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Articles

COMMUNITY WITHOUT
COERCION

HANNES H. GISSURARSON
Pembroke College, Oxford

In the West, we are witnessing a remarkable regrouping of
political forces. Marxism is seen by more and more people as a
pure fantasy, irrelevant to our time and day, although it will, of
course, linger on for a while in some educational establishments.
But with its decline, we may perhaps be returning to the political
problems that preoccupied pre-Marxian thinkers, in particular the
old tension between conservatism and liