts" (p. 307). 

Commons identifies both the process and the results of the continued evo-
lution of law, with which he deeply concurs: 

A common law of labor is constructed by selecting the reasonable 
practices and rejecting the bad practices of labor, and by depriving both 
unions and management of arbitrary power over the job. An amend
ment is gradually worked into the constitution of industrial govern
ment: "No employer shall deprive any employee of his job without 
due process of industrial law , nor deny to any employee within his ju
risdiction the equal protection of the common law of labor." ... Out 
of the wage-bargain a constitution for industrial government is being 
constructed by removing cases from the prerogative of management 
and the arbitrary power of unions and subjecting the foremen, the su-
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perintendents and the business agents to the same due process of law 
as that which governs the laborers. (p. 312) 

As an example, Commons examines the labor injunction and the correla
tive problem of whether policy is to be made by the legislature or the courts, 
in both regards the questions of legal recognition of relative coercive power 
and of which interest is to prevail inevitably arise. 

Subsequent legislation and court decisions within the next dozen or so 
years after 1924 were to further the promotion of labor interests, and the re
construction of industrial government which Commons identified and ap
plauded Apropos of the wage bargain, as in the case of the rent and price bar
gains, Commons has both identified some of the legal foundations of an 
evolving capitalism as it came to exist and provided an intellectuallegal-eco
nomic foundation for its further revision. 

Reviewing the foregoing, it is understandable that Commons could at dif
ferent junctures of his analysis emphasize, implicitly or explicitly, different 
factors as historically critical. Certainly the co-evolution of rent, price and 
wage bargains constitutes such an emphasis. So too does the legal-economic 
nexus of capitalism. At one point Commons focuses on the 

reproportioning [that] has kept on according to the purposes of those 
who controlled the governments. Not Adam Smith but William the 
Conqueror was the founder of Anglo-American political economy. 
Adam Smith started the theory, but William started the economy. Nor 
did Smith start the whole of the theory." (p. 324) 

-- here Commons points to the work of legal theorists and judges, and again 
emphasizes the evolving separation of public purpose from the private pur
poses of the sovereign, which is to say, the evolution of the fields of prop
erty and sovereignty. 

Also, at many points Commons stresses as critical the transformation of 
the substantive content of the legal definition of property, especially the en
largement of property beyond use-value to exchange value, which encom
passes the addtion of incorporeal and intangible property, so that "the mean
ing of property and liberty spreads out from the expected uses of production 
and consumption to expected transactions on the markets where one's assets 
and liabilities are determined by the ups and downs of prices" (p. 21). 

Thus Commons refers to the Act of Settlement which significantly re
vised the relationship of King to all other citizens (see pp. 50, 104), saying 
that 
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This situation, consummated by the Act of Settlement in 1700, is the 
culmination of the business revolution and the origin of modem capi
talism. (p. 106) 

The reason for this is that "property was finally separated from sovereignty; 
not only for the King, but also for all other citizens" (p. 104). 

Along a different line, Commons refers to certain "substantive powers and 
remedial powers" to which 

modem capitalism owes its powers of expansion, for it is they that 
enable the business man who is citizen of a great enduring nation to 
extend his sway ... ; that endow him with power to breathe into his 
going business the immortality of a corporation. (p. 121) 

Along a still different line, it has been noticed above that Commons 
found the gild, as the initial form of capitalism, to have constituted the ori
gins of capitalism. Commons's treatment of bank credit and negotiable in
struments and therefore of money and capital markets constitutes another em
phasis thereon as the source of capitalism as we know it. 

That Commons could effectively stress so many different sources of capi
talism is due to both the complexity of capitalism as an historical phe
nomenon and his use of a certain discursive or rhetorical mode of emphasis. 

But equally significant is Commons's emphasis on process. Thus he 
writes that 

A working rule ... is a social process and not a metaphysical entity, a 
more or less flexible process of acts, transactions and attitudes; yet 
with a discernible trend; and it is this trend that may be abstracted in 
thought and formulated in words as a statement of the rule in question. 
(p. 141) 

Similarly, he writes that "[t]he government is not a thing, it is a process 
according to definite rules" which are subject to change; it is a "going busi
ness" (p. 150). Both examples of his identification of process underscore 
Commons's sense and stress on historicity. 
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III. Conclusion 

For John R. Commons, people are living, breathing and acting agents; 
not merely passive responders to stimuli, whether they be prices or anything 
else. For him, too, the economy is a process of life, and neither a given nor a 
passive mechanism. Systemic, structural, processual, and other change is the 
result of both nondeliberative and deliberative forces and processes. History 
does not merely evolve; it is made in a process of social construction and re
construction of society though the interaction and aggregation of acts both 
nominally private and public and both nominally legaVgovemmental and 
economic. The heart of that process in one respect are the actions of people 
in the ordinary business of life, making a living (in the terminology of Al
fred Marshall). Another, and for Commons the most critical respect, is the 
legal-economic nexus. This nexus represents the arena in which the polity 
and the economy are worked and reworked out Therein are the multiplicity of 
actions and interpersonal relations and conflicts which give rise to the need 
for deliberative working rules and which lead to their production by litigation 
and by lobbying/legislation. All of this constitutes the substance of Com
mons's analysis of the economy as a set of phenomena that are not just is 
(being) at a point in time but is becoming. The legal-economic nexus is the 
critical domain of this process of transformation. It is the centerpiece of 
Commons's historicism. 
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Chapter 13 

Frank Knight and the Historical Schoot 

CLAUS NOPPENEY 

I. Introduction and Summary 
II. Frank Knight as a Stranger to the Historical School 
Ill. Frank Knight as a Commentator on the 

Historical School 
IV. Frank Knight as a Promoter of Max Weber 
V. Traces of a Historical Approach in Knight's Work 
VI. Conclusion 

I. Introduction and Summary 

The present paper is concerned with Frank H. Knight (1885-1972) and his 
attitude towards the historical school of economics l . It is argued that Knight 
paid attention to the historical school during his whole life and struggled to 
develop his own historical framework. The paper falls into five sections. Fol
lowing this overview the second section recalls the conventional view that 
there is no real relation between Knight and the historical school; Knight is 
introduced as a stranger to the historical school. In contrast to this textbook 

* Special thanks to Ross B. Emmett and Stephen A. Marglin for extensive dis
cussions of and comments on earlier drafts. Thanks also to Klaus Rathe, the 
participants at the Political Economy Seminar at Harvard University and the 
Kress Seminar on the History of Economic Thought. This article is based 
upon work supported by the Schweizerischer Nationalfonds. 
The term "historical school" refers to the German historical school. Using 
the term "historism". I refer to the broader phenomenon in intellectual his
tory including among others American institutionalism. 
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version the following passages analyze Knight's way of thinking in three 
steps. His extensive commentaries on the historical school and their protago
nists are discussed in the third section. Focusing on Knight as a promoter of 
Max Weber, the fourth section examines Knight's role in the dissemination 
of German social thought into the Anglo-American context. Moreover, We
ber is identified as a crucial influence on Knight. Comparing his notion of 
ideal competition with Weberian ideas it is shown how close his critical 
stand on the ethical consequences of ideal competition is to the dominant fig
ure of the younger historical school. The fifth section aims at a reconstruc
tion of a historical dimension in Knight's economic methodology. The final 
conclusion reflects on the gap between Knight as a stranger to the historical 
school and his efforts to develop a historical framework of his own. It tries to 
understand the obvious tensions in Knight's work from different angles and 
considers why Knight finally remained reluctant to convert to the historical 
school. 

II. Frank Knight as a Stranger to 
the Historical School 

To a historian of economics, the pursuit of this paper might seem rather 
obscure since Knight was never affIliated with the development of the histor
ical school. Rather, the stories ascribed to Knight in the textbooks, dictionar
ies and encyclopedias might even suggest that he was an outspoken, or at 
least tacit, opponent of the historical school. 

Knight pursued his education through a series of schools and small col
leges in the Midwest and Tennessee. In 1913 he fmally began graduate work 
at Cornell University in philosophy, and then, a year later transferred to the 
economics department. Thus, Knight belongs to the first generation of Amer
ican economists who were trained in American universities, but whose teach
ers were mostly trained in Germany. Among Knight's teachers were Allyn 
Young, Alvin Johnson and A.P. Usher. His dissertation, which later became 
the classic Risk. Uncertainty and Profit (1921), is regarded as the "definitive 
statement of the emerging neoclassical concept of perfect competition".2 Fol-

2 STIGLER (1956), p. 270. 
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lowing academic appoinunents at Cornell, the University of Chicago and the 
University of Iowa Knight finally succeeded John Maurice Clark at Chicago 
in 1927, where he taught until 1958 and remained for the rest of his life. 
Scholars as varied as Gary S. Becker, Kenneth E. Boulding, James M. 
Buchanan, Edward Chamberlin, Milton Friedman, Donald Patinkin, Paul A. 
Samuelson, Henry Simons, George J. Stigler were at some time students of 
Knight, and it is generally agreed that Knight was a dominant intellectual in
fluence upon economics students at Chicago in the 1930s and 40s. Together 
with Jacob Viner and Henry Simons, Knight is often regarded as one of lead
ing figures in the foundation of the Chicago school of economics. 

When Carl Menger's Grundsiitze appeared in an English translation in 
1950, Knight wrote the introduction and presents this ardent opponent of the 
younger historical school as someone "known to every student of economics" 
and as "one of the pioneers of the modern theory of 'utility"'.3 As Knight 
remarks, the "everlasting credit and renown of Menger" comprises the exten
sion of the utility principle in two directions: "in the field of complementary 
goods and in that of indirect goods".4 Contributing to the dissemination of 
Carl Menger's thought, Knight gains a strong reputation as a non-adherent to 
the historical school. 

Finally, also the archives provide only very few hints at exchange or in
teraction between Knight and followers of the historical school.s Therefore it 
is no wonder that the relationship between Knight and the historical school 
has been widely neglected in the literature. While we might thus be inclined 
to cease further consideration and assume a mutual disinterest between the 
two poles, the present paper focuses on a more subtle relationship between 
Knight and the historical school. 

3 KNIGm (1950), p. 10. 
4 KNIGm (1950), p. 15. 
5 The only exception is a little correpondence with Carl Brinkmann, a former 

student of Gustav Schmoller. In 1936 Brinkmann offered Knight a honorary 
doctorate of the University of Heidelberg. Referring to the "present state of 
political opinion" Knight declined this offer. 
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III. Frank Knight as a Commentator on 
the Historical School 

After almost ten years at Chicago, Knight recalls in a letter to Talcott 
Parsons the reasons for having originally moved to this particular university: 
"I came to Chicago expecting this 'institutionalism' to be my main field of 
work. But Viner went to Geneva two different years, leaving me the main 
course in theory.'>6 This autobiographical remark shows that Knight (at least 
in his own retrospect) started out with a strong interest in institutional and 
historical issues, but had to concentrate far more on narrow economic theory 
due to his colleague's leaving unexpectedly for a post in Geneva. That is the 
reason why Knight had to abandon his initial goals. 

Given this restriction and the above stated non-existent connection be
tween Knight and the historical school, one would therefore not expect what 
a closer reading of Knight's work reveals. For instance, in his Britannica arti
cle on economics, Knight reports quite extensively on the critical schools, 
which he cites as having had a "wholesome influence on the progress of eco
nomic science". Knight openly agrees with the critical insight that economic 
life is a historical category and "therefore only to be understood through a 
study of that past". Thus, wisdom of particular economic policies is relative 
to conditions of place and time. Moreover, the supposedly universal laws of 
abstract economics need to be supplemented by, or even subordinated to, the 
study of concrete facts of the national situation. Knight's sympathy for the 
historical approach becomes obvious when he speculates that "the historicists 

6 Knight in a letter to Parsons on May 1st (Harvard University Archives HUG 
(FP) 42.8.2 Talcott Parsons, Correspondence and Related Papers 1923-1940, 
Box 2, Folder "Personal Correspondence 1935-1936"). Courtesy of the Har
vard University Archives (This and the following quotations from the Harvard 
University Archives). 
Since Knight's attitude towards the outstanding leaders of the three main cur
rents of institutionalism has already been extensively examined, institution
alism is generally omitted; for Knight's opinion on Veblen: TILMAN (1992), 
pp. 47-60; the interaction between Clarence E. Ayres and Knight is discussed 
by BUCHANAN (1976), DEGREGORI (1977) and SAMUELS (1977); a comparison 
between John R. Commons and Knight is provided by SCHWEIKHARDT 
(1988). 
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would have found many to agree with them"7, if they had limited their ap
proach to this. Going beyond relativizing abstract economic principles was 
just 100 far removed from scientific method. 

Reflecting on the economic interpretation of history, Knight diagnoses a 
convergent development. On the one side, historians tend to explain history 
as a process driven by efficiency and economic motives, while economists 
from the historical school advocate a historical interpretation of economics. 
Knight himself recommends a dialectical method. It is the combination of the 
seemingly contradictory approaches that "makes a good starting point for a 
real discussion of the general subject of social and historical interpretation".8 
Knight's discussion of the economic interpretation of history may serve as an 
example of the continuity in his work. In his Ethics and Economic Interpre
tation (1922), Knight considers for the first time the economic interpretation 
of history. On this occasion he refers to the doctrine of scientific socialism, 
according to which history is determined by materialistic considerations. A 
closer examination however, reveals that the foundations for a science of con
duct based on economic motives are weak. In a methodological and highly 
critical context the motif of the economic interpretation of history is used to 
conclude that "the treatment of conduct in the concrete takes the form of his
tory rather than science".9 Moreover, the scientific treatment of conduct is re
stricted to its abstract form and its "concrete content can only be explained 
'historically"'. 10 When writing a new preface to the re-issue of his Risk, Un
certainty and Profit (1921/1933) Knight addresses our theme in the context of 
the capital controversy with Hayek. Mter stating the Marxist view that eco
nomic motivation explains historical change, he focuses on the conditions af
fecting economic life such as wants, resources and technology. Insofar as 
they are the result of rational abstinence and investment, these conditions can 
themselves be explained in economic terms. Thus, in an intertemporal per
spective uncertainty is introduced as a new limitation on the economic view 
of motivation.ll Finally, in 1942 he once again takes up the Economic Inter
pretation of History in an interdisciplinary context (humanities, cultural his
tory, social sciences). The economic interpretation of history is described as 
"one of the intellectual vices of the [ ... ] excessive 'rationalization' of human 

7 KNIGIIT (1951a), p. 930. 
8 KNIGIIT (1942), p. 228. 
9 KNIGIIT (1922), p. 37. 
10 KNIGIIT (1922), p. 39. 
11 KNIGIIT (1933), p. xxxii. 
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behavior and human nature" resulting from the European Enlightenment, 
utilitarianism and classical economics.12 As stated above, the historical 
school is characterized as a necessary counter-movement pointing at the ex
cessive use of an economic interpretation. 

While conventional wisdom regarding Knight's position vis-a-vis the his
torical school would assume absolute opposition, it becomes clear from a 
closer consideration of Knight's reaction to key historical figures of the time 
that his opinion of the school is a far more differentiated and cognitively 
complex one. For instance in one of Knight's more general attacks on the 
historical school he mentions Karl Knies as the only valuable and notable 
exception. In his view Knies refrains from the broad pattern of making the 
"historical method something arbitrary and doctrinaire".13 

Another example of Knight's defense of the historical tradition concerns 
his treatment of Gustav Schmoller. Knight defends Schmoller and the histor
ical school against Lionel Robbins, who made them responsible for the "in
trusion of all sorts of sociological and ethical elements which cannot, by the 
widest extension of the meaning of word" be included in economic analy
sis.14 Referring to Schmoller, the British economist speaks of the "degrading 
mystique of historicism". 15 This attack seems to awake Knight's historical 
temperament: "I must say that there is a vast amount of truth in historicism, 
and also that it affords a sorely needed corrective to the naive utilitarian indi
vidualism of the English classical economists. Like the latter, it must be 
generously interpreted and freed from extremism - and confronted with its op
posite. Both schools, more or less equally, were propagandists, with honor
able objectives, and were alike seekers and promoters of important truth."16 

In contrast to Knies and Schmoller, Karl Bucher and his method is for 
Knight just a "conspicuous example" for economic generalizations. I7 Implic
itly characterizing the approach taken by Bucher, Knight blames the histori
cal school for ambitious extremism: "Not content with looking to history for 
the causes of these concrete differences of economic structure in which they 
were interested, they proposed to derive from history itself universal and bind
ing laws akin to those of the physical sciences. They were fond of schemes 

12 KNIGlrr (1942), p. 217. 
13 KNIGlrr (1951a), p. 930. 
14 ROBBINS (1932), p. 40. 
15 ROBBINS (1952), p. 40. 
16 KNIGIIT (1953), p. 280. 
17 KNIGIIT (1941), p. 256. 
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of stages of economic development through which they thought every nation 
must pass. In these speculations they were really elaborating suggestions 
found not in historical research, but in Greek speculative historians. They re
garded the forms taken by economic life, past and present, as inevitable prod
ucts of historical forces; and at the same time, unconscious of the inconsis
tency, they advocated a rather heavy-handed control of economic activities by 
the state."IS For Knight this approach is beyond any reason: "But surely no 
serious student needs to be warned against the implication that human devel
opment has proceeded by a uniform linear serial sequence, with exact unifor
mity over the whole earth at a particular date in evolution or history". 1 9 

Knight objects to the alleged mechanical character of Bucher's approach. Eco
nomic history is to be studied viewing its content as opinion, principles and 
interpretive ideas rather than acts in any literary sense. 

Let us come back to Carl Menger's Grundsiitze, because a more detailed 
examination mirrors how remarkably close to Schmoller and the historical 
school Knight argues in this context. His above mentioned introduction to 
Menger's "Grundslitze" goes well beyond a mere appraisal of the Austrian 
framework. In addition to his criticism on narrow theoretical grounds, Knight 
finds fault with Menger's notion of the "economizing man" . The Chicago 
economist doubts whether Menger was aware of "the many other 'men' who 
walk about and variously perform 'in the same skin' as the creature who 
merely uses means to satisfy 'needs"'.20 Not mentioning the "conventional 
man, the playful, humorous, contentious, prejudiced, capricious, perverse, 
obdurate, destructive, benevolent man, the idealist, the esthete, the malicious 
man, etc, etc.". Menger is blamed for a "naive economism in an extreme 
form".21 As an illustration of Knight's ambivalence and his idiosyncratic po
sition, Knight's comment on Menger can be sharply contrasted with the fol
lowing justification and defense of the economic man: "The concept of eco-

18 KNIGlIT (1951a), p. 930. A juxtaposition with Knight's conception of eco
nomics might enhance the understanding of his objection against BUcher: 
"Economic theory is not a descriptive, or an explanatory, science of reality. 
Within wide limits, it can be said that historical changes do not affect eco
nomic theory at all. It deals with ideal concepts which are probably as uni
versal for rational thought as those of ordinary geometry", KNIGlIT (1935), 
p. 277. 

19 KNIGlIT (1941), p. 257. 
20 KNIGlIT (1950), p. 16. 
21 KNIGlIT (1950), p. 16. 
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nomic man has indeed been attacked and generally rejected, verbally. This was 
intellectually a step backward, since the notion is essential to scientific anal
ysis, and the only hope was to use it while making its limitations clear. In 
essentials it has been revived in the concept of the indifference function of the 
mathematical economists. But while certain so-called economists, notably 
the 'historical schools' of Germany and England, were repudiating the idea 
without understanding it, much of its content in the bad, absolutistic sense 
was being preached with even less understanding by social philosophers and 
politicians; among the former were especially Spencer; under the latter head 
come the Manchester Liberals"22. For Knight, the economic man functions 
as an analytical tool methodologically analogous to the frictionless machine 
of theoretical mechanics. For analytical economics, this concept is essential 
in the same way.23 

In the same context Knight points at Schmoller and Sombart as an alter
native to Menger. While the Austrian economist always speaks of "need" not 
of want, desire or craving, these categories are in the eyes of the latter two 
"characteristic of medieval life, in contrast with that of the modem age, de
voted to endless profit-seek".24 Knight maintains that the satisfaction of 
needs, which according to Menger originates in human drives, only accounts 
for a negligibly tiny fraction of ordinary economic activity. Menger's concep
tualization "is just not true of any particular good that is either offered in the 
market, or wanted". In this respect Knight once again hints at one of his fun
damental objections to the free-market economy, namely the fact "that it 
takes the 'units,' individuals, families, etc. as 'given,' which is entirely unre
alistic. In the economic aspect specifically, it 'assumes' given 'wants, re
sources, and technique,' in possession of each and all".25 

Summarizing, one can state that Knight's treatment of the protagonists of 
the historical school is far from being consistent and unambiguous. Despite 
faithfulness to his own approach of abstract economic principles no funda
mental objections to the way of the historical school can be noticed. In deal
ing with opponents of the historical school Knight himself then takes a stand 
very similar to their arguments. 

22 KNIGlIT (1935), p. 286-87. 
23 KNIGlIT (1941a), p. 134. 
24 KNIGlIT (1950), p. 16. 
25 KNIGIIT (1951), p. 271. 
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IV. Frank Knight as a Promoter of Max Weber 

In his treatment of Max Weber as an economist, G. Eisermann has argued 
that the historical school dialectically reaches its final completion in We
ber.26 Frank Knight played a crucial role in the spread of Weberian ideas in 
the American social sciences. Since this is widely unknown, the following 
section is concerned with Knight's role in the dissemination of Weberian 
ideas in America and Weber's influence on Knight 

Knight's translation of Max Weber's Allgemeine WirtschaJtsgeschichte in 
1927 was the first work of the German social scientist to be published in 
EnglishP Knight begins the translator's preface by introducing Max Weber 
to the American audience: "Max Weber is probably the most outstanding 
name in German social thought since Schmoller".28 Arguing for the neces
sity of this translation, Knight continues: "At a time when the main empha
sis in English, and particularly American, economic thought has shifted from 
general deductive theory to the other two comers of the methodological trian
gle, namely, psychological and historical interpretation on the one hand and 
statistical study on the other, there is abundant reason for making available to 
English readers this last product of Weber's thought, his economic history". 
It was not before the mid 1930s that Weber was widely known among Amer
ican social scientists.29 Thus, Knight was almost a decade ahead and he can 
truly be regarded as one of the American discoverers of Max Weber. However, 
it remains an open question how Knight, who had not studied in Germany, 
came to know Weber.30 

Common interest in Max Weber initiated a lifelong friendship between 
Frank Knight and Talcott Parsons. During his academic year at the Univer
sity of Heidelberg (1925/26) the latter was exposed to Weber's work. Parsons 
encountered the surviving members of the Weber circle and was fmally capti
vated by Die protestantische Ethik und der Geist des Kapitalismus. Upon his 

26 EISERMANN (1993), p. 12. 
27 Talcott Parsons, who is usually given credit for promoting Weber in America, 

published his translation of Die Protestantische Ethik und der Geist des 
Kapitalismus in 1930. 

28 KNIGHT (1927), p. xv. 
29 ERDELYI (1992), pp. 99-126. 
30 It seems plausible that his former teacher, the economic historian A. P. Usher 

might have introduced him to the works of Weber. 
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return, Parsons contacted and suggested to Knight a joint translation project 
consisting of the Religionssoziologie, the Protestantische Ethik and the 
WirtschaJtsgeschichte. Parsons did not want to endanger the success of the 
undertaking by competition between Knight and himself.3l Contacting 
Knight for the fIrst time in late 1927 Parsons was too late. The General Eco
nomic History was published separately. Nevertheless, 1927 marks the be
ginning of an ongoing interaction between Knight and Parsons, sparking off 
their mutual interest in the translation of Weber. 

Although Knight never mentioned sociology or sociologists in his teach
ing, he devoted some attention to Max Weber. In an autobiographical paper 
Edward Shils tells us that Knight offered a seminar on Weber in 1935 or 
1936. The procedure was a line-by-line reading of the fIrst three chapters of 
Weber's WirtschaJt WId GeselischaJt.32 

Despite this experience and interest in the work of Weber, Knight never
theless makes few explicit references to Weber in his work. Knight and his 
second wife, Ethel Verry, went to Europe in 1930 and spent six months on a 
Guggenheim Foundation fellowship especially in Heidelberg and Vienna. His 
paper "Das Wertproblem in der NationalOkonomie" (1932) was primarily a 
lecture delivered then at Vienna. Even in this paper, which can surely be re
garded as a reflection on Weber's WissenschaJtslehre, the German social sci
entist is not mentioned once.33 

In one of the very few comments on Weber, his American translator 
praises the Puritanism theory for being the only one that really deals with 
"the problem of causes".34 Knight speaks with approval of Weber for being a 
"leader in the emphasis on non-technological factors, political, psychologi
cal, intellectual and religious, underlying economic change".35 It is probably 
Knight's fascination for ideas, their evolution and consequences that refrains 
him from accepting a more empirical approach such as Bucher's stage theory. 
Furthermore, Weber towers above all other writers, because he approached the 

31 Talcott Parsons in a letter to Paul H. Douglas on November 13th 1927. In 
this letter Parsons asks Douglas, who was also a Professor at Chicago, to 
help as an intermediary between Knight and himself (Harvard University 
Archives HUG (FP) 42.8.2 Talcott Parsons, Correspondence and Related Pa
pers 1923-1940, Box 2 of 3, Folder "Misc. Correspondence 1925-1929). 

32 SHILS (1980), p. 184. 
33 KNIGHT (1932). 
34 KNIGHT (1928), p. 101. 
35 KNIGlIT (1928), p. 96. 
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material from the angle of comparative history in the broad sense and raised 
the question why capitalism did not develop in other times and spaces. 
Knight's unequivocally positive attitude towards Weber is unique. One can 
hardly think of any other social scientist, philosopher or economist Knight 
reviews in a similar way. Taking into account how severe and harsh Knight 
often passes his judgement, one might even speak of an admiration and en
thusiasm for Weber and his thought. For this reason, it is not surprising that 
Knight once made the autobiographical remark: "There has been the work of 
one man whom I have greatly admired. If I were to start out again, I would 
build upon his ideas. I am referring of course to Max Weber". 36 

In spite of this admiration it is a common view that "Knight's theories 
[appear] far removed from Weber's ideas".37 While it is beyond the scope of 
this paper to analyze the full influence of Weber on Knight, a sharp analysis 
of Knight's concept of ideal competition reveals a strong connection to We
ber's notion of capitalism. For the latter, the evolution of capitalism leads to 
the transformation of human relationships (including the most intimate) into 
impersonal and bare market relationships: "Where the market is allowed to 
follow its own autonomous tendencies, its participants do not look toward 
the persons of each other but only toward the commodity".38 Capitalism be
comes an objective and automatic system to which the individual must con
form, a dead system in which there is no room left for creative forces. While 
the Puritan wanted to lead this rational ascetic life, we are forced to do it.39 
As the "partner to a transaction is expected to behave according to rational le
gality and, quite particularly, to respect the formal inviolability"40, individual 
action is replaced by a mere mechanistic response or execution. "The capital
istic economy of the present day is an immense cosmos into which the indi
vidual is born, and which presents itself to him, at least as an individual, as 
an unalterable order of things in which he must live. It forces the individual, 
in so far as he is involved in the system of market relationships, to conform 

36 SCHWEITZER (1975), p. 279. 
37 SCHWEITZER (1975), p. 279. This impression is disputed by Raines/Jung who 

plainly assert that Knight was "profoundly influenced by Weber". Unfortu
nately they do not present a single argument or example in their treattnent, 
RAINES/JUNG (1992), p. 110. Apart from these short hints at Weber his influ
ence on Knight has not been examined. 

38 WEBER (1922), p. 636. 
39 WEBER (1904-05), p. 18I. 
40 WEBER (1922), p. 636. 
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to capitalistic rules of action. The manufacturer who, in the long run, acts 
counter to these norms, will just as inevitably be eliminated from the eco
nomic scene as the worker who cannot or will not adapt himself to them will 
be thrown into the streets without ajob".41 

Knight's characterization of competition points at the same phenomenon. 
His description is more vivid as well as provocative. In his view, competi
tion brings about "an essentially impersonal, quasi-mechanical control of 
economic relationships". Even the entrepreneur in his control of production 
is relatively helpless. "Under perfect competition he would of course be com
pletely helpless, a mere registrar of the choices of consumers".42 Further
more, Knight connects the power of the competitive forces to his common 
metaphor of competition as a voluntary game. In contrast to the fundamental 
assumption of contemporary game theory, the players are not primarily inter
ested in the pay-off matrix, but in enjoying the game. "In a social order 
where all values are reduced to the money measure in the degree that this is 
true of modern industrial nations, a considerable fraction of the most noble 
and sensitive characters will lead unhappy und futile lives. Everyone is com
pelled to play the economic game and be judged by his success in playing it, 
whatever his field of activity or type of interest, and has to squeeze in as a 
side-line any other competition, or non-competitive activity, which may have 
for him a greater intrinsic appeal."43 

In his discussion of Sombart's revised edition of Der Moderne Kapitalis
mus, Knight goes on by correcting the common assumption that the spirit of 
capitalism is that of bargaining between individuals. All parameters are de
termined by the system. Thus, "nothing could be farther from the truth".44 
Stating that there is "no implication of a universal harmony of interests"45, 
Knight deviates from the well-established "communist fiction" (G. Myrdal) 
of economic harmony. That is the reason why he is able to avoid any norma
tive inference from the economic ideal. Accordingly, it is a fallacy to at
tribute ethical significance to distribution based on what the individual puts 
into the social total.46 In his presidential address at the American Economic 
Association, which was essentially a statement of his credo, Knight returned 

41 WEBER (1904-05), pp. 54-55. 
42 KNIGHT (1928), p. 92. 
43 KNIGlIT (1923), p. 66. 
44 KNIGHT (1928), p. 92. 
45 KNIGHT (1953), p. 10. 
46 KNlGlIT (1928), p. 95. 
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to his criticism of the ideal competition: "Our economic ills are not due to 
the failure of competition; on the contrary, the result of perfect functioning 
of the system would be socially quite intolerable."47 In contrast to prevalent 
economic doctrine, it is therefore not only or primarily the imperfect or in
complete market, which raises ethical concerns, but the perfect and ideal ver
sion too. Since for Knight the "actual performance of the economic order di
verges surprisingly little from the theoretical"48, this criticism of the ideal 
and perfect market system is more relevant than any evaluation of the real 
life. Therefore, the "main real issue is the ethical quality of the theoretical 
ideal".49 

Up to this point our main focus has been on Knight's view and critique 
of the historical school. As Ross Emmett clearly indicates, "Knight stood at 
odds with the modes of methodological thinking in American social science 
[one might even say 'at odds with all modes', C.N.]: the objectivist, behav
ioristic approaches common to the other social sciences and to the American 
Institutionalist tradition; and the positivistic approach that emerged with the 
American neoclassical tradition between the wars".50 For that reason, Knight 
can easily be characterized as an opponent of a particular view, but it is at the 
same time hardly possible to give a constructive and positive outline of 
Knight's position. 

v. Traces of a Historical Approach in Knight's Work 

From the very beginning of his academic career, Knight works on an inte
gral conception of economics. Explaining the methodological foundations of 
his dissertation, Knight advocates an intimate relation between deduction and 
induction, because there is abundant use for both in economics as well as in 
other sciences. "In the present writer's view the correct 'middle way' between 
these extreme views, doing justice to both, is not hard to find. An abstract 
deductive system is only one small division of the great domain of economic 

47 KNIGlIT (1951), p. 270. 
48 KNIGlIT (1956), p. 52. 
49 KNIGlIT (1956), p. 53. 
50 EMMETI (forthcoming). 
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science, but there is opportunity and the greatest necessity for cultivating that 
field".51 

Beginning in 1930, over a period of 20 years Knight develops, particu
larly in exchange with Parsons, his approach to economic aspects of human 
action. He recognizes that the allocative-economic aspect cannot exhaustively 
state the problem which a human being is attempting to solve in any con
crete economic situation. For that reason, he suggests a pluralistic methodol
ogy, according to which human behavior is susceptible to systematic study 
on four distinct layers52: 

• The mechanistic level deals with human beings in the perspective of 
stimulus and response. 

• Secondly, the historical-institutional level aims at interpreting be
havior in terms of historical processes and historical laws. The fIrst two 
layers have in common that "behavior is treated as caused in the sense of 
positive science". Thus, for Knight the fIrst two approaches are below the 
level of problem solving. 

• The lowest level of problem solving is that which is dealt with by 
the economic theorist He works at a third general level of interpretation. 
His focus is on the correct allocation of the given means among the dif
ferent interests. 

• Since "ends also present problems", the fourth level is concerned 
with the choice between ends. It is the problem of values or evaluation of 
truth, beauty, and goodness. 
This framework can by analyzed as a mirror reflecting Knight's fundamen

tal categories in three dimensions. Firstly, it illustrates Knight's concept of 
variables and constants. Layer by layer one exogenous datum is transformed 
into a variable53. Secondly, the level of certainty decreases with every new 
layer. Consequently, the economic agent is more likely to make a mistake.54 
Thirdly, as far as the time-horizon is concerned, the static and mechanical 
view is replaced by a dynamic conception. 

There seems to be, however, an inherent weakness, in so far as Knight 
tends to conceptualize his levels like close systems. Therefore, he might ig
nore the interplay between them. Furthermore, Knight develops over the 

51 KNIGlIT (1921), pp. 6-7. 
52 KNIGlIT (1932). KNIGlIT (1941a). 
53 KNrGlIT (1922). p. 20. 
54 KNIGlIT (1932). p. 61. 
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years a variety of different terminologies and changes the number and se
quence of the levels. 

With respect to Knight's overall conception, Parsons provides us with an 
important insight. In the final letter to Knight on this topic, Parsons admits: 
"On the whole I do feel that in this exchange I have come nearer to under
standing what has inhibited us from fruitful discussion over a considerable 
period. I might try to state it as follows: Your principal concern has been to 
attempt to place economic theory and the cognate phenomena in a philosoph
ical setting, perhaps particularly in relation to its ethical significance and lack 
of it. I have, on the other hand, grown progressively away from such preoc
cupations and been devoting myself to the development of a theoretical sys
tem on the level of empirical science which, while touching on the periph
eries of such questions has never really come to grips with the philosophical 
terms. Both, it seems to me are legitimate tasks, yours being much the big
ger and ultimately the more important. I do, however, feel that my job not 
only needs to be done, but is in a sense a prior job, since it is important in 
defining the perspective in which the philosophical problems are to be 
arised.,,55 

VI. Conclusion 

Let us fmally come back to the initial question, how is Knight related to 
the historical school? Obviously, Knight shows a sustained engagement with 
the problems posed by the historical school. Again and again Knight ad
dresses the issue of the scope of economics and stresses the narrowness and 
abstractness of orthodox theory. However, at the same time, he also defends 
this heavily criticized economic theory against severe attacks by the historical 
school and other dissenters. The co-existence of the two traits lead us then to 
the question, of whether there is anything beyond this seemingly obvious 
contradiction. Assuming that Knight was aware of this tension, two possible 
ways of integrating the opposing views can be identified: 

55 Letter to Frank Knight on July 9th 1950 (Harvard University Archives HUG 
(FP) 42.8.2 Talcott Parsons, Miscellaneous Correspondence and Other Pa
pers, 1923-1940, Box 3, Folder "Misc. Correspondence Knight"). 
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1. Firstly, Knight might not have seen the historical and theoretical way as 
mutually exclusive approaches in economics. In one of his last papers, an 
article entitled Economic History, Knight surveys the history of eco
nomic thought. The final passage is devoted to historism and institution
alism in economics as opponents to orthodox economics. Knight com
pares the evolution of the German branch with parallel developments in 
Britain. Mter that he deals with American institutionalism as an "off
shoot of the German movement". Finally, Knight concludes his survey 
quite astonishingly: "What should be said about these opposition move
ments is that there is no conflict at all with orthodoxy. One can advocate 
a policy or write historical or sociological economics at will, distinguish
ing the result from history of sociology as far as possible. [ ... ] One may 
contend that inductive treatment is superior, or even that no other eco
nomics should be written. But it remains true that price theory yields 
laws more useful for guiding action than any other comparably simple 
view of social phenomena (e.g. criminology)."56 His concluding empha
sis on the importance, legitimacy and validity of price theory is typical of 
Knight, who never lost his faith in economics as being merely abstrac
tion and analysis. But he never advocated for the exclusivity of this ap
proach. Either a co-existent or even cooperative and complementary ap
proach constituted the core of his methodology. In a positive sense 
Knight could support the historical school as long as the existence of an 
analytical dimension was not questioned. Although Knight contributed 
and initiated a couple of debates, he also regrets the lack of consensus of 
economists. "The attack on deductive analysis begun and continued by 
successive historical schools is kept up by the institutional economists, 
and now the statisticians are making it a three-cornered fight. To one who 
sees, or at least believes, not merely that all these methods and perhaps 
others are useful and necessary, but that friendly intelligent co-operation 
among those who pursue them is equally so, it is disheartening to find 
them engaged so largely in reading each other out of the kingdom.,,57 

2. As a second attempt to solve the apparent tension, one can focus on the 
contextuality of Knight's contributions. Then looking at Knight in the 
broader intellectual and economic setting, the Chicago economist was not 
so much concerned with what he was arguing for or against, but, instead, 

56 KNIGHT (1973), p. 6l. 
57 KNIGHT (1928), p. 90. 
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was more concerned with the needs and historical challenges of a specific 
time and place. Consequently, Knight can only be understood in relation 
to the time and place he was addressing at a particular moment. Instead of 
primarily conceptualizing, modeling or stringently formulating, Knight 
appears as a reacting and responding critic. Taking into account how 
much Knight was devoted to reviewing, replying and discussing, the ar
gument becomes plausible. In his reviews, Knight appears to be less con
cerned with describing and evaluating books in terms of their authors' ob
jectives than with judging them by the proximity to his own (and often 
unclear) position. As far as the role of government is concerned, Knight 
once illustrated the importance he ascribed to responding to the needs of 
the Zeitgeist by outlining the different challenges: ''There was a time, no 
doubt, when society needed to be awakened to the possibility of remedy
ing evils and stirred to action, mostly negative action, in establishing 
freedom, but some positive action too. Now we have found not only that 
mere individual freedom is not enough, but that its excess can have disas
trous consequences. And a reaction has set in, so that people have too 
much faith in positive action, of the nature of passing laws and employ
ing policemen, and the opposite warning is needed."S8 Recalling Knight's 
treatment of Schmoller in his response to Robbins, the same argument 
can be revealed. It was not Schmoller himself Knight was defending. It 
was Schmoller attacked by Robbins as a representative of a marginalized 
tradition. That is the reason why, instead of inherently theoretical reasons, 
Knight refers to Schmoller as a "corrective to the naive utilitarian indi
vidualism".S9 The changing context of American social science and politi
cal discourse during the 1930s and early 1940s allows us then to under
stand why Knight moved away from his initial project. 
Dealing with an almost lost tradition in intellectual history, one might 

ask why this particular approach was not widely accepted; why this alterna
tive did not influence the further development of the discipline; and why it 
was even widely rejected. As far as the historical school is concerned, Eber
hard K. Seiffert raised this question at the previous SEEP-Conference: "Why 
did the historical school have only an insignificant impact on non-German 
research?" According to the brief discussion summary three possible answers 
were mentioned: "first, the language problem should not be underestimated. 

58 KNIGHT (1951), p. 281. 
59 KNIGHT (1953), p. 280. 
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Secondly, pure ignorance might playa role. And thirdly, when you try to in
troduce a new approach, you do not want to swim against the mainstream".60 
In the case of Frank Knight, one can easily exclude the flrst two possibili
ties. Knight was familiar with the German literature, he reviewed and sum
marized quite a few works. Consequently one cannot consider this scholar ei
ther incapable of advanced scholarship in the German language or ignorant of 
the historical school. Thus discounting these two hypotheses, one must infer 
that the approach taken by the historical school has been more influential 
than is often assumed (at least in the question raised by E. K. Seiffert). How
ever, whilst the influence of the historical school is undeniable, we must also 
conclude that Knight, despite his efforts, was not entirely convinced of the 
prospects for the historical approach in economics. Whether the reasons for 
Knight's not fully embracing the historical perspective lay in the inherent 
weaknesses of the arguments themselves or in the deep skepticism of 
Knight's personality is still an open question. At least in a letter to his friend 
Talcott Parsons, Knight explained why he adhered to the dominant orthodoxy 
and why he was afraid of converting to radicalism: 

"'Up to a point,' I'm quite happy to be called a 'reactionary'; beyond, I'm 
as radical as they come, in the narrow sense of critical judgement of the mar
ket organization. But I don't like the idea of throwing away freedom and turn
ing the country over to any brand of politicians without a betting chance of 
getting something in return. [ ... ] I incline to 'be careful'-a reactionary 
again."61 

60 EIDENMOLLER (1995), p. 105. 
61 Letter to Talcott Parsons on March 2nd 1950 (Harvard University Archives 

HUG (FP) 42.8.4 Talcott Parsons, Correspondence and Other Papers, 1935-
1955, Box 13, Folder "Knight, Frank H."). 
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Paper discussed: 

Discussion Summary 

NORBERT F. TOFALL 

CLAUS NOPPENEY: Frank Knight and the Historical School 

The discussion was opened by the contribution that, first, Frank Knight 
is a critic with the goal of making progress in sciences, that, secondly, 
Knight is a pessimist since his criticism is endless, and, thirdly, that Knight 
only looks at separate parts of the subjects and that he does not show the 
whole picture (CASSON). Concerning the influence of Weber and Knight's 
opinion about the Historical School, it is pointed out that the Historical 
School of economics only wanted to make clear that situations and people's 
values change in history (CASSON). 

Because of the enormous changes in economics in the last 100 years it is 
necessary to ask if Knight did not analyse this changes and if Knight did not 
change himself (MOOGRIDGE). 

About this it is said that Knight did not change his social philosophy 
over the years. Knight only analysed different subjects which were on vogue 
but ever from the same point of view (NOPPENEY). 

It is asked for the thoughts of Knight about welfare theory and his contri
bution to the ethical implications of this theory (FURUBOTN). NOPPENEY 
points out that there is a contribution from Knight, especially Knight's criti
cism of Pigou. Knight thinks about a relation between price theory and wel
fare theory with regard to the discussion of the economic systems and in view 
of the dicussion "planned economy or free market economy". 

But a mayor issue in welfare theory is also the distribution of ownership 
which leads to the distribution of income. It is not possible to understand a 
welfare function without ethics and therefore the results of welfare theory 
have a normative standard, not only a positive one (FURUBOTN). 

Very important is Knight's notion to power, because the market can only 
work, if there is no power. A market without competition, however, builds 
up power (NOPPENEY). This is why the Anti-Trust-legislation is necessary 
(MOGGRIDGE). 



DISCUSSION SUMMARY 

KOSLOWSKI wonders, why Noppeney describes Knight as a reactionary 
man. That is a very American point of view. From this point of view, the 
German Historical School of economics cannot be judged properly, because 
in Germany and in Europe the position of Knight is not conservative, but 
liberal, and the Historical School is the conservative school. This is impor
tant because, from a liberal point of view, it is difficult to legitimate inheri
tance, whereas from a historical point of view, it is possible since history 
and historical continuity legitimizes (KOSLOWSKI). 

In Knight's theory the social units are not the individuals, but the fami
lies, and in Knight's theory the logic of the market is not the logic of power. 
Both are topics which call in mind Schumpeter's thoughts. In his famous ar
ticle Die sozialen Klassen im ethnisch homogenen Milieu Schumpeter in
sists that the social units are the families and in his famous paper on imper
alism Schumpeter argues that the logic of the power system is not the logic 
of the market system. What does Knight think about Schumpeter? (ACHAM). 

Knight seldom agrees with the authors he quotes, and Knight does not 
quote in an exact way, NOPPENEY answers and adds that he has not found 
Schumpeter in Knight's writings. 

In Knight's view economic theory has always to be ethical theory. In 
general, and against Knight one can say that it is better for economics as well 
as for ethics to separate this different types of theories because only in this 
way it is possible to ensure clear explanations. Even if we take moral input 
to economics for getting moral output, the economic theory is not ethical it
self (ACHAM). 

From the relation between ehtics and economics we can not conclude that 
ethics determines economics. Knight is an outsider in regard to his ethical 
economics (NOPPENEY). 

One can say that the economic system is one system in society and that 
there are other parallel systems which influence a lot of other things, espe
cially individual preferences and attitudes. It is clear that if the preferences 
take a special coloration than the results of economic theory depend on this 
preferences. This is a very mechanical view, but it is consistent with the idea 
that we are influences by several degrees of ethical coloration (FURUBOTN). 
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Chapter 14 

Method and Marshall 

D. E. MOGGRIDGE 

I. Introduction 
II. Alfred Marshall 
TIL William Cunningham 
IV. John Neville Keynes 
V. Foxwell and Cambridge 
VI. Conclusion 

Economists, or rather some of the most gifted spirits among them, 
have continued in recent years to conduct a running debate on the more 
elemental, though by no means more elementary, topic of what sort 
of a study economics is, and what it is all about. This is a topic 
which, when I started to read economics at Cambridge in 1910, it was 
not, I think, fashionable among us to think much about -- less fash
ionable, I dare say, than it may have been a few years previously, 
when the separate course in economics had not yet been extracted like 
Eve from the rib of the Moral Sciences Tripos. To us, I think, it 
seemed a topic more suitable for discussion by Gennans than by En
glishmen. There was on our reading-list what I have since come to re
gard as a good, if dry, book about it, J.N. Keynes's Scope and Method 
of Political Economy, but to be quite honest I doubt if many of us 
read it. We thought we knew pretty well what sort of things we want
ed to know about, and were glad enough to take the counsel given by 
Marshall himself near the beginning of the Principles (p. 27),1 'the 

1 ALFRED MARSHALL: Principles of Economics, 9th (variorum), ed. by C. W. 
Guillebaud, London (Macmillan) 1961, p. 27. This material has been in place 
since the second edition. Marshall actually used the word 'trouble' rather than 
the word 'concern' quoted by Robertson. 
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less we concern ourselves with scholastic enquiries whether a certain 
consideration comes within the scope of economics the better'.2 

This quotation, with its wonderful sense of Cambridge-centred insularity, 
is an accurate picture of the position in Cambridge in 1910.3 By that stage, 
the Economics Tripos had been well-established and what David Collard has 
called 'The Production of Cambridge Economists by Means of Cambridge 
Economists'4 was under way. The Tripos lists of the next three years would 
contain the names of Frederick Lavington, Gerald Shove, Hubert Henderson, 
Dennis Robertson, Claude Guillebaud and Philip Sargent Florence, all of 
who would later teach in Cambridge. By that stage, as well, almost all of the 
'old guard' had gone -- Marshall had retired in 1908 and Foxwell, disgusted by 
the subsequent professorial election had withdrawn from most of the affairs of 
the Faculty -- only to attempt a return as a spoiler during World War I, when 
he tried, unsuccessfully, to prevent Pigou's exemption from military service 
by offering to cover his lectures.5 By 1910, the main teaching for the Tripos 
was in the hands of A.C. Pigou, Maynard Keynes and Walter Layton, all 
'students' of Marshall's, supported by such figures as W.E. Johnson (another 
student) and C.R. Fay. They would soon be joined by the other graduates of 
the Tripos mentioned above and their further products; so that if, for exam
ple, one were to look at 1925, all the teaching (with the exception of Leonard 
Alston, Udney Yule and Marjorie Tappan) was in the hands of Marshall stu
dents or Tripos graduates. And with significant exceptions (such as Piero 
Sraffa, Nicky Kaldor and Richard Goodwin as long-term appointments and 
John Hicks as a short-term one) the Faculty would remain the self-reproduc-

2 D. H. ROBERTSON: Utility and All That, London (Allen and Unwin) 1952, pp. 
13-14. 

3 It may not have been far from the views of some in the profession almost two 
decades earlier. When reviewing NEVilLE KEYNES's Scope and Method of Polit
ical Economy, Edgeworth remarked that 'we cannot conceal a certain impa
tience at the continual reopening of a question on which authorities appear to 

be substantially, if not in phrase, agreed' [Economic Journal, I (June 1891), 
p. 423]. 

4 DAVID COLLARD: "Cambridge After Marshall", in: lK. WHITAKER (Ed.): Cen
tenary Essays on Alfred Marshall, Cambridge (Cambridge University Press) 
1990, p. 170. 

5 Foxwell rejoined the Board of Studies for Economics in January 1912 and re
mained on it until 1920. 
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ing, insular institution of the 1950s wickedly, but accurately, described by 
Harry Johnson in his memoir.6 

I. Introduction 

But that is how the story ended. We should go back to the beginning and 
trace through how Cambridge got over the methodological hurdle, if there 
was one, and allowed its economics to take the shape it did. In tackling this 
subject I have the advantage of the large literature on Marshall and the profes
sionalisation of British economics, supplemented by Peter Groenewegen's re
cent, massive biography of Marshall, A Soaring Eagle (1995), and John 
Whitaker's wonderful, three-volume, Royal Economic Society edition of 
Marshall's correspondence (1996).7 In the course of this discussion, I will not 
concern myself with Marshall's views of ethics in relation to economics, not 
because he did not have them but because they did not affect his views on 
method.8 

The outcome of the Cambridge -- and, given Cambridge's dominance re
sulting from its offering the most specialised and technically demanding de
gree course then available,9 most of the British -- discussions was the resul
tant of several forces, in particular the nature of English economics before the 

6 H. O. JOHNSON: "Cambridge in the 1950s: Memoirs of an Economist", En
counter, 42 (January 1974), pp. 28-39. 

7 J. K. WmTAKER (Ed.): The Correspondence of Alfred Marshall, Economist, 3 
vols., Cambridge (Cambridge University Press), 1996. In citing Whitaker's 
edition below, I use the form WmTAKER, volume number (roman numeral), let
ter number (arabic numeral), correspondent, date. 

8 For a good discussion of ethics see A. W. COATS: 'Marshall and Ethics', in: R. 
MCWILLIAMS-TULBERG (Ed.): Alfred Marshall in Retrospect, Aldershot (Ed
ward Elgar) 1990, pp. 153-77 reprinted in: A. W. COATS: On the History of 
Economic Thought: British and American Economic Essays, vol. I, London 
(Routledge) 1992. 

9 It would remain dominant until the development of the taught M.Sc. at LSE 
began to offer competition during the RobbinslHayek renaissance of the 
1930s. 
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historicist reaction, the English historicist agenda, institutional factors and, 
inevitably, personalities. 

Before, say, about 1870, English political economy as relatively homo
geneous. As Foxwell retrospectively put it in 1899,10 'after the appearance of 
Mill's Principles, English economists, for a whole generation, were men of 
one book'. Around 1870, although Mill remained the dominant text and the 
basis for simpler volumes, this consensus began to crumble. Assaults from a 
variety of sources resulted in the collapse of certain key doctrines such as the 
wages fund. Various streams of criticism cast doubt on the method and rele
vance of traditional theory -- historical economists' criticisms, marginalist 
criticisms, Comtist criticism. A changing, less laissez-faire, political agenda 
made older theories seem less relevant, although the later editions of Mill had 
allowed a very broad range of policies. One indication of the effects of criti
cism came in 1877 when Francis Galton headed a committee which recom
mended that Section F (Statistics and Economics) of the British Association 
for the Advancement of Science be excluded because its papers were not up to 
acceptable scientific standards. The committee's recommendation was not 
acted on, but the underlying difficulties did not disappear quickly. 

Historicism in England was largely an indigenous growth. I I This does 
not mean that the individuals involved did not take account of foreign trends 
in thought. However, they adapted these to their own domestically deter
mined, ends and predilections. The work, for example, of the younger Ger
man historicists did not leave an imprint on English historical economics un
til after 1880 when it began to affect the younger generation of Ashley, Cun
ningham and Hewins, particularly the ftrst. I2 Historicists generally underval
ued the role of formal economic analysis: indeed their manifestos were often 
innocent of systematic theory. In emphasising the relativity of economics to 
circumstances, they tended to underestimate and misunderstand the general or
ganising role of economic theory. Moreover, I think it can be fairly said that 

10 ANTON MENGER: The Right to the Whole Produce of Labour (translated by M. 
E. Tanner with an introduction and bibliography by H.S. Foxwell), London 
(Macmillan) 1899, p. lxxviii. 

11 A. W. COATS: The Historicist Reaction in English Political Economy', Eco
nomica, NS, XX (May 1954), pp. 143-53; GERARD KOOT: English Historical 
Economics. 1870-1926, Cambridge (Cambridge University Press) 1987, ch. 
2. 

12 For a discussion of German influences on Ashley see ANNE ASHLEY: William 
James Ashley: A Life, London (P.S. King) 1932, esp. pp. 22-3. 

345 



D. E. MOGGRIDGE 

the historicist programme was largely negative: it did not really have a for
mal positive agenda around which one could organised a school -- even if, 
economic history, a sub-discipline within economics, was the ultimate result 
of English historicism.13 

At the time these discussions were taking place, it was impossible to ob
tain a degree in political economy, much less one in economics, in any 
British university. At best, political economy was a part of something else -
Greats (Classics) or Modem History in Oxford; Moral Sciences or History in 
Cambridge. It was also normally only a small part of the relevant degree -- so 
small that the amount of knowledge required often did not necessitate special
ist teaching. In London it was only part of a pass degree at University Col
lege and it was not a part of the University of London's examinations. Yet, 
when one thinks of it, this should not be surprising. University College had 
a one-person department until 1883, when the Newmarch Lectureship, with 
an obligation to deliver six lectures annually, was added to the Professorship. 
Initially, this made little difference, as H.S. Foxwell, already the Professor, 
filled both posts until 1891. At King's College, London, there was also a 
chair, but one whose incumbent gave no lectures for almost a generation be
fore the College left the chair vacant for a further five years. Even when 
Thorold Rogers took over the successor professorship, named after Thomas 
Tooke, in 1862, the numbers enrolled remained small until the 1870s, when 
they expanded briefly before collapsing again in the next decade. With 
Rogers' resignation in 1890, F.Y. Edgeworth held the chair for a matter of 
months before leaving for Oxford and turning the chair over to William Cun
ningham, but Cunningham's regime was of a piece with those his predeces-

13 Here one might allow for one exception, Ashley's extremely influential 
model for a degree in commerce, which was not what one would now know as 
a degree in management This model travelled very well within the Empire, 
but less well in Britain. And even when it did travel, it often acquired a larger 
component of economic theory than it had in Birmingham. For example, the 
Manchester programme was 'sharply distinguished from its Birmingham 
counterpart, where economics teaching was only weakly developed within 
the syllabus and the faculty'. KEITH TRIBE: 'Political Economy in the Northern 
Civic Universities' in: ALoN KADISH & KEITH TRIBE (Eds.): The Market for Po
litical Ecorwmy, London (Routledge) 1993, p. 208. See also IAN DRUMMOND: 

Political Economy at the University of Toronto: A History of the Depart
ment, 1888-1982, Toronto (Faculty of Arts and Science, University of To
ronto) 1983, pp. 38-40. 
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sors in that he was much more interested in what was happening in Cam
bridge and he did nothing to make political economy a serious part of any 
London degree programme. It was only with the founding of LSE that eco
nomics came to London as a serious subject, and, given its size and the 
common University examination, LSE economics dominated London eco
nomics in the succeeding decades. I4 

Of course, the rise of LSE economics and the inauguration of the pro
grammes in commerce at Birmingham roughly coincided with, and politically 
provided support for, the culmination of Marshall's campaigns for the auton
omy of economics in Cambridge. By that stage, however, the dominance of 
Marshall's vision in Cambridge was virtually complete and he was in the 
process of ensuring that his chair would pass into the 'safe' hands of Pigou 
rather than the more eclectic Foxwell. I5 Thus we should return to the begin
ning. 

II. Alfred Marshall 

Alfred Marshall graduated from Cambridge as Second Wrangler in 1865. 
After a few months teaching at Clifton College in Bristol, he returned to 
Cambridge in October and became a Fellow of S1. John's College from 
November 1865. Initially Marshall supplemented his Fellowship income by 

14 JOHN MALONEY: "The Teaching of Political Economy in the University of 
London"; and ALoN KADISH: "The City, The Fabians and the Foundation of the 
London School of Economics", both in: ALaN KADISH & KErrn TRIBE (Eds.): 
The Market in Political Economy, London (Routledge) 1993; RALF DAHREN
DORF: LSE: A History of the London School of Economics and Political 
Science. 1895-1995, Oxford (Oxford University Press) 1995. 

15 R. H. COASE: "The Appointment of Pigou as Marshall's Successor: Com
ment", Journal of Law and Economics, XV (October 1972), pp. 473-85; A. 
W. COATS: "Political Economy and the Tariff Reform Campaign", Journal of 
Law and Economics, XI (April 1968), pp. 181-229; A. W. COATS: "The Ap
pointment of Pigou as Marshall's Successor: Comment", Journal of Law and 
Economics, XV (October 1972), pp. 487-95; T. W. JONES: "The Appointment 
of Pigou as Marshall's Successor: The Other Side of the Coin", Journal of Law 
and Economics, XXI (April 1978), pp. 234-43. 
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coaching in mathematics but he abandoned this in 1867-8.16 By this stage, 
he had decided that his future did not lie in mathematics and the natural sci
ences and his interests were in philosophy, psychology and, most recently 
(probably under the influence of Henry Sidgwick) political economy. He was 
appointed a College Lecturer in Moral Science in 1868,l7 There was one 
other College Lecturer in Moral Sciences in St. John's at the time, J.B. Pear
son. Pearson took advantage of the appointment and the lecturer's interests to 
transfer his courses in political economy to Marshall, although Marshall also 
lectured on utilitarianism. Marshall's systematic and significant writings on 
economics date from 1870, by which time, at least from the evidence of his 
surviving papers, he had abandoned metaphysics and psychology.lS 

In coming to political economy, Marshall took advantage of his mathe
matical training to work through J.S. Mill's Principles of Political Economy 
and formalise it, more often than not geometrically. He also read Smith, Ri
cardo and Coumot, but probably not at this early stage von Thiinen.19 He 
also appears to have read some of the same German literature that influenced 
Menger -- Hermann, Roscher and Rau -- for its theoretical rather than its his
torical content. He also displayed considerable enthusiasm for a time, for the 
history of economics, although later he could not find it much use in his 
teaching (Whitaker, I, 51, H.S. Foxwell, 3 July 1878): 

I don't much recommend the history of economic science; though I 
most strongly recommend the history of economic phenomena. I 
spent a good part of a year on it, made voluminous notes, lectured on 
them twice, came to the conclusion that anything like an elaborate 
treatment was not profitable for me & most unprofitable for the class; 
& have seldom used my notes since. 

16 PETER GROENEWEGEN: [A Soaring Eagle: Alfred Marshall, 1842-1924, Alder
shot (Edward Elgar) 1995, p. 108] is ambiguous as to when he gave it up, say
ing both that he carried on coaching during the fIrst two and a half years of 
his Fellowship and that he abandoned it in the course of 1867. MAYNARD 
KEYNES: ["Alfred Marshall, 1842-1924", Economic Journal, XXXIV (June 
1924) pp. 311-72 reprinted in: 1. C. WOOD (Ed): Alfred Marshall: Critical As
sessments, London (Croom Helm) 1982, vol I, p. 10] did not attempt to be as 
precise. 

17 St. John's had created 10 College lectureships in 1860 whose incumbents had 
the obligation to make their classes open to all. 

18 PETER GROENEWEGEN: A Soaring Eagle, ch. 5. 
19 Ibid., p. 151. 
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Although Marshall may have had 'a full fresh enthusiasm for the histori
cal study of economics' (Whitaker, 11,418, L.L. Price, 4 August 1892), his 
reading did not make him an economic historian. He obviously liked histori
cal generalisations long before his Principles and he may, as he told readers 
of the Economic Journal have 'once proposed to write a treatise on economic 
history, and for many years collected materials for it',20 but history was not 
his forte. 'Marshall may have been an empiricist but he was not an histori
an'.21 Nor did he fully grasp the nature of the documentary research being pi
oneered by English historians.22 Moreover, as with methodological specula
tions, as he grew older Marshall became more critical of the usefulness of 
history, especially in teaching undergraduate economists.23 Nonetheless, his
torical facts, especially 'modem' ones, were important as source of illustra
tions for his economics, and Industry and Trade contained substantial case 
studies of modem industrial development in Britain, France, Germany and the 
USA. 

But this has taken us too far forward. All we need recognise at this point 
is that in Marshall's education as an economist, there were substantial doses 
of history. 

Immediately before Marshall returned to Cambridge, he spent four terms 
in Oxford, the centre of English historical economics. He noticed the differ
ence, writing to Foxwell toward the end of his second term: 'I like Oxford 
very much: but I have not yet got hold of many people who are willing to go 
through much for the sake of econ. science.' (Whitaker, I, 137, 10 March 
1884) Certainly at this stage he did not think much of W.J. Ashley.24 His 
characterisation of Oxford to Neville Keynes (and he was trying to persuade 
him to take a post there!) was (Whitaker, I, 149,28 December 1884): 

I have not ... the strength to carry through the work single handed at 
Oxford. You wd. be alone there. There is no one else who has given 

20 ALFRED MARSHALL: 'A Reply', Economic Journal, n, (September 1892). p. 
507. 

21 ALaN KADISH: Historians. Economists and Economic History. London (Rout-
ledge) 1989. p. 131. 

22 GERARD KOOT: English Historical Economics. p. 29. 
23 PETER GROENEWEGEN: A Soaring Eagle. pp. 165.471. 
24 When thinking of him as a possible Toynbee lecturer. he remarked 'he wd. 

not do at all: he wd. have his heart in the work. but not much else' (WmrAKER. 
I. 138. H.S. Foxwell. 30 March 1884). 
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the best part of his life to mastering economic theory. On the other 
hand teachers of history abound there; there is a plethora of them. 

By the time Marshall became Professor in Cambridge, he had made his 
mind up over method. His Inaugural Lecture, 'The Present Position of Eco
nomics' made this position clear. That inaugural is a vigorous defence of 
economic theory which 'supplies a machinery to aid us in reasoning about 
those motives of human action which are measurable'.2S He defended eco
nomic theory, which was 'not a body of concrete truths but an engine for the 
discovery of concrete truth",26 against both its Comtist and its historicist 
critics. To the Comtist, he simply remarked27 

It is vain to speak of the higher authority of a unified social science. 
No doubt if it existed Economics would gladly find shelter under its 
wing. But it does not exist; it shows no signs of coming into exis
tence. There is no use in waiting idly for it, we must do what we can 
with our present resources. 

To the 'real' or 'historic' school of economists, who proclaimed the para-
mount role of facts, he remarked28 

[F]acts by themselves are silent, Observation discovers nothing di
rectly of the actions of causes, but only of sequences in time ... Expe
rience in controversies ... brings out the impossibility of learning 
anything from facts till they are examined and interpreted by reason: 
and teaches that the most reckless and treacherous of all theorists is he 
who professes to let facts and figures speak for themselves, who keeps 
in the background the part he has played, perhaps unconsciously, in 
selecting and grouping them, and in suggesting the argument post hoc 
ergo propter hoc. 

In order to be able with any safety to interpret economic facts, whether 
of the past or present time, we must know what kind of effects to ex
pect from each cause and how these effects are likely to combine with 
one another. This is the knowledge which is got by the study of eco-

25 ALFRED MARSHALL: "The Present Position of Economics" (1885), reprinted 
in: A. C. PIoou (Ed.): Memorials of Alfred Marshall, London (Macmillan) 
1925, p. 156. 

26 Ibid., p. 159. 
27 Ibid., p. 160. 
28 Ibid., pp. 166-8. 

350 



METHOD AND MARSHALL 

nomic science; while, on the other hand, the growth of the science is 
chiefly dependent on the careful study of the facts by the aid of this 
knowledge. 

This did not mean that he did not see an important role for economic his
tory, but it was history informed by economic theory. As he put it in a delib
erately provocative way:29 

To say that any arrangement is due to custom, is really little more 
than to say that we do not know its cause. I believe that very many 
economic customs could be traced, if we only had knowledge enough, 
to the slow equilibration of measurable motives: that even in a coun
try such as India no custom retains its hold long after the relative po
sitions of the motives of demand and supply have so changed that the 
values, which would bring them into stable equilibrium, are far re
moved from those which the custom sanctions .,. 

We are able to cross-examine the facts of modem India; and I believe 
that our science working on those facts will gradually produce a sol
vent which will explain much that is now unintelligible in mediaeval 
economic history. 

He had by that stage also decided that in Cambridge economics should 
have more autonomy within the Moral Sciences Tripos -- an autonomy 
which would ultimately result in its exclusion from that Tripos. 

Marshall's was an apposite inaugural: he set out his agenda for himself 
and his subject. In the his ensuing 23 years in the Chair he elaborated on the 
themes of that lecture. Let us look at two of those elaborations in his discus
sions with William Cunningham and Neville Keynes. 

III. William Cunningham 

The beginnings of Marshall's disagreements with Cunningham coincided 
with his return to Cambridge in 1885. A former student of Marshall's from 
the Moral Sciences Tripos, Cunningham, a University Lecturer in History, 
under the Fawcett regime more or less had things his own way and had de-

29 Ibid., pp. 169-71. 
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voted all his lectures to economic history, leaving the political economy lec
tures required for the Historical Tripos to J.D. Thomeley (another University 
Lecturer in History, who was a graduate of the Law and History Triposes). 
Unhappy with this regime, Marshall, with the support of the Special Board 
for History and Archaeology, insisted that Cunningham spend at least one 
term a year teaching political economy to the historians. Cunningham did so 
until he resigned his University Lectureship in 1891, on becoming Tooke 
Professor in London.30 

While Marshall was proceeding to re-arrange Cunningham's teaching, he 
was also preparing his inaugural lecture with its attack on historicism. Cun
ningham, who was far happier as a controversialist than the thin-skinned 
Marshall, was incensed by both, but he bided his time, waiting for an appro
priate public occasion on which to reply. In 1888, he applied for the Drum
mond Professorship in Oxford, where he could use his inaugural lecture as 
the vehicle, but, unfortunately, he didn't get the chair. However, he soon 
found other occasions: a lecture to Section F of the British Association in 
1889, a presidential address to Section F in 1891, an inaugural lecture as 
Tooke Professor at King's College, London, in 1891 and fmally a lecture to 
the Royal Historical Society in March 1892,31 as well as less important 
venues. Initially, Cunningham's target was Marshall's inaugural lecture. He 
dismissed Marshall's rejection of Comte as being an echo of Mill's, which he 
did not regard as conclusive. He was also unhappy with Marshall's notion of 
economic analysis as 'a solvent'. These attacks could be quite clever. For 
example in his 1891 address to Section F:32 

Professor Edgeworth has rightly pointed out that economists often 
blunder in treating something as constant that is really variable, and I 
should like to add that the most common illustration of this error may 

30 However, he retained his other Cambridge posts such as Vicar of Great St. 
Mary's and College Lecturer at Trinity. 

31 WIUlAM CUNNINGHAM: 'The Comtist Criticism of Economic Science" (1889), 
reprinted in: R. L. SMYTH (Ed.): Essays in Ecorwmic Method, London (Duck
worth), 1962, pp.98-111; "Nationalism and Cosmopolitanism in Eco
nomics", Journal of the Royal Statistical Society, UV (December 1891), pp. 
644-62; "The Relativity of Economic Doctrine", Economic Journal, II (Jan
uary 1892), pp. 1-16; "The Perversion of Economic History", Economic 
Journal, II (September 1892), pp. 491-506. 

32 WILllAM CUNNINGHAM: "Nationalism and Cosmopolitanism in Economics", 
p.654. 
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be found in arguments which seem to assume that human nature is 
constant,33 and that the variations, even in long periods, may be ne
glected. Such is the discussion of the applicability of Ricardo's law, 
with all it involves, to rents, several centuries ago; but perhaps this is 
meant as a sort of scientific witticism; it is not always easy to tell 
when a professor of the dismal science is making a joke. 

However, in his lecture to the Royal Historical Society he turned his at
tention to the historical chapters of the first edition of Marshall's Principles: 
Chapters 2 and 3, 'The Growth of Free Industry and Enterprise'. 

Mter Neville Keynes drew his attention to his 1889 British Association 
paper (Whitaker, I, 275, 11 October 1889), Marshall remonstrated with Cun
ningham in correspondence which has not survived. The upshot was that the 
printed version of the paper contained two footnotes explicitly attributed to 
Marshall: one providing a quotation in full and another suggesting that Cun
ningham had misinterpreted him.34 In the second footnote, Cunningham used 
his editorial control to maintain that, despite Marshall's claim, his own view 
was nonetheless substantially vindicated. Marshall let the Presidential Ad
dress to Section F and the Tooke Inaugural pass by without comment It was 
only when 'The Perversion of Economic History' was submitted to the Eco
nomic Journal that, with Edgeworth's co-operation,35 Marshall came to ap
proach Cunningham head on and attempted once and for all, as he thought, to 
confront his critic and, hopefully, to discredit him. 

In many ways confrontation was easy, as some of Cunningham's points 
'involved wilful -- and because so transparent, curiously pointless -- intellec
tual dishonesty'.36 As usual, Marshall took the line that he had been misun-

33 A reference to Marshall's inaugural appeared here. 
34 WILIlAM CUNNINGHAM: 'The Comtist Criticism of Economic Science", pp. 99 

n.3 & 109 n.2. 
35 The correspondence has not survived, but as Marshall wrote his reply in 

Switzerland (ALFRED MARSHALL: "A Reply", p. 507. n. 2) and did not return 
to England until just before his reply appeared (WHITAKER. II, 420, F.Y. 
Edgeworth, 4 September 1892) there almost certainly was some. 

36 JOHN MALONEY: Marshall, Orthodoxy and the Professionalisation of Eco
nomics. Cambridge (Cambridge University Press) 1985. p. 103. Maloney 
classifies the apparent disagreements as 'one genuine difference of judgement 
.... one correction of a factual mistake, two misinterpretations of Marshall's 
meaning invited by the extreme compression of his account, one misinter
pretation arising from a misprint, one manipulation of Marshall's meaning 
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derstood or misquoted. He summarised his case, after deploying the evi
dence:37 

On the whole, then, Dr. Cunningham has discovered one sentence in 
which there has been a slip, and which is not defensible, even if it is 
intelligible; and one wrong reference. Further, he and I disagree as to 
Roman business, and other matters. But, speaking broadly, his criti
cisms proceed on assumptions that I hold opinions which in fact I do 
not hold, and which I believe I have not expressed; while in several 
cases I think I have defmitely expressed opposite opinions. The criti
cisms of his present papers are part of a series, all with the same gen
eral purport, which he has recently published. The first were in a paper 
read before the British Association in 1889, in which he represented 
my attitude towards the main body of the historical school of 
economists as one of antagonism. I think, indeed, that the most ur
gent need of our age is the investigation of contemporary economic 
conditions; but my position is, and has always been, one of respect 
and gratitude to those who, without contemning the good work that 
has already been done in scientific analysis, have given their lives to 
the study of economic history. 

Thus his endeavours to interpret me to other people are almost as con
spicuous for their industry as for their incorrectness. Some of them 
may be read by foreign historical economists and others who do not 
know my views at first hand; and that facts that he is a colleague, and 
was formerly (as he has just indicated) a pupil of mine might reason
ably suggest to such readers that he could not fail to have entered into 
my point of view, to speak: on full information, and to report me ac
curately. For these reasons I have broken through my rule of not re
plying to criticism. 

There matters ended as far as the Journal was concerned. Edgeworth told 
Cunningham that the controversy must end with Marshall's reply. Cunning
ham returned to the matter with a letter of 23 September 1892 that appeared 
in both The Pall Mall Gazette (29 September) and The Academy (2 October). 
When it appeared Marshall remarked, 'I shall rest patient under the imputation 
of "not being aware" of facts that are so well known that it is not necessary 

by quoting his words out of context and one infiltration of a rogue word into a 
plausible generalisation so as to turn it into an absurd one' (Ibid., p. 103, 
n.*). 

37 ALFRED MARSHALL: "A Reply", pp. 517-18. 
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to state them: & shall not even suggest that Cunningham has read his his
tory almost as hastily as he has Ricardo & my poor little self.' (Whitaker, II, 
421, IN. Keynes 10 October 1892). Inevitably, when it came to the debates 
on the desirability of a technically demanding, independent, Economics Tri
pos in Cambridge, Marshall and Cunningham were on opposite sides. How
ever, one should also note that the offending chapters of the Principles were 
relegated to Appendix A from the third edition onwards. 

IV. John Neville Keynes 

As well as Marshall's Principles, 1890 also saw the completion (publica
tion came early in 1891) of Neville Keynes's Scope and Method of Political 
Economy. Marshall and Keynes had been regularly reading proof for each 
other over the previous few years. Given Neville Keynes's diaries and his cor
respondence (along with Marshall's comments to a few others such as Fox
well), it is possible to use the creation of Keynes's book as another source of 
Marshall's views on method.38 

Keynes's book had its origins in Marshall's move to the Cambridge chair 
from Oxford, for when Keynes stood in for Marshall in Oxford in the spring 
of 1885 his lectures were on method. He then slowly worked them up for 
publication. By the beginning of 1888, the flrst two chapters of Keynes's 
book were in proof for Marshall to read before writing a testimonial in sup
port of Keynes's application for the Drummond Professorship.39 Marshall's 
initial reaction was quite positive: he found the proofs 'excellent' and his only 
point of criticism concerned the presentation of 'references of a controversial 
nature to the opinions of individuals' where he allowed his own ideas were 
'somewhat extreme' (Whitaker, I, 227, 7 February 1888). Later in February, 
he still thought the proof 'extremely good', but he warned Keynes he would 
'venture to make one or two suggestions of a general character about it: espe-

38 The first person to use Keynes in this way was RONALD COASE: "Marshall on 
Method", Journal of Law and Economics, XVIII (April 1975), pp. 25-31. 

39 Keynes also intended that the proofs circulate among the electors. He had, 
however, put the chapters into proof without his final revisions. Keynes 
eventually withdrew from the competition. Marshall's testimonial has not 
been traced. 
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cially as to your references to the Gennans' (Ibid., I, 232, 24 February 1888). 
These suggestions did not come until a meeting or 21 April, supplemented 
by a letter with enclosures from both himself and Mary Marshall (Ibid., I, 
240,26 April 1888). Although he began by allowing for the difference in his 
intellectual style from Keynes's,40 Marshall's 'general remarks' captured his 
worries: 

A new book on the subject ought to be very Gennan & based more on 
'new School' difficulties in Gennany & in America & England. Too 
much prominence is given to the doctrines of writers who [are] sink
ing out of memory; too little in comparison is said in anticipation of 
the difficulties of the coming generation. 

On the German side too little said of the historical origin of a great 
part of the science, e.g. cameral wissenschafL 

As regards general pitch of the book:-- I shd be inclined to separate a 
the didactic from the controversial, & B that part wh is designed to 
help the beginner & clear away the prejudices of the vulgar (including 
the working man), from that wh is designed to remove the subtler 
mystifications from the minds of those who have already considered 
for themselves the philosophic problems of 'the many in the one & 
the one in the many' as applied to Social Science. 

Those comments sent Keynes back to his reading chair and his desk and 
during the ensuing fifteen months his diaries were full of his attempts, with 
his wife Florence's linguistic assistance, to cover the relevant Gennan litera
ture. It was only in August 1889 that he began to put his revised text into 
print. By mid-month the printer had five chapters and the end of the month 
saw the beginnings of comments from Marshall and I.S. Nicholson. Mar
shall's comments were, in general,41 more conciliatory and his distinctions 
less sharp than those Keynes wished to make. Thus on the distinction be-

40 'Our minds are a little different. Yours is more orderly than mine: & when we 
differ on a point of this kind, it is more likely that you are right than I. .. .' 

41 One of the exceptions was the following: 
I have gradually become convinced that whatever the Irish man Cliffe Leslie 
undertook to set right about the facts of English life, he was wrong in conse
quences of the paucity of facts at his disposal: though he made of show of 
knowledge by putting all he knew in the shop window. (Ibid., I. 268, August 
1889) 
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tween German and English methods in economics he wrote (Ibid., I, 269, 
August 1889): 

I object in toto to the distinction between German & English .... 

Suppose you were to compare the English chemists of 1800-40 with 
the German chemists of 1840-90 & call the methods of the former 
English & the latter German, you wd. I think change what is funda
mentally a difference of time into one of geography. Every one of 
your contrasts and oppositions is too sharp for me ... 

I think you are most harsh & unfair to your own countrymen. What 
German has ever had one half of the knowledge of the facts of life 
possessed by MCCulloch the rete-noire of those who call the 'English' 
school abstract. 

What country has a mass of economic statistics to be compared to 
ours ... 

I think the picture you give is in general effect a libel on England. 
What country produced Arthur Young & Eden, Anderson, Porter, 
Tooke, MCCulloch & MCPherson? What country can show a series of 
statistical volumes to be compared with our Journal. what German in
vestigations are nearly as realistic, statistical and ethical, as our Blue 
books especially our recent ones. What private German has done work 
as good as Booth's Life and Labour? 

Eh?? 

Yours most frankly. But with great admiration on all points bar this 

The same letter also had an enclosure from Mary Marshall also encour-
aged him to be conciliatory. For example: 

I think the account given of the English exposition of method is 
rather extreme. I think Mill wd only have subscribed to it in his ear
lier days, & I fancy Bagehot wd take some exception to 'the economic 
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man'. Mills longer title to his Principles42 shows that he considered 
P.E. as having an applied side. 

I think it should be brought out that the German school have devoted 
a much greater part of their energy to talking about method than the 
English; & that the trifling amount that has been said by the English 
doesnt represent the view of English Economists as a whole on the 
subject of method & it doesnt at all represent the methods wh have 
been adopted by English economists; the best work in England has 
been done by the best available methods without troubling to say 
what the method is .... 

The method pursued by the English School of P.E. is not at all repre
sented by what has been written on method. 

The discussion continued 43 __ and the differences narrowed with Keynes's 
extensive revisions. Marshall still complained of Keynes's tendency to make 
contrasts more sharply than he would. However, Marshall also introduced a 
change in language (Ibid., 1,321,20 September 1890): 

... [Y]ou continually use the word theory where I shd use analysis. 
This seems to me to cause confusion wh is increased by the fact that 
later on you exclude modern facts from history & yet you do not 
boldly say that they are a part of theory. If they are then I agree with 
you that a study of theory should come before a study of history. But I 
do not myself like to put the case this way. My own notion is 

i Begin with analysis, which is an essential introduction to all study 
of facts whether of past or present time; with perhaps a very short his
torical introduction. 
ii Go on to call to mind the students knowledge of the economic con
ditions in wh he lives. Show the relations in wh they severally stand 
to one another & carry analysis further making it more real & con
crete. 

42 The Principles of Political Economy with some of their Applications to So
cial Philosophy. 

43 See WHITAKER, I, 271, 272, 278, 309, 321 and 322, IN. Keynes, 27 August, 
September and 17 November 1889; 14 luly, 20 September and 2 October 
1890. 
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iii Build up a general theory or process of reasoning applicable to 
Value Money Foreign Trade &c, with special reference to the condi
tions in wh the student lives, & pointing out how far & in what ways 
it can be made to bear on the other conditions. 
iv Give a general course in economic history. 
v Qe. Return to economic theory & carry it further. 
vi Consider economical conditions in relation to other aspects of so
ciallife. 
vii Treat of the economic aspects of practical questions in general & 
social reform in particular 
§V. May come almost any where; or, for some classes of students, 
may be omitted altogether. 

Marshall later summarised his suggestions to Keynes (Ibid, II, p. 516, H. 
S. Foxwell, 30 January 1897); 

Most of the suggestions which I made on the proofs of Keynes' Scope 
and Method were aimed at bringing it more into harmony with the 
views of Schmoller. Some were accepted. But it still remains true that 
as regards method I regard myself as midway between Keynes + Sidg
wick + Cairnes and Schmoller + Ashley. 

After Keynes's book appeared, Marshall continued to reflect on the differ
ences between German and British economic education and patterns of publi
cation, generally making comparisons that favoured England, particularly 
Cambridge.44 

44 See, for exwnple, ibid., II, 448, E. C. K. Gonner, 9 May 1994; II, 451, J. N. 
Keynes. 10 June 1894. The relevant paragraph of the second letter ran: 
My own opinion is that the most astonishing feature of contemporary eco
nomic history is the fact that England, where not more [than] a tenth or a 
twentieth part as many special students of economics are found as in Ger
many, yet does nearly as much, that is really important. I believe the reason 
of this is that those very few students of economics whom we get in our En
glish Universities are taught to use the inductive method in a scientific way. I 
believe that scarcely any of the great German Economists of the Historical 
School would endorse the suggestion that the 'empirical method' should be 
encouraged; but that nearly all of them hold that that method is suitable only 
for newspaper writers & should be left to them. It is however doubtless true 
that the zeal to produce something new & sensational does cause the young 
German student often to tackle questions for which he is inadequately 
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v. Foxwell and Cambridge 

Thus far I have largely concentrated on Marshall on method and contrasted 
his views with what might be regarded as the two extremes in Cambridge, al
though it is hard to describe Cunningham's views concisely or coherently, for 
he took greater pleasure in controversy than consistency. I have not placed 
Marshall vis-a-vis Foxwell, who was even more eclectic and, over time, less 
enamoured with economic analysis.45 Marshall knew this and, for example, 
at no stage did he give Foxwell his Principles' proofs for comment The dif
ferences in view meant that there were regular disagreements between Mar
shall and Foxwell over book selections for the Tripos, although to call them 
'altercations', as Groenewegen does,46 is to go too far. Foxwell supported 
Marshall over the big issues, the formation of the Royal Economic Society 
and the founding of the Economics TripoS,47 although here there were dis
agreements in detail. Nonetheless, from the tum of the century the tone of 
their relations became testier. Much of the testiness almost certainly resulted 
from Marshall's fondness for Pigou and the younger man's gradual replace
ment of Foxwell as Marshall's lieutenant in matters economic and eventual 

equipped; not because his best teachers would advise him to, but because they 
have no means at their disposal of getting him to go through that training wh 
would be good for him. To this fact I attribute the very small output per head 
of really thorough work on the part of the young German writers who are so 
prolific of words. 

45 Foxwell summed up the evolution of his own thought very nicely in his obit
uary of William Cunningham [Economic Journal, XXIX (September 1919), 
pp. 387-8]: 
Perhaps what his Cambridge colleagues could least understand, and therefore 
most resented, was his general depreciation of economic theory or, as the 
phrase now goes, of analysis. I remember that in the early days I was in con
stant though friendly controversy with him on this point, and found his posi
tion unintelligible. It seemed to me that there was no necessary opposition 
between the theoretical and the realistic habit, as the example of Jevons so 
brilliantly showed. But on further consideration I have not only learned to 
understand Cunningham's mistrust of economic theory, but found myself 
more and more inclined to move in his direction. 

46 PETER GROENEWEGEN: A Soaring Eagle, p. 674. 
47 In this regard GERARD KOOT: English Historical Economics, p. 132 is incor

rect in suggesting the opposite. 
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successor.48 There were also new disagreements over policy, most notably 
free trade, and Foxwell's lectures, whose content seemed less and less appro
priate for the new Tripos, before the two broke off relations completely in 
1908. 

This brings me to a final note. Marshall may have been methodologically 
more moderate than some of his contemporaries, less moderate than others. 
Yet, in the end at considerable personal cost to himself,49 he left behind sev
eral monuments, one of which is the Tripos. It is not clear from his Inaugu
ral Lecture that he envisaged that greater independence for economics would 
entail a separate Tripos, but the failure of attempts at greater autonomy with
in Moral Sciences led him to make the decisive move soon after Sidgwick's 
death in 1900. That this move succeeded owed a lot to Marshall's single
mindedness once he had decided on a course of action. But it also owed a con
siderable amount to the way economics had developed in Cambridge since be
fore 1885. 

Moreover, the institutional context in which all this occurred did matter, 
more so than I think that previous commentators such as Alon Kadish and 
Gerard Koot allow.50 Indeed, I think it can be argued that the major differ
ences between Oxford and Cambridge in the way they dealt with the position 
of economics in the curriculum depended heavily on institutional factors. 
Here, the difference is less one of whether the earlier or less comprehensive 
development of intercollegiate lectures in history at Oxford fatally shifted the 
balance of power against central control by disciplinary leaders.51 Rather, I 

48 One can see a similar resentment later in Dennis Robertson at being replaced 
by Richard Kahn as Maynard Keynes's lieutenant and confidant. 

49 There was the financial cost, which in a few years after 1900 came to as much 
as £200. There was also a large personal cost, assuming that he regretted los
ing the friendships of Sidgwick, Foxwell and Neville Keynes. But as GROE
NEWEGEN again and again makes clear [A Soaring Eagle, esp. chs. 8, 18 & 
21], Marshall was so self-centred that he may not have noticed or cared. 

50 A. W. COATS: ['Sociological Aspects of British economic thought (ca. 1800-
1930)" Journal of Political Economy, LXXV (October 1967, pp. 706-29 
reprinted in: A. W. COATS: The Sociology and Professionalization of Eco
nomics: British and American Essays, vol. n, London (Routledge) 1993, esp. 
pp. 106-7] has started the line of thought touched on here. 

51 At least AwN KADISH puts it as slower developing ["Marshall and the Cam
bridge Economics Tripos", in: AwN KADISH & KErm TRIBE (Eds.): The Market 
for Political Economy, p. 58], In terms of beginnings, it is at best really 
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believe that is lies more in the way the Universities organised their academic 
affairs in general. 

In both Universities, political economy (or economics) was embedded in 
two Schools or Triposes. However in Oxford in neither Greats nor Modem 
History was the subject sufficiently central, or sufficiently demanding, to jus
tify separate College appointments, particularly given the numbers involved. 
The same might be said to be true of economics within Cambridge Historical 
Tripos, although other developments in Cambridge made this less likely. For 
what was said of political economy in Oxford could not be said to be true of 
the Cambridge Moral Sciences Tripos. Here there were the possibilities for a 
fair measure of specialisation in economics in Part II (3 of 10 papers) even 
before Marshall started his professorial campaigns. Moreover, even before 
Marshall took up his chair the Tripos has produced a good run of distin
guished graduates who could lay claim to being economists: Foxwell, Cun
ynghame, J.N. Keynes and J.S. Nicholson -- a much more substantial output 
than from contemporary Oxford This difference also showed up in the per
sonnel available: when Marshall returned to Cambridge in 1885 to succeed 
Henry Fawcett, Foxwell, Keynes, Sidgwick were already in place in Moral 
Sciences.52 But then so were William Cunningham and Thomas Thomely in 
history. Moreover, of these named individuals, only Foxwell did not have a 
University post, for Keynes,53 Thomely and Cunningham held new Univer
sity Lectureships created under the recent university reforms and Sidgwick 

only a matter of months, for both movements start in 1868 with history tak
ing the lead in Oxford and Moral Sciences in Cambridge, while the details as 
to development do not suggest that there was any difference in speed [ALON 
KADISH: Historians, Economists and Economic History, p. 44; SHELDON 
ROATIIBLA1T: The Revolution of the Dons, London (Faber and Faber) 1968, p. 
230]. There may have been differences in power, but that brings us back to 
the differences in the power of the central institutions in the two universities, 
a matter discussed below. 

52 One should also note that as well as Marshall, Keynes and Sidgwick were 
mathematically trained. Foxwell was not, but one must remember that he had 
fallen under Jevons's spell, especially in his earlier years (see p. 27, note 1, 
above). Cunningham was also not mathematically trained. 

53 Keynes may now be thought of more as a philosopher, but if one looks back 
at the Lecture List of the University in the academic year Marshall reappeared, 
he was responsible for the most technically advanced segment of the curricu
lum, advanced political economy using diagrammatic methods. 
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was Knightbridge Professor of Moral Philosophy, a post he took up in 1883, 
the same year as his Principles of Political Economy appeared. Of course, the 
existence of these new University Lectureships was also symbolic of the 
greater power that had gone to the University in Cambridge under the reforms 
of 1882. True, it was to tum out that the agricultural depression of the late 
nineteenth century meant that the system of College taxation for University 
purposes did not generate the revenues necessary to bring many of the re
formers hopes to fruition -- that would only come after the next round of a 
Royal Commission and reform after 1919. However, it was still the case that 
in principle there was, and still is, more power -- and more resources -- at the 
centre in Cambridge. 

Take, for example, the governance of the two Cambridge Triposes. That 
for Moral Sciences Tripos rested with a Special Board which consisted of the 
Professor of Political Economy, the Knightbridge Professor of Philosophy 
and, after 1897, the Professor of Mental Philosophy and Logic, plus 'such 
Readers, University Lecturers, Examiners and other persons as may be ap
pointed from time to time by or under the authority of a Grace of the Sen
ate,S4. In 1885, if one goes by The Cambridge University Reporter, this 
rubric seems to have meant up to six examiners and four others in Moral 
Sciences. In the case of History, that rubric meant that the Special Board of 
Studies, in addition to six named professors (the Regius Professor of Modem 
History, the Disney Professor of Archaeology, the Dixie Professor of Eccle
siastical History, the Slade Professor of Fine Art, the Professor of Political 
Economy and the Whewell Professor of International Law) consisted of six 
examiners and five others. Thus, although the Professors were not in a ma
jority, they had a strong presence, not to mention a direct interest in what 
was going on. As the initial contretemps between Sidgwick and Marshall and 
between Marshall and Cunningham indicated, either the Chair of the relevant 
Board of Studies or the Professor of the relevant discipline also had consider
able power over what was taught by those with University appointments. 

In Oxford in Modem History, the situation was only different in one re
spect, for there the Faculty Board consisted of six named professors (Chichele 
Professor of Modern History, Regius Professor of Modem History, Regius 
Professor of Ecclesiastical History, Chichele Professor of International Law 
and Diplomacy, Rawlinson Professor of Anglo Saxon and Drummond Pro
fessor of Political Economy), three co-opted members elected for two or more 

54 Cambridge University, Statutes 1882, Ch. V (3). 
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years, plus the current examiners and all previous examiners for the last three 
years. The titles of the six named professors in Oxford were not that different 
from their Cambridge counterparts in history; so it does not really seem that 
the Oxford History Board was, any more than the Cambridge one, 'a refuge 
for the destitute, into which all the anomalous Professors, who had no other 
refuge, were indiscriminately shovelled'.55 Perhaps it really had something to 
do with the way the two universities organised themselves. 

Finally, the way matters eventually turned out in political economy or 
economics, both before, and even after, 1914, may also have had something 
to do with the another underlying difference between the two universities. 
Cunningham picked it up in one of the addresses critical of Marshall. He was 
discussing the differences between the two new economic journals -- Oxford's 
The Economic Review and The Economic Journal -- which appeared in the 
year before his Presidential Address to Section F:56 

The old contrast between these two universities comes out strongly 
and distinctly. The intense interest which Oxford has always shown in 
the study of man and of conduct has put her in practical touch with 
many sides of actual life and has caused her to be the mother of not a 
few great movements. But in Cambridge we are so engrossed in the 
study of things that we have no time to spare for trying to know our
selves. If we ever do give our thoughts to man, we like to think of 
him as if he were a kind of thing; so that we may apply the same 
methods which we are wont to use in the study of physical phenom
ena. If we tum our attention to history, we try to classify the various 
forms of constitution that have existed on the globe, and then we call 
the results political science. We may devote ourselves to ancient or 
modern literature, but they seem to interest us not as vehicles of 
thought or forms of art, but as the bases for philological or phonolog
ical science. If we investigate human industry, we like to treat the in
dividual as if he were a mere mechanism, and busy ourselves in mea
suring the force of the motives that may be brought to bear upon him. 
It is when we deal with physical things that we can be precise; this we 
are determined to be at all hazards .... 

55 AwN 'KADISH: "Oxford Economics in the Late Nineteenth Century", in: ALON 
KADISH & KEITH TRIBE (Eds.): The Market for Political Economy, p. 59. 

56 WILUAM CUNNINGHAM: "Nationalism and Cosmopolitanism in Economics", 
pp. 644-5. 
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Perhaps some things never change.57 

VI. Conclusion 

Let me try and bring matters together. In terms of his views on method, 
Marshall was eclectic. As he told Neville Keynes in September 1889 (Whita
ker, II, 272): 

I take an extreme position at to the methods & scope of economics. In 
my new book I say of methods simply that economics has to use ev
ery method known to science. 

In other words, he was prepared to use any method that produced helpful 
and useful results. Moreover, except perhaps for his famous strictures on the 
use of mathematics,58 his methodological views are resonant with those of 
his modem successors -- something that is not the case with his views on 
ethics. This does not mean that he did not have strong views about, say, the 
basic content of an undergraduate degree in economics, as his correspondence 
with Foxwell indicates. But it does mean that within that context he was fair
ly catholic in his attitudes. As he told Foxwell on 12 February 1906 (Whita
ker, III, 836): 

Of course our ideals in economics are different. I have noticed that 
when a book or a pamphlet pleases you greatly you describe it as 

57 See, for example, NOEL ANNAN: Our Age: Portrait of a Generation, London 
(Weidenfeld and Nicolson) 1990, pp. 4-5 and loRD JENKINS OF HILLHEAD: An 
Oxford View of Cambridge, Cambridge (Cambridge University Press) 1988, 
pp. 13-15. 

58 Whitaker, ill, 840, A. L. Bowley, 27 February 1906, also printed in: A.C. 
PIGOU (Ed.): Memorials of Alfred Marshall, pp. 427-8: 
I have a growing feeling in the later years of my work at the subject that a 
good mathematical theorem dealing with economic hypotheses was very un
likely to be good economics: and I went more and more on the rules -- (1) Use 
mathematics as a shorthand language. rather than as an engine of inquiry. (2) 
Keep to them till you have done. (3) Translate into English. (4) Then illus
trate by examples that are important to real life. (5) Burn the mathematics. 
(6) If you can't succeed in (4). burn (3). This last I did often. 
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'scholarly': whereas I am never roused to great enthusiasm about any
thing wh does not seem to me thoroughly 'Scientific'. 

I have two or three times referred to this difference, when discussing 
our curriculum, and described it as an advantage. I think it is very im
portant that there should be considerable diversities of temperament 
among the teachers of any subject, and especially of one of which the 
past and present are so meagre, and the future is so uncertain as eco
nomics. 
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Paper discussed: 
D. E. MOOGRIDGE: 

Discussion Summary 

ANNETIE KLEINFELD 

Method and Marshall 

A first part of the discussion dealt with the question how far specific na
tional or historical factors have influenced Alfred Marshall's method and the
ory of economics. 

Regarding the situation of universitites in Scotland in comparison to the 
British universities at that time (FURUBOTN), it was pointed out that the 
university of Edinburgh was not equipped yet with a real chair of economics, 
but only with certain degree-courses for economists, for instance in commer
ciallaws. Marshall himself considered teaching to be of great importance for 
the development of the new discipline of economics. The reasons for this 
view were not so much seen in the British background of Marshall than in 
the nature of the subject, i.e. in the practical relevance of economics in gen
eral (MOOGRIDGE). From the second half of the nineteenth century on, the 
leading universities of the world were German. And it was also here where 
the combination of research and teaching was developed and became common. 
This is the reason why most of the American economists of the years from 
1870 to 1933 had been educated in Germany. In the United States an ana
logue model of the university was not established before the 1870ies and 
1880ies (NOPPENEY). However, the American higher education has always 
been more oriented towards practice whereas in Germany civil service was the 
main background of the educational system, thus making the education of 
academics for being academics become a major task of the universities (MOO
GRIDGE, RINGER). 

Unlike the usual attitude of British academics, to look down on economic 
practicioners, Marshall had a great respect for businessmen, which also made 
up the background and motivation for his writings. The intention to secure 



DISCUSSION SUMMARY 

usefulness is therefore the actual basis of his theory (A VTONOMOV, MOG
GRIDGE). 

A second part of the discussion dealt with the influence of the Historical 
School on British economics. 

According to Marshall, Keynes was overestimating the role and impor
tance of the Historical School for the development of economics, and due to 
this, held an extreme position in the eyes of Marshall. Were there any other 
British economists who shared Keynes' opinion or gave their comments on 
this question (KOSLOWSKI)? 

In Manchester, for instance, the influence of the Historical School could 
clearly be noticed. At the beginning of this century, a number of comparative 
studies about the development of industrialization appeared. Until the 1930ies 
Cambridge played an important role because of its research on the field of 
economic history. On the basis of the practically oriented apporach of Mar
shall and Cunningham, however, Manchester as the main centre of industry 
also became the main centre of economics, while Oxford and Cambridge due 
to their mere emphasis on history lost importance in the field of economic 
theory (CASSON, MOGGRIDGE). 

The question was raised if there are any reflections within Marshall or 
others about the relevance of the historical approach for industrially underde
veloped countries. Today this relevance is seen in the case of China and Rus
sia, to which universalistic models cannot be simply applied. In order to es
tablish the system of market economy in these countries, a historistic ap
proach is required that takes into account the historical and cultural particular
ities of the respective nation. It was exactly for this kind of reasons and with 
regard to countries not yet being on the same level of industrialization as 
England that the German Historical School developed its specific non-univer
salistic approach (KOSLOWSKI). Marshall however, starting from the Ameri
can case, where history plays a less important role than in other countries, 
did not recognize this relevance of historistic thought (MOGGRlOOE). After 
the process of industrialization had been accomplished, for others like Cun
nigham, the main aim now was to conserve and protect the economic achie
vements (CASSON). 
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Chapter 15 

Two Developments of the Concept of 
Anschauliche Theorie (Concrete Theory) 

in Germany and Japan 

TETSUSHI HARADA 

I. Emergence of the "Anschauliche Theorie" Concept 
II. Development of the Concept in Germany 
Ill. Development of the Concept in Japan 
IV. Some Remarks 

In the "method debate" (Methodenstreit) at the end of the 19th century, 
Gustav Schmoller, confronting Carl Menger, argued that there should be no 
hurrying of theoretical abstraction, but that priority should be given to exten
sive explanation and analysis of historical facts. But this standpoint of 
Schmoller, which included an extremely un theoretical tendency, aroused the 
dissatisfaction of some younger scholars who had grown up under the influ
ence of the "historism" (Historismus). After Schmoller's death (1917), the 
concept of "anschauliche Theorie" emerged in the 1920s as an attempt to 

overcome this perceived weakness. 1 In the following, we explain the emer
gence of the concept, and then consider and compare two further branches of 
development in Germany and Japan in the years around 1940, taking the cir
cumstances of the two countries at that time into account. 

Cf. K. BRANDT: Geschichte der deutschen Volkswirtschaftslehre. Vol. 2. 
Freiburg (R. Haufe) 1993, pp. 251-9; J. A. SCHUMPETER: History of Eco
nomic Analysis, 8th pr., London (G. Allen & Unwin) 1972. pp. 815-8; T. 
RIHA: German Political Economy, Bradford (MCB University Press) 1985, 
pp. 112-4; E. VON BECKERATH, N. KLOTEN: "Wirtschaftswisssenschaft", 
Handworterbuch der Sozialwissenschaften. Vol. 12, 1965. pp. 294-301. 
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I. Emergence of the "Anschauliche Theorie" Concept 

Edgar Salin (1892-1974) at Heidelberg University refers to the "method 
debate" and incisively criticizes Schmoller in the first edition of his Ge
schichte der VolkswirtschaJtslehre (1923). According to Salin, Schmoller, 
who lacked theoretical and philosophical talents, refused abstract theories in 
general in his controversy with Menger and consequently dissolved such 
bonding between history and theory as had been elaborated by Knies and the 
Older Historical School. In effect, therefore, Schmoller was making light of 
theory.2 According to Salin, the fundamental task of the Historical School is 
not to explain particular historical phenomena, but to construct a theory 
which facilitates the understanding of the whole of a national economy in
cluding those phemonena; this task was clearly not accomplished by Schmol
ler, and therefore the assignment of carrying out "what the Schmoller School 
had neglected"3 should now be faced squarely. 

Although Salin does not accomplish the construction of such a theory ei
ther, he finds clues to its configuration in Der moderne Kapitalismus ofWer
ner Sombart (1863-1941), especially vol. 3, Das WirtschaJtsleben im Zeital
ter des Hochkapitalismus (1927). Already in the introduction to vol.1 of the 
first edition (1902), Sombart, while considering his own method "historical", 
criticized his "admired teacher Schmoller", on the grounds that history and 
theory were not things to be treated as mutually antagonistic, but rather to be 
reconciled through unification at a higher level. In Sombart's criticism of 
Schmoller, we find two points of important relevance to our later arguments. 
Firstly, according to Sombart, theorization in the field of social sciences re
quires "different theories for historically distinct economic periods", in con
trast to the situation in the natural sciences, which have everlasting phenom
ena as their research objects. Secondly, Marxism does not contradict "his
torism" .4 

2 Cf. E. SALIN: Geschichte der Volkswirtschaftslehre, 1st ed .• Berlin (Sprin
ger) 1923, p. 36. 

3 Ibid., p. 40. 
4 W. SOMBART: Der moderne Kapitalismus. YoLl. 1st ed .• Berlin (Duncker & 

Humblot) 1902. pp. XXI. XXIX. cf. S. TAMURA: Studies on Gustav Schmol
ler (Jap. Gustav Schmoller Kenkyu). Tokyo (Ochanomizushobo) 1993. pp. 
348-9. 
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Salin in his 1927 essay "Hochkapitalismus. Eine Studie tiber Werner 
Sombart, die deutsche Volkswirtschaftslehre und das Wirtschaftssystem der 
Gegenwart" makes the following assertions. 

In the tentative search for a "new direction" after Schmoller, the attempts 
of Max Weber are well known, but Sombart tends to be treated too lightly in 
the academic world, as presenting ideas more "suitable to journalism".5 How
ever, Weber overemphasizes objectivity and value-neutrality, so that his vari
ous concepts, as ideal types, become mere "instruments of cognition" (Er
kenntnismittel), he has theoretically no concern for the truthfulness of his 
concepts, and his social science is therefore "self- and spirit-voided" (entselb
stet und entseelt). Sombart's concept of capitalism can be subjected to verifi
cation and reveals a path of complete cognition including theory and experi
ence. This concept not only connects globally with cognitions of causal rela
tionships among empirical historical facts and with theoretical representa
tions of them, but additionally attempts to identify current problems and to 
suggest ways to overcome these. In other words, it follows in the tradition of 
List, Knies and Hildebrand and contains a combination of "historism and so
cialism"6 viz. the criticism of capitalism by Marx. In this sense, Sombart's 
concept of capitalism is more comprehensive than Weber's. 

Salin refers also to the tradition of German culture. Goethe created a fem
inine emblem of soul nobility (die Schone-Gute) in his novel Wilhelm Mei
sters Wander jahre, and used it to lament the spread of mechanical modes of 
production and to voice his skepticism about capitalism in general. This crit
ical stance towards capitalism was taken up by such intellectuals as Holder
lin, Schopenhauer, the Romantics and Nietzsche. Hence, the true German in
tellectual heritage to be followed, according to Salin, is not a "self- and spir
it-voided" one (as in Weber), but the critical spirit toward contemporary mat
ters (as in Sombart). Here Salin's argument is an amplification of Sombart's 
combination of "historism and socialism" from Salin's German ideological 
viewpoint. The argument may perhaps be colored by a psychological impulse 
to guard his ideas, because he is a scholar of Jewish origin. However, his 

5 E. SAUN: "Hochkapitalismus: Eine Studie tiber Werner Sombart, die deutsche 
Volkswirtschaftslehre und das Wirtschaftssystem der Gegenwart", Weltwirt
schaftliches Archiv, 25 (1927), pp. 317-8. 

6 Ibid., pp. 318, 324. 
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statement of German nationalistic sentiment is not of a chauvinistic charac
ter, but remains within the humanistic ethos'? 

According to Salin, Sombart's "path of complete cognition"8 is not mere
ly a history, but a theory for two reasons. Firstly, Sombart attempts to arrive 
at essences through the leaving out of accidental circumstances, when he 
aims to understand sequences of facts in the totality of their rational and irra
tional relations. Secondly, the view may be taken in German tradition that 
theory is found not only in cosmopolitanly abstract formalizations, but also 
in the understanding of fact relations in national historical contexts. Som
bart's "path of complete cognition" is an example of this latter type.9 Salin 
highly appreciates all the above-mentioned aspects of Sombart's theory, even 
though he faults it for such problems as a too easy acceptance of Marx's sur
plus value theory, a miscategorization of certain noneconomic facts as accci
dental, and a failure to grasp the metaphysical and historico-philosophical 
significances of capitalism. tO Salin adds some further original tones to Som
bart's theory, and renames it the "anschauliche Theorie",l1 meaning a theory 
which views the whole of the national economy just as it exists, graphically 
(the adjective "anschaulich" comes from a verb "anschauen" which means "to 
view exactly"). This concept is not to be found in the previously referred to 
first edition of Gescmchte der Volkswirtschaftslehre (1923). 

Among adaptations made by Salin, the distinction and relation between 
the "anschauliche Theorie" and its counterconcept "rationale theorie" are no
table. According to Salin, the "anschauliche Theorie" is essentially grounded 
in inductive reasoning and resists attempts at absolute rational deduction, but 
the relative significance of rational theory as a "heuristic instrument" (heuris-

7 Cf. ibid .• pp. 314-5; Goethes Werke. Vol. 25. Weimar 1895. photomechan. 
reprint, Tokyo (Sansyusya) 1975. pp. 246-52; B. SCHEFOLD: "Salin. Edgar". 
The New Palgrave. Vol. 4. 1987. p. 233; B. SCHEFOLD: "NationalOkonomie 
als Geisteswissenschaft - Edgar SALINS Konzept einer Anschaulichen Theo
rie", List Forum fur Wirtschafts- und Finanzpolitik. 18 (1992). pp. 305-
311; C. VON DIETZE: "Lieber Freund Salin!", in: E. VON BECKERATH, H. 
POPITZ et ai. (Eds.): Antidoron. Tilbingen (I.C.B. Mohr) 1962. pp. 6-7. 

8 E. SALIN: "Hochkapitalismus", p. 325. 
9 Cf. ibid .• pp. 326-7. 
10 Cf. ibid., pp. 336. 340-1. 343. 
11 Ibid .• pp. 327ff. passim. 
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tisches Mittel)12 is acknowledged. That is to say, rational theory is subsumed 
in the higher and more comprehensive "anschauliche Theorie". Salin notes 
that "For all classical and post-classical [Menger's - T.H.] 'theory', the ab
stracting reduction of the economy to some small number of rationally de
fined, logically solvable problems" 13 is characteristic. If this kind of rational 
theory is considered as absolute, peculiarities of any given national economy 
are overlooked and complete cognition is not achieved. Although rational 
theory can at most perceive "one part of economic phenomena", dogmatic ra
tional theorists mistake it for "'the' economy" .14 However, provided the par
tial role of rational theory as a contributor toward the overall complete cogni
tion achieved through "anschauliche Theorie" is correctly understood, then ra
tional theories are acceptable. We can understand this argument of Salin's as a 
move to accommodate modem abstract theories within the inductive method 
of the Historical School, that is to say, as a solution of the conflict between 
the Historical School and the Austrians from the point of view of the former. 
However, because of his failure to confront the arguments of Schmoller and 
Menger in sufficient detail, his "anschauliche Theorie" is left with many 
points of obscurity. 

Following this presentation of the concept "anschauliche Theorie" in the 
essay of 1927, Salin, professor at Basel University from the same year on 
(but after the publication of this essay)1S, followed up the same arguments in 
the revised and enlarged second edition of the Geschichte der Volkswirt
schaftslehre (1929), in which he defines the concept "anschauliche Theorie" 
more clearly, and thoroughly analyzes many economic ideas of the past from 
the viewpoint of the concept. 

The "anschauliche Theorie" is explained in the following way: whereas 
the cognition processes of rational theory are only or mainly rational and 
their end is a rational but partial cognition, the "anschauliche Theorie" pro
vides not only rational cognition, but mainly "sense cognition, cognition of 
totality, unity, form and essence" (sinnliche Erkenntnis, Ganzheits-, Ein
heits-, Gestalt-, Wesenserkenntnis). When focusing primarily on "sense cog-

12 Ibid., p. 332. Schmoller considers "Teleologie" as "heuristisches Hilfsmit
tel", in his article "Volkswirtschaft, Volkswirtschaftslehre und -methode", 
Handworterbuch der Staatswissenscha!ten, 3rd ed., Vol. 8, 1911, p.437. 
This point is not mentioned by Salin here. 

13 E. SALIN: "Hochkapitalismus", pp. 326-7. 
14 Ibid., p. 327. 
15 Cf. B. SCHEFOLD: "Salin, Edgar", p. 233. 
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nition", "anschauliche Theorie" is a historical theory, because it takes histor
ical and political elements of sense-accessible existent relations into account, 
as if the elements constituted a "supra-economic casing" (Uberwirtschaftliches 
Gehause). In contrast, rational theory abstracts these elements, and searches, 
by means of this abstraction, for inexistent "timeless" economies or econom
ic laws. Salin further insists on the "logical and existential precedence" of 
"anschauliche Theorie" over "merely-rational" (nur-rational) theory for the 
reason that the "cognition of essence" includes "rational partial cognition" 
(rationale Teilerkenntnis) 16. 

Salin identifies two types of theories in the history of economics. One is 
the "type of mercantilism - German national economy"17, namely the "an
schauliche" type, of which typical past theorists are Adam MUller and List, 
followed in modem times by Sombart, Spiethoff, Spann and Gottl-Ottlilien
feld (intermediate between the two periods is Knies). The other is the rational 
type of theories, to which belong Quesnay, Ricardo and Pareto. Among the 
"anschauliche" theorists, MUller was the first to express skepticism about in
dividualism and cosmopolitanism pointedly. While not overlooking a certain 
exaggerated quality in this skepticism, Salin appreciates MUller highly for 
having presented society in its totality and its growth as an organism, for 
having linked the past to the present, and for his role in influencing the His
torical School.18 List's theory is appreciated as the hitherto best counterthe
ory to Ricardo's rationalism.19 Spiethoff shows a "full, lively reconciling"20 
of rational and historical theory in his description of economic crises. While 
having little to say about Gottl, Salin gives Spann positive credit for having 
adopted appropriate parts of rational theories within the universalistic view of 
his Fundament der Volkswirtschaftslehre (1. ed., 1918; 4. ed., 1929). How
ever, he balances this with negative criticism of Spann's claim of an irrecon
cilable confrontation between universalism and individualism. This idea of 

16 E. SALIN: Geschichte der Volkswirtschaftslehre, 2nd ed" Berlin (Springer) 
1929, p. 55. 

17 Ibid., p. 53, cf. 102. 
18 Cf. ibid" pp. 77-8. In his article "Hochkapitalismus", p, 328, Salin sees 

Milller's work as "an example of 'anschauliche' theory without 'rationale' 
theory", 

19 Cf. E, SALIN: Geschichte der Volkswirtschaftslehre, 2nd ed" p, 79. 
20 Ibid., p, 101; A, SPIETHOFF: "Krisen", Handworterbuch der Staatswis

senschaften, 4th ed" Vol. 6, 1925, pp. 8-91. 
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confrontation is rejected by Salin.21 In contrast to Spann, Sombart asserts 
not a mere face-to-face opposition, but an internal reconcilement between 
theory and history, and provides economics with a new fertile basis. In this 
sense, Sombart excels Spann.22 Thus, Salin's high appraisal of Sombart, 
which was noticeable in the essay of 1927, remains a feature of the second 
edition of his Geschichte der Volkswirtschaftslehre. 

Some other significant theorists who are named here as not very typical 
of either type are discussed carefully and precisely by Salin. His account of 
the "method debate" is as follows. First, he cites from Schmoller's Grundrij3 
der Allgemeinen Volkswirtschaftslehre (1st ed., 1900/04; 13. ed., 1923) "that 
it [the Younger Historical School - T.H.] is less rash in its wish to general
ize, that it feels a much stronger desire to shift from the erudite accumulation 
of data to special studies of particular periods, nations and economic situa
tions" .23 Salin finds it problematic that Schmoller had so little inclination 
for theory and was therefore all along engaged in historical detail-studies. In 
this connection, Salin judges in favor of Menger as far as the "method de
bate" is concerned, at least to the extent that Menger opposed this replace
ment of theories with historical enquiries as practiced by Schmoller, even 
though Menger, too, considered a utilization of historical findings important 
for economics. However, it is Salin's view that, in spite of his advantage in 
the debate, Menger had one serious failing in precisely the area in which 
Schmoller supplied significant hints for the economics of the future. Men
ger's failing is that he regarded rational theory, in its pure timeless form, as 
meaningful, even though it is on principle set apart from historical research. 
On the other hand, Schmoller's richest bequests to posterity are materials he 
left in the form of historical studies. These materials are lacking in unity and 
synthesization, and it is for this reason that Schmoller remains at the level of 
a provider of data. But these materials are potentially the basis for the new 
edifice of "anschauliche Theorie", and in this sense Schmoller is "a provider 
of materials for a new scientific building". "Humanly, he has been a path 
beater towards fertile fields for many of his disciples and friends, though he 
himself has never set foot in these fields. ,,24 In this way, while criticizing 

21 Cf. E. SALIN: Geschichte der Volkswirtschaftslehre, 2nd ed., p. 53, 10l. 
22 Cf. ibid., p. 100. 
23 Ibid., p. 88; G. SCHMOLLER: GrundrifJ der Allgemeinen Volkswirtschafts

lehre, Part 1, 1st ed., Leipzig (Duncker & Humblot) 1900 (Facsim. ed., 
DUsseldorf 1989), p. 118. 

24 E. SALIN: Geschichte der Volkswirtschaftslehre, 2nd ed., p. 94. 
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Schmoller's method, Salin asserts the prospect of possible developments 
from Schmoller's contribution to the "anschauliche Theorie".25 

In order to connect with our following arguments, we must also survey 
Salin's estimation of Smith and Marx. According to him, Smith described a 
framework of classical theory centering on price mechanism, namely a 
"strange dream of commercial economy" in which social harmony is realized 
through free competition. Thus it was Smith who first showed the way to 
the pure theory of the 19th century. In this sense, his ideas belong to the 
type of rational theory. However, if later economic scientists appreciate 
Smith's work only in its aspect as a fount of "pure" theory, this is one-sided, 
because in fact his work displays a "multiplicity"26 of aspects. The Wealth of 
Nations (1776) contains not only the theoretical First Book, but also the 
Third Book,which has many historical and sociological statements, as well as 
the Fourth and Fifth Books in which Smith appears as a commercial and fis
cal authority. Smith also carried out analyses of social psychology in The 
Theory of Moral Sentiments (1759). In this way, Smith does display a kind 
of completeness of historical and empirical cognition, similar in range to 
what the "anschauliche Theorie" tries to cover. 

Salin points out that Marx also exhibits a certain completeness of histor
ical cognition. His economic analysis, as Salin sees it, is characterized by 
class "conflict and exploitation", which contribute to the destruction of the 
harmony illusion of the classical theory; in this respect, it displays "histori
cally correct cognition", valid "for several decades of high capitalism". Salin 
regrets that there should be a lack of proper understanding of "the historical 
greatness of Marxism"27 even in Germany. However, he also recognizes that 
Marx fell into socialistic illusions, and that in this aspect he remains an 
epigone of classical economics, incapable of entirely overcoming the estab
lished ideas. In this context, Salin refers to Nietzsche, who explained ex
ploitation more accurately in terms ofreal-life humanity.28 

As explained above, Salin presents his definition of the "anschauliche 
Theorie" and its relation to other theories more clearly in the second edition 
of Geschichte der VolkswirtschaJtslehre. But the "anschauliche Theorie" itself 
is not yet systematically elaborated. Indeed he appeals to his readers in his fi-

25 Cf. ibid., pp. 88-90, 94. 
26 Ibid., pp. 46-7. 
27 Ibid., pp. 70-71. 
28 Cf. ibid., p. 71. 
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nal section for aid in its further construction.29 Thus, it is left to Salin's suc
cessors, Spiethoff and Takashima, to take up the challenge. 

II. Development of the Concept in Germany 

Arthur Spiethoff (1873-1957), professor at Bonn University after studies 
under Adolph Wagner and an assistantship under Schmoller,30 treats the "an
schauliche Theorie" in his 1932 essay "Die Allgemeine Volkswirtschaftslehre 
als geschichtliche Theorie. Die Wirtschaftsstile", in which he refers to Salin's 
"Hochkapitalismus" and the second edition of Geschichte der Volkswirt
schaftslehre as well as to Sombart's Der moderne Kapitalismus and other 
works. This is an attempt by Spiethoff to apply and develop the "anschauli
che Theorie", at the same time modifying some of the original categories, 
e.g. in his almost exclusive use of the term "pure theory" (reine Theorie)31 in 
place of Salin's "rational theory". 

Spiethoffs theoretical starting point is "the fundamental idea of the his
torical direction of national economics" beginning with List, and the key ele
ments of this idea are "the rejection of absolute solutions which claim equal 
validity for all economic circumstances,,32 and the construction of a new type 
of theory limited to a particular time and region. For example, mercantilism 
is valid for territorial states in the 16th to 18th centuries, and classical eco
nomics is valid for England between 1760 and 1850. List was against any 
claim for the general validity of classical economics, and tried instead to work 
out an original theory for the Germany of his day.33 

In accordance with "the fundamental idea of historical direction", Spiethoff 
calls each "economic coexistence" (wirtschaftliches Zusammenleben) bounded 
by a particular period and region a "style of economy" (Wirtschaftsstil), and 

29 Cf. ibid., p. 102. 
30 Cf. E. SALIN: "Spiethoff", Staatslexikon, 6th ed., Vol. 7, Freiburg (Herder) 

1962, p. 504. 
31 A. SPIETHOFF: "Die Allgemeine Volkswirtschaftslehre als geschichtliche 

Theorie", Schmollers lahrbuch, 56th annual issue, part II, 1932, pp. 55ff. 
passim. 

32 Ibid., p. 54. 
33 Cf. ibid., pp. 54-5. 
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he calls the theory which is valid for a single particular "style of economy" 
"General National Economics" (Allgemeine Volkswirtschaftslehre). "One 
General National Economics is possible for each such style". That is to say, 
from the viewpoint of the Historical School, theory in principle possesses 
validity only within bounds of region and especially (historical) time, so that 
even the "General" theory is in any particular case valid in only one historical 
setting. In this sense, Spiethoff claims that his "General National Econom
ics" is a "historical theory".34 The influence of Sombart's thesis of the need 
of "different theories for historically distinct economic periods" is clearly seen 
here. 

Spiethoff considers "General National Economics" as a comprehensive 
theory, by means of which the "style of economy" with its various spiritual 
and social features is understood, and he refers to it as "anschauliche Theorie", 
borrowing both the name and the theoretical framework from Salin and de
veloping the concept through his own analyses of Sombart and others.35 

Spiethoff says that this "anschauliche Theorie" is obtained through the analy
sis and consideration of as many different partial phenomena of "economic 
coexistence" as possible followed by the extraction of unifiable relations. 
Hence, the method is mainly inductive and the aim is to obtain a theoretical 
"transcribed picture of reality" (Abbild der Wirklichkeit).36 

This stands in contrast to "timeless" pure theory, in which inexistent ab
stract logical relations are centered in the theory, and reality is explained with 
these relations as criteria. As examples of pure theory, Spiethoff mentions 
the ideal type concepts of Max Weber, and especially their theoretical eco
nomic application in the equilibrium theory of J. A. Schumpeter, who was a 
colleague of Spiethoffs at Bonn University (1925-32). Spiethoff sees 
Schumpeter as setting up an inexistent state of affairs, namely the equilib
rium between entrepreneur and money creation, as a theoretically given condi
tion, and then measuring business fluctuation through phases of boom and 
depression against the supposed standard of equilibrium. Through this 
method, some appropriate insights about, for example, the meanings of dise
quilibrium states can be obtained, but historical phenomena and anything else 
unrelated to this standard scarcely enter the field of view and are therefore very 

34 Ibid., pp. 52-5. On p. 52, n.l, Sombart's Introduction to Der moderne Kapi
talismus (1st ed., Vol. 1.) is cited. 

35 Cf. ibid., pp. 55, 79-80. On p. 79, n.3, Salin's essay "Hochkapitalismus" is 
cited. 

3 6 Ibid., pp. 55, 59, 79, cf. p. 56. 
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difficult to perceive. As a result, business fluctuation as a whole cannot be 
adequately understood. Spiethoff demonstrates his own way of understanding 
business fluctuation. In this, theoretically given conditions are first derived 
from a comprehensive attempt to identify as many particular real phenomena 
as possible. Next, through consideration of these given conditions, he ob
tains the essential relations required to explain the whole of the business fluc
tuation, and then proceeds to construct the "transcribed picture of reality" 
grounded on those relations. According to Spiethoff, this "transcribed picture 
of reality" is, metaphorically speaking, not so much a photograph as a pic
ture painted by an artist. The task of the economist, like that of the artist, is 
not simply to describe each particular phenomenon in precise detail, but to 
render his exact view of the totality of relations, omitting such details as he 
considers insignificant. 37 

By means of this method, Spiethoff had already composed a voluminous 
article on economic "Crises" (Krisen) in the Handworterbuch der Staatswis
senschaften (4th ed., 1925). As we saw above, this article is appreciated by 
Salin as an example of the beginning of an "anschauliche Theorie". It was 
equally highly estimated by Schumpeter, who wrote that "the real conflict in 
scientists' mentalities" between "fact collecting and theoretical analysis" now 
"seems for the first time to be overcome through the action"38 i.e. the article 
(Schumpeter adds the qualification that both types of scientists have reasons 
to find fault with Spiethoff). Spiethoff draws attention to both of these ap
preciations,39 which is an indication of his self-confidence in the article. In 
1948 he refers again to the same two remarks, saying that the "anschauliche 
Theorie" is first briefly described by Schum peter with reference to the article 
"Crises" and then named by Salin. But one may ask whether this claim is not 
exaggerated, because Spiethoff in his essay of 1932, far from presenting 
Schumpeter as an advocate of the "anschauliche Theorie", on the whole takes 
a rather critical stance toward Schumpeter, although conceding some points 
to him. In 1932, Spiethoff mainly draws upon Salin and Sombart. However, 
these statements are interesting for the hints they provide of links between 

37 Cf. ibid., pp. 59-60; A. SPIETHOFF: "Krisen", pp. 59, 70; 1. A. SCHUMPETER: 
Theorie der wirtschaftlichen Entwicklung, 1st ed., Leipzig (Duncker & Hurn
blot) 1912, (facsim. ed., DUsseldorf 1988), pp. 103 ff. , 414ff. (ch. 3 and 6), 
Spiethoff uses the 2nd ed.,1926. 

38 J. A. SCHUMPETER: "Gustav v. Schmoller und die Probleme von heute", 
Schmollers lahrbuch, 50th annual issue, part I, 1926, p. 41. 

39 Cf. A. SPIETHOFF: "Die Allgemeine Volkswirtschaftslehre", p. 79 
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Spiethoff and Schumpeter, and of the latter's understanding of the Historical 
Schoo1.40 

On the one hand, Spiethoff in 1932 writes that Schumpeter is not uncon
scious of the historically conditioned character of theory, and that his argu
ment about static and especially dynamic states is significant for an under
standing of changes in capitalistic economy through the activities of en
trepreneurs.41 But on the other, Spiethoff also stresses, precisely like Salin 
in 1927, that pure theory can contribute only as a "heuristic aid instrument" 
(heuristisches Hilfsmittel) for the elaboration of "anschauliche Theorie". The 
"mistake", according to Spiethoff, is that pure theory misunderstands its lim
itations and aspires to be timelessly valid. The "great danger" is that it may 
therefore forget its "heuristic" role and misrepresent itself as a "prescribed pic
ture of reality". An approach to reality undertaken exclusively from a view
point of ideal types and pure theory can never achieve the same completeness 
of cognition that is obtained from "anschauliche Theorie". "In the treatments 
of Schumpeter and v. Wieser, pure theory with the priority of market pro
cesses preponderates too greatly."42 

Spiethoffs view of Sombart is that Sombart allows insufficient room for 
theorization and systematization because of his excessive stress on "histori
cally non-recurring"43 phenomena. At the same time, however, Spieth off 
highly appreciates Sombart's overall view of economic development and its 
bases, as we shall now see. 

Spiethoff compares theories of economic development stages as proposed 
by various economists of the Historical School, namely List, Hildebrand, 
SchOnberg, Schmoller, Bucher and Sombart. He analyzes each development 
theory, focusing on the viewpoint from which the type of economy is cate
gorized and the economic stages, or historically changing "styles of econ-

40 Cf. A. SPIETHOFF: "Anschauliche und reine volkswirtschaftliche Theorie und 
ihr Verhaltnis zueinander", in: E. SALIN (Ed.): Synopsis, Heidelberg (L. 
Schneider) 1948, p. 648. For elements from the Historical School in Schum
peter's system, cf. Y. SHIONOY A: Schumpeter's Thought (lap. Schumpeter
teki Shiko), Tokyo (Toyokeizaishinposha) 1995, esp. ch. 8. 

41 Cf. A. SPIETHOFF: "Die Allgemeine Volkswirtschaftslehre" pp. 55,78-81; 1. 
A. SCHUMPETER: Theorie der wirtschaftlichen Entwicklung, pp. 103ff. (ch. 
2); 1. A. SCHUMPETER: "Gustav v. Schmoller und die Probleme von heute", p. 
36. 

42 A. SPIETHOFF: "Die Allgemeine Volkswirtschaftslehre", pp. 55-6, 82. 
43 Ibid., p. 82. 
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omy" in Spiethoffs phrase, are differentiated. Among the above scholars, 
Hildebrand and Schmoller work with only one criterion in each case, i.e. the 
transition in exchange media for Hildebrand and the enlargement of the politi
cal organization on which economic life depends for Schmoller. For this rea
son, it is difficult for either Hildebrand or Schmoller to perceive and explain 
the totality of a "style of economy" taking all its many various elements into 
account44 

In contrast, Sombart analyzes a "style of economy" - a "system of econo
my" (Wirtschaftssystem) in his terminology - polyvalently in relation to 
three main viewpoints, "economic mentality" (Wirtschaftsgesinnung), "order 
and organization" (Ordnung und Organisation) and "technology" (Technik).45 
This enables him to understand more precisely the complicated relations in
volved in each national economy and its changes of stage, and makes his 
analysis much superior to the others. On the basis of this survey, Spiethoff 
enlarges on Sombart's three categories, and proposes five of his own: I. "eco
nomic spirit" (Wirtschaftsgeist), 2. "natural and technological bases" (natiirli
che und technische Grundlagen), 3. "social constitution" (Gesellschaftsverfas
sung),4. "economic constitution" (Wirtschaftsverfassung) and 5. "course of 
economy" (Wirtschaftslauf). It is explained that of these, for example, the 
fourth category includes the political organization of Schmoller, while the 
fifth category with its subcategories "constant economy" and "progressive 
economy"46 includes the static and dynamic states of Schumpeter. 

According to Spiethoff, Schmoller confined himself to a sort of straight
line development of the national economy, attending to only one element. 
Spiethoff calls this mode of historical description "longitudinal cuttings" 
(Uingsschniue). This method has its limitations for theoretical cognition of 
the various "styles of economy", so that its use is not sufficient to build up a 
"General National Economics" to be regarded as the "historical theory of the 
style of present-day economic life", i.e., the theory possessing validity for 

44 Cf. ibid., pp. 61-75; B. HILDEBRAND: "Naturalwirthschaft, Geldwirthschaft 
und Creditwirthschaft", lahrbUcher fur NationalOkonomie und Statistik, Vol. 
2, 1864; G. SCHMOLLER: "Das Merkantilsystem in seiner historischen Be
deutung", in: G. SCHMOLLER: Umrisse und Untersuchungen zur Verfassungs-, 
Verwaltungs-, und Wirtschaftsgeschichte, Leipzig (Duncker & Humblot) 
1898. 

45 Ibid., p. 71. cf. W. SOMBART: Die Ordnung des Wirtschaftslebens, Berlin 
(Springer) 1925, esp. pp. 14-20. 

46 A. SPIETHOFF: "Die Allgemeine Volkswirtschaftslehre", pp. 76-7. 
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the historical stage of the "present" day. Schmoller's Grundrij3 comprises a 
"comprehending synopsis" (verstehende Zusammenschau), which relates also 
to theoretical matters and is "an enormous undertaking". But this "synopsis" 
did not go so far as to provide "short, impressive and instrumentally usable 
formulas". On the other hand, Spiethoff calls Sombart's method "lateral cut
tings" (Querschnitte),47 a term taken from Schumpeter's critical assessment 
of Schmoller. In the case of "lateral cuttings", each historically conditioned 
"style of economy" is understood by explaining its relations from the three 
above-mentioned viewpoints, following which the period of transition from 
one "style of economy" to the next is scrutinized. In the course of this in
quiry, the internal structure and development of the "style of economy" is de
scribed systematically, so that this method of Sombart's can also be more 
meaningfully applied to a theoretical and historical perception of the "style of 
present-day economic life" than other methods, such as Schmoller's, and 
therefore deserves to be integrated into the "anschauliche Theorie" concept. 

At the end of his 1932 essay, therefore, Spiethoff adopts a critical stance 
with regard to Schmoller. Although Spiethoff, Schmoller's former assistant 
and now editor of Schmollers lahrbuch, has nothing to say about Schmoller's 
lack of theoretical and philosophical talents, the criticisms of Salin, who is 
not Schmoller's direct disciple,48 are in this way taken up by Spiethoff, and 
then elaborated and enlarged. With this, the discussion of "anschauliche Theo
rie" has entered its second stage, that is to say, it has developed into a self
criticism at the heart of the Schmoller School after his death. 

Further, it should be remarked that Spiethoff, in spite of his acceptance of 
elements from Salin and Sombart, does not refer to the ideological aspect of 
Sombart's criticism of capitalism. This is the aspect stressed by Salin, and 
related by him to the German intellectual tradition since Goethe, which he 
connects with the unification of "historism and capitalism" in Sombart. Sim
ilary, Spiethoffs criticism of Max Weber remains confined to the problem of 
the ideal type not inductively derived from reality, without any deprecating 
reference to the problem of the "self- and spirit-voided" social science attacked 
by Salin. This also helps to explain Spiethoffs use of "pure" theory, instead 
of "rational" theory, as the counterconcept for "anschauliche Theorie". Spiet
hoff, it would seem, is intent to avoid discussions about ideology, criticism 

47 Ibid., pp. 83-4; 1. A. SCHUMPETER: "Gustav v. Schmoller und die Probleme 
von heute", p. 51. 

48 Cf. B SCHEFOLD: "Salin, Edgar", p. 233. 
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of capitalism and any other matters, such as the conflict of "rational" and "ir
rational", that lead to ideological controversy. The reason for this avoidance 
is never explained. One assumption we might make is that Spiethoff sides to 
a certain extent with Weber in the argument about "self- and spirit-voided" 
social science. Another is that there are external circumstances which prevent 
him from broaching such matters. The first assumption is not impossible, 
but if this were the true reason, Spiethoff would suggest some criticism of 
Salin, which we cannot see. So what of the second one? 

Taking this question into account among others, we now survey his essay 
of 1938, "Gustav von Schmoller und die anschauliche Theorie der Volkswirt
schaft". 

This essay is published in Gustav von Schmoller und die deutsche ge
schichtliche Volkswirtschaftslehre edited by Spiethoff in commemoration of 
the IOOth birthday of Schmoller. In the preface of this book, Spiethoff de
scribes his position vis-a.-vis Schmoller. The Historical School of German 
national economics which is characterized by historism, realism and ethics, 
has developed from List through Roscher, Hildebrand and Knies to Schmol
ler. But even Schmoller is "a milestone and not an end", because he died on 
his way toward tackling the tasks of the Historical School. Those left behind 
need to face him critically to perceive what he was unable to accomplish, and 
need to search for ways of developing the ideas further. "We criticize Schmol
ler not to reject him, but to obtain a free road for fruitful continued work and 
a new setting of objectives in his spirit. "49 

At the beginning of his 1938 essay, Spiethoff considers the charge that 
Schmoller is searching only for descriptions of economic phenomena, and 
never arrives at a cognition of economic laws. Schmoller himself, in the 
preface to the second part of the GrundrifJ, refers to this as "a false charge", 
and attempts to exhibit his arguments about theories. Spiethoff, therefore, 
examines Schmoller's positions concerning theories. Schmoller's view in 
this question is, according to Spiethoff, the same as the "starting view held 
by the founders of the German Historical School",50 whose ultimate aim was 
to obtain theories from historical research. After making this point, Spiethoff 

49 A. SPIETHOFF (Ed.): Gustav von Schmoller und die deutsche geschichtliche 
Volkswirtschaftslehre, special issue of Schmollers lahrbuch, 62nd annual 
issue, part II, 1938, p. VI. 

50 Ibid., p. 16. cf. G. SCHMOLLER: GrundrifJ der Allgemeinen Volkswirtschafts
lehre, part 2, Leipzig (Duncker & Humblot) 1904, (facsim. ed., DUsseldorf 
1989), p. VI. 
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analyzes the Grundrij), with particular reference to its arguments about value 
and price theories in the second part. 

Schmoller's concern there is "the approach [rapprochement - T.H.] of as
sumptions and simplifications of pure theory to reality" .51 In this case, the 
instances of pure theory in question are those of the "Manchester School" and 
the "Austrians". For the Manchester School, "with supply and demand as 
fixed quantities, a certain corresponding market price is constantly given, and 
calculated, as it were, through a simple arithmetical set-formula".52 Compli
cated social and psychological relations are disregarded, in spite of their sig
nificance. Schmoller therefore rejects the method of the Manchester School, 
which recognizes "only the quantitative statements,,53 as meaningful. 

In the case of the Austrians, intensity of demand for a certain sort of com
modity is analyzed as a function of available reserves and consumers' aims, 
so that social relations are taken better account of. Therefore, Schmoller does 
not reject the Austrian theories outright. But, he argues, "demand in its total
ity, or its grading [of intensity - T.H.] according to various desires is, how
ever, not explained this way". To solve this defect, scientists essentially need 
to survey "the manner of economic consumption in all nations and classes, 
as well as in all periods, in a unifying way", so as to perceive "all physiolog
ical and psychological causes" and to gain understanding of "the total history 
of the development of human sentiments, of customs, culture and luxury".54 
But these tasks are not accomplished by the Austrians. Although Schmoller 
admits that he himself is unable to complete all of them either, he does pro
duce a vast wealth of materials and empirical studies designed to develop and 
sophisticate the total scheme more systematically. 

However, says Spiethoff, "What is the result derived from the empirical 
materials supplied by Schmoller? He himself does not produce anything of 
this kind".55 According to Spiethoff, whereas Schmoller rightly pointed out 
the defects of the Austrians and provided the voluminous materials needed to 
overcome them, he did not arrive at any theoretical conclusions based on the 
materials. Of course, it is impossible to accommodate all of the tasks enu-

51 A. SPIETHOFF: "Gustav von Sclunoller und die anschauliche Theorie der 
Volkswirtschaftslehre, in: A. SPlETIIOFF (Ed.): Gustav von Schmoller und die 
deutsche geschichtliche Volkswirtschaftslehre, p. 20. 

52 G. SCHMOLLER: Grundri}3, part 2, p. 114. 
53 A. SPIETHOFF: "Gustav von Sclunoller und die anschauliche Theorie", p. 23. 
54 Ibid., p. 23, from: G. SCHMOLLER: GrundrifJ, part 2, pp. 128-9. 
55 A. SPIETHOFF: "Gustav von Sclunoller und die anschauliche Theorie", p. 24. 
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merated by Schmoller within the theoretical framework of the Austrians. The 
required new theory, which would include the Austrian theories as valid par
tial systems, "must itself come from researched experience" (erforschte Er
fahrung).56 Schmoller, who had "preferred to describe only the facts" rather 
than construct "airy theories" ,57 proceeded with his critical consideration of 
the old theories "up to its limits", but fundamentally speaking, "this road had 
to be pursued one day to the end",58 that is, to the construction of the new 
theory. Spiethoff calls the new theory "fully developed historical, 'anschau
liche', political national economics" [' '- T.H.], and says that the construction 
of this theory will require "generations" of effort from the present "starting 
point" .59 Such is the meaning of Spiethoffs statement in the editorial preface 
that Schmoller is "a milestone and not an end". For Spiethoff, the "new set
ting of objectives in his [Schmoller's - T.H.] spirit" means the need to de
velop the research into the materials amassed by Schmoller more systemati
cally and, by this means, to build up the "anschauliche Theorie". The course 
to take toward this end will become naturally apparent from a careful and ex
act reading of the Grundrij3. It will be wrong to search for some other way by 
"applying some alien standard to Schmoller".60 

Spiethoffs essay of 1938 is also interesting for the relationship it sug
gests between him and Salin. Through his analysis of the Grundrij3, Spiet
hoff reasserts precisely what Salin stated in the second edition of Geschichte 
der Volkswirtschaftslehre. Salin wrote, we remember, that, as a "provider of 
materials", Schmoller was the "path beater towards fertile fields for many of 
his disciples and friends, though he himself has never set foot in these 
fields". Spiethoff, too, proposes that the proper task for the disciples and 
friends left behind is to "set foot in these fields" in Schmoller's place, in 
other words, to construct the "anschauliche Theorie". 

Although Spiethoff is obviously to be seen as Salin's successor with re
gard to the content of the essay, we never find the name Salin mentioned in 
it. The reason for this omission can be assumed to have to do with the taking 
over of government by the Nazis in 1933 and the Jewish origin of Salin. 
Salin had already transferred to Basel University in 1927. But relations with 

56 Ibid., p. 28. 
57 G. SCHMOLLER: Grundrij3, part 2, p. VI. 
S 8 A. SPIEfHOFF: "Gustav von Sclunoller und die anschauliche Theorie", pp. 28-

9. 
59 Ibid., p. 35. 
60 Ibid., p. 34. 
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him were dangerous under the Nazi regime,61 so that there was a hesitation to 
cite him affirmatively. By not mentioning Salin's name, Spiethoff avoids 
trouble, but at the same time he assures the survival of Salin's arguments in 
the German scientific world by adopting their substance in his essay. 

Spiethoffs assertion of the "anschauliche Theorie" inherited from Salin is 
also significant in relation to other contemporary currents of thought. 

The greatest blow for the Historical School following 1933 was the dis
solution of the Verein fUr Socialpolitik in 1936. The Nazi Party had de
manded that the chairmanship of the Verein should go to Erwin Wiskemann, 
Professor at Berlin University (later Brauer, because of Wiskemann's serious 
war injury). Rather than accede to this, the Verein chose self-dissolution.62 
Wiskemann, in his essay "Der Nationalsozialismus und die Volkswirtschafts
lehre", in Der Weg der deutschen Volkswirtschaftslehre (1937) edited by him 
and H. Liitke, writes that National Socialism considers itself "heir of the best 
of the German past" and claims "an absolute precedence of state policy over 
the economy". Further, from his National-Socialist viewpoint, Wiskemann 
praises the achievement of Schmoller in advancing the cause of "Pruss ian so
cialism",63 which allows the "totality" priority over individual destinies. In 
another essay in the same book, the state socialism of A. Wagner is men
tioned as providing a valuable lesson for National Socialism, although Wag
ner's ideas, according to this essay, still display insufficiencies in biological 
and racial matters.64 

For the Nazis, it seems to have been exasperating that Spiethoff, a former 
disciple of Wagner and Schmoller, one of the most influential scholars in the 
Historical School after Schmoller himself, did not take up the interpretation 
of Schmoller proposed by Wiskemann. Carl Brinkmann in Heidelberg was, 
in contrast to Spiethoff, inclined to express a view similar to that of Wiske
mann. Firstly, in Gustav Schmoller und die Volkswirtschaftslehre (1937), 
Brinkmann argues that Schmoller's tendency to approve of state intervention 
in "Die Reform der Gewerbegesetzgebung" (1877) can be considered as "a 
preview of our 'states economy'" (stiindische Wirtschaft). In reality, Schmol-

61 Cf. B. SCHEFOLD: "Salin, Edgar", p. 233; C. VON DIETZE: "Lieber Freund 
Salin!", pp. 6-10. 

62 Cf. F. BOESE: Geschichte des Vereins fur Sozialpolitik 1872-1932, Berlin 
(Duncker & Humblot) 1939, pp. 290-l. 

63 E. WrSKEMANN, H. LOTKE (Eds.): Der Weg der deutschen Volkswirtschaftsleh
re, Berlin (Junker & Dilnhaupt) 1937, pp. 8, 10, 13. 

64 E. EGNER: "Adolph Wagner, der Staatssozialist", ibid., pp. 135ff. 
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ler's proposed interventions were from the viewpoint of l.S. Mill, whereas 
Brinkmann takes these expectations regarding the actions of beaurocrats to 
extend as far as the "emergency decrees" (Notverordnungen)65 after the First 
World War. Thus, Brinkmann tries to force a connection between Schmoller's 
general ideas and social-political changes of the more recent past. Secondly, 
in an essay entitled "Schmollers Gerechtigkeit", published in 1938 in the 
mentioned centenary volume edited by Spiethoff, Brinkmann argues that 
"Schmoller fought unremittingly for the dominion of the state,,66 ever since 
the 1874 conference of the Verein flir Socialpolitik. Thoughts of this kind 
were already circulating in Spiethoffs vicinity by 1938. Furthermore, Som
bart, too, writes in the preface of Deutscher Sozialismus (1934) that this 
work in its own way "can best serve my country" under "the Hitler govem
ment"67, and it is from such a viewpoint that criticisms of modem society by 
past German intellectuals such as Goethe are there appreciated. Here, we can 
confirm that Sombart's criticism of capitalism, which was endorsed by Salin, 
has now merged with the National Socialist trend of thought. Of course 
Sombart does not mention the Jew Salin here.68 

These are the circumstances in which Spiethoff stresses that the construc
tion of the "anschauliche Theorie" concept, inherited from Salin, is the natu
ral and proper direction for the further development of Schmoller's ideas. This 
assertion contains no open criticism of the Nazis, but at least an implied and 
moderate one, because it suggests, even if indirectly, that the National So
cialist interpretation of Schmoller does not contribute to the appropriate de-

65 C. BRINKMANN: Gustav Schmoller und die Volkswirtschaftslehre, Stuttgart 
(Kohlhammer) 1937, pp. 93,152. cf. G. SCHMOLLER: "Die Refonn der Gewer
begesetzgebung: Rede, gehalten in der Generalversammlung des Vereins filr 
Socialpolitik am 10. Oktober 1877", in: G. SCHMOLLER: Zur Social- und Ge
werbepolitik der Gegenwart, Berlin (Duncker & Humblot) 1890, p. 151; S. 
TAMURA: Studies on Gustav Schmoller, pp. 155-8, for the influence of 1. S. 
MILL on Schmoller in "Die Refonn der Gewerbegesetzgebung". 

66 A. SPIETHOFF (Ed.): Gustav von Schmoller und die deutsche geschichtliche 
Volkswirtschaftslehre, p. 61. 

67 W. SOMBART: Deutscher Sozialismus, Berlin (Buchholz & Weisswange) 
1934, p. XII. 

68 Cf. ibid., pp. 2, 29-31. In: Die drei NationalOkonomien, Berlin (Duncker & 
Humblot) 1930, pp. 8ff., Sombart still praised Salin's Geschichte der Volks
wirtschaftslehre (2nd ed.) in comparison with other authors' works on his
tory of economics. 
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velopment of his achievement and is thus distorted. In his essay of 1938, 
Spiethoff argues against attempts to interprete Schmoller by means of "some 
alien standard", though without saying what that "standard" is. Taking all of 
the above considerations into account, we may assume that he means 
Nazism. As in the case of the essay of 1932, Spiethoff in 1938 again has 
nothing to say about the ideological aspect of Sombart praised by Salin, in 
spite of his acceptance of Salin's mode of thought. It may also be significant 
that even Sombarfs "Querschnitte" approach is not mentioned in the essay of 
1938. One assumes that Spiethoff wishes to avoid ideological controversies 
between his own and the Nazi line of Schmoller interpretation, in order to be 
able to make his appeal, without unnecessary confusions, for the construc
tion of the "anschauliche Theorie". 

III. Development of the Concept in Japan 

The second edition of Salin's Geschichte der Volkswirtschaftslehre was 
translated into Japanese in 1935 by Zenya Takashima (1904-90), who was in 
the same year promoted to professor in the preparatory course at Tokyo 
Commercial College (later renamed Hitotsubashi University). 

In his translator's preface, Takashima explained the whole of the book in 
outline, particularly the confrontation between "merely-rational" theory and 
"anschauliche Theorie", as well as the logical subsumption of "rationale 
Theorie" under "anschauliche Theorie". In Takashima's view, these arguments 
make this work superior to other treatments of the history of economics, e.g. 
those of Gide and Rist or of Schumpeter. Concerning Salin's estimation of 
Marx, Takashima emphasizes Salin's recognition of Marx's work as "one of 
the most distinguished examples of syntheses of this kind" [of socialist and 
historist approaches - T.H.]. Salin's "deep insight into Marx particularly", 
says Takashima, "is unlikely to be encountered among other German profes
sors of the present day. "69 These statements of Takashima's are interesting in 
that they show that some relation of Salin to Marx already exists in his mind 
at the outset. 

69 Z. TAKASHIMA's translation of: E. SALIN: Geschichte der Volkswirtschafts
lehre, 2nd ed., under the Jap. title Kokuminkeizaigakushi, 1st ed., Tokyo 
(Sanseido) 1935, pp. 4, 8, 9. 
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Takashima, who had previously treated Schumpeter in his graduation the
sis, attempted to allot Marx's economics a higher position combining both 
the static and the dynamic states. He was also engaged in a Japanese transla
tion (unpublished) of Marx's Theorien aber Mehrwert. In the course of activi
ties such as these in the years around 1930, he was extending his interest and 
insight regarding Marxism.7o However, it was becoming increasingly diffi
cult for him to express his arguments about Marx directly in the political sit
uation of the mid 1930s, which would seem to explain his motives in draw
ing attention to Marxism indirectly, through stressing Salin's comparatively 
high estimation of Marx. 

Takashima published Fundamental Problems in Economic Sociology: 
Smith and List as Economic Sociologists in 1941, the year in which he was 
named professor in the senior class at the same college. By this time, the po
litical and social circumstances were becoming more stringently militarized. 
In this work, he proposes a more critical acceptance of Salin's "anschauliche 
Theorie". 

Still, his interest in Marxism does not waste away. In the original manu
script draft of the book, his "readiness to deal with Marx's matters stands 
forth clearly";7! but on the exhortation of his disciples, anxious for his 
safety, such passages were deleted prior to printing. Because of these dele
tions, as well as some obscure turns of description to hide his real intentions 
from the eyes of administration, the book has several portions which are far 
from easy to understand. To elucidate these, we need to take Takashima's 
post-war reminiscences into account. However, even here, while not denying 
the earlier rumor that his standpoint was "Marxism in disguise"72, he still 
does not identify his "economic sociology" with Marxist economics,?3 

To assess Takashima's relations to Salin, two points in his preface are 
important. First, he expresses "suspicion" both of the "growing power of po
litical economy" and of the "pure development of modem economics". Ac-

70 Cf. Z. TAKASHIMA et al.: "Speaking of my Economics" (Jap."Watashi no 
Keizaigaku 0 Kataru"), first publ. 1980, later in: Z. TAKASHIMA: Man, Clima
tology and Social Science (Jap. Ningen, Fudo to Shakaikagaku), Tokyo 
(Akiyamashobo) 1985, pp. 208-13. 

71 Z. TAKASHIMA: "When my First Book was Published" (Jap. "Shojosaku no 
Koro"), first pub!. 1971, here republ. in: Z. TAKASHIMA: Man, Climatology 
and Social Science, p. 66. 

72 Ibid., p. 67. 
73 Cf. ibid., pp. 64-7. 
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cording to Takashima, it is necessary to construct an "economic sociology" 
that unifies at a higher level the unrefined "anschauliche Theorie" of "politi
cal economy" and the rational comprehension of "modern economics". This 
task is to be accomplished by means of Salin's "logic of reflection, mediation 
and regulation" within "anschauliche Theorie" through rational theory, that 
is, by means of the logic which Takashima calls "logic of mediation". Sec
ond, while Takashima concedes that Salin's view of affairs certainly offers a 
significant incentive to his own research, the more closely Takashima has 
come to consider the relation between "anschauliche Theorie" and rational 
theory, the more important he has found it to investigate the essential rela
tion between Smith and List. According to Takashima, therefore, the "pro
cess of self-enlargement of political economy" by means of the "logic of me
diation" should proceed hand in hand with an investigation of the "transition 
from the human productive powers of Smith to the national productive pow
ers of List". Thanks to the inclusion of this relation, Takashima concludes, 
"economic sociology" takes "one step forward beyond Professor Salin" .74 

Regarding the first point, we find Takashima's standpoint contrasting 
with the dominant trend of thought at the time. By "political economy" he 
means the economic ideas which originated from Germany and dominated 
academic economics in Japan from the 1930s to the end of the War, with the 
"support of circumstances".75 Takashima considers "political economy" as 
his prime opponent, and strives to refute it. 

The Anti-Comintern Pact of 1937 between Japan and Gennany had devel
oped by 1940 into a Three-Power Pact including Italy. Under the influence of 
these alliances, and of the politico-military climate, currents of Gennan eco
nomics that supported - or seemed to be supporting - the Nazi regime were 
enthusiastically accepted into Japan. H. Kaneko, translator of the above
named Der Weg der deutschen Volkswirtschaftslehre (1937) edited by Wiske
mann and Liitke, says in 1938 in the translator's preface that "the new Ger
man economics is National Socialist economics," and that this book, written 
from that viewpoint and theoretically grounded on GottI, "gives us an oppor
tunity for reflection from which we may profit, even though we have a differ-

74 Z. TAKASHIMA: Fundamental Problems in Economic Sociology: Smith and 
List as Economic Sociologists (Jap. Keizaishakaigaku no Konponmondai: 
Keizaishakaigakusha toshiteno Smith to List), Tokyo (Nihonhyoronsha) 
1941 (photom. reprint,Tokyo 1991), pp. 1-3, cf.p. 27. 

75 Z. TAKASHIMA: "When my First Book was Published", p. 64. 
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ent fonn of state and nation."76 A translation of Spann's Kampfende Wissen
schafl (1934) was published in 1939 with a translator's comment that 
Spann's theory is "considered the most influential theoretical basis of Na
tional Socialism"77 (although Spann was in fact arrested by the Nazis in 
1938).18 A translation of the same author's Der wahre Staat (1931) also ap
peared in 1939. Sombart's Deutscher Sozialismus (1934) had been translated 
and published in 1936. 

Through Salin, Takashima criticized "political economy" in the first part 
of Fundamental Problems, "Tasks of Economic Sociology". In Spann and 
Gottl, Takashima argues, an intentional concern for total cognition, and ele
ments of practice and creative synthesis can indeed be recognized. These are 
the features in which "the superiority of German economics in general to En
glish economics in general" is descried. For example, Gottl rejects economic 
systems which merely treat material goods mechanically, and proposes 
instead the "theory of life" (Lebenslehre) which aims to build up community 
relations in such a way as to unite individuals and the whole, the level at 
which all the various individual judgements and intentions can be taken into 
account.79 However, as Salin points out that the higher "anschauliche Theo
rie" also subsumes rational theory, even "the superiority of German econom
ics in general" "should be established not on a mere denial of English eco
nomics or theoretical economics, but on a viewpoint embracing these within 
it" .80 Considered in this light, Spann and Gottl cannot be said to offer a 
higher "anschauliche theorie", because they assert their own theories, e.g. 

76 H. KANEKO's translation of: E. WISKEMANN, H. LOTKE (Eds.): Der Weg der 
deutschen Volkswirtschaftslehre, under the Jap. title Doitsukeizaigaku no 
Michi, 2nd ed., Tokyo (Nihonhyoronsha) 1943, pp. 2-3. In 1942, Kaneko 
also translated Gottl's Der My thus der Planwirtschaft (1932) and Volk, 
Staat, Wirtschaft und Recht, Part 1 (1936). 

77 S. AKISAWA's translation of: SPANN: Kiimpfende Wissenschaft, under the 
Jap. title Zentaishugi no Genri, Tokyo (Hakuyosha) 1938, p. 3. 

78 In T. TODA's translation of: SPANN: Krisis in der Volkswirtschaftslehre 
(1930), under the Jap. title Gendaikeizaigaku no Kiki, Tokyo (Mikasasho
bo) 1940, Toda notes briefly, in the translator's preface, p. 98, that Spann 
is in prison following the German army's march into Austria. Cf. W. HEIN
RICH (Ed.): Othmar Spann, Leben und Werke, Graz 1979, p. 65. 

79 Cf. Z. TAKASHIMA: Fundamental Problems, pp. 19,74-6. 
80 Ibid., p. 19. 
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Spann's universalism, which Salin takes as his example, in a strongly hos
tile opposition to English individualism, refusing the latter. 

According to Takashima, the "anschaulich"-theoretical tradition of Ger
man economics which extends "through Fichte, Miiller, List, Roscher and 
Knies to the 20th century" consists in both relations together, "the opposi
tion to and the dependence on English economics at the same time".81 In this 
sense, the efforts of Spann and GottI fail to ground themselves on this emi
nent heritage, even if they seem to have traditional elements. Exponents of 
"political economy" in Japan have simply accepted the theories of Spann, 
Gottl and others without any reflection on this problem.82 From arguments 
like these put forward by Takashima, readers of insight might penetrate 
through to the real but concealed theoretical and political implication, that 
Spann, Gottl and Wiskemann have inherited the tradition of German eco
nomics in a biased way, which caters to the dictates of Nazi totalitarianism, 
and that Japanese scholars should be very cautious and skeptical about accept
ing this German "political economy" in such a form. Incidentally, we also 
confirm Takashima's estimation of Sombart here. On the one hand, he par
tially admires Sombart as a thinker, as does Salin, for the recognizing of ra
tional theory. But on the other, Takashima adopts a negative critical stance 
toward him, on the whole, because of the "freqentIy unsettled state of mind 
which Sombart displays in response to the change of social circumstances", 83 
i.e. the Nazis' rise to power. 

In a later reminiscence, Takashima expresses awareness in those years of a 
problematic reality, namely the fact that the "pure development of modem 
economics" in Japan did not constitute an effective counterforce against the 
fascistoid "political economy" .84 Such a statement appears in the first part of 
his Fundamental Problems, as a criticism of "modem economics", which 
lacks the elements of practice. This "pure economics", which Takashima also 
calls "modem economics", attempts to search for a "systematic consistency" 
transcending history, through "abstraction of the historical social characteris
tics of human economies into more general relations of economic quantities". 

81 Ibid., pp. 5-6. Takashima sees a critical acceptance of Smith even in the 
most conservative thinker Adam MUller, cf. ibid., pp. 439, 449, and T. HA
RADA: "Ober 'romantische' Ausgleichsmechanismen bei Adam MUller", Jahr
bucher fur NationalOkonomie und Statistik, 213 (1994). 

82 Cf. Z. TAKASHIMA: Fundamental Problems, pp. 5-6,15-26, 112-3. 
83 Ibid., pp. 72-3. 
84 Cf. Z. TAKASHIMA: "When my First Book was Published", p. 64. 
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Moreover, it is a matter of some pride for "pure" economists to stay within 
the bounds of scientific "modesty" by the avoidance of stepping "from 
science into practice". But the situation at the time teaches: if scientists are 
armed with no "critical principles against policy makers who are a given fact 
of the outside world", the scientists fall into such peril that "even their basic 
right to exist in the here and now becomes threatened".85 

According to Takashima, the lack of the aspect of practice in "modem 
economics" goes together with a lack of a view of history and totality. This 
whole complex of problems is inherent in the theoretical structure of "mod
em economics". He refers to K. Sugimura's attempt to identify economic "ac
tive subjects" in the field of "modem economics" (the term "active subjects" 
is translation of the Japanese term "shutai", meaning persons who actively 
assume the task or administration of practice within a given state of rela
tions, or else work to construct or change it). Sugimura distinguishes the 
"active subjects" in the social economic relations described in the marginal 
utility theory of Menger. In this case, the "active subjects" are "the most or
dinary"86 ones, who as consumers carry out their economic activities while 
rationally calculating in favor of their own interests. Takashima points out 
that this model of "active subjects" is shortsighted, because they act only 
within the narrow fields of their own consumptions, making it impossible 
for them to reach up to a knowledge of the economic system as a whole or of 
its historical development, much less to the recognition of a mode of practice 
capable of changing the political and economic system. In a similar way, 
"modem" economists themselves tend to ignore the questions of total cogni
tion and the aspects of practice required to change the system. This criticism 
applies especially to Japanese "modem" economists, says Takashima, but is 
also a serious problem in Menger himself.87 

The relative significance of "modem", "pure" economics, including even 
that of Schumpeter and Keynes, argues Takashima grounded on Salin, can in
deed be vitalized, in the sense that it constitutes a system of "technology"88 
which includes the marginal utility and the equilibrium theories. This eco-

85 Z. TAKASHIMA: Fundamental Problems, pp. 90, 96-7. 
86 Ibid., p. 101. 
87 Ibid., pp. 89-110. cf. K. SUGIMURA: Fundamental Problems in Economic 

Philosophy (Jap. Keizaitetsugaku no Kihonmondai), Tokyo (Iwanamisho
ten) 1935. 

88 Z. TAKASHIMA: Fundamental Problems, p. 93. 
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nomics should therefore be considered as an "instrument,,89 toward the higher 
"anschauliche Theorie". With regard to totality, practice and historicity, the 
"political economy" of GottI and others is superior to the "modem" econom
ics, even though "political economy" lacks the unification of history, theory 
and policy as well as being biased in its traditionalityYO 

These arguments of Takashima's reveal that he is plainly in agreement 
with Salin's criticism of Weberian value-free objectivismYl This differenti
ates him from Spiethoff, who doggedly avoids mentioning the topic. On the 
other hand, Takashima resembles Spiethoff in his relatively high esteem for 
Schumpeter compared with other "modern" economists, acknowledging 
Schumpeter's detailed understanding of the internal mechanism of capitalism 
from his positivistic viewpoint, although Takashima does not here choose to 
investigate the static and dynamic statesY2 

Takashima's aim, then, is to construct the "anschauliche Theorie" so as to 
unify "political economy" and "modern economics" through the critical con
sideration of both. However, in parts 2 and 3 of his book, he does not pro
ceed as far as the construction itself, but confines himself to investigations of 
Smith and List respectively. 

In the second part, "Problems of Adam Smith and the Civil Society", 
Takashima states that Smith considered civil society in England in the second 
half of the 18th century as his subject and described it in his research. The 
civil society described by Smith "has historical concreteness, even though at 
first glance the account is characterized by abstract rationality, and Smith's 
view of it supports creative integrality in that period, even though at first 
glance the view is characterized by individualistic abstraction "93. Thus, Taka
shima explains the theories and social ideas of Smith while paying attention 
to the elements they contain of historicity and totality, namely what Salin 
calls the "multiplicity" of Smith. 

With regard to historicity, the Fifth Book of The Wealth of Nations 
should be mentioned. In. his explanation of historical change in expenses on 

89 Ibid., p. 17. 
90 Cf. ibid., pp. 73-6, 112-3. 
91 Cf. Z. TAKASillMA: "Structure of History of Economics" (Jap. "Keizaigakushi 

no Kozo"), in: 2nd ed. of his translation of: E. SALIN: Geschichte der Volks
wirtschaftslehre, 2nd ed., under the Jap. title Keizaigakushi no Kisoriron, 
Tokyo (Sanseido) 1944, pp. 321, 331. 

92 Cf. Z. TAKASillMA: Fundamental Problems, p. 94. 
93 Ibid., p. 128. 
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defense, Smith asserts four stages of historical development: 1. "hunters", 2. 
"shepherds", 3. "husbandmen" and 4. "a more advanced state of society".94 
This fourth stage is also called "commercial society",95 in which both manu
facturing industry and commerce are already developed. So Smith classifies 
his historical stages according to grades of productive powers and, in relation 
to this, explains developments of defense, judicature, public institutions and 
such like. In this way, he already achieves a grasp of economic development 
similar to the picture which List will later describe in his development theory 
centering on the development of national productive powers. The "modem" 
economists with their "timeless" theories should return to their origin in 
Smith, and learn from his historicalness.96 

Further, they should learn from his way of total cognition. Smith himself 
published not only The Wealth of Nations (economics) but also The Theory 
of Moral Sentiments (ethics). More strictly, his system as a whole consists 
not only of two, but of three subsystems. The third is the jurisprudential and 
political subsystem, his treatment of which can be seen in his students' notes 
on his Lectures on Jurisprudence, edited and published by E. Cannan in 1896. 
Takashima investigates the relations of these three spheres, also taking into 
account the recollections of J. Miller (one of Smith's students), as written up 
by D. Stewart, and a study by A. Oncken97, in the following way. 

For Smith, economics is "the most important and definitive, but still 
only one part" of jurisprudence. And jurisprudence is the "part of justice 
among virtues".98 The three virtues of "benevolence", "justice" and "pru
dence" form the main subject matter in the ethics, so that jurisprudence is in 
fact just one part of ethics in general. Therefore, economics ultimately be
comes subsumed into ethics through the intermediary of jurisprudence. In 
this connection, the concept of "self-love" or "private interest", which is of 

94 A. SMITH: An Inquiry into the Nature and Causes of the Wealth of Nations 
(1776), ed. by R. H. Campbell, A. S. Skinner et aI., Oxford, New York etc. 
(Oxford University Press) 1976, pp. 689ff. 

95 Ibid., pp. 37,784. 
96 Cf. Z. TAKASHIMA: Fundamental Problems, pp. 116,131-135. 
97 Cf. D. STEWART: "Account of the Life and Writings of Adam Smith, LL.D.", 

in: A. SMITH: Essays on Philosophical Subjects, ed. W.P.D. Wightman, 
J. C. Bryce et al., Oxford, New York etc. (Oxford University Press) 1980, 
pp. 274-5; A. ONCKEN: "Das 'Adam Smith-Problem''', Zeitschrift fur Sozial
wissenschaft, I (1898). 

98 Cf. Z. TAKASHIMA: Fundamental Problems, p. 146. 
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special significance in economics, finds its place within ethics as a support 
for "prudence", one of the cardinal virtues, so that economic "self-love" 
stands in no contradiction to ethics itself in Smith's system as a whole. Each 
person who acts in his own interest has also a "self-command", by means of 
which he attempts to keep his own acts from becoming excessive; that is, he 
restrains them to such a moderate degree as would earn him "sympathy" from 
an imagined third-person "impartial spectator" .99 This point in his ethics cor
responds with his argument in economics that one's pursuit of profits in 
one's private interest contributes to advancing the interests of others also, if 
the pursuit is moderated through the price mechanism based on free competi
tion. If an act performed in private interest exceeds propriety and violates the 
freedom of another person, such an act is to be restrained by a legal or politi
cal force, ethically based on the virtue of "justice", to defend the other's free
dom. The virtue of "benevolence" supported by the love for others, or "benef
icence" as it materially shows itself, is indeed admirable as a motive for an 
act spontaneously performed in the interest of others, or as such an act itself. 
But "benevolence" or "beneficence" is merely an "ornament" for the "build
ing" of civil society, the "main pillar" of which is "justice".100 The fact is 
that Smith's starting assumption for his arguments is that individuals in civil 
society perform their free acts mainly from a motive of "self-love". Through 
his arguments about the relations of the ethical, political and economic sub
systems, Smith explains how these individual acts serve to construct soci
ety.IOI 

In this system of Smith's, the state has its raison d'etre mainly in the 
obligation to protect the free acts of the citizens by the exercise of "justice". 
So the state, in principle, does not intervene in other affairs of the citizens, 
especially economic matters in general. In Smith's state, says Takashima, 
one finds no contradiction between the state and civil society, such as is often 
seen in German concepts of the state, e.g.' Hegel's in his Philosophie des 
Rechts (1821)102. Nor is there to be found any battle of citizens against the 
state, such as seen e.g. in J. Locke. "The state in the case of Smith includes 

99 A. SMITH: The Theory of Moral Sentiments (1759), ed. D. D. Raphael, A. L. 
Macfie, Oxford, New York etc. (Oxford University Press) 1976, pp. 24-6, 
69-71, 78-9, cf. p. 9. 

100 Ibid., p. 86, cf. p. 79. 
101 Cf. Z. TAKASHIMA: Fundamental Problems, pp. 143-87. 
102 Cf. T. HARADA: Politische Olwnomie des Idealismus und der Romantik, Ber

lin (Duncker & Humblot) 1989, pp. 134-59. 
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civil society, but, on the other hand, is itself also absorbed into civil society. 
[ ... ] The state is now digested entirely into the new society, and in place of it 
another new state is born." Here, Takashima confirms systematic complete
ness and stability within the system of the "consistent liberalist" Adam 
Smith, grounded on the England of the second half of the 18th century, a so
ciety made up of mature citizens after their "triumph"103 over feudalism. 
From these remarks of Takashima, we may ascertain the following two 
points. 

First, through his presentation of Smith's system as an example of how 
orders of state and economy can be constructed even when the free acts of in
dividuals are taken as the positive starting point of the construction, Taka
shima is indirectly criticizing Japanese scholars, for their "political economy" 
and their acceptance of the semifeudaIistic system of Japanese militarism as a 
background. 

In Japan, ever since the Meiji Restoration (1867-8), political freedoms 
had always been restrained. And in the ethical and moral field, the govern
ment was forcing the nation to constitute ethical orders conforming to the 
Emperor system ideology, which had been intentionally constructed by the 
governing class through a combination of Shintoism with Confucianism. 
These orders meant the absolute subordination of the people to the Emperor 
and the governing class around him. Even in their internal private thoughts, 
individuals were to suppress impulses of self-interest or independence, and 
subordinate themselves to principles of self-effacement and heteronomy. This 
ethical compulsion was strongest during the Second World War, when the 
values of selfless devotion to the state were enthusiastically taught in 
schools, and any soldier who had come back alive rather than fighting on till 
the death had to be ashamed of himself for falling short of the ideal of the 
"Kamikaze" warrior.104 

103 Z. TAKASHIMA: Fundamental Problems, pp. 198-9. 
104 Cf. S. FUJITA: Ruling Principles of the Emperor State System (Jap. Tenno

seikokka no Shihaigenri), 2.ed., Tokyo (Miraisha) 1982, pp. 20-7; Y. 
KUME: "Genealogy of the Moral Science of the Nation" (Jap. "Kokurnindo
tokuron no Keifu"), in: Commercial Science of Meijo University (Jap. Mei
joshogaku), 44 (1995), pp. 10-11. Takashima's spirit of resintance was also 
apparent in his teaching. A former student recalls in his reminiscences how 
Takashima would see off called up students of their departing for the front, 
with the word: "You must come back alive, then you can begin with your 
[real- T. H.J tasks!". H. MIZUTA: "My Teacher Zenya Takashima: Three and a 
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In economic science at that time, research into Smith's ideas was tolerated 
as "old" economics. Accordingly, Takashima treated and explained the consis
tently liberalist system of Smith, including his ethics and politics, and of
fered a critical counterstance to militarism, even though direct criticism was 
out of the question. lOS 

Second, according to Takashima, Smith's system, while characterized by 
its completeness and political and social stability, has one weak point, in its 
lack of the aspect of practice. For Smith, his research "object is already ma
ture" because of the civilized state of England with its higher productive 
powers, so that the realization of his system does not on the whole mean the 
creation of a new system through a changing of the object, but rather means 
"leaving it to the working of nature". Smith provides analyses of the produc
tive powers as they exist, but no theory of how to create them, in other 
words, no "theory for productive powers"106 and no "logic for creation". 
Therefore, it is possible to learn the aspects of history and totality, but diffi
cult to learn the aspect of practice from Smith. In this sense, Smith "does 
not answer the present needs"107 of Japan. From this conclusion, Takashima 
now proceeds, in the third part of his book, to treat "Friedrich List and Prob
lems of the National Productive Powers", since he considers that List, from 
whom the German Historical School traces its origins, reveals the role of 
practice more clearly. 

For List, the "powers to create wealth are much more important than 
wealth itself'lOS. The concept of "productive powers", which he uses to mean 
the "powers to create wealth", includes various creative elements, "industri
ousness, thrift, morality and the intelligence of individuals", "natural re
sources and material capital", "social, political and civil institutions and 
laws", as well as the "guarantee of continuance, independence and the power 
of their nation state"109. Thus, it is a "synthetic concept"110 which contains 

Half Years after his Death" (Jap. "Takashima Zenya Sensei: Yukite Sannen
han"), Asahi Shinbun (News Paper), Nagoya ed., Aug. 27, 1993. 

105 Cf. Z. TAKASHIMA et al.: "Speaking of my Economics", pp. 214-5. 
106 Z. TAKASHIMA: Fundamental Problems, pp. 238-40. 
107 Ibid., p. 243. 
108 Ibid., p. 264; F. LIST: Das nationale System der politischen Okonomie 

(1844), ed. A. Sommer (List. Werke, Vol. VI), Berlin (R. Hobbing) 1930, p. 
173. 

109 F. LIST: Das nationale System, p. 51. 
110 Z. TAKASHIMA: Fundamental Problems, p. 265. 
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as its elements not only material productivities in the narrow sense, but also 
immaterial entities contributing to the creation of material powers indirectly. 
Whereas Smith considered the productive powers in an objective and quantita
tive way, thus opening the road to the later rational pure economics, List re
gards immaterial and qualitative, spiritual and institutional elements as no 
less important, so that, in List's view the concept of productive powers is 
"freed from a quantitative category", 111 a redirection which marks one of the 
most significant starting points for the synthetic development of German 
economics. 

What kind of economic system is List aiming for? This is Takashima's 
next question. It is well known that List proposes an economic development 
concept consisting of five stages: 1. the "state of original barbarism", 2. the 
"state of herdsmen", or nomadism, 3. the "state of agriculture", 4. the "state 
of agriculture-manufacturing", 5. the "state of agriculture-manufacturing-com
merce"; and that he proposes trade protectionism in the transitional periods 
from the third to the fifth stage as a measure for fostering industrialization. In 
this concept, it should be noticed that the goal to be reached is the fifth stage 
which List calls the state of the "normal nation". This is a concept of nor
mality modeled on England, the economically most advanced country of 
List's time, of which it might be said that "agriculture, manufactures, com
merce and navigation are developed in it equally, [ ... J Constitution, laws and 
institutions afford its people a high degree of security and liberty". 1 12 When 
List maintains that this "normal state" should be the ideal pursued by all de
veloping countries (but limited to the temperate regions), e.g. Germany or 
the United States of America, his intention is evidently to propose a "transi
tion to the English [stage of a - T.H.] nation". Therefore List's aim is to de
velop to the stage of the "nation which Smith considered as the object of his 
analysis". 113 

Takashima maintains that the relation linking List's goal and Smith's 
world is markedly more significant than the more often mentioned opposition 
between the protectionist List and the liberalist Smith. "For List, Smith was 
the model and outstanding prior example. When List fought against this 

111 Ibid., p. 271. 
112 F. LIST: Das nationale System, pp. 210, 212. 
113 Z. TAKASHIMA: Fundamental Problems, pp. 277, 291. 
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man, it was rather because he respected him"1l4. To regard List as the fore
runner of the "theory of controlled economy"115 is out of the question. Taka
shima implicitly proposes a counter-interpretation of List opposing the inter
pretation presented by economists of "political economy". For example, 
Wiskemann appreciates List's theory of productive powers for its characteris
tic of "powers to create wealth" and, yet, considers his criticism of free trade a 
kernel of National Socialist economics. 116 

As mentioned above, Takashima inherits Salin's concept of an "anschau
liche Theorie" which simultaneously includes rational theory. However, like 
Spiethoff, he makes no attempt to construct the new theory itself but is con
tent to put theoretical materials in order, in preparation for its future con
struction. From his standpoint of resistance to pre-modernistic militarism in 
Japan, Takashima appreciates Smith's system of civil society as a historical 
and total social science, but he does not overlook its weak point, that is to 
say, the fact that it is so little oriented to practice. This is Smith's definitive 
limitation, and, to the extent that Smith can rightly be taken as an outstand
ing forerunner of rational theory, it is also the limitation of all succeeding 
"modem economics", especially in Japan. List considers Smith's civil society 
as the ideal, and his own theories are notable for their inclusion of creative 
practices for realization of this ideal. These practice-orientated elements in
volving institutional and spiritual entities are indispensable for theories of 
development in countries such as Germany at the time of List, and, even 
more particularly, Japan at the time of Takashima, as a prerequisite for the 
creation of higher productive powers and the realization, through this, of the 
kind of civil society described by Smith. 

For Takashima, the concept of "anschauliche Theorie", originally pro
posed by Salin, should be constructed in a very sophisticated - Spiethoff 
would have said "biased" - form, modeled on relations in the practice-oriented 
economics of List, which attempts to realize the economic society described 
by Smith. List's economics, which both the later Historical School and the 
"political economy" appreciate, has a firm respect for Smith's social science 

114 Ibid., p. 283, cf. p. 477. cf. also F. LIST: Outlines of American Political 
Economy (1827), in: List, Werke, Vol. n, ed. W. Notz, Berlin (R. Hobbing) 
1931, p. 102. 

115 Z. TAKASHIMA: Fundamental Problems, p. 283. 
116 Cf. E. WrSKEMANN: "Friedrich List", in: E. WISKEMANN, H. LOTKE (Eds.): Der 

Weg der deutschen Volkswirtschaftslehre, pp. 74 ff; E. WrsKEMANN: "Der 
Nationalsozialismus und die Volkswirtschaftslehre", ibid, p. 14. 
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as a sort of - yet not merely a - rational theory. This connection supplies the 
ideal model relation for the higher-level unification of "political economy" 
and "modem economics". Takashima refers to this higher-level unified "an
schauliche Thoerie" as "economic sociology". 

Takashima says: "The understanding of List through Smith suggests it
self not merely from a scientific interest in the history of economics, but in
deed from the pressing claim of the present day to transcend List through the 
internal analysis of his ideas." Thus, the task for Takashima is to pave the 
"way from Smith to the List of the present day" .117 The expression "claim of 
the present day to transcend List" is matched by other remarks, for example, 
that List's limitation lies in his self-understanding as a follower of Smith, 
that is, his "inability to view Smith from a forward position", and that Taka
shima's contemporaries "need to take a more forward view of Smith "from a 
standpoint of how to transcend civil society" .118 In such comments as these, 
we see suggestions of Takashima's concealed Marxist aim of overcoming 
capitalism, while we have already confirmed his economically, politically and 
ethically liberalist standpoint with respect to his analysis of Smith. Since 
this latter point is one of the most important features of the Fundamental 
Problems, we cannot simply summarize the whole of his standpoint as 
"Marxism in disguise". If we must find a name for it, his standpoint as a 
whole is a highly liberalist Marxism. This can also be confirmed from argu
ments in the book which seem to criticize orthodox Marxism, or from his 
preface to the new edition after the War. 119 Whereas the "modem" economists 
had no "critical principles", and the orthodox Marxists had no voice because 
of ruthless oppression, it was highly liberalist Marxism that was left to play 
the most important role in the criticism of militarism within the Japanese 
academic world of economics during the Second World War. 

117 z. TAKASHIMA: Furuiamenlal Problems, p. 306. 
118 Ibid., p. 340. 
119 Cf. ibid., p. 30; Z. TAKASHIMA: Smith arui List as Economic Sociologists 

(Jap. Keizaishakaigakusha toshiteno Smith to List), Tokyo (Josuishobo) 
1953 (new revised ed. of Furuiamenlal Problems), pp. 5-8. 
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IV. Some Remarks 

Spieth off and Takashima are both inheritors of Salin's concept of "an
schauliche Theorie", each in a form revised and developed according to his 
own arguments. Although their arguments differ greatly, each of them takes a 
critical stance to fascism in the country concerned. 

Spiethoff, in his argument about "styles of economy" accepts the pro
posal of Sombart in Der moderne Kapitalismus (1st ed.) that different eco
nomic theories ought to be constructed for different economic stages, or "eco
nomic systems" (Sombart's term). Spiethoffs own theoretical scheme is con
structed on the framework of the "anschauliche Theorie" as corresponding 
with his description procedure in the article "Krisen". As the "anschauliche 
Theorie" is capable of including pure theory, Spiethoff, an eminent leader of 
the Historical School after Schmoller's dea:h, extends an hand to Schumpeter, 
and stresses that Schmoller's criticism of the Austrian School, having been 
taken to its logical limits, is now due to be raised one stage higher. In other 
words, a new model of "anschauliche Theorie", this time including the 
marginal theories, is now to be constructed on the basis of the materials pro
vided by Schmoller. However, Spiethoff remains discreetly silent about the 
ideological nationalistic unification of "historism and socialism" proposed by 
Sombart and praised by Salin, which, in the situation of the time, tends to 
merge with Nazism. 

Takashima, for his part, accepts Salin's affirmative endorsement of ideo
logical value judgements, as an indispensable practice-oriented element of 
economics. But the value scale is, as Takashima sees it, to be grounded on 
the criticism of militarism, not cooperation with it. From this point of view, 
the acceptance of "anschauliche Theorie" in a form also including rational 
theory means nothing less than the construction of a new "economic sociol
ogy", of which the external frame is to be the unification of the practice-ori
ented "political economy" and the rational "modern economics"; but this 
"economic sociology" means in effect a new and total social science modeled 
on List's national economics, which aspires to development into a "normal 
nation", i.e. the ideal civil society of Smith. 

Both Salin and Spiethoff essentially maintain the inductive method of 
Schmoller, in spite of their own proposals to adopt some rational-theoretical 
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approachesl20. On the other hand, scarcely any traces of the inductive method 
are to be found in Takashima, who is much more an heir to the ideological 
tendencies of Salin, to which Takashima gives a new function. In Takashi
ma's arguments, the relation of List to Smith, as he interprets it, and the 
concept of Smith's civil society itself are used exactly as if they were the 
kind of teleological model which Schmoller criticised as a "heuristic aid in
strument" (heuristisches Hilfsmittel).121 However, it would be unfair merely 
to fault Takashima for his distance from Schmoller, even though his work 
lacks some of the benefits of the inductive method. To discuss this question 
justly, we need to consider the following four points: 

First, Spiethoffs way of encountering Nazi-like patterns of thought is 
mainly through avoidance of ideological discussions. Takashima criticizes 
Japanese militarism through the liberalist counterview of Smith. Even 
though he argues almost only by implications, his stance of confrontation 
goes one stage deeper than Spiethoffs in the ideological field, and is thus 
more effective, at least to the extent of alerting readers against fascism. 

The second point relates to Schmoller's method itself. Schmoller stressed 
the necessity of empirical detail research, and criticized the "teleological 
thinking" which makes use of "liberty or justice or equality".122 In reality, 
however, he seems to be inclined to a kind of Prussian nationalism, in which 
the role of Prussia in German unification is highly extolled, and to the kinds 
of sentiments and functions of community, which appear tacitly in his work 
as presupposed ideals. 123 Indeed, even in Schmoller's own work, the signifi
cance of these tacit ideals needs investigating. 

Third, the inductive method was originally intended as a way of perceiv
ing the social individualities of various nations from their historical roots. 
For a similar purpose, Takashima later develops his socio-cultural "climatol
ogy".124 

120 After the War, Spiethoff inclines more to acceptance of pure rational theo
ries. In: Die wirtschaftlichen Wechsellagen (1955), he treats business cy
cles again and uses mainly mathematical models for his theoretical explana
tions. cf. E. SALIN: "Spiethoff", p. 505. 

121 Cf. G. SCHMOLLER: "Volkswirtschaft, Volkswirtschaftslehre und -methode", 
p. 437. 

122 Ibid., pp. 437,439. 
123 Cf. S. TAMURA: Studies on Gustav Schmol/er, pp. 344-5. 
124 Cf. Z. TAKASHIMA: Man, Climatology and Social Science, pp. 140-98. 
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The fourth point relates to the new approach of "Economics as Ethical 
Economy" based on the Historical School, especially Schmoller. One of the 
most influential Japanese expounders of this approach suggests that perhaps 
this new economics has no other choice but to remain silent about "pre-mod
em oppressive situations"125 existing in non-Western countries. If this is so, 
how does the theory of "Ethical Economy" confront this point? 

125 N. YAMAWAKI: Toward a New Philosophical Foundation of Social Science 
(Jap. Hokatsuteki Shakaitetsugaku), Tokyo (Tokyo University Press) 1993, 
p. 38. Cf. P. KOSLOWSKI: "Economics as Ethical Economy in the Tradition 
of the Historical School: Introduction", in: P. KOSLOWSKI (Ed.): The Theory 
of Ethical Economy in the Historical School, Berlin, Heidelberg etc. 
(Springer) 1995. 
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Paper discussed: 

Discussion Summary 
NORBERT F. TO FALL 

TETSUSHI HARADA: Two Developments of the Concept of Anschauliche 
Theorie (Concrete Theory) in Germany and Japan 

Edgar Salin criticizes Schmoller for being not theoretical enough. Spiet
hoff is more theoretical. Then Eucken criticizes Spiethoff as being not the
oretical enough. And in the next generation someone criticizes Eucken and so 
on. Is it possible that this process is a typical natural process? How can the 
concept of Anschauliche Theorie (Concrete Theory) used or rejected nowa
days? (A vrONOMOW). 

Spiethoff's Anschauliche Theorie does not conflict with the rational the
ory. With rational theory we can only win parts of knowledge, because the 
cognitive capacity of rational theory is not integral. In contrast to the concept 
of rational theory, Spiethoff's Anschauliche Theorie is directed at entirety. 
Spiethoff wants to win concreteness by the inductive method which means 
that the concrete theory starts with the regarding of the facts. Therefore Spiet
hoff wants to retain the baselines of the younger Historical School. But after 
World War II, Eucken did not want to keep anything from the tradition of the 
Historical School for the economics (HARADA). 

Today, the possibilities of Anschauliche Theorie are the same as the pos
sibilities of ethical economics. But our situation is quite different from the 
historical situation of Salin who wanted to include rationality into historical 
theory in a period when the historical theory was the dominant method. 
Nowadays the rational and mathematical theory is dominant so we have to 
take historical and empirical elements more and more into account (HARA
DA). 

For a historian this point of view could be allright, but for an economist 
the question has to be whether this kind of theory is sound or unsound (RIN
GER). HARADA points out that he thinks in the same way as Salin. Pure 
rationality can not be an acceptable type of theory because it is too selective. 



DISCUSSION SUMMARY 

The Weberian ideal types allow different abstractions. Therefore the An
schauliche Theorie must not be inconsistent with the concept of ideal types 
(SmONOYA). 

For giving a sound opinion of this topic it is necessary to differenciate 
between Salin and Spiethoff. Salin criticizes Weber in mainly three points: 
Firstly, Salin thinks that the scientist should have value judgements. Sec
ondly, in the view of Salin, Weber deals with an unsound method. Salin 
thinks that Weber's concept of ideal types is false. Thirdly, Salin points out 
that it is necessary to collect material and facts at the beginning of theoretical 
work. Salin approves the inductive method. Spiethoff criticizes Weber only 
in the point that Weber's ideal types have an a-priori-character (HARADA). 

412 



Chapter 16 

Some Reflections on Ethics and Economics 
Concerning the German Historical School 

and Its Reception in Russia 

VLADIMIR S. A VTONOMOV 

I. Homo oeconomicus and His German Adversaries 
II. Germany and Russia: Parallel Developments and Differences 
III. Some Implications for the Present Situation in Russia 

I. Homo oeconomicus and His German Adversaries 

It is widely known that the emergence of economic theory as a separate 
science was connected with /caused by/ its emancipation from moral philoso
phy. The discovery of Homo oeconomicus, nothing but economic man mo
tivated by self-interest played the major role in that process. But it certainly 
meant that something like homo oeconomicus could be found in real life. 
Market economy, turning into a relatively autonomous subsystem of society, 
provided a mechanism of social coordination alternative not only to orders 
and traditions, but also to moral norms. This morally neutral way to recon
cile private and public interests - the economic way - was emphasized in 
Mandeville's "Fable of bees". Private passions and even vices could be turned 
into public benefits in case they are given the harmless form of economic in
terests. 1 Detesting Mandeville's cynicism, Adam Smith was still impressed 

A. HIRSCHMAN: The Passions and the Interests: Political Arguments for Capi
talism before its Triumph. Princeton (Princeton Univ.Press) 1977. 
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by his paradox.2 Smith became the first moral philosopher who had two sep
arate images of man for ethics and political economy - and this made him the 
founder of economics as a separate social science.3 

The English classical political economy and the model of man proper to 
it met the strongest opposition from the German Historical School. The con
stellation of historical conditions producing this opposition are especially 
important for us because they resemble the Russian situation we'll be later. 

First, we must mention the relative backwardness of capitalist develop
ment in German states, strong guild traditions, nondeveloped competitive 
mechanisms in the internal market and weak national industry,- all this con
tributed to the rejection of free-trade ideology and the underlying individualis
tic model of "economic man". 

Secondly, the German ideology was much more state- and policy-oriented 
than the English one. In the politically split Germany state legislations, cus
toms, policy measures had more immediate relation to everyday life, than in 
England. For English classics the state existed for the individuals, for Ger
man scholars the relation typically was just the opposite (for instance, in 
Adam MUller's opinion the state was the highest human need). This doesn't 
mean that governments in Germany were more absolutist and penetrating 
than elsewere: in fact, just the opposite seems to be the case. But the mere 
quantity of independent states on the German territory was so big that the 
quantity of civil servants and other people dealing with governnental activi
ties was relatively high. Preoccupation with state contributed to the more 
practical, policy-oriented character of German economic theorizing while in 
England, beginning with Ricardo, the pure, abstract economic theory gained 
the ground. The simple homo-oeconomicus concept was no doubt more ap
propriate for the abstract economic analysis than more complex models of 
man including moral motivation. 

Thirdly, the difference in ethical traditions was substantial. English utili
tarian ethics, especially represented by J. Bentham, was associated with the 

2 cr. P. KOSLOWSKI: Prinzipien der Ethischen Okonomie, TUbingen (I.C.B. 
Mohr) 1988, pp. 22-24 

3 or course the interrelationships between Smith's two major works, Theory of 
Moral Sentiments and The Wealth of Nations and the interplay between 
self-interest and sympathy are not that simple but it needn't delay us here. 
See: A. MEYER-FAYE, P. ULRICH (Eds.): Der andere Adam Smith: Beitriige zur 
Neubestimmung von Okonomie als Politischer Okonomie, Bern/Stuttgart 
(Haupt) 1991 (= St. Galler Beitrage zur Wirtschaftsethik, Band 5). 
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development of economic theory through classical and marginalist periods. 
Regarding the happiness of mankind as the sum total of measures of individ
ual happiness, Bentham concentrated mostly on the latter variable - growth of 
individual happiness. Individual action had to be judged by its consequences, 
and the best consequence possible was that which maximized happiness of 
the greatest number of people. Sofar as the concept of society was "additive" 
and homogenous this ethics didn't contradict the economic point of view of 
the classical school. On the other hand, German (Kantian) tradition of deonto
logical ethics, jUdging the actions by their design and not by consequences 
was remarkably "uneconomical" from the same point of view. The German 
Historical school used ethics in two aspects: descriptive and normative (as a 
guide to social policy). The descriptive aspect involved the strong opposition 
to the concept of "homo oeconomicus" as the rudimentary psychology and 
the pleading for the recognition of altruistic moral motives by economic the
ory: the sense of belonging to the social whole (Gemeinsinn) and the sense 
of equity (Gerechtigkeitsinn) as Karl Knies put it.4 In his opinion this im
perative reflected the moral progress of society since the XVIII century when 
the model of economic man was legitimate (at least in England). So the in
corporation of moral motives was considered as an attribute not of economic 
backwardness (which was materialistic-marx ian point of view) but as a sign 
of moral advancement. 

The normative component was added by the new generation of German 
Historicists headed by Gustav Schmoller who advocated social and economic 
reforms promoting social peace and security. The German Historical school 
occupies a very specific place in the history of economics. It was the greatest 
rebellion against the mainstream, the most important attempt to represent the 
other side of the famous dilemma "truth versus precision", where the Post
Ricardian and of course marginalist economics stood for precision. It can be 
argued that the acknowledgement of moral motives besides self-interest de
prived the economic theory of the great deal of its analytical power. But in 
course of its further development the mainstream economic theory and gov
ernsent policy making inevitably came across numerous ethical problems 
which were first raised by the German Historicists. 

4 K. KNIES: Die politische Okonomie yom geschichtlichen Standpunkte, 
Braunscweig 1880, pp. 234-235, 241. 
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II. Germany and Russia: Parallel Developments 
and Differences 

The German Historical School influenced the development of economic 
thought in many countries during the last quarter of the XIX century. But in 
Russia it probably encountered the most enthusiastic reception. The parallel 
development of social sciences including economic theory based on ethical 
foundation in both countries is a remarkable phenomenon which was caused 
by two main factors. The first of them was of course the direct influence of 
German professors on their Russian students - future prominent Russian 
scholars - who used to study at German Universities. But much more impor
tant was the economic, social and cultural background in Russia after the 
Great Reforms of 1860-es that made it ready to absorb the influence of Ger
man philosophy and social sciences. 

Speaking about the economic situation in the post-reform Russia we can 
easily find parallels to the German situation in the first half of the XIX cen
tury. Important elements of feudal economic order were still in action, espe
cially in agriCUlture where the majority of Russians were employed and where 
the village communities retained their redistributive role securing the rough 
equality of peasant families and letting noone get rich. The influence of com
petition was not sufficient to make the Russian people behave like "econom
ic men". 

The role of the state was still more pronounced in Russia with the long 
tradition of absolute monarchy, than in Germany. The government sector was 
the most important one in the economy and a lot of private enterprise existed 
because of government purchases of goods and services. At the same time na
tional industry was not strong enough to withstand foreign competition. One 
needn't be surprised to find that Friedrich List was one of the most popular 
economists among Russian economists and policy-makers.5 Obviously there 
wasn't any good ground for preaching the principles of laissez faire in Russia. 
In these circusctances the economic theory had to be mostly occupied with 
the problems of government economic policy. 

5 Count Sergej Witte who later became one of the most efficient Russian Fi
nance Ministers wrote a special monograph on the subject. See: S. YU. WIT
TE: Nazionalnaya elwnomiya i Friedrich List (National Economy and Fried
rich List), Kiev 1889. 

416 



GERMAN HISTORICAL SCHOOL AND ITS RECEPTION IN RUSSIA 

In the tense political-ideological atmosphere of the post-reform Russia 
German Historicists were accepted as natural allies in the struggle against the 
emerging capitalism. The resulting Russian variant of "Socialism of the 
Chair" (Katheder-Sozialismus) was greatly influenced by marxism, (though 
the German variant was proposed as an alternative to marxist socialism), and 
by the specific Russian ideological and political movement called "narodniki" 
stressing the uniqueness of Russian economic and social development and al
leged advantages of traditional collective forms of economic activity.6 At the 
same time the radical wing of this movement were professional terrorists 
who assassinated the czar Alexander II. Russian followers of the German His
torical School and Katheder-Sozialismus proved to be radical and even revolu
tionary unlike their teachers. From the political point of view our historicists 
were mostly in opposition to the government. They were not politically con
servative. 

At last the ethical aspect which is of particular interest for our conference. 
The economic problems in Russia were frequently considered as part and par
cel of a wider package including moral, religious, esthetic values. The social 
sciences at the moment in question had not yet gained the status of spe
cialised disciplines being only fragments of general knowledge about what 
was morally right and what had to be done to achieve the social (non-utilitar
ian) ideal in real life.7 Paradoxically this gave the Russian social thought 
practical und utopian character at once. It is possible to see here some paral
lels with the Kantian transcedental practical philosophy interpreted by 
Schmoller and his disciples. Though of course there were also remarkable dif
ferences between Russian and Gennan intellectual scenery. The aspired ideal 
of society in Russia was conceived more in religious-esthetic tenns than in 
ethical and law terms. Reflecting about the relevant causes we can mention 
the fact that, on the one hand, genuine (in the sense of un imported) Russian 
moral philosophy was either profoundly religious (orthodox) or embodied in 
the works of classical Russian literature (Gogol, Dostoyevski, Tolstoy and 
others). On the other hand Russian philosophy of law, as far as it altogether 

6 See: P. B. STRUWE: [storicheskoye vvedeniye v poiiticheskuyu ekonomiyu 
(The Historical Introduotion to The Political Economy), Petrograd 1916, pp. 
5-7. 

7 See: N. MAKASHEVA: Eticheskiye osnovy ekonomicheskoy teorii (Ethical 
Foundations of Economic Theory), Moscow (INIONInstitute), 1993, p. 107. 
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existed (Vladimir Solovyov being probably it's first representatives) was 
founded on simple moral norms without invoking any norms of law. It could 
even be asserted, that this "moral absolutism" was considered at that time a 
special benefit of Russian culture in comparison with Western civilization 
based on "limited", "bourgeois" norms of law.9 Quite to the contrary, practi
cal activity of the Younger German Historical School concentrated on legisla
tion designed to settle "the social question". 

All the parallels taken into account, it cannot be very surprising that 
Russian social and economic thought of the period in question evolved in 
close and conscious connection with the development of the German Histori
cal school. Numerous examples can be drawn illustrating this argument. Like 
the German Historians some influential Russian thinkers including econo
mists rejected methodological individualism and the self-interested "homo 
oeconomicus". (Vladimir Solovyov was also a fervent opponent of the invis
ible hand principle, depriving individuals of their conscious choice). They 
supported the methodolocical approach, regarding an individual and the soci
ety as a parts of harmonic whole (this point was especially stressed by the or
thodox philosopher and economist S. Bulgakov, arguing that only the whole 
mankind can be the "transcedental subject of the economy"lO). Vladimir So
lovyov emphasized that it was amoral and wrong to regard a human being on
ly as an economic subject. 11 

We can also state that Russian economists of all directions prefered to be 
practical and reform-oriented and were not attracted by abstract descriptive 
theory. But an economist himself had to develop a fair position among vested 
interests and political currents. An interesting example is M. Tugan-Baranov
ski's12 approach from Kantian ethical perspective. He argued that in the realm 
of economics where group interests are omnipresent the researcher has to base 
on the ethical princinciple of the supreme value of a human personality and 

8 V. SOLOVJEV: Opravdaniye dobra (The Justification of the Good), Moscow 
(Respublika) 1996. 

9 See: E. SOLOVJEV: "Defitsit pravoponimaniya v russkoy moralnoy filosofii 
(Lack of understanding of law in Russian moral philosophy)", Voprosy filo
sojii, N 9 (1988), pp. 137-140. 

lOS. N. BULGAKOV: Filosofia hosyajstva (Philosophy of the Economy), Mos
cow (Nauka) 1990, pp. 90-127. 

11 V. SOLOVYOV, Op.cit., p. 296. 
12 Well-known Russian economist contributing among other things to the 

theory of business cycle and the analysis of the cooperative movement. 
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the equal value of each human being which must be not a means to any 
given end, but the end in itself. 13 The same author considered it ethically 
founded to adopt both labour theory of value and marginal utility theory, 
stressing the value of different aspects of a human being (labor and wants) 
and invented an original synthetic theory. In Bulgakov's orthodox conception 
ethics even supplanted economics, the latter turning into the "applied ethics 
of economic life".14 

III. Some Implications for the Present Situation 
in Russia 

The questions concerning economic ethics and the reception of the ideas 
of the German Historical school in Russia aren't the issues of pure historical 
interest in contemporary Russia. The posttotalitarian Russia in many re
spects resembles the postreform country of the XIX century. Relative eco
nomic backwardness, the initial phase of building a civic society, religious 
and nationalist revival, social protest against harsh realities of economic tran
sition and the mighty anticapitalist political movement can be mentioned. In 
the economy more active government interference and more protectionism are 
advocated both by government and the oposition as a reaction to rapid liberal
ization of recent years. To my mind incorporation of some ethics into eco
nomic research is badly needed in a country like Russia. First: we need the 
descriptive side of economic ethics. The specific economic ethos of Russian 
population formed both by national character and by communist ideology has 
greatly shaped the economic problems of transition in our country. A lot of 
major institutions of Western market economies so far as the legal basis is 
concerned were imitated in Russia but since these laws had not the moral le
gitimation they actually failed to operate. It would be false to assert that Rus
sian economic mentality is amoral though stealing and cheating are tradition-

13 M. TuGAN-BARANOVSKI: Osnovy politicheskoy economii (The Principles of 
political economy), St. Petersburg 1911, p. 26. 

14 S. N. BULGAKOV: "Ob ekonomicheskom ideale (On economic ideal)", in: S. 
N. BULGAKOV: Geroism i podvizhnichestvo, Moscow (Russkaya kniga) 
1992, p. 339. 
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ally tolerated by public opinion when the victim is impersonal (the state, a 
plant, a collective farm etc). But it could be argued that Russian economic 
ethos is informal, it does not contain respect for formal laws and written con
tracts, preferring informal agreements based on personal relations. 15 Therefore 
it is considered moral to prefer not paying wages to laying off employees 
(promising to pay some time in the future). This specific feature of Russian 
economic ethos provided a kind of buffer which dampened the immediate so
cial effects of the structural crisis in Russian economy. Under a system of ef
fective law and contract enforcement the majority of our enterprise would 
have been already closed and their employees laid off. Instead we have got the 
so called crisis of payments - the situation of everybody being in everyones 
debt including the federal budget. The participation of government in the 
chains of indebtedness serves as a certain moral multiplier legitimizing the 
indebtedness of others. In principle this omnipresent payments crisis leaves 
enterprise and workers time to look for a new niche in emerging market 
econony though a lot of them doesn't use this possibility relying instead 
upon paternalistic attitudes of state authorities and enterprise directors. Be
sides the so called non-payments give the producers a sort of commercial 
credit which can't be obtained otherwise (The interest rates being very high). 
Certainly this ethical buffer could be regarded only as a temporary compro
mise solution because it is slowing down the structural adjustment process. 
And much more important, employees who don't get wages for 3 and more 
months break the informal contract of "paying as soon as possible" and begin 
strikes and other forms of protest. All this means that not much can be un
derstood in Russian economy of today without taking into account the ethical 
factors. 

On the other hand, the normative use of ethics in choosing the appropri
ate direction of economic policy is also demanded in contemporary Russia. 
The ethical ideal of opposition now represented by a strange mixture of na
tionalist phantasies and some official communist values like equality, collec
tivism, the responsibility of state for its citizens still has appeal to many 
Russians. These values which were not practiced by those who preached them 
were taken by the majority of population seriously. On the contrary the pro
cess of transition to market economy has not got any moral backing. New 

15 These features of Russian national character were discussed long before the 
Bolshevik revolution of 1917. See: I. YANZHUL: Ekorwmicheskoye znache
niye chestrwsti (The Economic Significance of Honesty), Moscow 1912. 
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Russian reformers have not proposed any alternative to the traditional Rus
sian and partly communist values constituting the economic ethos of the 
country except market economy, political democracy and individual rights and 
liberties which do not seem to be attractive to our population as such. And 
without any ideals one can hardly accomplish anything significant in a coun
try like Russia. So it is very important to stress the economic significance of 
honesty and moral norms which underly every stable market economy. 

Taking all this into consideration the German tradition of economic ethics 
coming from the Historical School has right now considerable chances to as
sert itself in Russian intellectual debate. Libertarians and neoliberals like von 
Hayek and von Mises and American consultants like Jeffry Sachs have fallen 
out of favour. On the other hand the interest to the German economic 
thought and German post World war II economic reforms is growing, though 
it has been complicated by the inability of the majority of our scholars to 
read German. Now a series of translations mostly of Walther Eucken and 
other representatives of Ordo-liberalism are being published which will im
prove the situation. At any rate concepts like "social market economy" or 
"economic order" are used approvingly by all sides of the debates. But up to 
now in my opinion we borrow from German theoretical and practical experi
ence mostly some wrongly understood fragments. It is very seldom realised 
that the moral of social market economy is the moral of individual responsi
bility, not of paternalism; that economic order is the order of competition, 
not of state-owned or state- supported monopolies. So we may adopt a dis
torted image of these concepts. A lot of efforts are needed to improve the sit
uation. 

The conclusion I want to draw is that somehow Russia seems to be con
stantly prone to adopt the ideas close to those of the German Historical 
school. They are always more attractive in this country than the ideology of 
liberalism. However, due to the lagging economic and social development 
and some national traits of Russian people we always tend not only to adopt 
but also to adapt them in a radical and mystical way. 
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A fIrst line of the discussion dealt with the economic ethos in Russia be
fore the October Revolution and today. 

From the beginning on, the communist propaganda had drawn a picture of 
the economic ethos in Russia before the revolution, that later on allowed 
them to trace back the economic disaster under the communist regime to the 
specific Russian mentality. In their propaganda they simply ignored the fact 
that this specificly Russian economic ethos has been suppressed and thus 
more or less destroyed by the consequences of the revolution (KOSLOWSKI). 
In their description of the Russian mentality the communists could refer to 
Dostojewski who criticized the Russian people for its passivity and contem
plative outlook on life. And in fact, it was exactly this attitude that smoothed 
the path for the revolution. Thus, on the one hand, it is true that the revolu
tion had a certain influence on the ethos of the Russian people, on the other 
hand, the communists, especially Lenin, took advantage from this ethos. It is 
also true, that the communist propaganda blamed the Russian mentality for 
the economic disaster, but nowadays it is just the other way around: everybo
dy blames the revolution and the communist regime for the present economic 
situation in Russia (AVTONOMOV). 

As another example illustrating the Russian mentality, the hostile reac
tions of the Russian people concerning the attempts of Peter the Great to 
modernize Russia were mentioned: He was considered as a raider, his reforma
tory efforts refused. The problems of today's Russian economy have their 
main roots in a lack of morality leading to economic criminalism. Thus, in
stead of using the financial support of the West to build up the economic 
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system, the money is going into the wrong channels. Another causal factor 
for these abuses was seen in the Libertarian tradition in Russia and the nar
row mindedness connected with it, which allows neither to establish a solid 
political system nor to mobilize the public against this kind of politics 
(CHMIELEWSKI). 

A second part of the discussion was dedicated to the reflection of possible 
solutions for the problems of Eastem Europe today. 

The belief in fiscal mechanisms alone was considered to be the wrong ba
sis with reference to the situation in the East. The promise of Geoffrey Sachs 
for instance, to remedy the abuses in Polen within a few months by a sort of 
"Marshall-plan", could not be kept (CHMIELEWSKI). It was also doubted that 
pivate ethics which are still in the centre of the present reform will be able to 
solve these problems in an adequate manner. This model of ethics might have 
been sufficient within the paternalistic structures of the former Eastern soci
eties, with regards to the transformation process, however, it has to be sup
plemented by an ethics of the market economy as well as by laws and institu
tional measures (KABELE, RINGER). In how far can the theory of the Histor
ical School be helpful here? Reducing human costs by social protection and a 
buffering network for instance, primarily is a political problem, not an aca
demic one. The connections between the Historical School and real live were 
considered to be much too abstract (RINGER). 

The question was raised, whether the model of "homo oeconomicus" 
would be able to support the transformation process, or if it did suffer from a 
lack of practical relevance as well (MAGUN). The differenciation between 
models and reality was considered to be inadequate since they are mutually in
fluencing each other. The behaviour of a society or nation is not only shaped 
by its specific mentality and cultural ethos but also by the theoretical frame
work it adopts for politicial or economic reasons although the underlying 
theory might not originate from its own culture. In this sense, a certain nor
mative function has to be ascribed to the "homo oeconomicus" indeed (NOP
PENEY). Against this, an empirical study about the problem of "free riders" 
was mentioned which had the puzzling result that only university professors 
behaved according to the model of "homo oeconomicus" (A VTONOMOV). 

A practicable way with regards to the transformation process was seen in 
the theory of New Institutional Economics on the basis of principles like the 
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reduction of transaction costs or investment decisions that do not presuppose 
a certain societal framework or method for its application (FURUBOTN). 

The third part of the discussion focused on the question of the present rel
evance of the Historical School both, for the process of economic transforma
tion in Eastern Europa as well as for the process of economic globalization 
in general. 

Even though there might not be an immediate relevance of the theory of 
the Historical School for practical problems, there do exist certain parallels 
between the practical developments of the Historical School and texlay's Rus
sia. Both, policy makers and scientists, thus can and should learn from the 
German Historical School in order to counterweigh the present tendencies 
towards a radical form of capitalism (A VTONOMOV). 

According to Miiller-Armack, the Social Market Economy is a form of 
capitalism. Today, there are two legitimate versions of capitalism: the An
glo-American form and this more moderate form of the Social Market Econ
omy. That there is a certain preference for the capitalist system of the United 
States, may be connected with the fact that it is felt to be more exciting than 
Social Market Economy as Michel Albert assumes. The crucial question fac
ing the process of economic globalization, however, is, which version should 
and can be implemented world wide. Right now, this process of globalization 
is lead by an irrational economic optimism only that tends to completely ne
glect the conditions of the national market. Against this tendeny, the authors 
of the Historical School, such as Friedrich List for instance, have always em
phasized the need to equilibrate the development of the national economy 
with the global market before striving for a world wide free trade (KOSLOW
SKI). 

As far as Russia is concerned, it is mainly Suganov who stands up for a 
social market economy instead of a free trade market economy. What does he 
mean by this, and in how far could he relate to arguments of the Historical 
School for defending his position (TOFALL). Suganov actually aims at a so
cialist market economy. But only one quarter of the Russian population is 
communist now. The private owners existing so far do not have any respon
sibility yet, since everything is still controlled by the enterprise directors. 
Therefore, the greater part of the Russian society does not want any kind of 
centralized or governmentally controlled economic system any more, and 
rather tends to a free trade market economy (A VTONOMOV). 
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As an argument for the relevance of the Historical School with regards to 
the transformation process the case of Geoffrey Sachs was mentioned again. 
The failure of his project can clearly be traced back to two shortcomings, to a 
lack of insight into the specificly Russian respectively Polish circumstances, 
namely in the kolkhose system, as well as to a lack of interest in the cultural 
tradition of the two countries at stake. Taking into account these national 
particularities and frameworkal conditions will lead in the case of Russia and 
Poland to the insight that within their special historical context a mercanti
listic system might be more adequate than a liberal form of the market econ
omy (ACHAM). 
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I. Introduction: Institutionalism as Extended 
Neoclassical Theory 

As the limitations of mainstream neoclassical theory became increasingly 
evident during the post-war period, there occurred a remarkable expansion of 
research activity in modem institutional economics. Not only did the quantity 
of institutionally oriented research and writing grow over time but, in addi
tion, modem institutional economics began to secure recognition as a distinct 
and significant area of study) Nevertheless, it is important to realize that 
neoinstitutionalist scholars do not speak with one voice, and that the bound
aries of the field have not been established with great precision. This is so, in 

It can be noted, for example, that in recent years, Nobel prizes have gone to 

economists such as COASE, BUCHANAN and NORTH who have written in the 
general area of modem institutionalism. 
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part, because modem institutionalism was not developed in systematic fash
ion by individuals sharing a common vision, or by those who saw them
selves as engaging in a bold new movement designed to bring about a revolu
tionary approach to economic theory. Rather, theoretical advance took place 
largely through innovative work in particular sub-fields such as: transaction
cost economics, property-rights analysis, law and economics, constitutional 
economics, etc. Indeed, during the formative years of what we now call the 
New Institutional Economics, the writings produced in the various special
ized areas tended to be rather diverse in style and methodology as well as in 
content. And, even today, there are real divisions among scholars about how 
best to treat institutional and organizational questions in economics. Of 
course, shared intellectual ground does exist. At a fundarnentallevel, the core 
element that binds different groups of neoinstitutionalist researchers together 
is the conviction that orthodox neoclassical analysis is overly abstract and in
capable, without some modification, of dealing effectively with many prob
lems of interest to theorists and policy makers. 

With the development of the New Institutional Economics, it was in
evitable that questions would be raised about how the new approach compares 
with the older institutionalism of the German Historical School or with the 
work of the American institutionalist movement. The issue clearly has inter
est. At first blush, one might expect that since both the new and the old in
stitutionalism proceed from a criticism of conventional neoclassical theoriz
ing, exponents of the NIE would show some interest in, and respect for, the 
earlier writings. But this is not really the case. The characteristic view of NIE 
contributors concerning the value of the old institutionalism tends to parallel 
the one Ronald Coase has expressed so forcefully: 

.. .1 know little about the German Historical School but I gather from 
Hutchison that their position was essentially the same as that of the 
American institutionalists ..... Stigler in a recent issue of the Journal 
of Law and Economics said that American institutionalism failed be
cause it had no positive doctrines. All it had was a stance of hostility 
to the standard economic theory. It certainly led to nothing .... The 
American institutionalists were not theoretical but anti-theoretical, 
particularly where classical economic theory was concerned. Without a 
theory they had nothing to pass on except a mass of descriptive mate
rial waiting for a theory, or a fire. So if the modem institutional 
economists have antecedents, it is not what went immediately before 
(Coase 1984, pp. 230-31). 
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This statement has importance because it seems to reflect quite accurately 
the position of most of the early NIE writers who were at pains to disassoci
ate themselves from the approach followed by the old institutionalists. 

What gave the NIE group such confidence that they could disregard the 
older work on institutions was the belief that standard neoclassical analysis 
could be readily generalized or "extended" to treat institutional problems. 
Fundamentally, the thought was that, although neoinstitutionalists felt dis
satisfaction with what mainstream economists were doing, the dissatisfaction 
was not so much with the theory being used as with the manner in which it 
was used. Thus, it could be argued that: 

... What distinguishes the modem institutional economists is not that 
they speak about institutions, the American institutionalists after all 
did this, nor that they have introduced a new economic theory, al
though they may have modified the existing theory in various ways, 
but that they use standard economic theory to analyze the working of 
these institutions and to discover the part they play in the operation of 
the economy (ibid., p. 230). 

It should be observed here that if Coase was able to make this assessment 
of the situation, other economists, such as those more committed to formal, 
mathematically based, methods, were predisposed to be even more enthusias
tic about the "generalization" approach to institutional analysis. 

For those trained in the traditional microeconomic doctrine that was dom
inant at most universities in the English-speaking countries from the thirties 
onward, there was, of course, something very satisfying about the notion that 
a straightforward transition could be made to a more flexible, institutionally 
oriented theory by simply modifying certain neoclassical assumptions while 
holding others unchanged. The procedure seemed to promise the best of all 
outcomes. The "neoinstitutional" approach could, presumably, expand under
standing of institutional questions while preserving the rigor of the deductive 
neoclassical model, and permitting continued use of the standard technical 
tools that were part of the neoclassical legacy. In short, research could be 
conducted more or less as usual. There was no necessity to engage in the kind 
of massive historical-descriptive studies that were associated with the old in
stitutionalism, but empirical work could still be undertaken. Indeed, as Wil
liamson has pointed out, the new type of empirical and theoretical analysis in 
such specialties as industrial organization, labor economics, economic his
tory, and comparative systems strongly influenced the renaissance of "institu
tionalism" (Williamson 1975, p. 1). 
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To speak of a renaissance of institutionalism is not mere rhetoric. Despite 
the methodological problems inherent in the early neoinstitutional writings, 
there can be no doubt that they served to clarify the role of institutional ar
rangements in an economy. At a minimum, institutions were now seen to 
count. The specific patterns of transaction costs and property rights in exis
tence could be shown to have predictable effects on incentives and, hence, on 
economic behavior. Moreover, the strong emphasis on methodological indi
vidualism that underlay this kind of analysis made it apparent that the indi
vidual decision maker, rather than the organization or collectivity, had to be 
the focus of attention. Thus, in the case of the theory of the firm, there oc
curred a significant shift to utility as the maximand in constrained optimiza
tion problems. This change, simple as it was technically, opened up new 
possibilities for studying business operations in various socio-economic en
vironments, and permitted deeper understanding of different forms of manage
rial behavior. In general, then, it seems fair to say that considerable knowl
edge was gained through these initial attempts to explain institutions within 
the basic framework of neoclassical theory. 

II. The Initial Model Reconsidered 

The systematic consideration of transaction costs and property-rights 
structures by neoinstitutional writers represented a crucial development in 
modem institutional thought because, once having moved in this direction, 
microeconomic theory could no longer return to a position that suggested in
stitutional arrangements were neutral elements having no independent effect 
on economic behavior. Nevertheless, the approach initially taken by the New 
Institutional Economics, with its heavy reliance on neoclassical theory, had 
the effect of oversimplifying problems and moving discussion in less produc
tive directions. The crux of the difficulty lay in the way in which the "ex
tended neoclassical model" was specified. It was true, of course, that since 
positive transaction costs and bounded rationality were assumed to exist, 
there was recognition that the neoinstitutional approach had to be somewhat 
different from the one used in the frictionless neoclassical model. Thus, for 
example, constraints not found in the orthodox case were introduced and ac
cepted as important, e.g., (Eggertsson 1990, p. 6). But what did not seem to 
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be fully appreciated was the fact that the new assumptions had very far-reach
ing consequences, and that the changed view of the world they represented led 
inevitably to a significantly different interpretation of neoclassical analysis. 

In an economy in which decision makers do not have the ability to ac
quire and process information instantly and costlessly, the elements tradition
ally taken as data in the neoclassical model can no longer by accepted as sim
ply given. Thus, in the theory of the firm, the hypothetical entrepreneur has 
to do more than find the profit-maximizing point on the boundary of a clearly 
delineated production set. When operations are conducted in a world of fric
tions and cognitive limitations, the extent of the technological knowledge 
possessed by the firm's entrepreneur or manager is a variable to be determined 
as part of a more extended and complex optimization process than the one 
considered under pure neoclassical assumptions. Similarly, the levels of in
formation possessed about factor quality, commodity and input prices, etc. 
are also variables to be determined. Questions arise, therefore, about where, 
by whom, and at what cost information search should be pursued. In other 
words, far from representing simple and innocuous changes, the new assump
tions about transaction costs and bounded rationality have the effect of revo
lutionizing the orthodox neoclassical model. The older conceptions of what 
constitute data do not hold, and there is need for a general respecification of 
the structure of the model. 

Inter alia, it is necessary to establish precisely what information is poten
tially available to decision makers, and what is not. The focus has to be on 
potentially attainable information - with due regard to the effective cost of ac
quiring and processing that information. This is so because it is wrong to as
sume that information about certain critical elements (such as the firm's pro
duction function) comes to the decision maker as afree good, or that the act 
of assessing alternatives and deciding on a particular policy is without cost. 
The idea that activities in the real world involve opportunity costs would 
seem to be straightforward enough but, unfortunately, this understanding has 
not been effectuated in a consistent way by the NIE literature. Thoroughgo
ing reconstruction has been avoided. Rather, the approach has been to formu
late "neoinstitutional" models that combine some new analytic concepts 
(such as transaction costs) with traditional neoclassical assumptions. The ob
jective here is modest. It is to "extend" neoclassical analysis by making only 
a few limited changes in the orthodox neoclassical framework. 

Given this procedure, the constructs that emerge are best conceived as 
"hybrid" models (Furubotn 1994). Such models are composite in the sense 
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that they are based on assumptions drawn from two disparate universes - the 
neoinstitutional and the neoclassical. And, as a consequence, serious prob
lems exist with the approach. There are good reasons to believe that a satis
factory theory cannot be "half' neoclassical and "half' neoinstitutional. For 
example, in the case of the firm touched on above, it is inconsistent to sug
gest that a decision maker who is boundedly rational can have complete and 
accurate knowledge of the set of efficient technological options available for 
producing a given commodity, and wrong to say that he can employ rational
choice decision methods to arrive at a true profit-maximizing equilibrium. 
This general issue will be taken up in greater detail below. However, it is 
easy to understand that in an economic situation where significant limitations 
of time and cognitive capacity exist, and where the cost of optimization pro
cesses must befully accountedfor, the solution reached for the firm will not 
closely approximate that found in neoclassical theory. The addition of a few 
new constraints to the standard neoclassical model does not create a structure 
that can explain behavior in an environment characterized by positive transac
tion costs and bounded rationality. Unfortunately, the solutions attained by 
hybrid models are fundamentally flawed because they are derived from data and 
decision methods that are well beyond the reach of individuals operating in a 
world of frictions and uncertainty. 

III. The Question of a New Paradigm 

Granting the logic of the preceding discussion, it follows that neoinstitu
tionalism, properly understood, is not extended neoclassical theory. But if 
this conclusion is correct, we may ask why the economics profession has not 
placed greater emphasis on the task of finding a superior approach to institu
tional analysis. There is certainly broad recognition that neoclassical theory 
has limitations. Indeed, some would argue that the theory has disabling limi
tations: 

The economists of the twentieth century, by pushing the neoclassical 
model to its logical conclusion, and thereby illuminating the absurdi
ties of the world which they had created, have made an invaluable con
tribution to the economics of the coming century: they have set the 
agenda, work on which has already begun (Stiglitz 1991, p. 136). 
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Nevertheless, while the orthodox assumptions concerning perfect informa
tion, complete rationality, perfect markets, etc. may be rejected, there is still 
great reluctance to make a real break from mainstream microtheory. And it is 
this predisposition that goes a long way toward explaining why neoinstitu
tional models of the hybrid type continue to appear so prominently in the 
current literature. 

It is, of course, understandable that economists are hesitant about moving 
to a fundamentally different form of analysis. There is fear that complete 
abandonment of the neoclassical model would leave the profession without a 
clear analytical focus, and open the door to a flood of dubious, non-rigorous 
theorizing. Moreover, the record seems to show that conventional methods 
have some potency. The early development of transaction-cost/property-rights 
analysis was accomplished through the incorporation of new themes into the 
standard model and, as noted in section I, some useful results were achieved. 
Finally, it can be noted that, despite the contributions to economic under
standing that have been made so far by evolutionary economics, the NIE, and 
other non-standard approaches, there is as yet no well articulated and generally 
accepted alternative theory that appears to produce the same range and rich
ness of results as neoclassical theory. 

It is perhaps debatable whether an outright shift to a new paradigm is re
quired to deal adequately with institutional questions, or whether movement 
to a more imaginative revision of the neoclassical model will suffice. What 
does seem to be clear, though, is that theoretical efforts to date have been less 
than satisfactory. A continuing issue here concerns the degree of emphasis 
that should be placed onformal theorizing. As Nelson and Winter have noted: 

If the contemporary critics of orthodox theory can be accused of not 
appreciating the importance of a coherent theoretical structure and of 
underestimating the resiliency and absorptive capacity of prevailing or
thodox theory, the defenders of orthodoxy can be accused of trying to 
deny the importance of phenomena with which orthodox theory deals 
inadequately and at the same time overestimating the potential ability 
of models within the orthodox framework somehow to encompass 
these phenomena. Perhaps economists should be less pessimistic 
about the prospects of developing a broad-gauge economic theory that 
encompasses much of what contemporary orthodoxy does but is not 
subject to its basic difficulties (Nelson and Winter 1982, p. 48). 

This assessment is relatively upbeat and seems to suggest that, with the 
use of some ingenuity, neoclassical theory can be modified appropriately. 
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Given what we know today, however, it is arguable that a more basic change 
in approach is necessary. Even though its outlines can now be seen only 
dimly, there are certainly reasons to believe that a shift in paradigm cannot be 
avoided. It does not seem possible to relax the highly specialized assump
tions of neoclassical theory without altering the whole nature of the analysis. 
What is at issue is not just a matter of adding complications from the real 
world and then securing results that are "less than perfect" and that only ap
proximate those promised in pure theory. Rather, in models where transac
tion costs and bounded rationality play key roles, the very process by which 
economic solutions are generated is quite different from that envisaged in the 
neoclassical case. In particular, it can be shown that, under the assumptions 
just noted, the basic neoclassical concepts of rational choice and maximizing 
behavior cannot be justified. 

When it is recognized that decision makers have limited cognitive ability 
and must use time and other scarce resources to acquire and process informa
tion, an optimal decision (insofar as one exists in these circumstances) can be 
determined only after the full cost of reaching the decision has been taken 
into account.2 Moreover, once the matter of optimization cost is broached, a 
question arises about what mode of decision-making behavior should be used 
in undertaking optimization and choosing among options. Although the 
point is normally ignored in neoclassical discussion, the fact is that, quite 
apart from rational choice, various other choice or decision methods exist -
as, e.g., random choice, imitation, obeying an authority and habit (ping Ie 
1992, p. 8). It follows, therefore, that some decision methods may be prefer
able to others because some are cheaper than others. The basic objective, of 

2 A significant difficulty with the standard neoclassical formulation of opti
mization problems has been described by GorrINGER as follows: 
The calculation of the optial decision by the agent is generally assumed to be 
costless in this methodological approach. However, certain results in the 
theory of computation indicate that a useful requirement for a function to be 
'computable' is that it can be realized by a step-by-step procedure that can be 
implemented mechanically (MINSKY [1967]). Since implementation of each 
step in the procedure requires the services of some human or mechanical 
agent, any computation requires the use of scarce resources; and agents may 
not perform the computation required for the continuous optimization of their 
criterion functions. Therefore, the optimal decisions of agents in an econ
omy are determined after the cost of reaching the decision is taken into con
sideration (GorrINGER [1982]. pp. 223-224). 
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course. must be to select the particular method that serves best to economize 
on optimization costs. In other words. given such cost considerations. there 
can be no presumption that the (costly) rational decision-making approach 
associated with orthodox neoclassical theory either will be. or should be. 
adopted by individuals seeking to adjust to the conditions of the neoinstitu
tional environment.3 

In light of what has just been said. it would seem that if future improve
ment in neoinstitutional theory is to take place. it will have to occur within 
an essentially new paradigm. This is a somewhat depressing conclusion. 
however. because it means. inter alia. that familiar mathematical techniques 
that have played an important part in neoclassical analysis will become less 
valuable. and that conventional welfare economics (which is also tied to or
thodox neoclassical reasoning) will no longer find useful application as a 
benchmark for policy assessments. There is also a certain irony in the situa
tion. For many neoinstitutionalist writers. a major advantage of the approach 
that maintained close contact with mainstream neoclassical theory lay in its 
(supposed) capacity to preserve logical rigor and mathematical tractability 
(Posner 1993. pp. 74-75). It was on this basis that the old institutionalism. 
with its perceived anti-theoretical bias. could be rejected so forcefully. But. 
even from a purely formal point of view. neoinstitutional constructs are far 
from impeccable. Models that are based on inconsistent assumptions and that 
suffer from the methodological problem of infinite regress cannot be regarded 
as rigorous products. Moreover. unless very generous standards are used. the 
predictive value of these models is not impressive.4 Thus. while the old in
stitutionalism was seen as having methodological deficiencies. it is not clear 
that any superiority found in neoinstitutional writings derives from the fact 
that these writings reflect high levels of formalism and rigor (DeAlessi 
1990). 

If the criticism of the NIE presented above is correct and movement must 
be made into a new paradigm. the problem of comparing the new and the old 
institutionalism becomes more complicated. That is. with variant formula
tions possible. a question can arise as to what body of doctrine truly consti-

3 Rational-choice decision making is also plagued by the serious methodolog
ical problem of infinite regress. This difficulty will be discussed below in 
section VI. 

4 To say that. e.g .• market demand curves slope downward does not represent a 
triumph of prediction for neoclassical analysis. See: (BECKER [1962]). (STIG
LITZ. [1994]. chapts. 3 and 4). 
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tutes the "new institutionalism. "5 The fact that modem institutional theory is 
in flux and still evolving adds to the basic difficulty of comparing theories 
(the old and the new) that, in actuality, have quite different objectives. What 
has to be understood is that: 

... the German Historical School analyzed a different segment of the 
real world than classical or neoclassical economics. They analyzed the 
institutional framework while traditional economics dealt with the 
economic process. It may be that Schmoller did not argue in this man
ner because he was convinced (as Coase is today) that his style of re
search was "economics as it ought to be." Instead Schmoller got in
volved in the "deductive vs. inductive" debate which lead nowhere 
(Richter 1995, p. 21). 

By undertaking descriptive studies of institutional structure, the old insti
tutionalists were able to consider matters that were given only limited atten
tion in neoclassical theory. Such work had value, but since the older ap
proach lacked concern with an underlying base of formal theory, it has to be 
regarded as distinct from modern institutionalism. As Richter has put it: 

Both the old German Historical School and the New Institutional Eco
nomics are similar insofar as they stress the first point-determining 
the relevant segment of the real world for study. They differ in that the 
Historical School, more or less, avoided rational choice arguments, 
whereas the representatives of the New Institutional Economics, in 
spite of their criticism of the concept of homo oeconomicus, use clas
sical analysis in the property-rights approach, and the "mixed" concept 
of bounded rationality in the transaction-cost approach. In this respect, 
they differ also from Old American Institutionalism (ibid., p. 22). 

The new institutionalism's attachment to mainstream theory sets it apart 
from the old institutionalism but, as the present paper has argued, the way in 
which neoinstitutional models have been formulated leaves much to be de
sired. Hybrid models, whatever insights they may have offered us, are unsat
isfactory from a technical standpoint. Thus, it would seem that if modem in
stitutionalism is to develop in a scientifically appropriate manner, something 
beyond neoclassical theory is required. In what follows, an attempt will be 
made to explain more fully the case that can be made against the current NIE 

5 Even today, a distinction is drawn by some writers between neoinstitutional
ism and the New Institutional Economics. See, e.g., (EGGERTSON [1990], p. 
6). 
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position, and to give some indication of the general type of institutional the
ory that may emerge in the future. 

IV. The Introduction of Additional Constraints 

Given certain simplifying assumptions, neoclassical theory asserts that a 
competitive capitalist economy will reach an equilibrium that is also a first
best Pareto-optimal configuration of the economy. In this conception, mar
kets are interpreted as the institutional means through which the marginal 
equivalencies for the general equilibrium of production and exchange are met. 
Although institutions play only a passive role in this pure neoclassical for
mulation, they are at least understood to exist. Thus, when theorists began to 
take some interest in generating a more empirically robust model, and it was 
recognized that differences in transaction costs and property-rights structures 
led to differences in economic behavior, it was an easy step to the representa
tion of institutions as special constraints that had to be given serious consid
eration within the standard neoclassical framework. 

We may say that institutions consist of a set of constraints on behav
ior in the form of rules and regulations; a set of procedures to detect 
deviations from the rules and regulations; and, finally, a set of moral, 
ethical behavioral norms which define the contours that constrain the 
way in which the rules and regulations are specified and enforcement is 
carried out. This framework rests on three fundamental assumptions 
which we must explore. First, an individualistic behavioral assump
tion; second, an assumption that specifying and enforcing the rules 
that underlie contracts is costly; and third, an assumption that ideol
ogy modifies maximizing behavior (North 1984, p. 8). 

The ideas expressed in this passage are fully consonant with the view that 
the basic structure of neoclassical theory can be preserved when attention is 
turned to institutional questions. While it is suggested that individual maxi
mizing behavior may be affected somewhat by ideological factors, rational 
choice is still seen as dominant. Rational choice will operate to shape eco
nomic behavior in a more complex system that now reflects positive transac
tion costs and various institutional constraints. 
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Essentially the same interpretation of the neoinstitutional approach was 
provided by DeAlessi: 

Neoclassical theory ... can be generalized to eliminate some of these 
limitations. A major step is to end the dichotomy between the theory 
of consumer choice and the theory of the firm by extending the utility
maximization hypothesis to all individual choices, including those 
made by business managers, and government employees. Another step 
is to broaden the concept of the limits on individual choices to include 
institutional constraints (the system of property rights) as well as 
more of the constraints (for example, including transaction and ad
justment costs) imposed by nature and the state of the arts (DeAlessi 
1983, p. 66). 

From a technical standpoint, the modifications suggested here have 
straightforward application. Thus, for example, in the theory of the firm, the 
usual procedure is to define the particular utility function that reflects the de
cision maker's preferences, and to determine the actual set of options (penal
ties-rewards) that is attainable by the decision maker. Then, the formal prob
lem emerges as one of maximizing the utility function subject to the con
straint pattern imposed by the opportunity set (Furubotn and Pejovich 1972, 
p. 1138). It is clear from this treatment that marginalism is not rejected. The 
standard techniques are simply extended to new applications. 

Generalization of the neoclassical model seemed to be the natural and log
ical way to proceed even though objections had been raised in the profession 
from time to time about the lack of realism in mainstream theory, and about 
the legitimacy of assuming maximizing behavior. Such criticisms tended to 
be waved off, however, because it was argued strongly by Friedman (1953, p. 
30) and others that the predictive value of a theory, not the realism of its as
sumptions, was the prime consideration for evaluating the theory. Specific 
examples were used to bring home the correctness of this position. Thus it 
was noted that, in a biological model, one could assume that each leaf of a 
plant deliberately sought to maximize its exposure to the sun's rays. And 
then, even though the notion of such volitional action on the part of a leaf is 
unrealistic, good predictive results about plant behavior could still be ob
tained. However persuasive this kind of example may be, there should be no 
confusion over the fact that an acceptable theory must be structured so that it 
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contains no contradictory assumptions.6 If, in addition to the optimizing leaf 
assumption, it was also assumed that the physical characteristics of a leaf 
were such that it could not make any change in its orientation, the model 
would be fundamentally flawed. But this is the general "conflict" situation 
that obtains with hybrid neoinstitutional models. Characteristically, these 
constructs presuppose the simultaneous existence of: (i) bounded rationality, 
(ii) positive transaction costs, (iii) complete knowledge of essential data, and 
(iv) rational-choice decision making. Models of this type have to be rejected 
because, under conditions where all decisions are costly (as they must be 
when bounded rationality and positive transaction costs hold), decision mak
ers simply cannot operate in the way implied by the models. The solutions 
reached by hybrid models are defective because they are based on structures of 
inconsistent assumptions; in effect, solutions are derived from data that can
not be in the possession of the relevant actors, and from decision methods 
that are too costly to be of practical use. 

The difficulties just alluded to could be overcome if the neoinstitutional 
assumptions concerning bounded rationality and transaction costs were dis
pensed with. But. then, models would obviously revert to the traditional neo
classical (frictionless) form, and there would be no neoinstitutional theory to 
discuss. From an analytical standpoint, the whole point of modem institu
tionalism is to take systematic account of certain constraints on economic ac
tivity that have previously been neglected. Insofar as we wish to understand 
economic behavior as it occurs in the real world, we cannot abstract from 
fundamental features of economic reality, and bounded rationality and transac
tion costs represent such fundamental features. We know from everyday expe
rience that decision makers have only limited cognitive ability and limited 
time per period to devote to choice problems. Thus, economization is neces
sary. Similarly, we appreciate that the acquisition of information requires the 
use of scarce resources, and that the initiation and completion of transactions 
involves a variety of contracting costs. Arguably, the special costs associated 
with bounded rationality can be conceived as a particular class of transaction 
costs (or "frictions"). Whatever the classification system used, though, it is 

6 Hausmann suggests the need to be cautious when attempting to detennine the 
role that particular scientific methodology plays in generating "good" theory 
(HAUSMAN [1989]). However, it would seem difficult to argue that a theory 
based on contradictory assumptions can be regarded as satisfactory. 
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true that, together, bounded-rationality costs and the more conventional trans
action costs exercise a profound effect on economic outcomes. 

Neoinstitutional theory is open to some criticism on grounds that it fails 
to give clear and unambiguous definition either to the concept of "transaction 
costs" or to that of "bounded rationality." For example, it has been pointed 
out that the distinction between transaction costs and production costs can be 
particularly hard to make, and that, in certain circumstances, transaction costs 
cannot be determined in advance of the actual unfolding of contractual negoti
ations (Furubotn and Richter 1991, pp. 25-26). Moreover, in the case of 
bounded rationality, we know that economists differ considerably in their un
derstanding of the term. Scott has noted that: 

As I listened to the various presentations and discussions, it seemed to 
me that the concept of bounded rationality was being employed in at 
least three reasonably distinct ways. (1) Some authors were referring 
to the consequences of the fact that there can be significant costs to 
acquiring and processing information. (2) Some were referring to ca
pacity constraints - to the limits of the present stock of scientific 
knowledge or of the unaided information storage and reasoning capac
ity of the human mine. (3) Some were referring to the asserted exis
tence of systematic distortions in human perception or thinking (Scott 
1994, p. 315). 

The questions raised about both transaction costs and bounded rationality 
are important, and suggest that the formulation of a comprehensive neoinsti
tutional model will not come about easily. Nevertheless, what is clear is 
that, regardless of which view of these concepts is held, it is apparent that as 
long as individuals have to use scarce resources (human and non-human) in 
order to acquire and process information, certain things follow. First, costs 
must exist wherever people make decisions - i.e., wherever economic activity 
takes place. Second, the decisions made tend to be quite different from those 
made in a frictionless system by "completely rational" individuals.? The lat
ter condition holds because of the cognitive peculiarities of humans, and be
cause resource limitations force decision makers to use imperfect data and to 

7 Note that an individual is viewed as "completely rational" if his capabilities 
can be characterized as follows: " ... A completely rational individual has the 
ability to foresee everything that might happen and to evaluate and opti
mally choose among available courses of action. all in the blink of an eye 
and at no cost" (KREps [1990]. p. 745). 
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adopt decision methods that do not consider and compare all alternatives ex
tant (Day and Ping Ie 1991). 

The analysis so far points to the fact that the hybrid models put forward 
in much of the neoinstitutional literature are based on inconsistent assump
tions and are, by their inherent nature, incapable of yielding accurate predic
tions of events in the real world. Despite this criticism, however, it is often 
suggested by the defenders of hybrid models that, although these constructs 
embody certain "simplifications," they are still able to generate useful re
sults, and do indeed have empirical support for their predictions. The question 
arises, then, as to how such claims can be made. And, interestingly, one rea
son for the confusion would seem to be that the standards used to assess "pre
dictive accuracy" are extremely loose. Traditional analysis, carried on in for
mal terms and at high levels of abstraction, tends to produce solutions which, 
while plausible technically, carry very little real content. Thus, in respect to 
the standard neoclassical model of demand, Thaler has observed: 

Economists rarely draw the distinction between normative models of 
consumer choice and descriptive or positive models. Although the 
theory is normatively based (it describes what rational consumers 
should do), economists argue that it also serves well as a descriptive 
theory (it predicts what consumers in fact do). This paper argues that 
exclusive reliance on the normative theory leads economists to make 
systematic, predictable errors in describing or forecasting consumer 
choices. 

In some situations the normative and positive theories coincide. If a 
consumer must add two (small) numbers together as part of a decision 
process then one would hope that the normative answer would be a 
good predictor. So if a problem is sufficiently simple the normative 
theory will be acceptable. Furthermore, the sign of the substitution ef
fect, the most important prediction in economics, has been shown to 
be negative even if consumers choose at random (Becker 1962). Re
cent research has demonstrated that even rats obey the law of demand 
(Kagel and Battalio 1975; Thaler 1994, pp. 3-4). 

If the existence of downward sloping demand schedules in the economy 
can be taken as evidence of the predictive accuracy of a hybrid model of de
mand, it seems clear that the empirical testing process is not very rigorous. 
But such a relaxed approach is the norm. Various detailed questions about 
consumption are routinely ignored by purely formal analysis. For example, 
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in an n commodity system, it would be interesting to know what the theory's 
predictions are with respect to such matters as: (1) How many distinct types 
of goods are consumed at equilibrium? and (ii) Which particular types of the 
n goods available are actually taken? We know the theory is flexible, but is it 
reasonable to believe that the consumer may specialize deliberately in the 
consumption of a single good, or that he may decide to consume simultane
ously each type of consumer good produced in the system, or that he will 
show an infinite demand for any good that carries a zero price? Regardless of 
what even casual empiricism suggests, a hybrid model tied to orthodox util
ity analysis is consistent with the realization of any of the solutions just 
noted (Furubotn 1974). 

Actually, the problem with hybrid models goes deeper, and there is no 
reason to believe that such constructs can ever make accurate predictions, 
given their premises. Consider an example from the area of production eco
nomics. While the typical hybrid model may recognize that the firm's en
trepreneur must incur costs in order to learn about input prices and input 
quality, the model assumes (implicitly) that the entrepreneur is able to use a 
fully defined production function in his optimizing adjustments. The latter 
information about technology, despite its extent and complexity, is assumed 
to be freely available. But this position is in conflict with other assumptions 
of the model that accept positive transaction costs and bounded rationality. Of 
course, if the fully defined production function is employed in the mathemat
ical formulation of the problem, the solution is inevitably biased. This is so 
because the model makes it appear that search for the firm's ideal operating 
position can extend over a far greater range of technical alternatives than 
when the production alternatives have to be discovered by the entrepreneur 
though a costly discovery program. When discovery is necessary, the produc
tion function is attenuated and appears merely in partial form. Quite possi
bly, the partial (discontinuous) function, as established through the imperfect 
perception and limited cognitive capabilities of the human entrepreneur, can 
be so attenuated that what are, in theory, the most advantageous technical op
tions available in society will not even be represented in the production set 
being reviewed by the entrepreneur. In short, the solution generated by the 
hybrid model of our discussion will not reflect empirical reality closely, and 
the model cannot be regarded as a device for achieving accurate predictions of 
real-world behavior. 

This pessimistic conclusion is reinforced when it is realized that hybrid 
models also presuppose that optimization involves the use of rational choice 
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and maximization procedures based on the calculus. Such an approach im
plies costs which are not accounted for within the hybrid framework, but 
which have an important effect on what can actually be chosen by decision 
makers operating in a real-life system. The analysis of optimization costs 
will be the topic of the next section. 

V. The Role of Optimization Costs 

At various points in the preceding sections, references have been made to 
the fact that optimization costs exert a major influence on economic behavior 
in the real world. Unfortunately, however, these costs are totally neglected in 
neoclassical theory, and play no fundamental role in the hybrid neoinstitu
tional models that are derived from neoclassical theory. This area clearly re
quires more study; in particular, it is essential to demonstrate precisely why 
the operation of optimization costs can be said to have such great signifi
cance for neoinstitutional analysis. Thus, in what follows, an attempt will be 
made to explain more fully the nature of optimization costs, and to show 
how they affect the way in which decisions are reached in an economy charac
terized by "frictions." To simplify exposition (without loss of generality), it 
will be useful to conduct discussion in terms of the elementary theory of the 
firm. 

According to neoclassical doctrine, when decisions concerning the firm are 
made by "completely rational" individuals functioning within a world of cost
less transactions, the process of optimization is straightforward and takes 
place instantly (and costlessly). The institutional arrangements envisioned are 
rudimentary. The entrepreneur or owner-manager is assumed to possess unat
tenuated property rights in the "classical" firm, and to make all decisions on 
enterprise policy (Alchian and Demsetz 1972). Then, in the special envi
ronment postulated, decisions are costless and each owner-manager can count 
on having comprehensive and accurate information about the firm's produc
tion function, about prevailing market prices, about factor qualities, etc. 
Then, since this is so, he is able to compare all of the operating alternatives 
open and select the best, or profit-maximizing, option. However, things 
change radically when a shift is made to a world of frictions. When entrepre
neurs have limited cognitive abilities and are forced to use time and other 
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scarce resources to acquire and process information, the whole nature of the 
firm's optimization problem is altered. What occurs is not simply a tran
sition to a moderately changed environment where only a few variables have 
been affected. Rather, the new environment is one in which many crucial el
ements have changed simultaneously. The so-called hybrid models are unac
ceptable precisely because they take account of only some informational 
needs of the firm (such as data on current input prices) while ignoring others 
(such as information on the set of technical production alternatives). 

Given frictions, it is appropriate to assume that the entrepreneur control
ling the firm has less than complete knowledge of the economic environment 
in which he is to function. This situation implies that when the structure of 
the firm is first established, it will be based on the entrepreneur's imperfect 
initial knowledge endowment, and influenced by his need to economize on 
the cost of decision making. Depending on how well the initially chosen 
structure is adapted to actually existing technological and market conditions, 
the firm's profits will be greater or lesser. Of course, at any time period (in
cluding the initial one) the entrepreneur is aware that his understanding of 
economic alternatives is restricted, and that he may conceivably be able to in
crease his welfare level by allocating greater resources to securing and pro
cessing information. The urgency of the entrepreneur's desire for improved 
enterprise performance is likely to be related closely to the organization's 
level of profitability. Low profits imply modest reward for the entrepreneur 
who is the residual claimant, and may signal difficulties that can imperil the 
firm's survival. Obviously, other factors than profit can affect the decision in 
question. Individual owner-managers differ in respect to their willingness to 
assume risk, the aggressiveness with which they seek profits, their capacity 
to make good decisions, etc. But, regardless of the details here, the very na
ture of the real-world environment postulated ensures that firm adjustment 
will tend to take place over time. 

We assume, then, that optimization is an ongoing process involving pe
riod by period adjustments as resources are made available at various dates for 
search, and as learning by doing takes place. Insofar as the firm's activities 
lead to progressively greater knowledge of production options and improved 
economic arrangements, there will be successive reformulations of the firm's 
profit function, and a series of new operating solutions will be established 
over time. It is true, of course, that at any period (including the initial one), 
the cognitive and financial resources that can be devoted to maintaining or 
enhancing the firm's profit position are necessarily limited. Despite the con-
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straints in existence, however, there should be continuing movement and 
structural adjustment as long as the entrepreneur believes that the prospective 
gains from corrective action are greater than the costs of such action. 

This interpretation of enterprise behavior indicates that the optimization 
process (and the costs of such optimization) will tend to be spread out over 
time. There are still questions, of course, about precisely how the entrepre
neur is likely to carry out the optimization process. What should be clear too 
is that optimization costs, which are completely disregarded by neoclassical 
analysis, have central importance for the neoinstitutional firm. That is, in or
der to make a normal profit and remain in the industry in the long run, a firm 
must receive sufficient revenue from commodity sales each period to cover its 
per period outlays on the factors of production that are actually employed in 
the act of production itself, the array of standard transaction costs, plus (all) 
current costs attributable to the process of decision making and optimiza
tion.8 

Insofar as a fully defined production function is not known to the firm au
tomatically, the entrepreneur must make deliberate efforts to gather at least 
some information on technical production alternatives. He must, therefore, 
select a particular decision method, from among various possible decision 
methods extant, to guide his accumulation of data. Understandably, it is 
costly, in terms of the entrepreneur's time and resources, to select a decision 
method. The task is important, however, because the method actually chosen 
will determine: (I) how intensively and in what manner the subsequent search 
for technical information will be conducted, and (ii) the costs that will be in
curred in applying the decision method to the search process. Precisely how 
much in the way of resources the entrepreneur will be willing to commit at 
any time period to the process of selecting a decision method (or search plan) 
is a subjective matter. What has to be noted, though, is that the pool of rele
vant technical knowledge in the economy is very large relative to the capacity 
of anyone (small) firm to discover and utilize new information. Thus, if the 
entrepreneur is to economize on the overall use of his valuable time (and 
other resources), he must give enough attention to the choice of a decision 
method to avoid the mistake of using a method (such as rational choice) that 
attempts systematic and close consideration of the system's total knowledge 

8 Note, however, that rational-choice decision making cannot be used exclu
sively in the optimization process if all of the costs of decision making are 
to be established. See section VI below. 
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stock. It would seem that any search plan chosen and employed would have 
to be quite selective, and would be designed to do no more than sample cer
tain areas of technological information that the entrepreneur views as likely 
to be promising. 

What has been described so far are certain preliminary steps in the total 
optimization process. We find that the firm's entrepreneur, who is always op
erating with imperfect information, may seek to add to his stock of knowl
edge at any period. To do this, he must first incur what can be called deci
sion-method costs. These costs are those associated with the process of se
lecting a particular decision rule. Whatever the decision rule or search plan 
chosen, additional costs will be incurred when the rule is actually applied to 
secure technological information. The costs in question may be termed data 
costs. The entrepreneur is free to determine how much total investment he is 
willing to make at each period in order to expand his perception of available 
production techniques. Nevertheless, he will not possess, either at the outset 
of operations or subsequently, anything like a comprehensive production 
function. In practice, information on technology is so extensive and complex 
that the total stock possessed by society will never be assembled by any sin
gle individual facing finite transaction costs.9 The collection of data, like any 
other economic activity, is subject to the discipline imposed by cost-benefit 
calculus. and, beyond some point, the cost of additional information will 
outweigh the perceived benefits of that information. 

Depending on the judgment exercised by the entrepreneur, the firm will 
have established, at any period, a certain set of alternative production tech
niques. This highly attenuated "production function" will then represent a key 
datum facing the entrepreneur. It is from among the possibilities in this set 
of technological options that he must choose the partiCUlar production ar
rangement that he believes will conduce to the greatest net profit for the en
terprise. But choice among options is not a costless process. Consequently, 
the entrepreneur must use some care in selecting another decision method 
(from among contending possibilities) that will be able to deal with the tech
nological choice problem efficiently. It can be re-emphasized here that while 

9 According to the standard definition, a production function "presupposes 
technical efficiency and states the maximum output obtainable from every 
possible input combination" (HENDERSON and QUANDT [1980], p. 66), italics 
added. It does not have to be emphasized that the consideration of every pos
sible input combination represents a tall order. See also (NELSON and WINTER 
[1982], pp. 59-65). 
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the rational choice method (which underlies neoclassical optimization) will 
necessarily lead to the best solution theoretically attainable from the attenu
ated production set, the method is likely to be costly in terms of decision 
time (and other resources) because it implies that all of the alternative op
tions being surveyed will be considered and compared (Day and Pingle 1991; 
Gottinger 1982). In other words, the rational choice method is undeniably 
best in a zero-transaction-cost, unboundedly rational world where optimiza
tion costs are nil. In the real world, however, the situation is quite different. 
On balance, a decision method that is less systematic and exacting in pursu
ing the search for the "ideal" production arrangement (as, e.g., random choice 
or imitation) can be superior to the maximizing behavior of rational choice. 

What we may call selection costs emerge at the final stage of the flrm's 
optimization process in any period. These costs, which can be taken as essen
tially one-period flow costs, appear after the firm's set of technical production 
options is in place as a datum, and when the entrepreneur must apply his 
chosen decision method to select what he believes to be the best solution 
from among the known options. The arrangement in question is the one that 
promises to yield the greatest net profit for the firm when followed, given the 
existence of the various costs of optimization, standard transaction costs, and 
the other significant limitations under which the entrepreneur must operate. 

In summary, then, we can say that the firm in our simple illustration 
faces optimization costs that fall into the following categories: (i) decision
method costs, (ii) data costs, and (iii) selection costs. Note however that, in 
the case of decision-method costs, two entries must appear. Specifically, time 
and resources must be employed by the entrepreneur to determine: (a) the 
search plan to be adopted for deciding what technological information to se
cure, and (b) the decision method to be used for deciding which particular pro
duction option should be selected for the firm's operations. It follows, of 
course, that the larger the optimization costs (i) - (iii), the greater is the de
parture of the (pure) neoinstitutional model from the orthodox neoclassical 
model, which assumes that optimization costs are zero. 

VI. The Problem of Infinite Regress 

There is good reason why neoclassical theory, and the hybrid neoinstitu
tional models that are derived from it, choose to abstract from optimization 
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costs. Once the existence of optimization costs is recognized, it is no longer 
possible to defend the assumption that purposive individuals reach their deci
sions on the basis of orthodox maximizing behavior. Rational choice as a 
universally used decision method has to be rejected because, when bounded ra
tionality holds and all decisions made by human agents are costly, it leads to 
a logical dilemma (Winter 1975; Gottinger 1982; Conlisk 1988). Pingle has 
explained the essence of the situation as follows: 

... This difficulty with strict optimization theory has become known as 
the "circularity problem" - there does not exist an optimization prob
lem which can be solved that fully incorporates the cost of decision 
making (Pingle 1992, p. 10). 

Relative to the discussion presented earlier in section V, the problem 
arises because of the ambiguities connected with what we have termed "deci
sion-method costs." It was noted that the entrepreneur had to incur cost 
(especially time cost) in deciding on the particular decision method (say A) to 
use in, e.g., selecting the optimal production option for the firm from the 
known set of alternative technical options. What is apparent, however, is that 
no attention was given to the question of how the entrepreneur happened to 
choose the method (say B) that was used to choose among the array ofpossi
ble decision methods (of which A was one element), or of the cost of select
ing method B. A higher order problem was totally ignored. That is, some 
method (say C) must have been employed (at some cost) to choose B from 
among the different possible methods for selecting decision methods (of 
which B was one option). But, then, a further question emerges: How was C 
decided on? The general situation here indicates that the methodological prob
lem of infinite regress obtains and, thus, certain costs associated with ratio
nal-choice decision making cannot be accounted for. Indeed, we know that: 

... the decision-cost associated with solving the higher order problem is 
necessarily larger than that associated with the lower order problem. It 
follows that decision-costs act to limit the extent to which rationality 
can be displaced to higher levels. There must come a point where ... 
the "rational thing to do is to be irrational" and simply choose a 
choice method without reason. Otherwise, all resources would be used 
in decision-making (ibid., p. 11). 

In effect, the conclusion here is that a viable model of choice behavior has 
to include more than one mode of decision making behavior. Actually, given 
the high costs of the rational choice method in terms of decision time and 
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other resources, we would expect that, in practice, the entrepreneur will nor
mally shun rational choice and economize by using alternative decision 
methods. Contrary to the neoclassical model and hybrid neoinstitutional 
models that are linked to rational choice, the general rule would seem to be 
that the entrepreneur, the consumer and other decision makers will act accord
ing to rules-of-thumb or similar "short-cut" devices when seeking solutions 
that are, on balance, the best attainable. 

If, as suggested, there is a general tendency for decision makers to follow 
"optimizing" behavior different from that presupposed by rational choice, it 
is clear that first-best Pareto efficiency will not be realized in the system. It 
is equally true, however, that second-best Pareto optimality, or constrained 
Pareto optimality, will not be realized either. 10 This point has some interest 
because the literature that sees modem institutionalism as extended neoclassi
cal theory is based on the idea that adding constraints to the orthodox model 
can lead to outcomes that reflect "constrained efficiency" (Demsetz 1969, p. 
11). From this perspective (of comparative institutional analysis), a correctly 
fonnulated equilibrium model must reach beyond the over-simplified neoclas
sical structure and include all of the real-life constraints that decision makers 
actually face when seeking to maximize profit or utility. But the approach 
has only superficial plausibility. In the context of a neoinstitutional envi
ronment where transaction costs and bounded rationality exist, optimization 
costs also exist, and it is easy to show that second-best Pareto optimality is 
an illusion. Specifically, we know that if limited cognitive capacity is a uni
versal condition of humankind, individuals must find it costly to make deci
sions. Under such conditions, though, there will surely be attempts to reduce 
decision costs by adopting other modes of decision making behavior than ra
tional-choice optimization. And, of course, when other decision methods are 
used, the characteristic, constrained-Pareto efficient solution cannot appear. 

It would be convenient if a gradual transition could be made to anew, 
more flexible economic theory by simply modifying some neoclassical as
sumptions while holding others unchanged. Such procedure, however, does 
not work. The so-called hybrid models that appear so prominently in the lit
erature reveal the logical difficulties that are inherent in any attempt to push 

10 See: (STIGUTZ [1994). chapts. 3, 4) for a useful summary of the problems that 
arise in welfare economics when the orthodox assumptions about perfect in
formation and complete markets are dropped. 
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the neoclassical model into areas beyond its competence. Ultimately, the case 
against hybrid models can be reduced to these basic considerations: 

(i) The models are unsatisfactory because they are constructed on the basis 
of contradictory assumptions. Specifically, the assumptions made about the 
information possessed by decision makers are inconsistent with the assump
tions concerning bounded rationality and positive transaction costs, assump
tions that are crucial to neoinstitutional analysis. 

(ii) As a result of the information structure assumed in hybrid models, the 
characteristic decision problem presupposes the availability of data (e.g., a 
comprehensively defined production function or utility function) that cannot 
be known to individuals operating in a neoinstitutional environment. 

(iii) Only one mode of decision-making behavior is admitted (i.e., rational 
choice) even though other decision methods could lead to preferable solutions 
by reducing decision costs, and even though rational choice implies a logical 
dilemma (infinite regress) in a system where bounded rationality holds and all 
decisions are recognized as costly. 

(iv) The solution reached by a hybrid model (which, by definition, in
volves both neoclassical and neoinstitutional elements) may appear plausible 
in purely technical terms, but is fundamentally misleading because it is de
rived from data and decision procedures that are effectively beyond the power 
of real-life individuals to achieve. 

The behavior that the New Institutional Economics seeks to explore takes 
place within a world that is significantly different from the universe consid
ered by orthodox neoclassical theory. And, because this is so, there seems to 
be no way to escape the conclusion that if neoinstitutional problems are to 
be dealt with successfully, something beyond hybrid models is required. 

VII. In Search of the New Institutional Economics 

Arguably, the New Institutional Economics has reached a watershed in its 
development. Although there are still writers who seek to deal with institu
tional questions through the use of extended neoclassical theory, this ap
proach is coming under increasing criticism and would seem to be unsustain
able in the long run. At the same time, it is difficult, as yet, to point to any 
well articulated alternative theory that can replace existing NIE practice and 
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dominate thinking. Indeed, if the objective is to create a "grand design" for 
neoinstitutional analysis that is comparable in scope and detail to the general 
equilibrium models we are familiar with from neoclassical theory, a formi
dable task lies before us. Such a construct may not ever emerge, and certainly 
cannot be expected to appear in the near future. However, to say that we are 
unlikely to achieve this very ambitious objective in a short span of time 
should not be too disheartening. A substantial foundation exists for future re
search, and other, less demanding, approaches to institutional analysis are 
currently being explored. Thus, for example, important insights can be 
gained when the field of industrial organization is viewed from the standpoint 
of transaction-cost economics. As Masten has noted: 

... Rather than stress strategic pricing and output decisions, these stud
ies emphasize transactors' efforts to discover and adopt organizational 
arrangements that constrain strategic behavior and facilitate mutually 
beneficial transactions, efforts whose success depends in important 
ways on the content, operation, and limitations of the legal system. 
But the feature that most distinguishes this literature from the main
stream is its empirical content and, especially, the progress researchers 
have made identifying and collecting detailed transaction-level informa
tion on organizational practices and the nature and attributes of trans
actions (Masten 1996, p. vii). 

Empirically based studies of the type just described do not seek to estab
lish a comprehensive model that will supplant neoclassical theory, although 
their findings must inevitably modify, or call into question, certain aspects of 
that doctrine. In general, it seems likely that the NIE will continue its devel
opment as a somewhat fragmented field, and we can anticipate that different 
lines of research, involving different methodologies, will be pursued. What is 
interesting, though, is the growing belief in some quarters that research 
should move away from models of a highly mechanistic type that presuppose 
the possibility of precise optimizing solutions engineered by rational actors. 
Thus, relative to the problem of organizational control, it has been suggested 
that the central issue is quite different from the one put forward in principal
agent theory. I I That is, the function of the manager in a hierarchical firm is 

11 Formal models in the area of principal-agent theory make far-reaching as
sumptions in order to justify the idea that rational actors can reach favorable 
solutions by manipulating incentives and disincentives in establishing con
tracts. The basic situation envisioned is one in which the principal is "blind" 
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not to shape the behavior of subordinates by designing an optimal system of 
incentives and sanctions but, rather, to provide "leadership." This new ap
proach is seen as superior to principal-agent theory (which lies much closer 
to neoclassical precepts) because, as political scientists and behaviorists have 
noted, organizational economics is based on an extremely narrow view of the 
possibilities of leadership and is politically naive. Along these lines, Miller 
says that the literature on principal-agent theory contrasts sharply with: 

... the more organic view of organizations, which is centered primarily 
in political science and organizational psychology. From this perspec
tive, resource allocation results from the decisions of individual lead
ers. The literature regards the manager's primary job to be one of lead
ership - that is, inspiring a willingness to cooperate, to take risks, to 
innovate, to go beyond the level of effort that a narrow, self-interested 
analysis of the incentives would summon (Miller 1992, p. 2). 

Whatever we may think of the leadership hypothesis, it is generally con
sistent with the idea that rational-choice maximization becomes less and less 
appropriate for model building as information about economic variables be
comes more and more uncertain and difficult to obtain, and as human motiva
tions are recognized as complex and beyond simple categorization. The argu
ment of the present paper has been that the earlier NIE literature, in maintain
ing close contact with neoclassical theory, has achieved neither analytical 
rigor nor satisfactory explanations of economic behavior in a world of 
bounded rationality and costly transactions. In effect, the orthodox neoclassi
cal model has proved to be an essentially misleading guide for modern insti
tutional economics. An approach that produces precise deterministic solu
tions is out of step with the requirements of institutional theory that deals, 
characteristically, with fuzzy outcomes. Preceding sections of the paper have 
discussed the problems that plague hybrid models. We saw that, if nothing 
else, their failure to consider as obvious a phenomenon as optimization costs 
is sufficient to cast serious doubt on their usefulness. But difficulties do not 

as a direct monitor of his agent, but otherwise has full knowledge of his 
agent's characteristics (i.e., the agent's preference function), as well as pre
cise knowledge of the distribution function of the external disturbances in the 
system that affect economic performance. In short, the presumption here 
seems to be that infinite and zero transaction costs can coexist. Such a con
clusion, however, denies the possibility of bounded rationality (FURUBOTN 

[1994], pp. 14-15), (RICHTER and FURUBOTN [1996]). 
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end there. It should also be emphasized that when strict neoclassical assump
tions are relaxed so that a neoinstitutional environment can be considered, 
even the concept of economic efficiency becomes impossible to define mean
ingfully. And since "efficiency" plays so large a role in economic discussion, 
this condition represents an absolutely crucial deficiency. The problem here 
illustrates, quite clearly, the specialized nature of the neoclassical model, and 
suggests why any attempt to extend the model to treat institutional questions 
must lead to unreliable conclusions. 

At an early stage, some neoinstitutionalist writers questioned the legiti
macy of the orthodox neoclassical definition of efficiency. The argument was 
that a definition based on the operation of a highly idealized, frictionless sys
tem could not serve as an adequate foundation for deciding allocation and dis
tribution policies in the real world. It was pointed out that, for the purposes 
of positive economics, the only outcomes that are meaningful are those that 
are potentially attainable in a real-life economy. Thus, Demsetz observed 
that: 

The view that now pervades much public policy economics implicitly 
presents the relevant choice as between an ideal norm and an existing 
"imperfect" institutional arrangement. This nirvana approach differs 
considerably from a comparative institution approach in which the rel
evant choice is between alternative real institutional arrangements. In 
practice, those who adopt the nirvana viewpoint seek to discover dis
crepancies between the ideal and the real and, if discrepancies are 
found, they deduce that the real is inefficient. Users of the comparative 
institution approach attempt to assess which alternative real institu
tional arrangement seems best able to cope with the economic prob
lem (Demsetz 1969, p. 1). 

It follows from this interpretation of the problem that if each decision 
maker is rational and behaves consistently with the maximization postulate, 
the best attainable option will always be sought and reached. Thus, it can be 
argued that: 

... efficiency is being defined as constrained maximization. Efficiency 
conditions are seen as the properties of a determinate (equilibrium) so
lution implied by a given theoretical construct. On this view, a sys
tem's solutions are always efficient if they meet the constraints that 
characterize it (DeAlessi 1983, p. 69). 

455 



EIRIK G. FURUBOTN 

In essence, the constrained-maximization theory of efficiency accepts the 
basic neoclassical definition and, then, extends it to cover situations in which 
a system operates with constraints that are additional to those considered in 
the orthodox case. The approach asserts that the effective opportunity set 
(which is established on the basis of all actually existing constraints) always 
lies inside the hypothetical efficiency frontier of neoclassical theory. Conse
quently, the most a decision maker can do is to reach the boundary of the ef
fective set. In the absence of saturation, an individual is assumed to have mo
tivation to exploit all of his (known) options to the fullest extent so as to 
maximize his welfare. If his perceived opportunity set is A, he will maxi
mize and reach an equilibrium point on the boundary of this set. At the same 
time, any failure to reach the boundary of A can be interpreted to mean that 
the original opportunity set A was specified incorrectly. The idea is that 
some constraint must exist that was not recognized in the original determina
tion. However, when this neglected element is accounted for properly, a dif
ferent opportunity set B will be generated. And, given B, an optimum posi
tion on the boundary of B will, presumably, be attained by the decision 
maker. In short, any solution can be rationalized as efficient. 

Understandably, opposition developed to the provocative view that behav
ior is always efficient and choice is always optimal in properly specified 
models. Thus, writers such as Leibenstein argued that the constrained-maxi
mization definition was tautological and contradicted common-sense interpre
tation. The point made was that: 

Any decision procedure that does not permit nonoptimal choices de
nies the essential meaning of the word optimization, that is, the nec
essarily comparative element involved (Leibenstein 1985, p. 11). 

While it is true, as Leibenstein indicates, that understanding is not im
proved very much when any observed outcome can be rationalized as "effi
cient," his criticism tends to underestimate the importance of unavoidable, 
real-world constraints. Fundamentally, he accepts the traditional view that ef
ficiency exists only when the idealized Pareto conditions for the optimum are 
met. Thus, an inefficient choice is defined as one that deviates from the fron
tier of the idealized opportunity set. This conclusion is troubling, however, 
because deviation from the idealized set (which is derived from a frictionless 
economic system) must occur inevitably in the real world of positive transac
tion costs and bounded rationality. 
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To question the position taken by Leibenstein is not to accept the logic 
of the constrained-maximization approach. At first view, the latter explana
tion has a claim to reasonableness because it is hard to say that transaction 
costs and other constraints that set limits to human action in practice are the 
causes of inefficiency. Insofar as certain obstacles encountered in economic 
life are unavoidable, they must be represented as constraints in the maximiza
tion problem or the nirvana fallacy will obtain. Problems appear, however, 
because, apart from the matter of tautology, it seems clear that constraints 
cannot always be separated neatly on a priori grounds into the avoidable and 
the unavoidable. Some constraints, espccially those relating to the personal 
qualities, tastes and capabilities of individuals, do not lend themselves to 
straightforward classification. Further, insofar as there is interest in determin
ing the potential capacity of the system to produce desired output (Furubotn 
1986), it would be useful to know something about the cost, time, and 
conditions required to change any constraint from the status "unavoidable" to 

"avoidable."12 Finally, it should be recognized that, in a neoinstitutional en
vironment, there can be no presumption that rational-choice decision making 
will prevail. Thus, literal maximization (constrained or otherwise) need not 
occur. 

What emerges from the preceding efficiency discussion is this. Depending 
on which of the two explanations one accepts, all solutions are efficient or 
all are inefficient. This outcome has to be regarded as disconcerting. If econo
mists cannot agree on what the concept of efficiency represents, mainstream 
economic theory is seriously undermined. The neoclassical tradition has al
ways placed great emphasis on the possibility of arranging things so that the 
greatest benefits could be wrung from given resources. The central idea is that 
rational individuals, starting from specified ownership conditions and operat
ing in a competitive system, can reach a unique, Pareto-optimal solution for 
production and distribution. We have seen, however, that when neoinstitu
tional themes are introduced into the basic neoclassical model, the results 
change dramatically and ambiguities appear. Even taken on its own terms, 
questions can be raised about the internal logic of the standard competitive 
model (Furubotn 1991), but what seems abundantly clear is that the model 
does not have the flexibility to be able to accommodate to new assumptions 

12 In an economy characterized by asymmetrical information and other barriers 
to action. all moves that are potentially beneficial need not be taken even 
though their effective costs may be modest. 
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that depart very far from the original set. Thus, attempts to introduce such 
concepts as bounded rationality or Knightian uncertainty (Wiseman 1991) can 
only lead to confusion. In short, the neoclassical model represents a poor ve
hicle for promoting the development of institutional economics. 

The paper has undertaken an extended discussion of the efficiency question 
in order to suggest why the NIB must loosen its connections with neoclassi
cism. If we are to achieve a more balanced understanding of economic effi
ciency (and other areas), a less rigid and mechanistic approach is needed than 
the one provided by neoclassical doctrine. This would appear to be the lesson 
learned from the neoinstitutional research of the last few decades. But, unfor
tunately, to the extent that movement is made toward a less confining analyt
ical framework, results are likely to become less definite and precise. Given a 
neoinstitutional environment in which information is incomplete and asym
metrical, preferences are in flux (Furubotn [1994], pp. 27-35), extensive for
ward markets are missing, etc., it is possible to define allocative efficiency 
only in loose, qualitative terms. At best it can be claimed that such a system 
may display a capacity to eliminate high-cost producers, force the allocation 
of resources in directions desired by consumers, and promote the innovation 
of new products and technologies. However, favorable outcomes are not as
sured - as the work on rent-seeking behavior, the political assignment of 
property rights, path dependency, etc. have shown.13 Behavior in a world of 
frictions can be quite varied because different individuals will see both the 
present and the future differently. It is also true that other mechanisms than 
the market may have to be used to permit responses to changed economic 
conditions to proceed in an orderly and coordinated manner (Nelson 1981). 

Neoinstitutional writers, of course, are now becoming aware that an effi-
ciency standard different from the traditional one must be considered . 

... current concepts of efficiency are firmly rooted in the mathematics 
of constrained optimization that characterize neoclassical economics 
and focus on the comparison of alternative equilibrium conditions. To 
compare institutions on the basis of equilibrium conditions that will 
never be attained in a world of change and uncertainty, however, ig-

13 In a neoinstitutional context, compelltlve pressures will not necessarily 
force economic actors to make rational decisions or be progressively reduced 
in economic power over time. Thus, Alchian's suggestion that trial-and-error 
operations will lead to "perfect actions" need not be vindicated (ALeHIAN 
[1950]). 
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nores all information about the process of change itself (DeAlessi 
1992, p. 340). 

While there is as yet no general agreement on precisely how a new, more 
reasonable standard should be defined, there is recognition that its basic nature 
is likely to be quite distinct from that of the neoclassical variant. A definition 
that implies sharp optimality properties seems inappropriate. Presumably, 
the level of efficiency in any given situation will not be gauged relative to 
some ultimate criterion representing a hypothetical ideal outcome (such as a 
point on the neoclassical welfare frontier). Rather, the focus will be on a 
comparison of known alternatives. Option A may be seen as preferable to op
tion B but there will be nothing to indicate that A represents the best of all 
hypothetically possible choices. And even this type of modest assessment 
may not be feasible if a dynamic system is contemplated and individual pref
erences are either not fully defined or are in a continual state of flux. 

Just as there is movement toward a less mechanistic conception of effi
ciency so there seems to be a growing tendency on the part of modern institu
tionalism generally to adopt a broader approach in analyzing social questions. 
In particular, more concern is being shown with the interrelations between 
economics and other phenomena. Thus, for example, North, as an economic 
historian interested in institutions, wishes to study the numerous factors that 
influence the performance of economies through time. He notes: 

A theory of economic dynamics is also crucial for the field of eco
nomic development. There is no mystery why the field of develop
ment has failed to develop during the five decades since the end of 
World War II. Neoclassical theory is simply an inappropriate tool to 
analyze and prescribe policies that will induce development. It is con
cerned with the operation of markets, not with how markets develop. 
How can one prescribe policies when one doesn't understand how 
economies develop? The very methods employed by neoclassical 
economists have dictated the subject matter and militated against such 
a development. That theory in the pristine form that gave it mathe
matical precision and elegance modeled a frictionless and static world. 
When applied to economic history and development it focused on 
technological development and more recently human-capital invest
ment but ignored the incentive structure embodied in institutions that 
determined the extent of social investment in those factors. In the 
analysis of economic performance through time it contained two erro
neous assumptions: (i) that institutions do not matter and (ii) that 
time does not matter (North 1994, p. 359). 

459 



EIRIK G. FURUBOTN 

The research plan suggested by North to deal with institutions and time 
certainly involves information from a variety of social scientific areas but, 
interestingly, does retain the idea that neoclassical theory can somehow be 
reworked to serve as the analytical framework for the venture. This willing
ness to maintain contact with neoclassicism may be more apparent than real, 
however, since North emphasizes the need to modify the rationality assump
tion, and seems to equate neoclassical theory with the concepts of scarcity 
and competition. 

Another Nobel prize winner, Kenneth Arrow, takes a more critical posi
tion with respect to the orthodox doctrine while echoing at least one of the 
themes touched on by North. That is, Arrow argues that to explain economic 
outcomes one must go beyond the set of individual decisions in the search for 
explanatory variables and consider the roles of social knowledge and societal 
learning. 

It is a touchstone of accepted economics that all explanations must 
run in terms of the actions and reactions of individuals. Our behavior 
in judging economic research in peer review of papers and research, 
and in promotions, includes the criterion that in principle the behavior 
we explain the policies we propose are explicable in terms of individ
uals, not of other social categories. I want to argue today that a close 
examination of even the most standard economic analysis shows that 
social categories are in fact used in economic analysis all the time and 
that they appear to be absolute necessities of the analysis, not just 
figures of speech that can be eliminated if need be. I further argue that 
the importance of technical information in the economy is an espe
cially significant case of an irreducibly social category in the explana
tory apparatus of economics (Arrow 1994, p. 1). 

Sampling the work of a few leading economists does not, of itself, tell us 
very much about the way in which the NIE is likely to unfold in the future. 
Indeed, future research in the area may show considerably more diversity of 
approach than was observable in the era when major attention was given to 
hybrid models and the modification and extension of neoclassical theory. 
Nevertheless, regardless of diversity, it does seem true that there is a general 
movement toward broader, empirically richer economic models. The nonsepa
rability of economics from other phenomena is being recognized increas
ingly, and heed is being paid to the significance of such "esoteric" factors as 
the moral rules of behavior, fairness, trust, human learning, legal evolution, 
etc. In this sense, at least, the NIE is drawing closer to the older institution-
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alism. To make such a statement, though, does not mean that modem insti
tutional economists are now intent on discovering nothing less than the laws 
of socioeconomic development, or that the historico-inductive method of the 
German school will soon be widely adopted. But what is happening is still 
important; we see the slow retreat of the neoclassical paradigm from its posi
tion of dominance. 
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Paper discussed: 

Discussion Summary 
BETTINA LOHNERT 

EIRIK G. FURUBarN: The Old and the New Institutionalism in Economics 

The discussion focussed on the question of how to defme the limits of ra
tional choice theory, how to integrate additional, non-rationalistic decision
making factors within the models of the New Institutional Economics (NIE) 
and thus arriving at a new articulate, alternative paradigm to neoclassical eco
nomics. 

It was discussed whether the allocation of information within a ftrm can 
be solely analysed according to rational choice theory. Generally people have 
choices about what information to collect. So every decision about the allo
cation of resources takes place in two stages: the ftrst stage is the question 
about what information we want to collect and in the second stage we have to 
decide what to do with it. The principle of rationality applies to both stages. 
Analysing these information search procedures according to rational choice 
theory thus provides insight into organisational structures because they are a 
routinization of these optimal infonnation search procedures (CASSON). 

On the other hand rational choice theory results into endless choice-taking 
and thus a loss of rationality. This does not mean that we should rely on irra
tional criteria. There are, nevertheless, certain rules of thumb, i.e. pragmatic 
decision-making criteria that seem to work and have limited costs. Deciding 
which method to choose depends of the context respectively of the complexi
ties of the problem. If you have a rather simple problem, than, indeed, you 
can consider all alternatives and use rational choice methods, but beyond that 
it is difficult to define the limits of this process. Within NIE new models 
have yet to be found, that would be as comprehensive and attractive as the 
general equilibrium model and yet reflect these new difficulties (FURUBarN). 

The question was raised whether the speaker's obvious dissatisfaction with 
the current state of the art in NIE theory is due to the internal, theortical in-
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consistency of the principles or due to a certain unfuitfulness in respect to 
some practical problems. Could a retreat to neoclassical theory be a possible 
solution? (A vrONOMOV). 

Although neoclassical economics is still relevant, it is self-contradictory 
in respect of transaction cost analysis. It is often argued in neoclassical the
ory, that one of the major advantages of capitalism is its ability to optimize 
the flow of information, but at the same time the neoclassical model of gen
eral equilibrium assumes that all economic agents constantly have access to 
all relevant information. Therefore in this model there is no need to econo
mize in transaction costs. 

The speaker is more concerned with the theoretical structure of NIE than 
with its immeadiate practical applicability. In order to introduce a new para
digm in economics NIE has still to devolop an articulated theory. So far NIE 
has only come up with hybrid models that do give insights and are useful in 
the intermediate sense. Nevertheless they leave inconsistencies that have to 
be solved (FURUBOTN). 

The concept of methodological individualism is one fundamental premise 
of neoclassical economics. As the dominance of the neoclassical model slow
ly retreats in economic theory also the idea of methodological individualism 
might become dubious (KABELE). 

Although the new models of NIE want to deminish the pervasive domi
nance of the concept of methodological individualism, it will not be replaced. 
As Arrows suggests individual motives may not be the only influence on 
economic agents, and we thus should add to it and recognize that there are 
other effective mechnisms (FURUBOTN). 

In the general search for a new paradigm in economics, parallels between 
the models Furubotn asked for in his paper and Etzioni's critique of neoclas
sical economics and his program of socio-economics seem to be obvious. 
Also Etzioni criticizes the excessive use of methodological individualism and 
wants to add the consideration of non-rational factors in economic models 
(LOHNERT). 

The new comprehensive models requested by the speaker should in fact 
have a very broad applicability and thereby include also the kind of considera
tions, like e.g. fairness, Etzioni wants to integrate. These models would re
sult in a broader view of economics the Historical School was also interested 
in (FURUBOTN). 
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The objection was raised that if this requested theory tries to be very 
broadly applicable it has to be rather simplistic and for instance assume some 
uniformity of economic agents (CASSON). 

According to the speaker this simplicity is avoidable by using a series of 
alternative models that we can adjust to the actual problems. This kind of 
context-bound theory does not yet exist, but nevertheless we should rather try 
to find new modelling strategies than keep relying on neoclassical or hybrid 
models and their internal contradictions. In general, other paths should not be 
too easily disposed (FURUBOTN). 

Despite the uncertainty whether these requested new models will ever be 
realized, it is already today obvious that the theories of the NIE offer a greater 
potential for solution in the struggle for rebuilding institutional economic 
frameworks in Eastern Europe than traditional hard-nosed neoclassical con
cepts (MLCOCH). 
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Chapter 18 

Moral Leadership in Ethical Economics* 

MARK CASSON 

I. Introduction 
II. Economics and Antluopology Compared 
III. Economic Modelling of Cultural Change 
IV. Functional Values 
V. Some Extensions of the Basic Model 
VI. Objections to the Model 
VII. Relevance to the German Historical School 

I. Introduction 

This paper considers the relationship between ethics and economic per
formance. It is argued that culture has an important intermediating role in 
this relationship. Cultural intermediation is personified by the social or polit
icalleader, who promotes ethical values and is one of the principal beneficia
ries of the improved economic performance that results from them. 

Not all ethical systems improve economic performance, of course. An 
ethical system must have instrumental value in order to achieve this. This in
strumental value is the prerogative of functionally useful moral values which 
reduce transactions costs within the economic system. The clearest example 

* I am grateful to Peter Koslowski for providing the stimulus to write this pa
per, and to the participants at the Fourth Annual SEEP Conference for their 
comments on it. I am particularly grateful to Fritz Ringer for interesting dis
cussions on the subject. 
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of this instrumental value is the way that an ethic of honesty engineers a 
climate of trust and so reduces the cost of trade. 

The concept of ethical economics that is appropriate for this analysis is a 
distinctive one. It is a concept that embraces not only the pursuit of ethical 
policies by governments and others in power, but the behaviour of an econ
omy composed of ethical agents too. Ethical behaviour by government alone 
may have a limited impact on economic performance if private agents merely 
seek to take advantage of government policy - for example, by accepting sub
sidies but offering nothing in return. Conversely, ethical behaviour by eco
nomic agents may be difficult to sustain when a corrupt government taxes 
away the gains from private trade and generally sets a poor example to the 
rest of society. Economic success generally requires both a government that 
is honest and a private sector that follows the example of the government and 
is honest as well. It is by establishing this link between the behaviour of the 
powerful and the behaviour of the ordinary citizen that culture acquires such 
an important economic role. 

The main problem confronting any study of the relation of culture to eco
nomic behaviour is the unsatisfactory nature of the intellectual division of 
labour in the social sciences. Specialisation in academic research has created 
different disciplines. The performance of an economy in meeting material 
needs is studied by economics. Culture, on the other hand, is studied pre-em
inently by anthropology. But any attempt to synthesise insights from these 
two disciplines runs into the problem that their dominant research method
ologies are different. Economics tends to be quantitative and positivist, 
whilst anthropology tends to be qualitative and anti-positivist. Thus there is 
no unified methodology of social science in which the two disciplines are 
embedded. 

Similar problems have been encountered before - for example in synthe
sising economics with political science and with law. The response by 
economists in these cases has been to extend the domain of their methods of 
analysis by creating the new subject fields of public choice and the eco
nomics of law respectively. A similar form of 'economic imperialism' is ad
vocated here (Buckley and Casson 1993). It is proposed that the practical in
sights of anthropology should be restated using economic discourse. By stan
dardising the discourse on economics, and applying the methods of economic 
analysis, the two subjects can be synthesised in a logically consistent way. 
The qualitative factors emphasised by anthropology are handled by introduc
ing categorical variables (for example, zero-one variables) into the economic 
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theory. Unobservable factors are handled either by relating them causally to 
observable factors, or by treating them as random variables which give the 
predictions of the theory a probabilistic nature. The result is an integrated 
theory fully equipped to examine the connection between ethics, culture and 
economic performance in a rigorous way. 

Previous attempts to synthesise economics with other disciplines have 
achieved only limited success because many of the simplifying assumptions 
of economics have been transferred to the new subject area without proper 
critical scrutiny. Assumptions that are plausible in the context of markets are 
carried over to non-market environments where they may create unnecessary 
difficulties. It is particularly important to adapt assumptions when applying 
economic analysis to anthropology because of the very great differences in 
the relative weights that the two disciplines attach to the study of market and 
non market institutions. 

The principal change advocated here is to replace the concept of 'economic 
man', as commonly understood, with 'ethical man' (Casson 1995). The main 
effect is that the instrumental rationality of economic man, which links ends 
and means, is supplemented by another rationality - value rationality - which 
explains the formation of ends. This concept of value rationality is inspired 
by the work of Weber (1947) and Knight (1935), although it is not claimed 
that the particular interpretation of value rationality offered here is directly 
implied by their work. Because the instrumental rationality of economic man 
is retained intact, the conventional techniques of economic analysis can be re
tained. However, the policy implications of the economic models are radi
cally changed. This is because the welfare analysis which is conventionally 
applied to economic models assumes given individual ends, and its results are 
subverted once the influence of value rationality upon these ends is recog
nised. The models cease to function as apologies for laissez faire. It is possi
ble that they could become instead a vehicle for articulating rigorously the 
benefits of communitarian policies. They certainly demonstrate the improved 
economic performance that can result when government fosters a high-trust 
culture. This culture inculcates a special form of social solidarity which is 
compatible with flexibility in resource allocation. This is not a justification 
for protectionism, nor for a proactive industrial policy. Rather it is an argu
ment for integrating economic policy, social policy and the cultural life of 
the nation more coherently than has been usual in the West. 
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II. Economics and Anthropology Compared 

Two objections to this approach will now be considered. The fIrst is that 
economics is too rigid and dogmatic to fulfil the role ascribed to it here. But 
in fact economics has proved itself to be very versatile. The 'lesson of histo
ry' is that economics has evolved in response to criticism (the lags have often 
been quite long, however). For example, the criticism of the American insti
tutionalists that economics was committed to an assumption of perfect com
petition was overcome thirty years later by the development of the theory of 
monopoly. What has remained constant whilst other things have changed is 
the mainstream economist's commitment to methodological individualism. 
There are two technically important features of this: 

rational action (in sense of Menger); and 
equilibrium (in sense of Hayek and others) 

Within the constraint of its commitment to these two principles, there are 
a range of possible forms that economics can take. Economics does not have 
to be as it now is. It can be different. It may be suggested that because of its 
increased ethical content, its policy implications will be so different that it 
should be given a different name. Ethical economics is one possibility, for 
instance. But there is a risk here. A new name may suggest that the new eco
nomics is unorthodox and deviant. Economics as a technical discipline can 
become ethical without a major confrontation with the mainstream (see, for 
example, Frank, 1987). On balance, it seems better to allow economics to 
evolve naturally into a more ethical discipline than to suggest a radical break 
with the past through a change of name. 

The second objection is that anthropology as a discipline is perfectly al
right as it is because its methods are well adapted to its field of study. This 
objection is also false. The disciplines of economics and anthropology were 
born at different times. While economics was born at an extremely fortuitous 
time in intellectual terms, anthropology was born at an extremely unfortu
nate one. Economics emerged as a separate discipline at the time of the Scot
tish Enlightenment, and was developed by a group of scholars who were 
committed to the rigorous analysis of human nature as it really is. Living as 
they did in a commercial society that was beginning to industrialise, they had 
a bias towards a rather selfish and materialistic view of human motivation. 
But this bias is not crucial to the theory - only to the laissez faire policy 
conclusions that were sometimes drawn from it. Thus while Adam Smith's 
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criticisms of state regulation of trade were important for the rhetorical impact 
of the Wealth of Nations they are not crucial to the logical structure of his 
market analysis. 

Anthropology, by contrast, developed about a century later. The intellec
tual climate was dominated by Darwin and Marx, and later by Freud as well. 
Primitive societies encountered in the course of European colonisation were 
to be subjected to scientific analysis. But the science was infused with value 
judgements. Some anthropologists argued that primitive peoples were racial
ly inferior, thereby justifying their political sUbjugation. Others saw the 
primitive peoples as romantic. Looking at the emotional traumas of late
nineteenth century European society, they detected the psychology of the 
primitive beneath the veneer of respectability. The primitive person was 
happy because he was in harmony with nature and had not been alienated by 
industrialisation. His spontaneous behaviour showed that he was true to his 
own emotions; he had not been repressed by the social customs which sus
tained the illusion of 'civilisation'. 

Sociology emerged as a spin-off from this approach. Purportedly a science 
of society, in reality it was little more than a critique of industrialisation and 
modernity which used anthropological studies as a reference point. The radical 
Biblical critiicism prompted by Darwin's account of human origins turned 
Christianity from a theological framework for study into the subject matter 
for study instead. It allowed sociologists and anthropologists to analyse reli
gion as a survivor of primitive pre-scientific systems of belief. Rejecting the 
Old Testament as an historical work opened up the way for writing a fully 
secular history of humanity - an enormous task which anthropologists 
promptly took on. But in taking the whole field of human social develop
ment for study, they overreached themselves. Their techniques were certainly 
not adequate for the purpose (Casson 1996). But the romanticism of the age 
was tolerant of their metaphysical speculations which masqueraded as scien
tific theory. Detached scientific study of complex issues was partially driven 
out by emotive diagnoses of contemporary social problems. Since then an
thropology has been almost continuously under the sway of every passing fad 
and fashion in romantic philosophical thought, culminating in its current 
flirtation with Post-modernism. Under these conditions, an alliance with eco
nomics would seem to offer anthropologists the best immediate prospect for 
the restitution of their scientific aims. 
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III. Economic Modelling of Cultural Change 

It must be emphasised that the proposed synthesis of economics and an
thropology is not itself a purely speculative and utopian one. Models of ethi
cal man already exist (see for example Casson 1991). The main problem con
fronting the modeller is one of complexity. Economic modelling is guided by 
the principle of parsimony, and it is vital to apply this principle in the pre
sent context. One recommended strategy is as follows. There are four main 
steps. 

(1) Introduce legitimacy into the utility function. 
(a) The utility function is a formal mathematical representation of prefer

ences. In economic theory the utility function implies a consistent ranking of 
alternatives - no more. The Benthamite view of people as mechanisms driven 
by the pursuit of pleasure and the avoidance of pain is quite misleading in re
spect of modem utility theory. 

(b) The utility function contains some observable variables - for example, 
consumption and the supply of work, which describe the behaviour of the in
dividual. If ethics matter, they must change the levels at which these vari
ables are set. Thus ethical variables are introduced in such a way that they af
fect the marginal utilities of the other variables. The ethical variables do not 
need to be directly observable themselves, for reasons explained below, al
though the theory is easier to apply if they are. 

(c) One of the simplest ways to introduce the ethical dimension is to pos
tulate a need for legitimacy. The perceived legitimacy of an act increases the 
utility that can be derived from it. Conversely an act that is perceived as ille
gitimate incurs a utility penalty. A neutral act confers no utility besides the 
normal material satisfaction involved. If all legitimate acts confer the same 
moral utility gain, all illegitimate acts incur the same moral utility loss, and 
all acts are either legitimate or illegitimate, then the ethical variables impact 
on utility simply by defining the boundary of the set of legitimate actions. 

(d) The situation can be explained intuitively as follows. Each act by an 
individual is followed by a period of reflection. At this time of reflection the 
action is evaluated. A good feeling is engendered by having performed a legit
imate (good) act and a bad feeling by having performed an illegitimate (bad) 
act. It is the anticipation of these feelings that influences decision-making. If 
the emotional gain from performing a good act instead of a bad act exceeds 
the material loss involved then the good act will be performed. 
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(e) In purely formal terms, a set of additional variables has been intro
duced into the utility function, but so far no explanation has been given of 
the way these variables are set. If the variables remain free then almost any 
kind of behaviour can be rationalised by choosing appropriate values for these 
variables. What is needed is a theory which explains how the values of the 
ethical variables are set. 

(2) Legitimacy is determined by a moral authority. 
(a) It is important to explain why different individuals from the same so

cial group conform in their view of what is legitimate, whilst members of 
different social groups often disagree on this. The simplest explanation is 
that each group has a single source of moral authority, which disseminates 
information about legitimacy as a 'public good' within the group. It may be 
spread either by broadcasting or by word of mouth. 

(b) The person who acts as a moral authority may be called the leader. 
Most groups exhibit an internal division of labour between leaders and fol
lowers. This allows leaders to specialise on the difficult task of forming 
moral judgements. In some cases a leader may claim to be simply a represen
tative of another (sometimes impersonal) moral authority - the ultimate 
moral authority (see Table 1). 

(c) What exactly is the nature of the moral message? From the standpoint 
of an economic model, the formalism does not require that this be specified. 
What matters is simply the cost of sending the message and the effect that it 
has on the recipients' utility function. Given the utilitarian formulation, 
though, it is fairly clear that the nub of the message is 

"Your leader approves/disapproves of this action and so if you perform it 
you will obtain, on reflection, an emotional reward/penalty." 

The leader may back this up with reasons for his disapproval. This could 
merely amplify the utilitarian content: 

"God approves/disapproves of this action and so if you perform it you are 
likely to go to heavenihell and enjoy eternal bliss/damnation." 

Alternatively he may construct a philosophical argument; for example, 
"If everyone performed this action then the result would be harmony/ 

chaos and that is why it is legitimate/illegitimate." 
(d) Not everyone can be a moral authority. There are a number of qualifi

cations for doing the job successfully. Consistency and clarity are the two 
main requirements. Consistency manifests itself in three possible ways. 

473 



MARK CASSON 

Table 1 
Examples of group organisation 

Type of group Leader Ultimate authority 

Nuclear family Parent 
Extended family/ Head of tribe Ancestors, spirits 

tribe/clan 
Church Priest GOO 
Nation Political leader National spirit or will 

Charisma. If the leader is in touch with an ultimate authority he should 
behave in a manner which suggests this. 

Cogency. If he advances a philosophical argument it should be plausible 
even though it may not be immune to sceptical criticism. 

Commitment. If legitimacy is related to realising a vision or furthering a 
social goal then the leader should be willing to make a personal commitment 
of his own to the goal in which he claims to believe. 

Taken together, therefore, this shows that the message, the supporting ev
idence and the actions of the leader must all cohere with each other. In addi
tion to consistency, clarity is also required. It must be easy for the followers 
to understand what is being said. Clarity is facilitated by 

- simple attention-grabbing rhetoric 
- ritual acts that symbolise the message; and 
- conspicuous behaviour that it is easy for followers to imitate. 
(3) The supply of leaders. 
(a) Leadership generates economic rents from improved coordination (see 

below). Not all of these rents may be readily appropriable though. If the 
moral leader also has political power, or works for those who have it, then 
the rents can be appropriated through taxation. Otherwise the leader may have 
to rely on voluntary contributions. 

(b) The costs of leadership include the expenses of communication and the 
opportunity costs of the leaders' time. Since it is important that the leader is 
a talented person, preferably the person best equipped to meet the qualifica
tions described above, his opportunity earnings may be quite high. The pay
ment must equal or exceed these earnings to attract the right person to the 
job. 
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(c) If the leader enunciates principles of social justice, however, then his 
own payments may have to be constrained in the interests of consistency, as 
described above. In this case the leader may be "paid" indirectly, by an ex
pense account, or by being accorded social deference on account of his high 
status. 

(d) The supply of potential leaders is also a function of demography (the 
number of people of suitable age) genetics (the intelligence of the popula
tion) and training. In the context of education and training it is, of course, the 
moral dimension as well as the technical dimension that is important. The 
more abundant the supply of trained and talented people, the lower the scarci
ty premium that a leader can command. 

(e) Generally, it can be said that there is a market for leaders, but that this 
market is bedevilled by substantial problems of quality control. 

IV. Functional Values 

(a) To maximise the rents that the leader generates, it is important that 
the leader chooses functionally useful values. The simplest way to analyse 
the functional value of an ethic is to postulate an economy populated by 
pairs of transactors, or teams of workers, each of whom has a material incen
tive to cheat. The transactors, for example, may bluff in negotiations over 
price, causing the negotiations to fail. If the negotiations succeed, they may 
then attempt to cheat by not paying for the goods they receive. In the context 
of team production, workers may shirk in the hope that they will not be dis
covered doing so. These classic problems are associated with the Prisoner's 
Dilemma in game theory, and with asymmetric information in the theory of 
the firm. In an economy bedevilled by incentive problems of this kind, the 
role of an ethic is simply to prevent cheating. Individuals who know they 
will feel guilty if they cheat decide to be honest instead, and this allows the 
gains from coordination to be generated to the full. 

(b) While honesty is the pre-eminent value that is endorsed in this way, 
there are many other values that are important in various circumstances. 
These include 

loyalty important in creating a high-trust culture to support 
partner-specific investments; 
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persistence important in realising long-term goals such as econom
ic development; 

solidarity - important in a primitive society with limited opportuni-
ties for division of labour and trade, and vulnerable to 
external aggression; and 

self-sacrifice - important under war conditions. 
(c) The role of the leader is to examine the environment of the group and 

then optimise the ethic by choosing the set of followers' actions on which he 
confers legitimacy. In this respect the leader remains autonomous in the tradi
tional way; the model does not therefore dispense with autonomy altogether, 
but focuses autonomy on the leader. Everyone is rational - both leaders and 
followers - but only the leader is autonomously so. 

V. Some Extensions of the Basic Model 

The basic model is very simple, but because of its transparent logical 
structure it is readily extended in various ways. There are three developments 
of the model which are particularly relevant to the main theme of this paper. 

(i) Moral pluralism and competition between groups. 
(a) So far the analysis has focused on a single social group. Many people 

(particularly Western liberals) may feel uneasy about the prominent role of 
the leader within this group. From the standpoint of personal freedom, how
ever, the crucial thing is not whether groups have leaders, but whether people 
are free to join whatever group they want to. Indeed, extreme individualism 
can be accommodated within this theory by allowing each individual to form 
their own group to which they alone belong. In this case they behave as a 
leader, and not a follower, within their own group. They are morally autono
mous, but have no-one they can trust because everyone else is autonomous 
too. 

(b) An individual could, indeed, belong to no group at all. This would 
mean that he had no moral system. All his actions would be neutral in terms 
of legitimacy. In terms of reflection, all of his acts would be meaningless. 
Such an individual is likely to have a low level of utility relative to others, 
unless there are a lot of really enjoyable material outcomes which are ruled 
out by all moral codes. The morally committed person can ensure that he 

476 



MORAL LEADERSHIP IN ETHICAL ECONOMICS 

only gets emotional benefits from his morality by the simple strategy of al
ways doing what is right and never doing anything that is wrong. Provided 
that the material costs are not too great, this is likely to be better than living 
in an emotional vacuum. 

(c) The advantages of belonging to a group are likely to be even greater 
when people can choose to which group they belong. There is, however, a 
problem of inter-group relations where moralities are very different. This is 
particularly so if the moralities are conspicuously different - affecting public 
behaviour, for example, as in the case of dress - and if the groups share pub
lic space together. In this case mutual affiliation to some higher-order group 
will normally be necessary to avoid physical conflict between the members 
of different groups. Mutual respect and tolerance are likely to be important 
functional values in the ethos of the higher-level group. 

(ii) Comparison with a legal system. 
(a) But what of the role of law? Ethics and law are both normally univer

sal. They both legitimate classes of actions for all individuals. The law is 
normally given an ethical justification. But there is a crucial difference. The 
legal system relies on external monitoring, both by fellow citizens and by 
specialists such as the police. It also relies on formal methods of adjudication 
in which witnesses present evidence against the accused. The ethical mecha
nism dispenses with external monitoring; it is based on people being self
monitoring, through the power of reflection. If this system works it effects a 
major economy in information costs, since no other party is involved in the 
process. 

(b) Another difference between ethics and law is that the law relies on ma
terial penalties whilst the ethical mechanism relies on emotional ones. Emo
tional penalties are usually much cheaper in material terms. There is no de
struction or confiscation of the offender's property, and no cost of administer
ing this either. It is, however, sometimes difficult to fine-tune ethical penal
ties. Some individuals who are insensitive to moral argument may experience 
little guilt from a given crime, whilst very sensitive individuals may suffer 
guilt for the rest of their lives. Societies relying on emotional penalties need 
to have not only an effective way of sensitising people to moral values, but 
also a mechanism for forgiving people after they have made a suitable admis
sion of their guilt. 

(c) Ethics and the law are, in fact, at two extremes of a broader spectrum. 
While ethics associates self-monitoring with emotional penalties, the two do 
have to be linked in this way. In some primitive societies, for example, 
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guilty individuals punish themselves materially - for example, by making 
sacrifices to the gods. Conversely, it is possible to have emotional penalties 
based on external monitoring, such as the penalties of shame or 'loss of face' 
when an offence is discovered by other people. This latter mechanism of 'peer 
group pressure' works reasonably well in small compact and stable groups 
where everyone knows each other well, but is less suitable in larger groups 
whose membership is more mobile and dispersed. Ethical mechanisms have 
the power to extend the scope of the emotional mechanism by encouraging 
the individual to adopt the group point of view when making judgements on 
himself. A strong ethical mechanism may, however, require fairly frequent 
communication between the leader and his members. The ethical system may 
therefore have a comparative advantage in groups of medium size, leaving the 
relatively impersonal legal system as the system most appropriate to large, 
dispersed and highly mobile groups. 

(iii) Language, communication and leadership. 
Note how the moral mechanism economises on information. Making dif

ficult moral judgements of functional value is specialised with the leader. The 
leader broadcasts a simple message expressed vividly. It covers classes of ac
tions and applies to everyone. Individuals then apply this information to 
themselves. They do not, for example, report their actions to the leader for 
individual approval/disapproval. 

Not only does the leader not have to monitor individuals, but individuals 
do not have to refer their proposed actions to the leader for advice or judge
ment. 

One way of looking at this is to say that the leader coordinates the society 
by taking an intermediating role. Other examples of intermediation involve 
entrepreneurs creating markets in new goods and services. All intermediation, 
of whatever kind, depends on communication, and communication in tum re
quires language. But language is costly - it requires a considerable investment 
for individuals to learn a vocabulary and acquire the rules of grammar. 

There is a significant difference between moral leadership and entrepre
neurial market-making in the amount of such investment that is required. 
Markets economise on language because they rely on highly quantified com
munication. In its limiting case a market simply requires three numbers to be 
communicated: a code number to identify the product, the quantity demanded 
or supplied, and the price. But moral rhetoric requires much more than this. It 
requires a language capable of describing emotions such as gUilt and shame, 
social concepts such as peace and harmony, and their opposites war and con-
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flict, and so on. It requires a grasp of grammar sufficient to understand a com
plicated argument explaining why it is plausible to require people to enter 
into certain obligations to one another. Thus if a society is to benefit fully 
from the reduction in monitoring costs afforded by a system of moral obliga
tion it must invest in educating its citizens in the language necessary to 
communicate and assimilate moral reasoning. 

An effective moral leader will therefore wish to ensure that he is sup
ported by a suitable educational system. Leadership is not a simple activity 
based solely on the display of personal charisma in a public setting, but a 
sophisticated activity involving a complex of related activities. Just as leader
ship itself emerges from a fundamental division of labour between leaders and 
followers in a society, so leadership itself requires a division of labour be
tween the members of the elite who assist in leadership activities. This divi
sion of labour creates professions such as the religious priesthood, an incor
ruptible judiciary, and, above all, the teaching profession which imparts lin
guistic skills and provides the population as a whole with the cultural and 
historical context in which the leader's rhetoric can be understood. 

VI. Objections to the Model 

Finally, some possible objections to this research agenda are noted. Six 
objections are considered. 

(1) "It undermines the autonomy of the individual". 
The force of this objection is weakened by the fact, already noted, that in

dividualism is just a special case of the general leadership model in which 
each individual belongs to their own group. But a more vigorous defence can 
be mounted for the approach adopted here. The developmental view of human 
nature found in the social psychology literature - and especially works on ed
ucational psychology - emphasises that in many respects adults are just chil
dren grown older. 'The child is the father of the man,' in other words. Chil
dren need parents and as they grow older and prepare to leave home they find 
role-models elsewhere. This search for moral authority continues throughout 
adult life. For some the search takes a religious dimension; for academics it 
may become a search for abstract truth. But usually there is a human inter-
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mediary who plays a leadership role - the saintly priest, the eminent profes
sor, and so on. 

From this perspective, the essence of human rationality lies not in free
dom from emotion but in our ability to anticipate our emotions and to con
trol them. The exercise of control is directed towards regulating the display of 
emotions, rather than to repressing them altogether. Indeed, persistent repres
sion of the emotions is one of the causes of psychological illness. Civilised 
people may conceal their emotions, sometimes out of politeness, and some
times out of duplicity, but they will still give vent to them in the security of 
the home. Given that people have to control their emotions, they are always 
seeking guidance on how to do so, and this is a service that leaders can pro
vide. 

(2) "Groups don't need leaders. Spontaneous order will emerge in a group 
because it is in everyone's interests for it to do so". This view is closely 
identified with the later writings of Hayek (for example, Hayek 1963). It is 
often asserted to be a method of addressing the problem of unintended conse
quences of human action, particularly in the provision of public goods where 
conventional market processes may be difficult to use. Unfortunately there is 
no formal model that has shown exactly how the emergence of spontaneous 
order occurs, or set out the conditions under which the mechanism will work 
and under which it will not. There are models that have a bearing on the 
problem, such as those of repeated games, or theories of focal points. Those 
who hold the faith that suitable models of this kind will be forthcoming may 
still like to give a provisional endorsement to the leadership approach, how
ever. In critical situations leaders do indeed tend to emerge, and so to this ex
tent the emergence of the leader may be identified with the emergence of 
spontaneous order. 

(3) "It exalts the leader. In practice, leaders tend to be (or to become) cor
rupt". The model only exalts good leaders, though. It provides a criterion by 
which the effectiveness of leaders can be judged in economic terms. It relates 
these to the qualifications that leaders require. It emphasises the need for the 
moral training of the leader. It also emphasises the role of status as a reward 
to encourage good leaders to come forward. In this context it may actually 
suggest a solution to the problems of finding high-quality leaders in contem
porary Western countries in which leaders are typically offered difficult jobs, 
little training and limited rewards. 

(4) "It does anthropology out of a job. It is not politically correct to sub
ordinate one discipline to another in the manner proposed." Unfortunately, 
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though, political correctness is a feature of anthropology and not of eco
nomics. While it is quite valid for anthropologists who use political correct
ness as one of their main criteria of good theory to protest about, it is equally 
valid for economists, on their criteria, to ignore the objection. Moreover, 
there is still room for anthropological inquiry of the speculative and romantic 
kind, in the sense of imagining what it might feel like to belong to a differ
ent society - particularly a strange or exotic one. Economists are not con
cerned with this kind of speculation, except as a source of intuitive ideas for 
extending their formal models. Economics, according to its positivist 
methodology, is concerned purely with the systematic relations between ob
servable variables. It shows how followers respond to their leaders, and how 
these leaders respond to their environment. The question of imaginative em
pathy with the leader and the followers is simply ignored. This leaves un
touched a quite distinct programme of inquiry, which is to speculate on what 
it may feel like to 'be in someone else's shoes'. This is an activity to which 
anthropologists have traditionally been quite attached, and which can be car
ried on in parallel with economic modelling. Anthropologists who do not 
wish to convert to economic modelling can therefore still find plenty to do. 

(5) "It demeans ethics by reducing it to a utilitarian form. It inverts ends 
and means by turning ethics into a means of engineering improved economic 
performance. " 

This is not so. It has already been noted that the utilitarian framework is 
purely formal - 'utility' is simply short-hand for 'that which people max
imise', whatever that happens to be. The philosophical status of the mes
sages disseminated by the leader is not itself a part of the model. The model 
is essentially an exercise in positive economics. The only connection be
tween the philosophical status of the leader's ethical argument and the be
haviour explained by the model lies in the fact that a naive or absurd ethical 
argument would fail to convince the followers. All the model does is to draw 
attention to the obvious fact that moral arguments are widely used to influ
ence other people's behaviour, and to this extent are regularly employed as 
means, even though the arguments themselves clearly refer to ends. 

(6) "There must be a better way than this of integrating anthropological 
insights with economics". Other authors have certainly carried out research 
on related lines. The flexibility of economics means that there are a number 
of different paths along which this type of theory can evolve. There is not an 
unlimited number of such paths, however, because the need to confront com
plexity means that one of a small number of simplifying strategies must be 
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employed. The use of the leader-follower distinction is arguably the strategy 
which comes closest to explaining a wide range of anthropological phenom
ena in simple terms. 

VII. Relevance to the German Historical School 

What has all of this to do with the German Historical School? 
(1) The theory has an intellectual pedigree which includes at least one 

prominent member of the school, namely Max Weber (1947). It also draws 
on insights of Weber which were subsequently developed by Frank Knight 
(1935). Indeed, it is possible to conceive of a tradition of economic thought, 
whose culmination is ethical modelling, which begins with Menger and pro
gresses through Weber and Knight, and then by way of Coase (1937), 
Richardson (1960) and Marschak (1972), to recent work by Akerlof (1982), 
Etzioni (1988), and others. 

(2) The dependence of the leader's optimal strategy on the environment of 
the social group suggests a possible formulation of a theory of cultural 
change. The resulting theory makes it possible to reconsider some of the cen
tral issues addressed by writers of the German Historical School in a rigorous 
and modem way. As exogenous shocks alter the group's environment, culture 
adjusts as a result of the leader's rational response to these shocks. This idea 
can be applied in various ways. As transport costs fall, new opportunities for 
the division of labour increase, and this encourages a shift from "primitive" 
values such as solidarity towards more universalistic values such as telling 
the truth. Falling communication costs also provide an opportunity for dis
seminating moral rhetoric over a wider population, facilitating the spatial 
dispersion of social groups. They also encourage investment in a wider vo
cabulary, which encourages more sophisticated moral justifications. These 
abstract justifications replace the simple rituals which are only practical in a 
compact face-to-face society. 

The questions asked by historical economists about the long term evolu
tion of commercial and industrial society continue to be relevant, even 
though their answers have become hard to understand because of the spirit of 
romantic idealism with which they are expressed. By attempting to answer 
these questions in terms of the rational action approach, which is more 
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widely favoured today, insights can be obtained which may assist the inter
pretation of what these earlier writers had to say. The links between cultural 
change and economic growth are deep and profound. It is difficult for any 
generation of scholars to give a definitive answer to these questions, but it is 
certainly desirable that each generation should reach as good an understanding 
as possible of what previous generations had to say. 
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Paper discussed: 
MARK CASSON: 

Discussion Summary 
BEITINA LOHNERT 

Moral Leadership in Ethical Economics 

The main interest of the discussion lay in the model of leadership Casson 
had presented in his paper. It was criticized as being too optimistic and hav
ing a tendency to be autocratic. 

It was objected that in this model of leadership the problem of free-riding 
was insufficiently addressed. The notion that for most people the reflexion on 
the overall negative effects of free-riding would lead to serious changes in 
their behavior was doubted (FURUBOTN). 

The speaker agreed that the picture he gives is a rather optimistic picture 
that only occationally manifests itself. But nevertheless it is historically im
portant because periods of high-trust cultures and effective leadership can sub
stantially transform the forms of an economy. 

In these models a certain amount of free-riding is tolerable, without with
out giving rise to cheating as a response to cheating. If I am going to be 
cheated only 2% of the time, I will be honest. But if I am going to be cheat
ed 50% of the time, I will cheat first. We have to recognize that leaders must 
contain deviance and make it very clear while there is deviance, that it is only 
a very small minority of people that are involved. 

Leaders who are successful in this, do create a process of wealth growth, 
because a well-functioning high-trust economy will work. When, however, 
either this dynamic fades, consumption growth standards are not realized, or a 
new leader comes to power who has not got the same skills. Then the system 
goes to pieces and it requires another leader to come along and tum the situa
tion around again (CASSON). 

It was expressed that the model of leadership presented tends to trigger 
feelings of egalitarian resentment against authoritarian systems. 



DISCUSSION SUMMARY 

Furthermore the theory implies a kind of moral leadership that is similar 
to that of preachers. The leader presents and communicates moral options. 
The problem is that his behavior modes can be contradictory to this commu
nication. The question was raised what the real mechnism could be that pro
tects the moral guidance function of leadership in modem cultures. In today's 
world not the rainmaker or schamane but an extraordinary complex and plu
ralistic structure is responsible for moral orientation. This complex web does 
only indirectly destill into a kind of guidance function. Can we have a socio
logically realistic account of leadership in a modem, not a primitive society? 
Have the anthropological accounts of leadership translated in a way that it 
begins to resemble structures that might function in modem society? 

In addition, it was suspected that this model of leadership might result 
into a kind of extended utilitarianism or functional rhethoric. The moral lead
er enhances the efficiency of the economy and yet she or he has to have that 
kind of exemplary role that persumably does not ask for consequences. He is 
the Durkheimian functinionist leader who thinks of himself as a Weberian 
"Gesinnungsethiker" (deontologist) (RINGER). 

The speaker agreed that the egalitarian sentiment against his model is 
valid. But he explained that the validity of these fears depend on whether you 
have an elitist leadership class who thinks demeaningly about their followers 
or elected leaders whose followers recognize that the leader's function is to 
perpetuate traditions of the group. In the last case fears about an authoritarian 
leadership could be weakened. 

On the question about the contemporary relevance in advanced societies 
no simple answer can be given. It should be clear, though, that postmodem 
values promulgated through media that say that "everything goes" and there 
is nothing to root yourself in, are not only emotionally and psychologically 
disturbing, but actually are bad for the economy. 

Since the paper has also to convince economists, who are generally utili
tarians, the argumentation of the paper might appear to be guilty of extended 
utilitarianism. The model concentrates on consequences in economic terms 
because they are more readily measurable, but it is obvious that the conse
quences of the model are not only materialistic (CASSON). 

It was asked to clarify the relationship of the moral leader and the political 
leader. To be charismatic does not mean to be ethical. In a pack of wolves the 
leader will be the strongest or the most aggressive one, but not the most eth
ical wolf. Also among robbers the cruelest will be the leader. Even in democ-
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racy the market for leadership is a cynical market. But still people who be
come political leaders gain also undeserved ethical leadership (A VTONOMOV). 

The model exam end cannot solve these problems but it provides at least 
criteria by which one can distinguish between good and bad leadership and 
make observations about improving the supply of leaders. For reasons of 
simplicity leadership has been treated as a lively function but, in fact, leader
ship is an activity performed by an elite, in which there is a division of 
labour among e.g. intellectuals, military, politicians, priests, businessmen, 
intellectuals and priests. Since we acquire our most fundamental values when 
we are young there is hope that it will be the priests and intellectuals have 
the power to influence the values of the next generation (CASSON). 
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Chapter 19 

Theories of History and of Education in 
Germany and France During the 19th Century 

FRI1Z RINGER 

I. Bildung in the German Tradition 
II. The Crisis of German Academic Culture 
III. German Theories of History 
IV. The Educational Revolution in France 
V. French Theories of Education 
VI. French Theories of History 

I normally resist separating intellectual history from the social and insti
tutional history of intellectual life.1 For this brief presentation, however, I 
must reduce my comments on social and intellectual history to one broad 
thesis: Just as the industrial revolution took place at different times and rates 
in the major European countries - with significant historical consequences, so 
too there was something like an educational revolution with a time scale of 
its own. Unlike the industrial revolution, the educational revolution took 
place much earlier in the German states than it did in England and certainly in 
France, and this too had notable consequences. Moreover, the radical trans-

This essay summarizes key arguments more fully developed in: FRITz RINGER: 
Fields of Krwwledge: French Academic Culture in Comparative Perspective, 
1890-1920, Cambridge (Cambridge University Press) 1992. Portions on Ger
many draw upon FRITz RINGER: The Decline of the German Mandarin, Cam
bridge, Ma. (Harvard University Press) 1969, (reissued 1990 by University 
Press of New England); see also the revised German translation, Die Gelehr
ten: Der Niedergang der deutschen Mandarine, Stuttgart (Klett) 1983, which 
of course contains German originals of quotations. 



FRITZ RINGER 

formation of secondary and higher education in the German states during the 
decades around 1800, much like the English industrial revolution, set patterns 
that subsequently recurred, with certain variations, in other European coun
tries, including in France from the 1870s on. One important element in this 
educational revolution was the emergence of the so-called research imperative, 
the institutionalized expectation that university faculty must do original re
search, while also introducing their students to an increasingly codified set of 
research practices. The other crucial component in the educational revolution 
was the establishment of research-based professional qualifications for future 
secondary teachers, as well as for civil servants and clergymen, and the ulti
mate extension of educational prerequisites and entitlements to a whole range 
of other learned professions. 

The importance of this pattern for European social and intellectual history 
should not be underestimated. For in several major countries of the 19th cen
tury, and especially in Germany, advanced education was almost as important 
a source of middle-class social standing as wealth and economic power, and 
this was even more plainly true of middle-class self-images and ideologies. In 
illustration, I now tum to the theories of secondary and higher education that 
emerged in European countries, and especially in Germany and France, during 
the 19th century. As might be expected, these theories resembled each other 
to some degree, as did the pedagogical practices they reflected. Yet the earliest 
and philosophically most ambitious of these theories emerged in Gennany, 
where the educational revolution first occurred during the decades around 
1800, and where the educated middle class soonest attained and longest re
tained a position of social prominence and cultural leadership. 

I. Bildung in the German Tradition 

The 19th-century German theory of Bildung or of 'cultivation' was neither 
univocal nor stable over time. Nevertheless, I want to begin by portraying it 
in an ideal-typically simplified and static form, drawing for this purpose upon 
a key dictionary definition, upon the writings of German university profes
sors, and especially upon the work of such outstanding cultural theorists as 
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Georg Simmel, all sources that date from the late nineteenth and early twen
tieth centuries.2 

First, Bildung in these sources refers to the cultivation or self-develop
ment of a unique individual. Second, the process of Bildung takes place by 
way of an interpretive relationship between a learner and a set of venerated 
texts, typically those of classical antiquity, that are held to embody moral and 
cultural values. In the simplest and ideologically most loaded account of Bil
dung, the relationship of the student to the revered text was conceived as a 
total identification. The reader became one with the author of the text; he was 
thus in a position to reproduce and to internalize the values embodied in the 
text. Learning became a transfer of grace, which morally and socially 'elevat
ed' the reader, conferring upon him the essential quality and status of the cul
tivated man. 

In a more sophisticated version of the theory, the interpretive relationship 
was conceived as an interaction, not as a subjective identification. The stu
dent was imagined actively involved in the interpretive process; perhaps he 
began by positing possible readings, which he then tested empirically, to see 
whether they helped to make sense of the text. In this more complex and in
teresting version of the theory, learning was less a transfer than an awakening 
of grace within the reader, the fulfillment of a potential for cultivation. But 
however it was imagined in detail, learning necessarily meant interpretation, 
and the notion of some kind of empathetic involvement with the text was so 
typical that I like to call this element in the theory of Bildung the principle 
of empathy. 

The other crucial component in the theory that seems deeply significant 
can be called the principle of individuality. For there was virtually universal 
agreement that the self-cultivating learner was absolutely unique, imbued 
with an utterly distinctive, purely individual potential for Bildung. The Ger
man theory of advanced education thus radically diverged from a recurrent 
French view of education as the 'socialization' of the younger generation in 
the light of pre-established socio-cultural norms. Nor was Bildung merely the 
enhancement of a universal capacity for rationality. It was the cultivation of a 
total personality, a theoretically incomparable individuality. Obviously, this 
vision had certain strengths, along with potential problems. On the one hand, 

2 Ibid., pp. 95-97. The dictionary is Der grosse Brockhaus (1928-35); see also 
GEORG SIMMEL: "Der Begriff und die Tragodie der Kultur", in his Philosophis
che Kultur: Gesammelte Essais, Leipzig 1911, esp. p. 248. 
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it could take on a utopian thrust, suggesting that human beings are infinitely 
diverse, and that they can and should transcend their present limitations. On 
the other hand, the idea of self-perfection through Bildung , at least in some 
of its variants, took little account of the social realm, and of human perfec
tion as at least partly a collective enterprise. 

Listening to all this, a traditional historian of ideas might want to raise 
questions about the doctrines that influenced the German theory of Bildung: 
What about the 'impact' of neo-humanism, of Romanticism, and/or of post
Kantian philosophical Idealism? - But I must say that this sort of question 
about intellectual 'influences' does not strike me as particularly fruitful. I am 
tempted to tum the question around, and ask whether the German theory of 
Bildung, as it emerged during those vital decades around 1800, actually 
shaped German Romantic and Idealist doctrines, for example. Or, more cau
tiously and following the French sociologist Pierre Bourdieu, I want suggest 
that the attitudes and aspirations that came to expression in the theory of Bil
dung were simultaneously or even secondarily elaborated in various ways by 
writers we have come to call Romantics or Idealists, typically without being 
able to specify exactly where Romanticism ends and Idealism begins. After 
all, explicit intellectual doctrines may be grounded in shared assumptions that 
are implicit, less than fully conscious, and sustained by changing social rela
tions and cultural practices. 

In any case, even a cursory sketch of the theory of Bildung allows us to 
understand salient aspects of 19th-century German academic culture, including 
the metaphysical depth of the commitment to Bildung. In the language of 
post-Kantian Idealism, the world exists so that, in coming to know it, the 
human mind may realize its potential. Such crucial human institutions as the 
state, too, exist less to pursue the interests of its citizens than to sustain the 
pursuit of individual cultivation and of national culture. This was the vision 
of the Kulturstaat, the cultural state. 

Equally significant was the way in which the principle of individuality af
fected habits of thought in subject areas well beyond its context of origin in 
the theory of Bildung. The commitment to uniqueness and individuality is 
bound to favor what are usually considered Romantic accounts of change as 
the teleological unfolding of preexistent potentialities, rather than the rear
rangement of essentially similar elements, as in physical mechanics. Let me 
quote from a 1923 essay by Ernst Troeltsch, another unusually perceptive an
alyst of the German tradition. Troeltsch placed the "concept of individuality" 
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at the heart of the Gennan Romantic critique of the "mathematical-mechani
cal West European scientific spirit". 

The basic constituents of reality are not similar material and social 
atoms and universallaws ... but differing unique personalities and indi
vidualizing formative forces ... The state and society are not created 
from the individual by way of contract and utilitarian rationality, but 
from suprapersonal spiritual forces which emanate from the most im
portant and creative individuals, the spirit of the people or the reli
gious idea.3 

One begins to see how such views could affect conceptions of history. 
One also begins to grasp why the dominant paradigms of original research 

or Wissenschaft in the German universities from the late 18th century on 
were not shaped by the natural sciences, but by the interpretive disciplines, 
broadly speaking. Hermeneutic models inherited from theology were trans
mitted to philology, and ultimately to history, and the source-critical meth
ods that marked Gennan history as a rigorous inquiry owed much to the clas
sical philologists. The Altertumswissenschaft of Friedrich August Wolf, as 
Anthony LaVopa has reminded us, was an almost incongruous combination 
of exact philological scholarship with an ideological commitment to Greek 
culture as an antidote to narrow occupational ism and spccialization.4 Wolfs 
neo-humanism aimed at an interpretive understanding of Greek texts and of 
their cultural context, not at a study of imperial Rome or of the Latin lan
guage alone. 

3 ERNST TROELTSCH: "Naturrecht und Humanitat in der Weltpolitik" Berlin 
1923. pp. 13-14. cited in: RINGER: Die Gelehrten. p. 95: "gegen den ganzen 
westeuropaischen mathematisch-mechanischen Wissenschaftsgeist." "Nicht 
materielle und sozial gleichartige Atome und universale Naturgesetze. son
dem jeweils verschieden-eigenartige Personlichkeiten und individualisieren
de plastische Krafte liegen der Wirklichkeit zugrunde ... Nicht Vertrag oder 
zweckrationale Konstruktion schaffen von den Individuen her den Staat und 
die Gesellschaft. sondem die von grundlegenden Individuen ausstrahlenden 
uberpersonlichen geistigen Krafte. der Volksgeist oder die religios iistheti
sche Idee." 

4 ANTHONY J. LA VOPA: "Specialists against Specialization: Hellenism as Pro
fessional Ideology in German Classical Studies". in: GEOFFREY COCKS: KON
RAD H. JARAUSCH (Eds.): German Professions. 1800-1950. New York (Oxford 
University Press) 1990. pp. 27-45. 
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Of course it was a long way from the neo-humanist ideals of Wolf and 
others around 1800 to the routinization of predominantly Latin learning in 
the classical Gymnasien of the late 19th century. In Mannheim's terms, in
deed, there was a long-term shift from utopia to ideology. In principle if not 
quite in fact, Bildung around 1800 was universally accessible; it could thus 
signify a utopian alternative to social distinctions based upon birth. But a 
century later, higher education had itself become a socially distinguishing 
privilege, and the cultivated elite was closing ranks against less advantaged 
groups in quest of social mobility through education. 

II. The Crisis of German Academic Culture 

From about 1890 on, moreover, a large majority of German academics 
expressed a sense of crisis and even of pessimism about the future of the edu
cational and cultural traditions they had come to represent. The more numer
ous and conventional among them, those I have called 'orthodox mandarins', 
feared a range of modem developments that posed a threat to their cultural 
leadership, among them political democracy, mass culture, the role of tech
nology, and the advent of the high capitalist class society. 5 Within the educa
tional system itself, pressures for increased rates of access per age group 
could be perceived as serious dangers, and so could the arrival of non-classical 
forms of secondary schooling. Interestingly enough, while a majority of Ger
man academic humanists and social scientists opposed the opening of the 
universities to graduates of non-classical secondary schools around 1900, a 
dominant group among their contemporary French colleagues took the oppo
site position. 

Even more interesting in the present context, however, were the misgiv
ings widely expressed in German academic circles after 1890 about the pros
pects for Bildung itself. Many were deeply troubled by the inroads of special
ization and of so-called 'positivism' upon the more comprehensive aspirations 
initially associated with Bildung . This concern was sometimes expressed in 

5 RINGER: Fields of Knowledge, pp. 102-108 is based in part upon RINGER: De
cline of the German Mandarins; see esp. pp. 23-32, 48-51, 67-79, 109-117, 
126-127, 274-293, for this and what follows. 
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the claim that Wissenschaft no longer engendered Weltanschauung, a total 
and partly evaluative orientation toward the world. A chasm had apparently 
opened between merely specialized or 'technical' knowledge on the one hand, 
and personal knowledge or wisdom on the other.6 

I can touch upon these matters only briefly; but I do have to mention 
them, because they provoked divergent reactions. The orthodox majority of 
German academics, as might be expected, strenuously repudiated any conces
sion to the disruptive forces of the day. Instead, they sought an escape from 
the 'materialism' of the age, and especially of 'the masses', to a new, vaguely 
defined 'idealism'. Some of them ultimately encouraged irrationalist reactions 
against the apparently impoverished norms of science and reason. 

In the meantime, a creative minority I have loosely termed 'modernists' 
undertook a deliberately critical review of their traditions, including that of 
Bildung, in the hope of selectively 'translating' the most vital among them 
into an idiom suited to the changing times. Their labor of 'translation' was of 
course immensely fruitful, though it also provoked much intellectual con
flict. Its results in the work of such men as Georg Simmel, Ernst Troeltsch 
and Max Weber have retained their exemplary force into our own day. I need 
only mention the nco-idealist revival of the Geisteswissenschaften that began 
with the work of Wilhelm Dilthey in the 1880s. The term Geisteswissen
schaften did not come into common use until the later 19th century; it re
ferred to the interpretive study of the human mind in its creations or 'objecti
fications'. The discussions that took place about it can be understood as at
tempts to codify both German theories of education and German theories of 
history. 

III. German Theories of History 

I cannot, of course, develop a systematic account of German theories of 
history in a few paragraphs; but I can try to point up a few connections be
tween the vision of Bildung , and key characteristics of the German historical 

6 RINGER: Fields of Knowledge. pp. 196-206, which draws partly on RINGER: 

Decline of the German Mandarins, pp. 128-134, 144-149. 203-227, 234-
282, 295-309. 
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tradition. There was a time when some American students detected scientistic 
implications in Leopold von Ranke's much-cited injunction to find out 'how 
it actually was' in the past. Even today, Ranke is pictured exclusively inter
ested in politics, and especially in international relations. Yet his theoretical 
essays do not fully sustain this claim. What he mainly recommended there, 
apart from rigorous source-critical methods, was a kind of past-mindedness, a 
moderate variation upon the principle of empathy. He wrote of "placing one
self back into (a given) time, into the mind of a contemporary."7 This atti
tude may be called historicist, and it becomes problematic only when it is 
taken too literally. 

In line with the concept of the Kulturstaat, moreover, Ranke saw states as 
the outward embodiments of "intellectual forces", "moral energies" that could 
be understood only by means of "empathy".8 That is why his history of in
ter-state relations took its significance from the cultural conflicts it presum
ably expressed. Thus Friedrich Meinecke was a legitimate heir of the Ranke
an tradition. It was only the history of society and of 'civilization' in Vol
taire's sense that failed to attract Ranke's attention. 

At the same time, Ranke persistently championed the principle of indi
viduality. He not only believed that great statesmen and great thinkers truly 
stood for, and thus legitimately guided, their nations; he also saw states 
themselves as "individualities" with their own distinctive "tendencies".9 In
deed, he repeatedly insisted upon the discontinuity between "the general" and 
"the particular". "From the particular", he wrote, "you may ascend to the gen
eral; but from general theory there is no way back to the intuitive understand
ing of the particular". 10 What the historian must start from, therefore, is "the 

7 LEOPOLD VON RANKE: Die grossen Miichte, ed. by F. Meinecke, Leipzig 1916, 
p. 22: Versetzt man sich in jene Zeit, in den Sinn eines Mitlebenden zuruck .. . 

8 Ibid., p. 60: Es sind Krafte, und zwar geistige ... schopferische Krafte .. .. 
moralische Energien ... Zu definieren, unter Abstraktion zu bring en sind sie 
nicht; aber anschauen, wahrnehmen kann man sie; ein Mitgefilh1 ihres Da
seins kann man sich erzeugen. 

9 LEOPOLD VON RANKE: Das politische Gespriich und andere Schriften zur Wis
senschaftslehre. Halle 1925, p. 25: Individualitaten (mit) ihnen eigenen Ten
denzen. 

10 Ibid., p. 22: Ohne Sprung ... kann man aus dem Allgemeinen garnicht in das 
Besondere gelangen. Das Real-Geistige, welches in ungeahnter Originalitat 
dir plOtzlich vor den Augen steht, laBt sich von keinem hOheren Prinzip 
ableiten. Aus dem Besonderen kannst du wohl ... zu dem Allgemeinen aufstei-
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unique intellectual and spiritual character of the individual state, its prin
ciple" .11 

Among 19th-century German theorists of history, only Johann Gustav 
Droysen equaled Ranke in authority. Long available to students in lectures 
and manuscript outlines, Droysen's reflections on history reached their final 
printed form in 1882.12 They first explicitly elaborated the contrast between 
explanation and interpretive understanding (Verstehen). Droysen associated 
the latter with intuitive insight, but also with the recovery of past human ac
tions and beliefs from the "traces" they have left in the historian's own time. 
Like Dilthey after him, Droysen distinguished between processes "internal" 
to the human agent from their outward "expressions" .13 The point of histori
cal inquiry, as he conceived it, is our need to orient ourselves in the human, 
"moral world", our finding a meaningful link between past and future. Droy
sen also related individual to transcendental purposes, drawing upon a He
gelian terminology to make the point. Much like Hegel, he insisted that "the 
state is not the sum of the individuals it encompasses; nor does it arise out of 
their wills or exist for the sake of their wills". In line with the neo-idealist 
theory of Bildung , he described history as "humanity's coming to conscious
ness" .14 

gen; aus der allgemeinen Theorie gibt es keinen Weg zur Anschauung des Be
sonderen. 

11 Ibid., p. 19: Als urspriinglich setzest du das eigentiimliche geistige Dasein 
des individuellen Staates, sein Prinzip. 

12 JOHANN GUSTAV DROYSEN: GrundrifJ der Historik, Leipzig 31882. ed. by Peter 
Leyh, Stuttgart (Frommann) 1977, pp. 415-488, esp. pp. 423-424, 464. 

13 Ibid., p. 422: Nur was Menschengeist gestaltet ... hat, die Menschenspur 
leuchtet uns wieder auf.... In jeder AuBerung gibt der Mensch Ausdruck seines 
individuellen Wesens ... Was von solchen Ausdriicken ... uns noch .. , vor
handen ist ... ist uns verstlindlich; p. 423: Die einzelne AuBerung wird ver
standen als eine AuBerung des Innem im RtickschluB auf dies Innere; p. 424: 
Von dem logischen Mechanismus des Verstehens unterscheidet sich der Akt 
des Verstlindnisses. Dieser erfolgt...als unmittelbare Intuition, als tauche 
sich Seele in Seele. 

14 Ibid., pp. 435-336, 441-444. See pp. 435, 442-443 for "sittliche Welt", 
"Zweck", "Zweck der Zwecke", and Hegel; p. 44: Der Staat ist nicht die Sum
me der Individuen, die er umfaBt, noch entsteht er aus deren Willen, noch ist 
er urn deren Willen da; p. 444: Die Geschichte ist das BewuBtwcrden und Be
wuBtsein der Menschheit tiber sich selbst. 
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Some of Droysen's views were developed in opposition to H. T. Buckle's 
two-volume History of Civilization in England (1858-61), which sought to 
transform history in the image of the natural sciences.15 Droysen sharply 
criticized this project, partly because it left no room for human agency and 
free will. He believed that history alone could overcome the growing es
trangement between the exact and the "speculative" disciplines. But his main 
argument had to do with the divide between the scientist's search for regulari
ties and the historian's predominant concern with the interpretive understand
ing of the unique and particular. 

The natural sciences ... see only the same and the unchanging in the 
transformations they observe ... In the individual being, they see and 
seek no more than either a class concept or a mediator of chemical 
change .... They have neither room nor a term for the concept of pur
pose. 16 

These formulations begin to suggest how the issue of 'positivism' posed 
itself to German historians during the late 19th century. 

There is little evidence that rigorously positivist theories played much of 
a role in 19th-century German academic thought, at least outside the natural 
sciences. Followers of Auguste Comte and self-confessed positivists were 
rare indeed, and they were more likely to be found at the margins than at the 
center of the academic system. Between about 1840 and 1880, to be sure, the 
decline of philosophical Idealism and the routinization of specialized research 
may have encouraged an unreflected scientism. Perhaps too, the successes of 
experimental psychology and psycho-physics suggested reductionist strategies 
of a certain type, which apparently affected physical anthropology as well.!7 

15 Ibid., pp. 451-469, esp. pp. 461-466, 468. 
16 Ibid., p. 467: Die naturwissenschaftliche Betrachtungsweise ... sieht in den 

Veranderungen, die sie beobachtet...nur das im Wechsel Gleiche und Bleiben
de ... In dem individuellen Sein sieht und sucht sie nur entweder den Gattungs
begriff oder den Vermittler des Stoffwechsels. 

17 WOODRUFF D. SMITH: Politics and the Sciences of Culture in Germany, 1840-
1920, Oxford (Oxford University Press) 1991 is useful on its particular sub
ject. Unfortunately, Smith makes a tiny fragment of the German intellectual 
community stand for the whole. Among the handful of individuals he covers 
are Riehl (a positivist?), Virchow (a scientist, and an unusual one), the geog
rapher Ratzel, the physical anthropologist Bastian, such scientistic popular
izers as Haeckel and Ostwald, and the psychologist Wundt, whose position 
was at least ambivalent. 
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Still, for the vast majority of German academic humanists, and certainly for 
the historians, 'positivism' was a vaguely defined heresy, not a methodologi
cal option one might seriously consider. 

Against this background, we can begin to understand the virulent debate 
that arose over Karl Lamprecht's "cultural history" during the 1890s.18 In 
fact, that debate in turn has caused contemporary historians to wonder 
whether German historians of the late 19th century were significantly more 
reluctant than their French colleagues to move from political and intellectual 
to social history. Christian Simon has recently raised this question, along 
with related issues, in interesting new ways. He has observed that both 
French and German historians of that era practiced a monographic history 
with a mainly political emphasis, while voluntarily helping to legitimate the 
regimes they looked to for material and moral support. But after all, the two 
political regimes involved were far from similar. Most German historians af
ter 1871 considered the bureaucratic monarchy a legitimate embodiment of 
the cultural state; they distrusted the Socialists, and even parliamentary 
democracy itself. French historians were more divided among themselves; but 
those who became dominant at the Ecole Normale and the "New Sorbonne" 
from the late 1870s on were committed republicans, and capable of sympathy 
with moderate Socialism. Above all, they believed in the 'principles of 
1789', considered France a nation of citizens, and could therefore see the so
cial interests of ordinary Frenchmen driving the history of politics. Georg Ig
gers has cited a wealth of new works in social history that appeared in France 
during the decades around the turn of the century. In Germany, the traditions 
of the cameralist Staatswissenschaften and of the historical school of eco
nomics might enable a Gustav Schmoller or an Otto Hintze to perceive eco
nomic and social conditions as pertinent to politics, but more as conditions 
of statecraft than as sources of historical change in their own right. 19 

18 New and detailed on Lamprecht and the controversy is ROGER CHICKERING: 
Karl Lamprecht: A German Academic Life, 1856-1915, Atlantic Highlands, 
NJ (Humanities Press) 1993. See also RINGER: Decline of the Mandarins, pp. 
142-151, 302-304, 316-334. 

19 See initially: GERHARD OESTREICH: "Die Fachhistorie und die Anfiinge der 
sozialgeschichtlichen Forschung in Deutschland", Historische Zeitschrift, 
208 (1969), pp. 320-363. More recently, comparatively and comprehensive
ly: CHRISTIAN SIMON: Staat und Geschichtswissenschaft in Deutschland und 
Frankreich 1871-1914, Bern (Lang) 1988, and my review of the book in 
History and Theory, XX (1990), pp. 95-106; GEORG IGGERS: "Geschichtswis-
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Above all, it is hard to imagine French historians reacting to Lamprecht 
with anything like the passionate hostility he aroused among his German 
colleagues. The fiercest attacks upon him typically raised the specter of 'ma
terialism'. Nevertheless, the main objections he provoked were in fact 
methodological or theoretical. Startlingly careless in his handling of sources, 
Lamprecht also espoused a simplistic scheme of socio-psychological 'laws' 
and stages of development. He thus drew fire not only as a dilettante, but as a 
'positivist' as well. He gave insufficient attention to the interpretive models 
that helped to define the German historical tradition, and especially to the 
principle of individuality. In 1894 and 1902, that principle was forcefully re
stated and more fully developed by Wilhelm Windelband and Heinrich Rickert 
in the antithesis between the "nomothetic" abstractions of the natural sci
ences and the "idiographic" representation of the particular in the historical 
and cultural studies.20 Unfortunately, I cannot here analyse this extraordinary 
and yet deeply characteristic product of the German educational and historical 
tradition. 

IV. The Educational Revolution in France 

Turning to France, I again have to start from the briefly stated thesis that 
an educational revolution of the type I have described took place there only 
late in the 19th century. The main changes occurred between the late 1870s 
and the tum of the century. Chiefly affected by the introduction of regular re
search requirements were the faculties of letters, including what came to be 
called the New Sorbonne. Along with the transformation of higher education, 
the newly confirmed Republic carried out a substantial reorganization of the 
public secondary schools. It ultimately chose to admit the graduates of non
classical secondary programs to the university faculties, while also reducing 

senschaft in Deutschland und Frankreich 1830 bis 1918 und die Rolle der So
zialgeschichte", in: JORGEN KOCKA, UTE FREVERT (Eds.): Bii.rgertum im 19. 
lahrhundert: Deutschland im europiiischen Vergleich, vol. 3, Munich (dtv) 
1988, pp. 175-199. See also RINGER: Fields of Knowledge, pp. 258-264. 

20 WILHELM WINDELBAND: "Geschichte und Naturwissenschaft", Priiludien, Ttl
bingen 1924, vol. II, pp. 136-160; HEINRICH RICKERT: Die Grenzen der natur
wissenschaftlichen Begriffsbildung, Ttibingen 1902. 
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the curricular barriers between the several branches of the secondary system. 
The simultaneous reforms of the secondary schools and university faculties 
were widely perceived as related elements in a socially progressive initiative 
that would cement an alliance between 'science', 'democracy', and an emphati
cally 'laic' Republic.21 

During the public debates that led up to the reform of the secondary cur
riculum, a parliamentary commission chaired by Alexandre Ribot asked 
French academics and experts to testify publicly on the alternatives con
fronting the French educational system. Treating the witnesses before this 
commission as a 'sample' of French academic opinion on educational reform, 
I divided them into two groups. A cluster of traditionalists proposed to re
strict university access to graduates of the classical secondary stream; a group 
of reformists took the opposite position. The traditionalists, I found, were 
almost all members of the French Academy or 'Institute'; a good number of 
them also taught at the institutionally conservative professional faculties or 
at certain elite grandes ecoles. The reformists were typically younger than the 
traditionalists; they came predominantly from the faculties of letters and of 
sciences, including the Sorbonne, and they consistently favored the institu
tionalization of research in higher education, along with the reform of the 
secondary curriculum.22 

V. French Theories of Education 

The traditionalists before the Ribot Commission referred a great deal to 
the ideal of culture generale, the opposite of specialized training and the near
est French equivalent to the German Bildung. They claimed that only the 
classical languages, mainly Latin, offered a truly general education; but their 
conception of culture genera Ie was largely instrumental in character. As if to 

recall the original agricultural connotation of culture as the cultivation of the 
soil, they wrote in muscular terms of 'une Jorte culture de ['esprit', a rigorous 

21 RINGER: Fields of Knowledge, pp. 114-127. 
22 France, Chambre des Deputes, Session de 1899, Commission de I'Enseigne

ment (pres. Ribot), Enquete sur l'enseignemen/ secondaire: Proces verbaux 
des depoitions, vols I-II, Paris 1899; RINGER: Fields of Knowledge, pp. 141, 
160. 
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training of the mind, or of Latin as 'intellectual gymnastics'. They also put 
much emphasis upon the formal perfections of the classical texts, their ex
emplary clarity, literary beauty and rhetorical force. When they addressed the 
contents of the ancient Roman literary works at all, they stressed their peda
gogical uses. Such primordial human virtues as love of family and fatherland, 
they argued, were presented by the Roman authors in ways that were both 
timeless and particularly accessible to young Frenchmen. After all, Rome 
was the mother of France's characteristically Latin civilization.23 

It would be hard to overstate the difference between this late 19th-century 
French version of classical pedagogy and the thought of a Friedrich August 
Wolf. To begin with, the German neo-humanists of the early 19th century 
identified almost polemically with Greece, not with Rome. Moreover, they 
idealized a whole culture, not just a language. That is how they came to prac
tice Altertumswissenschaft, not Greek classical philology alone, and certainly 
not just a species of literary or rhetorical emulation. Above all, they sought 
an interpretive understanding of the classical sources that necessarily implied 
an awareness of the distance between the ancient authors and the contempo
rary readers. Even the identificationist model of interpretation at its most 
mysterious and problematic did not as radically suppress that distance as the 
French traditionalists' simultaneous recourse to the myth of timelessness and 
the ideology of 'Latinity'. How could a tradition of rigorous philological and 
historical scholarship possibly have grown from such weak roots? 

In any case, the French educational reformists found it easy to demolish 
the case made by their opponents. They insisted that minds could only be 
trained in the serious study of a subject matter. They were merciless in their 
attacks upon the 'formalism' of the traditional pedagogy, its 'merely literary' 
or 'rhetorical' character. Again and again, they called for a new emphasis upon 
'positive knowledge' (connaissances positives). Not that many of them were 
followers or even careful readers of Auguste Comte; Comte's influence was 
neither as great nor as clear in its implications, even in France, as some his
torians seem to believe. To our French educational reformists, at any rate, 
connaissances positives were defined primarily in opposition to 'formal' or 
apriori reasoning on the one hand, and to merely 'literary' or 'rhetorical' habits 
of thought on the other.24 

23 Ibid., pp. 141-160. 
24 Ibid., pp. 160-176, 225-237 for this and what follows. 
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Of course the prestige of the natural sciences had grown considerably dur
ing the interval between the German and the French educational revolution. 
The most determined French reformists liked to associate the traditional liter
ary education with the courtly or gentlemanly tradition of the honnete 
homme, with the Old Regime, and of course with the Jesuits. To a moralist 
of Emile Durkheim's convictions, the whole idea of the cultivated individual 
as a work of art was downright shocking in any case. In the eyes of the re
formists, the new society was not only democratic; it also depended upon a 
complex division of labor. Like scientific progress itself, it required special
ization, cooperation, and a sense of obligation to the group. Specialized re
search was much celebrated at the New Sorbonne precisely at a time when it 
aroused profound misgivings in the German academic community. In any 
case, Durkheim and others were able to detect an interdependence between sci
ence, democracy and civic solidarity. And an education in 'positive knowl
edge' struck them as better suited to the new symbiosis than the literary for
malism of the old culture generale.25 

VI. French Theories of History 

Among the most determined critics of the inherited literary education and 
the firmest champions of the new research ethos were a cluster of historians, 
some of them already well known and others on the way to distinguished 
reputations. The historians included Alphonse Aulard, Ernest Lavisse and 
Charles Seignobos, and they had strong support from the famous literary his
torian Gustave Lanson and the young Germanist Charles Andler. Together, 
this group perfectly exemplified what came to be called the 'spirit of the New 
Sorbonne'. One of their contributions to the reformist argument was the his
toricist tactic of associating the traditional education with outdated social and 
political conditions. Perhaps they knew, too, that if the classicists lost their 
hold upon the secondary curriculum, the historians would figure prominently 
among their heirs. But they were also singularly well equipped to expose the 
weaknesses in the traditionalists' case. 

25 For Durkheim on education, see Ibid., pp. 282-299; for Gustave Lanson on 
science, democracy and solidarity, pp. 183-186. 
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Here, for example, is a particularly effective passage by Ernest Lavisse. 

Why (during my secondary schooling) was I never told that the spirit 
of a people is expressed by (its language) ... and that its manner of 
thinking determines its way of acting ... A misuse was made to our 
detriment of the superficial and incomplete truth that man is the same 
in all times and places. We were not helped ... to imagine the persons 
and things of former times ... Even less ... were the civilizations ex
plained to us, of which the works of art are representative monuments. 

In history courses, Lavisse complained, "assorted facts" were presented; 
but there was no sense of "the transformation in the way of life, nor of the 
stages in the march of humanity toward us".26 

Lavisse's critical standard, obviously, was that of the contextual histori
cist; yet he felt no unease about the relativist conundrum of Historismus that 
so greatly concerned German historians of the early 20th century. Perhaps the 
Germans suffered from an overly literal sense of having to 'put themselves in 
the place of other persons and times. Lavisse's cheerful remark about human
ity's "march toward us" may seem naive and presumptuous by comparison. 
But perhaps it merely signals the inescapable need to begin a historical inter
pretation in the language - and from the standpoint - of the present. 

Even more interesting, in the context of our discussion, is Lavisse's firm 
sense of the distance that separates us from the classical sources; this was the 
salient point of his attack upon the traditionalists' recourse to 'timelessness', 
'primordial' sentiments, and the genetic identity of 'Latin civilization'. La
vi sse simply insisted upon the difference between the world of antiquity and 
that of modem France; but he did not construe this difference as a hermeneu
tic or purely philological one. For his emphasis was not upon the distance 
between the classical author and the modem reader as individuals, nor upon 
the dissimilarity between their languages alone. Instead, he moved immedi
ately to the two divergent ways of thinking and of acting, and to the histori
cal transformations that have altered whole "civilizations". He asserted not 
only that texts must be rescued from the false immediacy of the 'eternal', but 
also that they become truly interesting only as "representative monuments" 
of a "way of life". He wanted students to imagine the "words and things" of 

26 Ibid., pp. 177-189, esp. pp. 177-178, 187-188 for the historians' argu
ments. The passage from Lavisse, cited on pp. 177-178, is taken from ER
NEST LAVISSE: "Souvenirs d'une education manquee", in: E. LA VISSE ET AL.: 
£'Education de La dernocratie, Paris 1903, pp. 3-4, 10, and esp. pp. 5-8. 
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the past; his emphasis was on patterns of practice, and on something like 
mentalities, rather than on the psychological individual. 

A brief paragraph by the literary historian Gustave Lanson makes the 
same general point. 

No longer concerned to transmit the 'immutable precepts of good 
taste', we shall (offer) our pupils an understanding of the life of antiq
uity; there they will surely (learn to) love the ... art that. .. the civiliza
tions of the Greeks and Romans created in order to express them
selves. In the moral, political and social ideas of the ancients too, we 
can only show our pupils ideas relative to certain states of mind and to 
certain conditions of existence.27 

Again, there is the move from the literary text to the "life of antiquity", 
the arts as "expressions" of "civilizations", and "ideas" rooted not only in 
"states of mind", but also in "conditions of existence". More could be said 
about how the concept of 'civilization' became as dominant in France from 
the 18th century on as the term 'culture' did in Germany. Certainly 'civiliza
tion' in France always encompassed institutions and practices, along with 
values and ideas. Even before Ranke looked to politics and to culture, one 
could say, Montesquieu and Voltaire looked to society and to 'civilization'. 
Tocqueville might be called a social or structural historian of politics, and 
Hippolyte Taine a scientistic environmentalist as well as social historian. 
But I do not want to make too much of long-term 'antecedents'. Instead, I in
tend an essentially synchronic analysis of French academic theories of history 
as of the educational revolution of the late 19th century. 

One way to complete that project is briefly to consider the most famous 
French handbook of historical method written at that time, which can also be 
compared with Droysen's somewhat earlier reflections on the same subject. In 
1898, Charles-Victor Langlois and Charles Seignobos published their Intro
duction to Historical Studies.28 While Langlois concentrated on the auxiliary 
sciences, Seignobos dealt with the internal criticism of the sources and the 
construction of historical accounts. Seignobos has often been called a 'posi-

27 RINGER: Fields of Knowledge, p. 188 cites GUSTAVE LANSON: L'Universite et 
la societe moderne, Paris 1902, pp. 118-120. 

28 CHARLES-VICTOR LANGLOIS, CHARLES SEIGNOBOS: Introduction aux etudes his
toriques, Paris 1898; CHARLES SEIGNOBOS: La methode historique appliquee 
aux sciences sociales, Paris 1901; RINGER: Fields of Knowledge, pp. 265-276 
for this and what follows. 
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tivist'; but this label is open to question. While trying to distinguish history 
from Durkheimian sociology, for example, Seignobos insisted that historical 
change is not produced by "abstract laws", but by causes that are necessary 
(not sufficient) conditions, and that immediately precede their effects. Indeed, 
according to Seignobos, these causes can be "chance" concurrences, "acci
dents", and even such "small facts" as the shape of Cleopatra's nose. These 
adventurous suggestions provoked a fiercely dismissive response from Fran
cois Simiand, a Durkheimian reader of John Stuart Mill, and a truly system
atic positivist.29 

In another context, Seignobos clearly acknowledged that historians are in
terested only in those among the "facts" that have had significant conse
quences; it is therefore mainly a certain indifference to the problems of inter
pretation, an indifference he shared with Durkheim, that may legitimate his 
being termed a 'positivist'. The historian's task, he argued, is the recovery of 
historical "facts" from what traces they have left in the documents. While he 
certainly recommended a rigorously critical approach to the surviving reports 
of former actions and events, he apparently saw reports about beliefs as more 
immediately accessible - and thus unproblematic - than reports about other 
kinds of "facts". Here the absence of an interpretive tradition in France cer
tainly set Seignobos apart from Droysen. 

In compensation, Seignobos benefitted in important ways from the 
French educational reformists' commitment to the integral study of 'civiliza
tions'. Some of the founders and disciples of the so-called Annales school in 
20th-century French historiography have tended to portray Seignobos as an 
incurably old-fashioned narrative historian of 'kings and battles'. Perhaps his 
practice partly or wholly justifies this characterization. But if one actually 
reads his handbook of 1898, one can find things in it that could have been 
put there by a 20th-century social historian, perhaps even an Annaliste. Thus 
to help historians draw together their findings in a general model of a society, 
he sketched the following scheme. 

L Material conditions 
1. Population: (physical) anthropology, demography; 
2. General material environment: natural environment (geography), artifi

cial environment (agriculture, buildings, means of transport, etc.) 

29 Ibid., pp. 278-282, including on FRANCOIS SIMIAND: "Methode historique et 
science sociale," Revue de synlhese historique, 6 (1903), pp. 1-22, 129-157. 
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II. Intellectual conditions 
(subheadings omitted by FR) 

III. Voluntary material customs 
1. Practices of material life (food, clothing, finery , hygiene); 
2. Practices of private life (daily schedules, ceremonies, entertainments, 

travel); 
3. Economic practices, production (agriculture, mining, industry), trans

portation, exchange, appropriation, transfers and contracts. 
IV. Social institutions 

1. Property arrangements and inheritance; 
2. The family; 
3. Education; 
4. Social classes. 

V. Public institutions 
1. Recruitment and organization of government personnel ... official regu

lations of government, actual procedure of government operations; 
2. (As in the preceding, except for church government); 
3. Organization, recruitment, regulations and practices of local 

authorities. 
VI. Relations among sovereign social groups 

1. Organization of the personnel in charge of international relations; 
2. Conventions, regulations, and common customs making up intematio

nallaw, officially and in reality.3D 
Under the heading of geography, I should explain, Seignobos included the 

climate and soil conditions, and he was influenced by the 'human geography' 
of Vidal de la Blanche as well. Beyond that, he came back again and again to 
"typical" or repeated patterns of behavior, to customs, common practices, and 
"habits", including "intellectual habits". Thus he could really be considered a 
precursor of a French conception of history that is still with us, and so could 
some of his colleagues among the French reformist historians of 'civiliza
tion'. 

30 LANGLOIS, SEIGNOBOS: Introduction, pp. 138-140. 
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Chapter 20 

A Philosophy of the Historical School: 
Erich Rothacker's Theory of the 

Geisteswissenschaften (Human Sciences) 

PETER KOSLOWSKI 

I. What Is the Historical School? 
II. Particularism Versus Universalism 
III. What Are the Geisteswissenschaften (Human Sciences)? 
IV. Rothacker's Historism and Present Postmodernism 
V. Critique and Conclusion 

Erich Rothacker has developed, at the end of the Historical School of the 
Social Sciences and the Human Sciences (Geisteswissenschaften), the phi
losophy of the Historical School. In his theory of the human sciences as well 
as in his philosophy of history he tries to give an answer to the question 
what the essence of the Historical School is and how its philosophy and 
basic presuppositions distinguish it from other approaches to the social and 
human sciences. 

Erich Rothacker was born in 1888. He recieved his doctorate at the Uni
versity of Tiibingen in 1912 and his habilitation at the University of Heidel
berg in 1920 where he became Associate Professor in 1924. From 1928 to 
1954 he was Professor of Philosophy at the University of Bonn. Rothacker 
died in 1965. 

In his work Rothacker was strongly influenced by Wilhelm Dilthey. Fol
lowing Dilthey's programme of a "critique of the historical and social sci
ences", Rothacker tried to further clarify the philosophical presuppositions of 
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the Historical School. In some sense, Rothacker's work forms the end and 
fulfilment of the Historical School.l 

I. What Is the Historical School? 

Rothacker gave the following definition of what the Historical School is: 
"The Historical School is a homogeneous although very differentiated mass 
of thought that developed from Herder to Dilthey through different stages, 
stands in certain, however not yet explained, relationships with the early and 
late Romantics with which also Goethe in some of the essential and seldom 
noticed aspects of his individuality associates himself and by which in many 
respects even Nietzsche is influenced."2 

1 Rothacker's major works are Logik unil Systematik der Geisteswissenschaf
ten (Logic and Systematics of the Human Sciences), 1926, 2nd ed. 1970; 
Einleitung in die Geisteswissenschaften (Introduction to the Human Sci
ences), 2nd ed. 1930; Geschichtsphilosophie (Philosophy of History), 
1934; Geschichte der Personlichkeit (The History of Personality), 1938, 4th 
ed. 1965; Prob/erne der Kulturanthropologie (Problems of Cultural Anthro
pology), 1942, 2nd ed. 1948; Philosophische Anthropologie (Philosophical 
Anthropology), 1964, 2nd ed. 1960. 
For the literature on Rothacker cf. H.-W. NAU: Die systematische Struktur 
von Erich Rothackers Kulturbegriff, Bonn (Bouvier) 1968. - W. PERPEET: 
Erich Rothacker. Philosophie des Geistes aus dem Geist der Deutschen Histo
rischen Schule, Bonn (Bouvier) 1968. - O. POGGELER: .. Rothackers Begriff der 
Geisteswissenschaften", in: H. LOTZELER (Ed.): Kulturwissenschaften. Festga
be fo.r W. Perpeet zum 65. Geburtstag, Bonn (Bouvier) 1980, pp. 306-353. 

2 E. ROTHACKER: Einleitung in die Geisteswissenschaften (Introduction to the 
Human Sciences), Tubingen (I.C.B. Mohr [Paul Siebeck]) 2nd ed. 1930, p. 
VI: ,,(Die) Historische Schule (ist) eine einheitliche, wenn auch vielfach dif
ferenzierte Gedankenmasse, die sich von Herder bis Dilthey in verschiedenen 
Stufen entfaltet, die nicht allein in bestimmten ubrigens ungeklarten Bezie
hungen zu FrUh- und SplHromantik steht, der auch Goethe mit wesentlichen 
und sellen beachteten Seiten seines Wesens sich eingliedert, von der in vie
len Beziehungen noch Nietzsche gespeist ist." (All translations from Rot
hacker in this paper are by P.K.) 
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For Rothacker, the Historical School is the body of thought in philoso
phy, literature, and the social sciences in Germany that arose about 1750 and 
forms the dominant cultural achievement of Germany. 

"The flourishing of our Geisteswissenschaften (human sciences) has to be 
understood as an element of equal worth and of own standing in the trium
virat besides our classical and romantic literature and besides the idealist phi
losophy, as third element of the ,German movement' ."3 

Thus it is the Historical School of the Social and Human Sciences, the 
classical and romantic German literature and the idealist philosophy, particu
larly Hegel, that form, according to Rothacker, the German contribution to 
the European culture. The Geisteswissenschaften to which also the social sci
ences and economics belong form the third part besides the classical literature 
and the idealist philosophy in a coherent whole of German culture. Although 
Rothacker admits that the Historical School is not the only school of the 
Geisteswissenschaften in Germany he maintains that it is its main stream. 
Rothacker sees an intensive interchange between the human sciences and the 
idealist philosophy of the spirit. 

It is the task of the human sciences, of the Geisteswissenschaften, to "de
velop explicitly the implicit and hidden philosophy of the spirit of the 
Historical School and to further by its own intellectual power the theoretical 
philosophy of the spirit."4 Rothacker makes clear that this interchange goes 
both ways, from the human sciences to the theoretical philosophy of the 
spirit and from the idealist philosophy of the spirit to the differentiated disci
plines of the human sciences. He makes also clear that, for him, the human 
sciences are not only specialized disciplines but aim at the same time at a 
unified theory of the spirit. Thus, the human sciences are not only scientific 
disciplines defined by a certain material object, but they are also determined 
by a shared philosophical conception of "the spirit", of Geist, and they have 
and ought to have repercussions on the philosophy of the spirit. Rothacker 
sets himself the task to clarify the foundations of this philosophy and of the 

3 Ibid.: "Die Bliite unserer Geisteswissenschaften (ware) als selbstandiges 
ebenbiirtiges Glied eines Triumvirats neben unserer klassischen und romanti
schen Dichtung und der idealistischen Philosophie der ,Deutschen Bewegung' 
einzuordnen. " 

4 Ibid., p. XVI: "Explicite die impJicite und heimliche Geistphilosophie der 
Historischen Schule zu entwickeln und aus ihrer Kraft heraus die theoretische 
Philo sophie des Geistes zu befruchten." 
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differentiated human sciences. He aims at developing that shape of the phi
losophy of the spirit that is required by a scientific age. 

For the tradition of the Historical School from Dilthey to Rothacker and 
others like Eduard Spranger, it is not the material object only that defines the 
human sciences. It is also their relationship to and their impact for the phi
losophy of the spirit in the Hegelian sense. 

What is therefore the characteristic trait of the relationship of the human 
sciences to the spirit and what is the character of the spirit in the Hegelian 
philosophical tradition? The common trait of both is the fact of historicity, 
the fact that the spirit in its absolute form, even the absolute spirit or God, is 
historical and has a fate, is not unalterable and constant: 

"The Historical School alone has made clear, in competition and in inter
action with the idealist systems and in insurmountable deepness, that the 
spirit as such has a fate and what that implies for humankind and the shaping 
of its life and actions."s 

The Historical School is founded on the assumption of a metaphysical 
historicity of being or on the metaphysics of historicity. It is this particular 
trait that distinguishes it from other philosophies and concepts of the human 
sciences like those of scholasticism or positivism. These other metaphysical 
systems do not deny history but they maintain - and that marks their differ
ence from historism - that the categories of thinking and the laws of reality 
as well as the last principles of reality are not historical and changing but 
constant. In contrast, the Historical School and its philosophy of spirit as
sumes that even the absolute has a history and that all being is subject to 
historicity and therefore subjected to historical change. This metaphysical 
historicity of being assumed by the Historical School is what it shares with 
the Hegelian philosophy in which also the absolute is thought to have a his
tory of fate, or, as the Hegelian Rosenkranz stated it, even the absolute or 
God has a "curriculum vitae". 

The Historical School diverges from Hegel, however, in its emphasis on 
the particular. The human sciences in the tradition of the Historical School 
put far more emphasis on the particular and raise the particular to a much 
higher ontological status than the particular is thought to have in Hegel's 
philosophy. The Historical School defends a relativism and particularism of 

5 Ibid., p. 18: "Die Historische Schule allein (hat) im Wettbewerb und in Wech
selwirkung mit den idealistischen Systemen aber in unilbertrefflicher Tiefe 
erkannt, daB der Geist als solcher ein Schicksal hat und was das fUr den Men
schen und die Gestaltung seines Lebens und Tuns bedeutet". 
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cultures, institutions and styles that is not only derived from their historicity 
but also from the fact that they are individuations of equal worth, individua
tions of the spirit of the time and of the space in which they develop, of the 
Zeitgeist and genius loci, and of the spirit of a people that realizes them, of 
the Volksgeist. 

Hegel although being the father of the Geistphilosophie, the philosophy 
of spirit of the Historical School, has not affirmed a metaphysical value to 
the particular, to the particular in the historical development of small cul
tures. He rather assumes that the development of world history passes over 
the particular and the particularities of small cultures and peoples. For Hegel, 
the particularist forms of cultures are just a means to be overcome in the de
velopment of the absolute spirit. It is therefore important to note that the 
human sciences or Geisteswissenschaften do not only explicate Hegel's phi
losophy of spirit but develop it further and transcend it in an important re
spect. They transcend it by the new and specific value they give to the partic
ular. 

II. Particularism Versus Universalism 

The historicist attitude and the frame of mind of historism means concrete 
and not abstract reason, concrete substantiality and not general substance for 
Rothacker. The binomial concepts characteristic for the historicist ontology 
are not historism-naturalism, but historism-universalism.6 The historicist 
ontology which lies at the foundations of the Historical School emphasizes 
the particular and the historically unique. The relativism linked to it is, by its 
nature and origin, not a sceptical, but a pluralistic one.? Historism has an af
fect for the particular, and the result of this affect for the particular is a plural
ism of concrete substantialities, not the monism of the universal and univer
sally valid. Its pluralism follows Leopold Ranke's postulate that not that so
ciety yields the greatest pleasure and development of the individuals where 

6 E. ROTHACKER: Logik und Systematik der Geisteswissenschaften (Logic and 
Systematics of the Human Sciences), Bonn (Bouvier) 2nd ed. 1947 (lst ed. 
1926), p. 164. 

7 Ibid., p. 148. 
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only one speaks up and dominates the discourse ("wo nur einer das groj3e 
Wort Jahrt"). 

The pluralism of historism does not deny the criteria of correctness and 
valuableness but affirms them. Its relativism is not a nihilistic relativism 
that denies that there are criteria of correctness and valuableness. It has, by no 
means, a destroying tendency. Its pluralism rather stems from the acknowl
edgment of the fact that all conceptual synthesis is codetermined by the will 
and, therefore, dogmatic. The main forms of culture and the departments of 
culture like the economy, law, religion, and art are dogmatic inasmuch that 
they select one out of many possibilities by the will. They are also dogmatic 
since the provinces of cultures in them follow a common style. Since these 
provinces follow the same premises and a shared weltanschauung this com
mon style of a culture can be found in all their provinces.8 Rothacker em
phasizes that by the fact that the unity of a culture is intended by the will and 
therefore influenced by the will to unity, it is always shaped by an element of 
a dogmatic form or a form founded in the will to cultural validity and dog
matic definition. 

It is this dogmatic form originating in a will to the unifying form that 
unites the provinces of a culture and subjects them at the same to the spirit 
of a historical epoch: "The Historical School has first of all made a very 
simple statement: It has recognized that the specific cultural actions of hu
man beings are intertwined with each other, but also with a consistent charac
teristic of the people and the spirit of the time".9 Rothacker writes this in his 
contribution to the Schmoller-Festschrift at the occasion of Schmoller's one 
hundred's birthday in 1938. Historicity, therefore, does not only imply sub-

8 Cf. E. ROTHACKER: Die dogmatische Denkform in den Geisteswissenschaften 
und das Problem des Historismus (The Dogmatic Form of Thinking in the 
Human Sciences and the Problem of Historism), Wiesbaden (F. Steiner) 1954 
(= Abhandlungen der Geistes- und Sozialwissenschaftlichen Klasse der 
Mainzer Akademie der Wissenschaften und der Literatur, Nr. 6). 

9 E. ROTHACKER: "Historismus", in: A. SPIETHOFF (Ed.): Gustav von Schmoller 
und die deutsche geschichtliche Volkswirtschaftslehre. Dem Andenken an Gu
stav von Schmoller, Festgabe zur hundertsten Wiederkehr seines Geburtsta
ges 24. Juni 1938, Berlin (Duncker & Humblot) 1938, p. 5: "Die historische 
Schule hat zunlichst einmal eine sehr schlichte Feststellung gemacht: Sie er
kannte, daB die besonderen Kulturtlitigkeiten des Menschen jeweils unterein
ander. dann aber im ganzen jeweils mit der relativ bleibenden Eigenart des 
Volksgeistes oder Zeitgeistes ihres Tragers verflochten werden konnen." 
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jection to time but also subjection of a culture to the common spirit of a 
time and of a people. Historicity means that individuation is not only derived 
from the singular position of a culture in space and time but also from its 
singular relationship to the spirit of a time and a people. 

"The Historical School is a ,historical' school and has a relationship to 
history for philosophical purposes since the idea of individuation became the 
highest problem for it."l0 Since individuation is not only caused by singu
larity in space and time, but also by the singular relationship to the spirit of 
a time and space, the idea of individuation is for historism not only a matter 
of fact but also a normative task that has to be realized: the individual rela
tionship of a culture to the spirit of the time and people in which it is indi
viduated is a telos to be realized, not a fact that is automatically realized by 
historical time. Not only the individuation of human individuals, but also the 
individuation of the "intermediate powers", of the Volksgeist (the spirit of 
the different peoples), and of the different historical periods, the Zeitgeist, 
ought to happen. Between the realm of the universally valid and the individu
ality of the human individuals, historism assumes an individuality of the 
spirit in the different peoples and in the spirit of the different periods of his
tory, of Volksgeist and Zeitgeist. Their individual realization ought to take 
place since humankind has "not the slightest hope, to become anyone else 
than an always again historically concrete, historically bounded, a temporal 
and finite being ... Such it is not only, but such it ought to be since only in 
this way humankind can reach its fruitful development."ll 

The development of the particular is postulated and demanded by the na
ture of humankind since reason idealistically understood is metaphysically di
vided in history and by history into the different spirits of the peoples 
(Volksgeister). Ideal humanity is divided into different kinds of spirits, al
though the zoological kind of the human is uniform. The historical individu
ations of truth are not departures from truth but the legitimate offspring from 

10 E. ROTHACKER: Logik der Geisteswissenschaften, loco cit., p. 17: "Die Histo
rische Schule ist eine ,historische' und hat in philosophischer Absicht ein 
Verhiiltnis zur Geschichte, weil fUr sie die Idee in ihrer Individuation zum 
hOchsten Problem geworden ist." 

11 E. ROTHACKER: "Historismus", p. 5: Der Mensch ist ein Wesen "das ... nieht 
die geringsten Aussichten hat, jemals etwas anderes zu werden als ein immer 
wieder historisch konkretes, historisch gebundenes, zeitliches und endliches 
Wesen ... so sei es nieht nur, sondem so solle es auch sein, denn nur so kom
me die Menschheit, wie sie ist. zu ihrer fruchtbaren Entfaltung." 
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the one truth. Against the reproach that this implies the dangers of rela
tivism, Rothacker contends that "not the individuation of truth in circles of 
cultures, peoples, epochs is the deadly poison of which the truth as such is 
dying but it is the naturalization of these individuations, namely the replace
ment of the tree of the life of truth full of meaning by the simple givenness 
of nature that causes the most radical relativization."12 He continues: 

"Only when the cultural forms are interpreted as the mere function of 
something else that has no ideal content and no claim to truth, only if the 
cultures are naturalized and thought of as being expressions of something not 
cultural and valuable at all, the truth value of the different cultures is annihi
lated."13 Thus, it is not relativism and historism but naturalism that kills the 
truth and meaning of cultures and cultural artefacts. It is the naturalist reduc
tionism with its idea that cultures are only the veal that is thrown over the 
real causal factors of the Darwinian struggle for survival or of the sociobio
logical maximization of inclusive fitness that destroys the intrinsic values of 
the particular cultures. 

Individuation and particularization are the means by which the spirit real
izes itself, and since the individual and the particular can only be realized in 
history, and not in an unchanging, static medium, history becomes the 
medium in and by which the spirit realizes itself in individuation and particu
larization. ",Life' and ,history' have therefore something in common: Both 
affirm not general ideals, but particular ideals: ideals that are related to time, 
that are related to concrete living totalities ... The deepest root of historism is 
not to be found in his will to practice history only, but in his insight that 
particularly the creative realizations of human practice ought to be ,individu-

12 Ibid .• pp. 5ff.: .. Entscheidend ist es jedenfalls. daB fUr ihn (den Historismus) 
die historischen Besonderungen der Wahrheit noch immer Abkommlinge 
.der' Wahrheit sind und daB we iter iiberhaupt nicht die Individuation dieser 
Wahrheit nach Kulmrkreisen. Volkem. Epochen das Wdliche Gift ist, an dem 
die Wahrheit als soIche stirbt, sondem daB erst die Naturalisierung dieser In
dividuationen. das heiBt die Ersetzung des sinnhaltigen Lebensbaumes der 
Wahrheit durch bloBe Naturgegebenheiten die radikale Relativierung herbei
fiihrt. Erst wenn die angebliche Wahrheit eines Kulturgebildes umgedeutet 
wird zu einer abhangigen Funktion von etwas. was an sich gar keinen idee lIen 
Gehalt und gar keinen Wahrhcitsanspruch mehr bcsitzt, sondcm bloB natur
gesetzlich abl1iuft. wie es seiner Artung nach ablaufen muB. erst dann ist der 
W ahrhei tsanspruch v emich tet." 

13 Ibid. 
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ai', that is, that they should always and necessarily be related to the concrete 
tasks of concrete communities."l4 

The individuation of a culture can not be only particularist, however. Ev
ery culture must also assimilate the universal powers. It is, according to Rot
hacker, the contribution of Savigny's historical and cultural school of legal 
science to have demonstrated that the spirit of a people, the Volksgeist, can 
only realize itself if it assimilates the universally valid powers and principles, 
and that a particular culture cannot restrict itself to its individuality only. 
Savigny demonstrated that "the Historical School does not work with the 
scheme ,each spirit of a people must realize that which is appropriate to its 
physiognomy!' Rather it has also used the scheme of the historical assim
ilation of the universal powers."lS "Every historical life is constitutively in
fluenced by the tension between the universal and the particular forces."l6 

The criterium of truth for historism can only be the historical idea of 
fruitfulness. "The achievement of historism is that it has been the first at
tempt to capture the experience, gained in the years around 1750 for the first 
time in history, of the historical and creative consciousness and to work it 
into the consciousness of the world."l7 

In his contribution to the Schmoller-Festschrift to 1938, Rothacker does 
not interprete historism as a specifically German experience, but as the first 
expression of the experience of modernity, of the experience of the historical 
and creative character of humankind. It is also this discovery that the character 

14 E. ROTHACKER: ,,Historismus", loco cit., p. 8: .. Das ,Leben' und die ,Historie' 
haben also etwas gemeinsam: beide bejahen nicht allgemeine Ideale, sondern 
besondere Ideale: zeitbezogene, auf konkrete lebendige Ganzheiten bezogene 
... Die tiefste Wurzel des Historismus liegt nicht in seinem Willen, bloB 
Historie zu treiben, sondern in seiner Einsicht, daB gerade die schOpferischen 
Eingriffe in die Praxis ,individuell' sein miiBten, das heiBt immer und notwen
dig auf konkrete Aufgaben konkreter Gemeinschaften zu beziehen seien.". 

15 Ibid., p. 11: Savigny beweist deutlich genug, .. daB die Historische Schule 
nicht al!ein mit dem Schema arbeitet: ,jedem Volksgeist das ihm physiogno
misch GemaBe!', sondern daB sie auch das Schema einer historischen Assi
milation universaler Machte handhabte." 

16 Ibid.: .. Alles geschichtliche Leben ist konstitutiv durchwirkt von einer Span
nung universaler und partikularer Krafte." 

17 Ibid., p. 15: .. Gewilrdigt kann auch dieser Universalismus nur werden aus dem 
Sinn des schlechthin lebensnliheren Historismus. Seine Leistung war der erste 
Versuch, den seit 1750 neugewonnenen Erfahrungsgehalt des historischen 
und schopferischen BewuBtseins in das WeItbewuBtsein einzuarbeiten." 
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of humankind is historical and creative that links historism with romanticism 
and separates it from classicism. The historicity of the mind and the creativ
ity of reason are human universals and, at the same time, express themselves 
in the particular. Historism is the consciousness of the dialectical nature of 
universalism and particularism, of their belonging together. It is the univer
sal task of reason and the universal trait of all cultures and peoples of human
ity that they, reason and culture, realize themselves in the particular. 

That there has been a particularly strong emphasis on historism in the 
German culture is due to the fact, according to Rothacker, that Germany is 
the late comer amongst the national cultures of Western Europe. By his
torism, the late comer claimed, at the same time, to realize its right to de
velop its own culture and to be on equal footing with those European cul
tures that developed their individual culture earlier in European history, like 
the national cultures of Italy, Spain, France, and England. 

By the coincidence that Germany has given a particularly intense expres
sion of the new experience of modernity in Historism and that she has 
claimed by it to develop a culture of its own, German historism has gained 
its strength and its particular impact in European culture. It is the result of 
the historical experience of modernity to discover that the claim to the devel
opment of a national culture is not the result of a human weakness and rela
tivity but the postulate of the specific characer of humanity and of its need to 
develop the individuality of particular cultures: "One cannot complain about 
the relativity of human truth when just this relativity is demanded. The Ger
man specific character beside the French one does not result from any human 
weakness which ought to be overcome but is postulated and demanded."18 

It should be added that by the influence of Herder the Historical School 
also gave theoretical support to the rise of the national cultures of the smaller 
East European nations. Herder as the first thinker of historism discovered the 
rights of the particular popular cultures of the smaller nations and gave the 
first intellectual support for the national cultures of Eastern Europe. 

For Rothacker, the relativism of cultures is not an unwanted side-effect 
but a very positive postulate derived from the intrinsic value of the Volks
geist and Zeitgeist. This intrinsic value of the realization of the historical and 

18 E. ROTHACKER: Logik und Systematik der Geisteswissenschaften, loco cit., p. 
168f.: ,,Man kann sich aber liber die Relalivilat def menschlichen Wahrhcilcn 
nicht beklagen, wenn dieselbe gefordert ist. Die deutsche Eigenart neben der 
franzosischen folgt aus keiner menschlichen Schwache, die tiberwunden wer
den mtifite, sondem ist postuliert." 
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particular in the human cultures is expressed in Ranke's dictum that all peri
ods are equally immediate to God. 

The Historical School is, therefore, critical of the idea of metaphysical 
progress which implies that one epoch is closer than the others to the realiza
tion of the absolute. This is also the point where the Historical School de
parts from Hegel's philosophy of history and his idea of a continuous pro
gress in the realization of the absolute. "The relativism is a completely posi
tive postulate. One cannot complain at the same time about relativism and at 
the same time admit that the epochs are equally immediate to God. They ,are' 
not at all immediate to God - where should we know this from? - but they 
ought to be immediate to God. They ought to be immediate to God due to 
the fact that they deserve it according to the judgment of our value con
sciousness that examines the values anew again and again. This would, how
ever, not be the case if these epochs would not develop in their particularity a 
productivity which - in the consciousness of the Historical School has more 
weight than the advantages of a ,grey Internationale' .... In contrast with this 
experience of value, the universalism is not only a matter of course the real
ization of which is only failing due to the blunt resistance of the matter void 
of all ideas. Rather the universalism demands the decision of a will of an ex
treme biasedness and of extreme consequences: It demands the sacrifice of the 
total plurality of culture .... It demands of each singular individual his or her 
substantial positivity." 19 

19 E. ROTHACKER: Logik und Systematik der Geisteswissenschaften, loco cit., p. 
169: .. Der Relativismus ist eine ganz positive Forderung. Man kann nicht in 
einem Atem tiber Relativismus klagen und zugleich zugeben, daB die Epochen 
unmittelbar zu Gott sind. Sie ,sind' niimlich gar nicht unmittelbar zu Gott -
woher wissen wir das? -, sondern sie sollen es sein. Allerdings aufgrund der 
Tatsache, daB sie es vor dem Richterstuhl unseres immer erneut die Werte prti
fend en WertbewuBtseins verdienen. Das aber ware nicht der Fall, wenn diese 
Epochen nicht in ihrer Eigenart eine Produktivitat entfaltet hatten, we1che -
vor dem BewuBtsein der Historischen Schule schwerer wiegt als die Vorztige 
der ,grauen Internationale' ... Diesem Werterlebnis gegeniiber stellt der Uni
versalismus nichts weniger als eine Selbstverstandlichkeit dar, deren Durch
fUhrung bloB am stumpfen Widerstande der ideenlosen Materie scheiterte, 
sondem er verlangt eine Willensentscheidung von auBerster Einseitigkeit und 
auBerster Tragweite: Er verlangt zum Opfer die ganze Mannigfaltigkeit der 
Kultur ... Er verlangt von jedem einzelnen seine substantiale Positivitat." 
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Universalism claims that the manifold humankind so rich in different 
forms of cultures ought to impose upon itself the duty: Become one! Rot
hacker admits that the idea of this duty is a lofty and awe inspiring idea. He 
objects however: "There is not only the obstacle of multilingualism to it, 
but also the fact of the eminent fruitfulness of the many languages".20 

The criterium for the debate between universalism and particularism is the 
fruitfulness or productiveness of both positions. It is, therefore, not surpris
ing that in history there has been a mutual assimilation of particular forces 
by universalist ones and vice versa. Rothacker points to the fact that the uni
versal powers of Christianity, of the Roman law, and of modern science and 
technology that took up the science of antiquity as well as the classical art 
have, for a long time, created the common historical and cultural background 
of European culture from which the particularities of the national cultures 
took their leave only ex post. He points also to the fact that the universal 
powers contain many particular traits. They are at the same particular powers 
which follow the imperialist tendency immanent to all powers.21 

III. What Are the Geisteswissenschaften 
(Human Sciences)? 

The German term Geisteswissenschaften seems to have appeared frrst,22 
according to Rothacker,23 in the German translation of an English book, in 

20 Ibid., p. 169: Der Universalismus "spricht das SoH aus, daB die gestaltenrei
che Menschheit sich die Pflicht aufzuerJegen habe: Eins zu werden." Es steht 
ihr ,,nicht nur die Tatsache der Mehrsprachigkeit, sondem die Tatsache ihrer 
eminenten Fruchtbarkeit entgegen." 

21 Ibid., p. 170. 
22 This guess of Rothacker has in the mean time been corrected by research into 

the history of ideas. The first appearance of the term Geisteswissenschaft is 
in an anonymous publication of 1787 Wer sind die Auf Wirer? (Who are the 
People who Enlighten?) although here Geisteswissenschaft means more 
pneumatology and the science of the angels and is therefore quite far away 
from its later meaning. Cf. A. DIEMER: Article "Geistcswiscnschaften", in: 1. 
RIITER (Ed.): Historisches Worterbuch der Philosophie, Basel (Schwabe) 
1974, Vol. 3, col. 211. 

23 E. ROTHACKER: Einleitung in die Geisteswissenschaften, loco cit., p. 6. 
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Schiel's24 translation of the sixth book of John Stuart Mill's System of 
Logic, Ratiocinative and Inductive of 1843 titled "The Logic of the Moral 
Sciences". It is, indeed, remarkable that the German term Geisteswissenschaf
ten is first used in its present meaning in a translation of the concept of the 
moral or mental sciences applied by Mill. The notion, if not the term, "Gei
steswissenschaft", however, has been introduced by the disciples of Hegel al
though not by Hegel himself. Friedrich Theodor Vischer, a member of the 
Hegelian school, first speaks about a "science of the spirit" (Wissenschaft des 
Geistes). 

In Hegel's system, the philosophy of the spirit forms the equivalent to 
the philosophy and science of nature in the realm of the social and covers all 
the moral, mental, political, and social sciences. Rothacker demonstrates that 
Dilthey, in his paper ,;Ober das Studium der Geschichte der Wissenschaften 
vom Menschen, der Gesellschaft und dem Staate" (About the Study of the 
History of the Sciences of Man, of Society and of the State) of 1875, dis
cussed Mill's ,,Logic of the Mental Sciences" under the title ,,Logik der Gei
steswissenschaften".25 Dilthey does, however, not yet accept the term Gei
steswissenschaften for the sciences that Mill includes under the title "mental 
sciences". Dilthey calls these sciences "moral-political sciences". Only from 
the year 1883 on, from the publication of his Einleitung in die Geisteswis
senschaften. Versuch einer Grundlegung fur das Studium der Gesellschaft und 
Geschichte (Introduction to the Human Studies. An Essay for a Groundwork 
for the Study of Society and History) of 1883, Dilthey uses the term Geistes
wissenschaften for the "whole of those sciences that have as their object the 
historical-societal reality".26 It is with this work of Dilthey that the term 
"Geisteswissenschaften" becomes classicalP 

24 1. ST. MILL: Die induktive Logik. Eine Darlegung der philosophischen Prin
cipien wissenschaftlicher Forschung, ubersetzt von 1. Schiel, Braunschweig 
(Vieweg) 1849. 

25 W. DILTHEY: .. Dber das Studium der Geschichte der Wissenschaften vom Men
schen, der Gesellschaft und dem Staate", in: W. DILTHEY: Die geistige Welt. 
Einleitung in die Philosophie des Lebens. Erste Hiilfte: Abhandlungen zur 
Grundlegung der Geisteswissenschaften, Gesammelte Schriften, V. Band, 
Stuttgart (Teubner), Gottingen (Vandenhoeck & Ruprecht) 7th ed. 1982, pp. 
31-73, here p. 56. 

26 W. DILTHEY: Einleitung in die Geisteswissenschaften. Versuch einer Grundle
gung for das Studium der Gesellschaft und Geschichte, Gesammelte Schriften, 
I. Band, Stuttgart (Teubner), Gottingen (Vandenhoeck & Ruprecht) 8th ed. 
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The human sciences of the historical school do not aim at the analysis 
and normative guidance of moral and social action as it is the intention of the 
tradition of the moral sciences to which Mill still belongs. Rather they aim 
at the discovery, analysis, and positive, not yet normative understanding of 
the realm of the objective spirit in the Hegelian sense, of that realm of reality 
that is formed by history and society, by the culture and the institutions of a 
time and of a people, and by the spirit and style these peoples have developed 
in a certain historical epoch. The human sciences in the tradition of the 
Geisteswissenschaften do not aim at the mere history of facts and at histori
ography but at the understanding of the unifying spirit of an epoch and peo
ple. 

Rothacker can therefore contend that truly historical thinking aims more 
at the unifying historical understanding of certain fields or systems of culture 
than at the knowledge of historical facts or at what traditionally is called his
tory. "Truly historical thinking is more at home in the field of philological 
studies and studies of the history of art, of the history of law, and the history 
of religion than in those fields that are traditionally called ,historical' .... 
What one calls ,historical thinking', in the emphatic and dramatic use of 
these words does not aim primarily at the description of facts, but at the most 
congenial understanding of the appearances as being the result from an emi
nent logos, of styles, under which these facts can be classified."28 

Nations and epochs develop a concrete style the norms of which are for
mulated in a dogmatic. These cultural dogmatics expound the cultural and 
aesthetic conventions and rules of an epoch and a nation that has adopted a 

1979, p. 4: .. Das Ganze der Wissenschaften, weJche die geschichtlich-gesell
schaftliche Wirklichkeit zu ihrem Gegenstande haben, wird in diesem Werke 
unter dem Namen der Geisteswissenschaften zusanunengefaBt." 

27 Cf. E. ROTHACKER: Einleitung in die Geisteswissenschaften, loco cit., p. 9 
28 E. ROTHACKER: Die dogmatische Denkform in den Geisteswissenschaften und 

das Problem des J-[istorismus, loco cit., p. 42: "Wahrhaft historisches Denken 
ist also mehr im philologischen und dementsprechend kunst-, rechts-, reli
gionsgeschichtlichen Bereich zuhause als in dem, der traditionell ,historisch' 
genannt wird ... Was man ,Historisches Denken' in dem emphatischen und 
pathetischen Gebrauch dieser Worte nennt, zieit ja nichL primlir auf Fcststel
lung von Fakten, sondem auf die tunlichst kongeniale Erfassung von Erschei
nungen des immanenten Logos, von StiIen, denen diese Fakten sich einord
nen. u 
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concrete culture. These styles, in the plural, of epochs and cultures are what 
the Historical School aims to understand by its Geisteswissenschaften. 

Since historism acclaims the fact that different cultures develop different 
individual dogmatic styles it must face the problem of the possible clash or 
competition of these styles or the clash of civilizations. Rothacker admits 
this possibility or danger. Every cultural dogmatics start from a basic deci
sion, a Grund- or Vorentscheidung, which is not deducable or explainable by 
causal factors, but is the result of decisions by intention and will. Only these 
basic decisions can be relativized, not the dogmatics that follow from them. 
The dogmatics are as they are and are in their own right for different cultures. 

The irreducibility of the dogmatic element in the weltanschauung and 
style of a culture and of the acknowledgement of their equal worth and value 
when they prove to be equally fruitful and creative presents the greatest prob
lem and challenge to historism: "The most difficult problem and the real crux 
of historism will remain for ever that a plurality of directions of creation 
(that can be formulated in different dogmatics) come up and stand up with the 
same claim to truth that transcends the mere correctness of the facts and theo
ries expounded in them, that these many approaches to the creation of a cul
ture compete with each other, and that they cannot be refuted for the time be
ing."29 

The final reason for the irreducible conflict between the different cultural 
dogmatics and cultures and for the relative instability of the human and social 
sciences is to be found in the instability of their object, the human life and 
the human institutions. The human and social sciences are instable because 
their object is instable whereas the natural sciences are more stable since their 
object, the laws of nature, is more stable. "The relative instability of the 
human sciences is caused by the instability of life."30 By using the concept 
of science as being a field of culture, a concept assumed by the Historical 
School, the stability of the natural sciences can be interpreted as a par
ticularly successful dogmatics, the dogmatics of the science of nature. It is 
particularly successful since it is particularly stable. Its stability, in tum, is 
founded in its objectivity. The claim of the natural sciences to "general valid-

29 Ibid.: "Das schwierigste Problem und die eigentliche Crux des Historismus 
bleibt allerdings dies, daB eine Mehrzahl von Schopfungsrichtungen (formu
lierbar als Dogmatiken) fiber die Richtigkeit der in sie aufgenommenen Fak
ten und Theorien hinaus mit demselben Wahrheitsanspruch auftreten, mitein
ander konkurrieren und sich bis auf weiteres nicht widerlegen lassen." 

30 Ibid., p. 51. 
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ity" however is also caused by the fact that possible other directions of in
quiry and therefore "research dogmatics" have reached massive general accep
tance only in very rare cases.31 

IV. Rothacker's Historism and Present 
Postmodernism 

Rothacker's work is close to present postmodernist thought. It is further
more interesting for today's human and social sciences for the following rea
sons: 

First, Rothacker shares the emphasis on cultural pluralism with post
modernism. 

Second, he shares the postmodern affect against the universal. 
Third, he agrees with postmodernism, and particularly with Jean-Fran90is 

Lyotard, about the need to defend "the different" or the differences between the 
various cultures. Rothacker would probably have found very lillIe difficulty 
in acclaiming Lyotard's "Ie differend" as the principle of individuation of cul
tures. 

Fourth, Rothacker's insistence on the dogmatic character of different cul
tures equals Lyotard's emphasis of the irreducibility of the dogmatic claims 
of systems of laws and cultures, of the fact that the claims of cultural sys
tems and of systems of law are irreducibly dogmatic, and of the fact that there 
exists no higher principle of law that could decide and reconcile the different 
dogmatic claims of systems of law and culture. 

Lyotard is perhaps more radical than Rothacker in saying that the different 
systems of law just cannot understand each other and cannot reach a common 
frame of reference whereas Rothacker might contend that it is very difficult 
but not impossible to reconcile their claims to define the right. 

Rothacker's historism and present postmodernism32 diverge, however, in 
one crucial point: Rothacker shares with other historicists the belief that the 

31 Ibid., p. 49. 
32 Cf. P. KOSLOWSKI: ,Js Postmodernism a Neohistorism? On the Absoluteness 

and the Historicity of History", in: P. KOSLOWSKI (Ed.): The Theory of Ethical 
Ecorwmy in the Historical School. Wilhelm Roscher, Lorenz von Stein, Gu
stav Schmoller, Wilhelm Dilthey and Contemporary Theory, Berlin, Heidel-
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human sciences are a means to understand other styles and cultures. They are 
not only means to understand one's own culture but also to understand alien 
cultures. The methodology of the human sciences is a tool for understanding 
intercultural differences. As this instrument, the hermeneutics of the Histori
cal School are also a means for the conflict resolution between different cul
tures, and they can serve as such just because they do not deny the differences 
- in contrast to certain dogmatic forms of universalism. 

On the other hand, they do not try to marginalize cultural differences and 
conflicts as it is the case in approaches of multi-culturalism which seem to 
assume that cultural differences just do not matter, must be kept up, and can 
simply be affirmed in a dogmatic pluralism. 

Since economics is a cultural and human science which includes the 
analysis of the cultural determinants of the economy - that economics is a 
human science or Geisteswissenschaft is the conviction of all the authors of 
the Historical School from Schmoller and Dilthey to Rothacker and Spranger 
- it cannot be modeled according to the natural sciences. Rather economics 
must include the theory and method of understanding, the method of herme
neutics, in its methodology and tools of analysis. As an analysis of econom
ic systems, economic cultures, and economic styles, the economics of the 
Historical Schools is a kind of economic theory that is geisteswissenschaft
Uch oder based on the methodology of the human sciences. In Rothacker's 
and the Historical School's point of view, economic theory must start from 
the humanities and must be founded on the analogy of the human sciences, 
not upon the analogy of the natural sciences. As the protagonist of a method
ology, logics and systematics of the human sciences, Rothacker contributes 
to the logics and systematics of economic science as well. 

v. Critique and Conclusion 

Where lie the limits of Rothacker's theory of the human sciences? It 
seems that the critical feature of Rothacker's approach to the human sciences 
is to be found in its basic decision to look for the unifying spirit of a people 
and an epoch. Although this endeavour can be very fruitful and produce most 

berg. New York. Tokyo (Springer) 1995, pp. 286-309 (= Studies in Econom
ic Ethics and Philosophy, Vol. 7). 
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interesting studies on the spirit of a period of art or of literature, of law and 
of religion, there seems to be the tendency in Rothacker's work to overem
phasize the unity of the spirit of a people and a period. One can rightfully ask 
the question whether the spirit of an epoch is the same in all of its fields of 
culture, the same in the visual art, in music, literature, law, religion, and 
philosophy. Is there e.g. one single and unified "spirit of romanticism" and 
of the period of Romanticism in all these fields of culture? 

One can further ask whether the spirit of a people and period is unified in 
the sense that all creative authors of a people or period in question follow the 
same "objective spirit". Even if the existence of a certain dogmatic spirit of a 
period is admitted there remains the fact that there exist diverging and hetero
dox schools of thought and culture at the same time and in the same people. 
The whole problem of orthodoxy and heterodoxy is not mentioned in Rot
hacker's work. 

This "over-unifying" tendency of Rothacker's thought can be demonstrat
ed by his powerful synthesis of the results of German culture between 1750 
and 1930 as "the German movement". Looking back from the 1990ies it 
seems that this is an over-unification of the different strands of German cul
ture in the 180 years in question. 

Despite its over-unifying tendencies, Rothacker's philosophy of the His
torical School and his attempt to synthesize the endeavours of the particular 
disciplines of the human sciences with the endeavours of German Classical 
and Romantic literature as well as with those of the philosophy of German 
idealism is an impressive achievement of the theory of the human sciences 
and of the history of ideas. 

Furtheron Rothacker's attempt to describe the common convictions shared 
between German Idealism and the human sciences of the Historical School is 
convincing. Although Rothacker's metaphysics and affirmative position 
towards the total historization of metaphysics in the Hegelian tradition is un
acceptable from the point of view of speculative philosophy and theology, it 
is, nevertheless, correct to find in the principle of total historization the uni
fying principle between the Historical School and German Idealism. 

Many thinkers of the Historical School and of its subdisciplines might, 
however, not have agreed with Rothackers synthesis. Particularly Leopold 
von Ranke would have pointed to the fact that the Historical School started 
as a critique of the over-historization of the absolute in Hegel and of his 
metaphysical historicism. There is no doubt, however, that there is a close 
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"metaphysical" relationship between German idealism and the Geisteswis
senschaften of the Historical School. 

The over-historization of metaphysics and culture can be interpreted as the 
characteristic feature of the German culture between 1750 and 1930 in spite 
of the fact that other schools like positivism and the Nietzschean critique co
existed. Judging from the historical experience of our age, it can be said that 
this complete historization of being hindered historicism to recognize the 
limits of historization and the limits of relativizing the ethical and cultural 
standards. Even if one follows Rothacker's emphasis on the creativeness and 
legitimacy of different cultures and accepts his critique of a shallow universal
ism, one must maintain that there are meta-historical principles of right and 
wrong that must be upheld as the possible criteria for judging between those 
cultures that further humankind and those that make people ill or destroy the 
good life of a society. 
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A first part of the discussion dealt with the two different traditions within 
the Historical School: the Hegelian stream on the one hand and the tradition 
to which Rothacker belongs on the other hand. Popper, for instance, sub
summed Marx under the Historical School (RINGER). Certain similarities can 
be noticed between the English communist perspective towards economics 
and the position of Rothacker. Both of them are emphasizing the necessity to 
understand the dynamics of cultural change and the laws of economic culture 
(CASSON). Especially the value-aspect within the Historical School has its 
roots in the Hegelian position (CUBEDDU). However, the Hegelian tradition 
is more radical, considering everything as a form of "EntauBerung des Gei
stes", an exteriorisating realization of the spirit. Rothacker also criticizes this 
radical position, mainly because it neglects the particular. His intention is 
not to explain but to understand the taste, the style of a culture and its uni
fying spirit. According to him, all expressions of a culture, like its religion, 
language, art etc. are expressing the common spirit underlying this culture. 
This spirit shows itself, for instance, in a feeling of national unity or in a 
specific national mentality. Such a nationalistic or contemporary spirit was 
considererd as an important category. Although it is difficult to grasp in what 
it precisely consists, it is a fact that there are certain common styles in each 
country which play an important role for finding both, a national and an in
dividual identity (KOSLDWSKI). The specific trait of Rothacker's understand
ing of the humanities (Geistwissenschaften) is the insistence on interpreta
tion. This stress on an intuitive notion of the spirit was criticized by Max 
Weber, who objected against it that it was not able to replace abstract in-
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sight. The particular is not identical with the concrete (RINGER). Weber too 
was against the so called "iron cage" and saw the necessity to compensate the 
technical character of the modem world. However, the interpretation of ideo
graphic thinking only as a form of compensation for technological moderni
sation is too harmless (KOSLOWSKI). 

The differenciation between the term "historism" and "historicism" 
(ACHAM) corresponds to the two different streams mentioned above, i.e. the 
former is refering to the Historical School in the sense of Rothacker, the lat
ter to the Hegelian position (KOSLOWSKI). 

A second part of the discussion refered to the relationship between the 
Historism of Rothacker and the position of Habermas respectively a post
modem position like the one of McIntyre. Does historism provide the supe
rior solution in order to reconcile tradition with the presence (CHMIELEW
SKI)? In the respect of understanding different cultures the hermeneutical 
position may claim to be superior indeed both to universalistic theories and 
to postmodernism. This might be the reason why Habermas to a certain de
gree turned to hermeneutics, however using it mainly in an ethical sense 
(KOSLOWSKI, RINGER). Lyotard's position on the other hand, though not 
being universalistic, lacks of a theory of empathy. Dilthey played the major 
role for the development of hermeneutics, in spite of the fact that his system 
stayed incomplete (KOSLOWSKI). The difference between Rothacker's under
standing of historism and postmodernism for which KABELE asked lies main
ly in a specific philosophy of the mind (Geistphilosophie) that does not exist 
in the works of Lyotard, Bataille or other representatives of postmodernism. 
There is however also a parallel consisting in the emphasis on the will: Rot
hacker's irrational will that he considers as the basis of all action corresponds 
to the creative will (Gestaltungswille) functioning as an aesthetical category 
within the postmodern discussion (KOSLOWSKI). 

Besides, Historism and Postmodernism have in common a cultural ap
proach in the field of economics. According to this view, the economic sys
tem is a form of culture itself that cannot be considered separately from the 
specific culture in which it is embedded. Today's economic culture however 
is in fact a universalistic culture as phenomena like the woldwide implemen
tation of fast food and Coca Cola have demonstrated during the last years and 
which is now shown by the process of economic globalization. Are the mo
ments of particularity and of cultural specificity still of any impact for this 
development (NOPPENEy)? 
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The relevance of the method of hermeneutics for economics in general 
which has been stressed by the representatives of the older Historical School 
like Schmoller, or by Eduard von Spranger, gains an additional importance 
with regards to the process of economic globalization today. So far, little 
work has been done in order to develop a cultural philosophy of the econ
omy. Rothacker himself did not apply his insights to the economy (KOS
LDWSKI). 

A third part of the discussion concentrated on the comparison of Rot
hacker's position with actual tendencies of the social sciences. Today, there 
are two completely different perspectives: the perspective of the social sci
ences and the perspective of the humanities or Geisteswissenschaften (CU
BEDDU). Originally, the perspective of the humanities in the sense of a 
hermeneutical culture-oriented scientific approach was a major insight with 
regards to all the social sciences. Especially the theory of Eduard von Spran
ger had a great influence here. As a con seqence of the radical break with this 
tradition these insights were forgotten too, and have not been taken into ac
count within the social sciences anymore (KOSLOWSKI). 
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An Alternative Paradigm of Modernity? 
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Scripture tells us that the truth will set us free. But we modems hold that 
only freedom permits the discovery of that liberating truth. This search as
sumes the existence of an inexhaustible empirical terrain which awaits explo
ration. But there is another enabling assumption, one equally important but 
often denied, at work here: intellectual pluralism or the belief that there is 
more than one method of doing sound social science. The goal of this essay 
is to show, in a concise and reasoned way, why Friedrich List and the Ger
man Historical School stand at the heart of the contemporary defence of such 
pluralism, of this social scientific freedom to choose. 

The European tradition of thought is a mansion with many rooms. While 
the sunshine of scientific scrutiny may now powerfully illuminate one room 
or another of this tradition, other chambers remain shrouded in darkness, 
sometimes for centuries. But these obscured chambers, and the ideas that 
shelter in them, lie in wait, like souls, poised and patient, for the age which 
will, either from curiosity or necessity, resurrect them. This essay is a call 
for such a rebirth. 
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I. Friedrich List: Modern Master 

Time for dissent 

Nietzsche insisted that the life of the mind is a zone of unceasing struggle 
between alternative visions of existence and truth. This struggle sets text 
against text. Contemporary preferences for pulp fiction over romantic poetry 
or Roland Barthes over Racine or Nietzsche himself over Scripture are crucial 
indices of textual wars won or lost. 

This battle of the books has been radically redefined by the postmodern 
condition. The mental torpor fostered by television and other popular media 
increasingly conspires with our high-tech obsessions to preclude generous 
reading in the old manner. One consequence of this revolution in how we 
spend the hours we set aside for reflection and cultivation is a new ignorance, 
less of the great names of the past than of the eccentric dissenters and propo
nents of minority or unorthodox ideas, interpretations and insights. 

The fast pace of modem life contrasts disturbingly with the luxuries of 
past generations who have had both the leisure and the inclination to explore 
the neglected comers of the Western mind. To say as much is not to defend 
dilettantism or a pedantic weakness for minutiae. Quite the contrary, the goal 
of the contributors to books as recent as Rediscoveries: Some Neglected 
Modern European Political Thinkers, edited by John A. Hall, is to re-assay 
the ore of the European tradition lest some marvellous intellectual gem be 
lost through haste or oversight.1 

Such alertness defines the whole programme of inspired contrariness and 
oppositional thinking that has driven the labours of Sir Isaiah Berlin. To ar
gue 'against the current' is to insist on the centrality of the canonic tradition 
in order to have something tough and lasting to tilt against.2 The psychology 
of Berlin's project could not, in this sense, be more different from the urge to 
debunk tradition, to 'de-throne it', that animates the recent revival of the study 

JOHN A. HALL (Ed.): Rediscoveries: Some Neglected Modern European Politi
cal Thinkers, Oxford (Claredon Press) 1986. 

2 In discussing Berlin's oeuvre, writers as different as Mark Lilla and John Gray 
stress Berlin's critical posture towards liberalism. But in the present climate 
of political correctness, it is equally important to recognize how much the 
role of canonicity, as a tradition to dissent from, matters to Berlin's enter
prise. 
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of the history of political thought in Europe.3 When Berlin urges us to return 
to Herder or Herzen or Hamann, he stands at far remove from the empirical 
anarchy and academic nihilism which threaten the viability and relevance of 
the history of ideas today.4 It is with Berlin's canonic contrariness in mind 
that I seek here to quicken the pace of the rediscovery of Friedrich List (1778-
1846), perhaps the most consequential neglected thinker of our times. 

Rediscovering Friedrich List 

Intellectual life, like national politics, is a daily plebiscite. Each day, 
whom we read or quote or think about contributes in ways large and small to 
the survival and continuing relevance of this or that thinker. Economic 
thought is as vulnerable to this plebiscite as any other vocation of the mind. 
When I was in secondary school, in the 1960s, it was still possible to find, 
in the bookshops of suburban Los Angeles, the name 'Friedrich List' men
tioned even in brief introductions of economic thought for the general public. 
Eighteenth- and nineteenth-century theories of mercantilism were still regard
ed as a body of respectable ideas. Later, in my fIrst course in economics at 
UCLA, the lecturer raged against the theoretical pretensions of Marxist eco
nomics and what he saw as the absurdities of the economic policies of Soviet 
communism, but it was mercantilism, particularly the notion of 'infant in
dustries', which gave him pause. 

Since the 1960s, economic theory, both academic and popular, has been 
shaken by a series of revolutions. The change in what constitutes sound eco
nomic policy associated with Hayek and Friedman, with Thatcher and Rea
gan, has redrawn the cosmos of economic argument. The stature of mercantil
ism has not escaped the pressure of this revolution. Despite the recent cam
paign in The Atlantic, the American intellectual monthly, for a List revival 
and the publication of books such as James Fallows' Looking at the Sun: 
The Rise of the New East Asian Economic and Political System, it appears 

3 lAIN HAMPSHER-MoNK: A History of Modern Political Thought, Oxford 
(Blackwell) 1992, p. ix. 

4 My dissatisfactions with the thrust of much of the recent scholarship pro
duced by historians of political thought forms a leitmotif of D. WILLIAMS: 
Japan and the Enemies of Open Political Science, London (Routledge) 1996; 
particularly in chapters 4 and 11. 
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that national economics may be gradually receding into hibernation.s Or so I 
might have been led to believe had I never gone to Japan. 

In a series of lectures delivered by Otsuka Hisao, one of the most influen
tial Japanese historians of the post-war period, at International Christian Uni
versity in Tokyo during the early 1970s, I encountered a version of List's 
system and a recognition of the importance of the German Historical School, 
particularly Gustav von Schmoller, which was all but unthinkable in the 
United States at the time. This was ironic because, as Otsuka made clear, a 
precise genealogy of ideas links the seventeenth-century English mercantilists 
and Alexander Hamilton, the American founding father, with List's own re
flections on protectionism.6 

In this short essay, I would like to nominate List as a modem master. To 
support this nomination, I offer an unorthodox interpretation of the modem 
rise of Germany and Japan which stresses the impact of the Historical School 
on both countries. It is the potent blend of the facts of the German and Japa
nese economic experience with the ideas of the Historical School which al
lows one to ask whether national economics offers an alternative paradigm of 
modernization and modernity. Second, it is crucial to understand that List 
borrowed, adapted and developed a series of policy ideas that worked. But such 
inspired practicality, and the national ethos which underpinned it, was not 
exhausted by nineteenth-century protectionism. To illustrate the point, I pro
pose a Listian gloss of the recent troubles of Mazda, the Japanese auto 
maker. Then I review some of the objections raised about List's relevance at 
the 1994 Studies in Economic Ethics and Philosophy conference. 

Finally, I would like to comment on the methodological and moral issues 
implicit in the claim which I issued in Japan: Beyond the End of History that 

5 JAMES FALLOWS: Looking at the Sun: The Rise of the New East Asian Eco
nomic and Political System, New York (Pantheon Books) 1994. While eco
nomic historians such as Eric Roll continue to include summaries of List's 
views on economic theory, it remains to be seen whether Roll's presentation 
of List's ideas under the rubric of "German Romanticism" is best understood 
as a way of fending off List's detractors rather than as a failure on Roll's part 
to appreciate List's true importance. See ERIC ROLL: A History of Economic 
Thought, revised edition, London, Boston (Faber & Faber) 1992 (fifth edi
tion), pp. 204-207. 

6 See, in particular, OTSUKA HISAO: Otsuka Hisao Chosakushu, Dai-roku-kan, 
Kokumin Keizai (The Collected Works of Otsuka Hisao, Volume 6: National 
Economics), Tokyo (Iwanami Shoten) 1969. 
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List has been one of the 'secret kings' and intellectual prophets of the twenti
eth century.7 If the last half of the present century appears to have convinced 
many people that 'Europe is nothing but a grave yard' (Dostoyevsky), then 
the only way to correct the present intellectual imbalance between the Old 
World and the New is 'to resurrect our dead', 

II. Germany, Japan and National Economics: 
An Alternative Paradigm of Modernity? 

Turning points and revelations 

Hegel taught the world to understand itself historically. He took the long 
view. But the doctrine of 'the cunning of reason' also encourages one to sus
pect that history may travel underground, like a river, for great distances. The 
often-misunderstood doctrine of 'the end of history' merely urges us to pay 
special attention when this underground river bursts into view. The death of 
European feudalism that Hegel heard in the canon fire at the Battle of Jena of 
1806 is an example of such a moment. The French Revolution is another. 

The importance of 1945 as the decisive turning point of the twentieth 
century remains an issue of intense debate. But that violent year serves as a 
benchmark of extraordinary, of the hidden strength which rescued the Ger
mans and the Japanese from national catastrophe. The ashes of Berlin and 
Tokyo, Dresden and Hiroshima, obscured the potential of these two nations, 
despite horrific losses, both human and material, for almost instanteous na
tional reconstruction. Beneath the rubble something still gleamed. It was the 
economic machine, archored in light or heavy manufacturing, that had been 
carefully fostered since the middle of the nineteenth century. 

In other words, there may be moral reasons for arguing that 'the German 
economic miracle is ironically but exactly proportionate to the extent of ruin 

7 In English, see Friedrich List: The National System of Political Economy, 
trans. by Sampson S. Lloyd, London (Longmans, Green and Co) 1922; DAVID 

WIlliAMS: Japan: Beyond the End of History, London (Routledge) 1994. Han
nah Arendt applied the expression "secret king of thought" to Heidegger, but 
it may be also be applied, albeit in a different sense, to List. 
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in the Reich'.s It is nevertheless equally vital, in any discussion of List's 
ideas, to understand that the extraordinary post-war prosperity of Germany and 
Japan is unthinkable without the foundations laid under Bismarck and the 
Meiji oligarchy for what the Japanese call 'kokuryoku' or national strength or 
power. 

The road from List to Erhard 

What the Japanese and the Germans accomplished between the 1860s and 
1933 permanently modified world history. Not even the destructive force of 
the great European civil war of 1914-1945 could bury this achievement. This 
truth does not contradict the claim that '(West) Germany's economic success 
after World War Two was not based on nationalist economic policies', but it 
should temper the liberal urge to relegate the contribution of List's theories 
to Germany's 'kokuryoku' to the remoteness of the mid-nineteenth century,9 
The impulse to banish List from contemporary concern is the stuff of liberal 
mythology, and must be combatted. 

The ways in which the recent recession have again exposed the tramlines 
of world history explains why. It is a commonplace of economic analysis of 
the troubled 1990s to contend that the German and Japanese models have ex
hausted their usefulness. Both the 1995-96 crisis of Japan's banking system 
and the hollowing-out of German manufacturing are cited as evidence of the 
limits of the post-war models. More telling, the Japanese commitment to the 
labour-market rigidities of the 'salary-man' ideal, no less than the deep in
volvement of labour unions in German corporate decision-making, suggests 
that capitalist 'down-sizing' (if that indeed is what is required to cut German 
and Japanese wage costs to make both economies more competitive in global 
markets) will be hard to achieve for the foreseeable future. Hence, the conclu
sion which is being so widely drawn: that the Germans and the Japanese are 
caught not in web of temporary cyclical difficulties but in a crisis of eco
nomic system. 

These are not the only lessons that the 1990s teach. Despite the financial 
burdens involved, German unification and the collapse of the Soviet empire 
in Central and Eastern Europe have opened the way for Germany to reclaim 

8 GEORGE STEINER: In Bluebeard's Castle: Some Notes towards the Redefinition 
of Culture, New Haven, Connecticut (Yale University Press) 1971, p. 59. 

9 Franz Waldernberger, Cologne University, private correspondence. 
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her natural spheres of economic influence. The circulatory system of German 
investment, and other forms of economic organization and penetration first 
created before 1914, is already pumping with its old vigour. When Keynes 
observed in 1919 that before the Great War 'The whole of Europe east of the 
Rhine thus fell into the German industrial orbit, and its economic life ad
justed accordingly', he was describing a phenomenon which has now outlived 
not only the most destructive war in human history but almost a half-century 
of communist economic abuse as well. 10 Imperial Germany created perma
nent changes in the economic of life of Central and Eastern Europe which 
outlasted war, fascism and communism. Such durability has a precise parallel 
in the Japanese recovery of their old markets denied to them by the ideologi
cal divisions imposed on East Asian business and commerce by the iron dis
ciplines of the cold war. 

The permanent restructuring of the main patterns of global trade and in
vestment achieved by imperial Germany and Meiji Japan challenge any pure
ly liberal reading of the economic history of these two nations. So does the 
second lesson, the 1990s recesssion. This insight is best formulated as a 
question: if Germany, even more than Japan, is so economically liberal, then 
why is it so threatened by the growth of global markets for capital and 
labour? That the Soviet Union was inevitably crushed by the 'end of history' 
and the triumph of liberal capitalism was predictable from Fukuyama's 
premises. 11 That Japan is now under assault from the same forces is less sur
prising if one acknowledges that the Japanese have never regarded their eco
nomic system as particularly liberal. But the West Germany of Ludwig Er
hard and Helmut Kohl? How could it be that this Germany is not, as it were, 
liberal enough? 

The answer to this question should force economic liberals to return to 
List and the 'pre-history' of the Federal Republic of Germany. This pre-his
tory provides the indispensable context for one of the most important debates 
of the 1990s: why the American and British models of economic policy re
main vital while the German, French and Japanese versions of the 'mixed 

10 JOHN MAYNARD KEYNES: The Economic Consequences of the Peace, The Col
lected Writings of John Maynard Keynes, Volume II, London (Macmillan/ 
Cambridge University Press) 1971, p. 10. 

11 FRANCIS FUKUYAMA: "The End of History?". The National Interest, Summer 
1989 issue. pp. 3-18. 
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economy' are under unprecedented challenge.12 It is my argument that pace 
the historical amnesia of German economic liberals, the German and Japanese 
versions of the mixed economy bear the stamp of the statist, nationalist and 
collectivist philosophies of economic organization and statecraft which de
fined German and Japanese public and private practice before 1945. 

Anti-Enlightenment 

This continental inheritance--anti-Smith, anti-Ricardo and anti-Mill--se
cured the freedom to develop a 'liberal' economic system that departed at nu
merous points from the individualistic, market-driven ideals that have tri
umphed in the English-speaking world during the past three decades. Which 
stands closer to the Catholic social democratic ideals which helped to under
write the creation of the post-war German welfare state: the social insurance 
programme of Bismarck or the Anglo-American libertarian insistence that 
'society does not exist'? 

In Japan: Beyond the End of History, I argued that modem Germany and 
Japan illustrate, with unique force, an alternative tradition in modem public 
policy, one quite different in important ways from the Anglo-American ap
proach.13 Bismarck's Germany was heir to a triple legacy. First, there was 
the nationalist ideology of Herder and Fichte (both ornaments of Japanese na
tionalist thought). Their ideas consciously blurred the distinction between 
'state' and 'nation', between Staat and Volk (In Japanese, kokka-shugi may 
mean either nationalism or statism). The second legacy was the tradition of 
effective state administration inherited from Brandenburg and Prussia, a tradi
tion nourished from late medieval times to the reforms of Stein after Napo
leon's defeat. This tradition underwrote Weber's conclusion that the efficien
cies of the modem bureaucracy and the modern corporation arise from the 
same source, an idea so incomprehensible to the English mind that not even 
the formidable Mill could grasp it. 14 Third, there was the influential body of 

12 One is mindful of the pressure the current climate exerts on the arguments 
contained, for example, in: ANDREW SHONFIELD: In Defence of the Mixed 
Economy, Oxford, New York (Oxford University Press) 1984. 

13 DAVID WILUAMS, op. cit. Particularly the chapter titled "Japan, Germany and 
the Alternative Tradition in Modern Public Policy", pp. 117-132. 

14 Contrast the comments on bureaucracy in MILL's Principles of Political Econ
omy (1848) with those of MAX WEBER in the posthumously published Econo-
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mercantilist policy insight cultivated under the star of what List called 'na
tional economy'. 

War and national emergency decisively coloured this Prusso-German ap
proach to the cultivation of bureaucratic effectiveness and national strength. 
Mindful of the threat posed by Western colonization, the leaders of the 
Japanese state were instinctively drawn to the German model. The findings of 
the Iwakura Mission, dispatched by the Meiji government between 1871-73 
to report on conditions in America and Europe, leave no room for doubt on 
this point. The practical wisdom of this Japanese elective affinity for things 
German was confirmed when Prussia crushed Napoleon III in 1870. The im
pact of German law, administrative practice, constitutional philosophy and, 
perhaps most important of all, German mercantilist thought, on the Meiji 
elite is beyond dispute. 

Hence the suspicion that German and Japanese economic and political 
practice forms the core of an alternative paradigm of modernity. List cannot 
be responsibly confined to a dusty corner of economic history called 'the pro
tection of infant industries'. Quite the contrary, List sketched a programme 
for late-developing nations to catch up with the British and the Americans 
who have successively dominated the world economy. In this way, List's 
ideas helped to transform the history of the modem world. 

III. Listian Logic in Germany and Japan Today 

Ideas that work 

The assumption that List's place in the history of economic thought is 
limited to his theory of 'infant industries' is indefensible. This approach to 
List's ideas is designed to belittle his significance. Such feeble analysis 
should be contrasted with this Japanese assessment of mercantilism during 
the key period in the key country at issue: Germany between the 1830s and 
1870s: 

Drawing on the experience of the 1818 Prussian tariff law, the Ger
man Customs Union was brought into effect in 1834. The impact of 

my and Society (1922). The issue figures prominently in: DAVID WILLIAMS: 

Japan and the Enemies a/Open Political Science. London (Routledge) 1996. 
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this legislation was promptly felt, and from the latter half of the 
1830s German industrialization proceeded at a rapid pace. By the early 
1860s, the customs union covered a wide territory (all of Germany 
outside the old free towns of the Ransa). The result was that by the 
beginning of the 1870s Germany had managed to transform herself 
from a net importer of heavy manufactures to a net exporter, and this 
revolution was achieved despite the continuing domination by the 
British of the international division of economic labour that prevailed 
in the middle of the nineteenth century.15 

A century later, these same ideas were put to work in order to create trans
form Japan, South Korea and Taiwan into globally competitive manufactur
ing powers. The rise of these industrial economies signalled the renewal of 
Asian energies after centuries of decay, dependence and defeat. It also marked 
the end of the era of Western global hegemony. On both counts, the impact 
of national economics on the making of the twentieth century may properly 
be described as revolutionary. It allows one to conclude that Friedrich List 
was the intellectual godfather of Asia's modem economic miracle. 

Mazda and National Economics 

These are strong claims for the contemporary relevance of national eco
nomics. Here, some of these claims will be tested against assessments of 
List's thought aired recently in Germany. But before doing so, I would like to 
offer an interpretation of one of the Japanese dramas of the 1990s recession 
which highlights List's usefulness as a guide to understanding the pyschol
ogy of Japanese economic nationalism. 

In the spring of 1996, Henry Wallace, an Scots-born executive of the 
Ford Motor Company became president of Mazda, Japan's fifth largest car 
manufacturer. Wallace's appointment marked the effective takeover of Mazda 
by Ford. This was the first time foreign capital had won control of a signifi
cant share of Japanese domestic car production since the expUlsion of General 
Motors and Ford from Japan in the late 1930s. 

15 TSURADA TOSHIMASA: Sengo Nihon no Sangyo Seisaku (Industrial policy in 
post-war Japan), Tokyo (Nihon Keizai Shinbun-sha) 1982, p. 9. The transla
tion is from DAVID WILLIAMS: Japan: Beyond the End of History, op. cit, 
p.131. 
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Mazda is the largest economic enterprise in Hiroshima, a city with about 
one million inhabitants. It is estimated that, directly or indirectly, the car 
maker accounts for one quarter of all economic activity in city. If Ford de
cides to move Mazda's production facilities abroad to exploit cheaper wages, 
this may, over the short-term and perhaps the long-term as well, generate 
high levels of local unemployment. Such concerns matter because the destiny 
of this company town is now, to a degree almost unprecedented in modem 
Japanese history, in the hands of a foreigner who has an infamous reputation 
as a specialist in corporate restructuring or 'down-sizing'. Whether Mr. Wal
lace's assiduous pursuit of his private economic interest will rebound to the 
benefit of the citizens of Hiroshima is now the question of the hour. This is 
the gamble which they have been condemned to take. 

Market forces and private sector failure have reduced Hiroshima to an ex
periment in Smithian economics. The whole thrust of List's ideal of national 
economic sovereignty seeks to preclude the need for such experiments. Many 
Japanese have concluded that nothing could have been done to prevent Maz
da's takeover, given their country's reluctant acceptance of the liberal rules of 
the globalizing world order. But such acquiescence is frequently qualified by 
the hope that someday soon Japanese economic strength will allow Hi
roshima to slip Ford's leash. 

To regard Ford's takeover of Mazda as a national defeat--and this is the 
way it is viewed in Japan--is entirely consistent with the fundamental nation
alist impulse which animates List's thought. This contrasts powerfully with 
the singular inability of classical economic thinking, even in its modem re
formed guise, to deal satisfactorily either with the claims of national identity 
or with the developmental role of the nation as an economic actor. As a re
sult, the vigilant defence of economic sovereignty through national strength 
has defined corporate strategies and public policymaking in modem Japan, 
South Korea, Taiwan, Singapore and Malaysia in ways that nco-classical 
economists are able neither to explain nor to accept. To repeat, List's The 
National System of Political Economy offers more than a theory of how to 
promote infant industries. It is a guidebook on how to defend national auton
omy amidst the shifting currents of global market forces. List can be dis
missed only if one rejects that the importance of national economic well-be
ing and self-government. 
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List in Germany today 

In 1994 the Hannover Conference of the Studies in Economic Ethics and 
Philosophy (SEEP) met to discuss the contemporary relevance of Friedrich 
List and the Older Historical School. Before reviewing the views on Friedrich 
List aired at this meeting, it might be useful to restate the four key assump
tions of the Historical School: 

(1) Politics has priority over economics. 
(2) Positive economics, after Smith, is too narrowly focused on 'price

quantity-relations'. 
(3) Community, not the monadic individual, is the lynch-pin of economic 

reflection, properly conceived. 
(4) Economics must be theoretical enough to be true, but practical 

enough to be effective in the real world. 

In treating the 'Older Historical School', Birger P. Priddat spoke at the 
SEEP conference on the 'Intention and Failure of W. Roscher's Historical 
Method of National Economics', and this presentation, together with an un
published paper on List himself, provided an opportunity for a discussion of 
the work and relevance of List, summarized by Bettina LOhnert.16 

The opinions offered about national economics suggest that the influence 
of political and economic liberalism makes it very difficult to paint a just 
portrait of List's stature today. He may be best known for his advocacy of 
protective tariffs, but his reasons for doing so outflank the pedestrian objec
tions repeated so tirelessly in conventional textbooks of positivist economics 
where the role of aggressive protectionism in fostering industrial power of 
the front rank, first in Britain, then Germany, the United States and Japan, is 
consistently denied. 

To describe Listian theory as a justification for 'state interference in the 
economy' is to surrender to a persuasive definition of List's project, that is to 
describe national economics in the hostile and distorting language of neo
classical economics. To bring positivist ideas, such as 'efficient allocation', 
for example, into play when attempting to introduce List's ideas is inherently 
biased and unscientific. Contrary to the claims of rational choice theorists, 

16 See PETER KOSLOWSKI (Ed.): The Theory of Ethical Economy in the Historical 
School: Wilhelm Roscher, Lorenz von Stein, Gustav Schmoller, Wilhelm 
Dilthey and Contemporary Theory, Berlin (Springer-Verlag) 1995, pp. 15-
38. 
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the mere existence of pressure groups does not preclude an effective industrial 
policy, it just means that the institutions of state power and collective pub
lic-sector will must find ways to finesse them. As for the proposal that East 
Europeans should ignore the teachings of Listian national economics because 
they have hardly any products which can be successfully marketed abroad, one 
is inevitably reminded that positivist economists believed that post-war Japan 
should have confined itself to light manufacturing and the export of cheap 
toys. It was thinkers such as List, not the advocate of neo-classical eco
nomics, who encouraged the Japanese to dream that they, too, could one day 
become formidable exporters of steel, cars and semi-conductors. 

In a German context, there is also an inevitable and wholly understandable 
temptation to resist Listian ideas on the grounds that nationalism may be 
dangerous. But the contribution of mercantilism to the rise of Japan and East 
Asia will never be grasped if one evokes the doctrine of individualistic ethics 
before a fair and balanced understanding of national economics has been 
achieved. 

IV. German Renaissance: The Historical School 
and the Renewal of the Mind of Europe 

Methods and morals 

The systematic denial of this East Asian achievement continues to this 
day, most scandalously in the writings of Paul Krugman, the American 
economist and controversialist17. This denial is a stain on Western social sci
ence. It provides ample grounds for seeking an end to the monopoly exerted 
by positivism on the way economics is taught in so many of the world's 
universities today. In methodological terms, the rediscovery of List points to 
the need for the uncompromising defence of empiricism against the pro
crustean dogmatism of economic positivism. In this battle, the empiricist is 
the defender of open social science and methodological pluralism. is Those in 

17 See, for example, PAUL KRUGMAN: 'The Myth of Asia's Miracle", Foreign 
Affairs, November-December 1994, pp. 62-78. 

18 This is the main argument developed in: DAVID WILUAMS: Japan and the Ene
mies of Open Political Science, op. cit. 

547 



DAVID WILLIAMS 

search of still more reasons for reviving the Historical School need look no 
further than its instinctive defence of empiricism against the nomological 
impulse which perpetually tempts both the metaphysician and the positivist. 

More is involved in this plea than methodology. For much of the past 
half century, too much of the burden of sustaining the adventure of the West
ern mind has fallen on the shoulders of the New World. The intellectual con
dition of Europe still suffers from formidable losses, both human and mate
rial. The contrast between the mental vitality of the United States and the 
impression of enervation that has until very recently characterized the Euro
pean intellect is the case in point. Only the extraordinary flowering of French 
thought since the war offers powerful evidence of the greatness which might 
have been achieved had the rest of Europe escaped, to a like degree, the mas
sive slaughter which unfolded between 1933 and 1945. 

From catastrophe to renaissance 

Nowhere, outside Eastern Europe, has the weight of this cataclysm been 
felt more strongly than in Germany, in so many ways the intellectual power
house of continental Europe since the age of Kant, Goethe and Gauss. When 
we mourn the loss, it is almost inevitable to ask, yet again, how this tragedy 
was allowed to happen and how can it be prevented from happening again. 
Any deliberation over the fate and future of the German Historical School 
must touch on this controversy. This is because Listian mercantilism repre
sents a powerful counter-Enlightenment vision of modernity laced with a set 
of explosive, even dangerous, ideas. Jacob Viner, no mercantilist, sets out 
what he believed to be the main tenets of the mercantilist school, ancient or 
modem: 

I believe that practically all mercantilists, whatever the period, coun
try, or status of the particular individual, would have subscribed to all 
of the following propositions: (1) wealth is an absolutely essential 
means to power, whether for security or for aggression; (2) power is 
essential or valuable as a means to the acquisition and retention of 
wealth; (3) wealth and power are each proper ultimate ends of national 
policy; (4) there is long-run harmony between these ends, although in 
particular circumstances it may be necessary for a time to make eco-
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nomic sacrifices in the interest of military security and therefore of 
longrun prosperity. 19 

Although Viner fails to grasp the central spirit of mercantilism-patriotism 
and solidarity with one's fellow countrymen as part of a moral community 
with a historic destiny, his recapitulation does demonstrate the range and real
ism of mercantilist reflection. But it also underscores the fact that nineteen
century mercantilism flourished in an intellectual climate in which moral cal
lousness, muscular Christianity and social Darwinism defined the spirit of 
the age. These ideas did not necessarily cause the horrors of 1914-1945, but 
they did little to inhibit them. 

In re-examining the legacy of the Historical School, there has been an un
derstandable desire to turn away from the rhetoric of 'realpolitik' and the 
Volkgeist which defined so much of the intellectual horizon of pre-Hitlerite 
Europe. One consequence has been a new stress on the essential but ambigu
ous term 'ethical economy' in the drive to revive the Historical School. Such 
ambiguities have their uses. They point to the body of objective insights and 
theories produced by the Historical School which remain untainted. But Peter 
Koslowski is certainly correct to conclude that: 

Compared to the social, economic and humane sciences (Geisteswis
senschaften) of the other Western countries, the German social and 
economic sciences are characterized by a rather significant lost of tradi
tion which, in the long run, must have damaging effects.20 

One of these damning effects has been the failure of European thinkers to 
resist the intellectual bullying and hubris of, to cite a prime example, the 
Chicago school of positivist economics. It is inconceivable that List, 
Schmoller or Weber would not have risen to the challenge of routing this 
school's exaggerated claims to scientific pre-eminence. Germany's loss of tra
dition is not Germany's loss alone. 

There is, of course, a moral dimension to this loss. George Steiner has 
lamented the 'dissolution' of the language of Goethe, Heine and Kleist which 
began not long after List's ideas started to be exploited to lay the economic 

19 JACOB VINER: The Long View and the Shore: Studies in Economic Theory and 
Policy, New York (Free Press) 1958, p. 286. 

20 PETER KOSLOWSKI: "Economics as Ethical Economy in the Tradition of the 
Historical School", in: PETER KOSLOWSKI (Ed.), op. cit., p. 11. 
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foundations for what would become the new Prussian-German empire.21 Das 
Nazionale System der politischen 6konomie reads, certainly in translation, as 
if it might have been written by Mill or Tocqueville, but it must be asked 
just how much Droysen, Schmoller or even Weber contributed not only to 
'the academicism and ponderousness of German as it was written by the pil
lars of learning and society between 1870 and the First World War' but also 
to 'the pomp and mystification' of the 'Potsdam style'.22 In the face of such 
criticism, and the German catastrophe which gives it force, it is perfectly un
derstandable that many scholars might prefer to tum away from the past and 
pay the price of a lost tradition. 

There are Japanese analogies to this dissent and loss of tradition. In his 
Gendai Seiji no Shiso to Kodo (Thought and Behaviour in Modem Japanese 
Politics), Maruyama Masao, perhaps Japan's most influential political think
er, attempts to trace the twisted path which transformed the Japanese, another 
nation of great modernizers, into the victims of ultra-nationalism.23 Read 
closely, Maruyama's treatise is also an essay on language, on the Japanese 
gift not only for obscuring the true locus of power and responsibility but 
also for slippery vagueness and self-serving ambiguity when confronted with 
unspeakable behaviour. 

Yet it is revealing that Maruyama works in the idiom of German ideal
ism. He describes how the Japanese critical spirit, the spirit that broke the 
grip of feudalism, weakened and succumbed to militarism and authoritarian
ism as the loss of shutaisei (Subjektivitiit).24 The scarred story of the mod
ernization of Japan and Germany does yield to Hegelian gloss. But any moral 
critique remains vulnerable to the fallacy of moralism (the belief that the cor
rect ethical stance guarantees the correct scientific judgment) as long as it 
does not address the other half of the equation: how two peoples, two late
comers to modernity, managed to re-channel the global river of commerce, 
manufacturing, finance and, yes, power, in ways that have altered the course 
of modem world history. This double-barrelled question looms large in any 

21 GEORGE STEINER: 'The Hollow Miracle", Language and Silence, London (Fa
ber & Faber) 1985, p. 119. 

22 Ibid. 
23 MARUYAMA MASAO: Gendai Seiji no Shiso to Kodo, Tokyo (Mirai-sha) 1964. 

In English, see: Thought and Behaviour in Modern Japanese Politics, ed. by 
Ivan Morris, London (Oxford University Press) 1969. 

24 See, for example, MARUYAMA MAsAo: Chusei to Hangyaku (Loyalty and be
trayal), Tokyo (Chikuma-shobo) 1992. 
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reconsideration of the Historical School and its contemporary relevance. To
day we have the moral reserves to tackle it. This is crucial because there can 
be no revival of what T.S. Eliot proudly called 'the mind of Europe' without 
a German renaissance. 
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The Historical School of Economics develops a historical theory 
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is called "institutional economics". Being one of the fIrst compre

hensive studies of the German "Historical and Ethical School of 

Economics" in the English language, the book presents the theory 

of ethical economy from Wilhelm Roscher to Gustav Schmoller, 

the foundations of historism and the humanities in Wilhelm Dil

they and their present relevance. It also makes visible which im

pact the Historical School has for the foundations of contempo

rary business ethics and the cultural theory of the economy. 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 290
  /ColorImageMinResolutionPolicy /Warning
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 600
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.01667
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 290
  /GrayImageMinResolutionPolicy /Warning
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 600
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 2.03333
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 800
  /MonoImageMinResolutionPolicy /Warning
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 2400
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV <>
    /HUN <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [2834.646 2834.646]
>> setpagedevice




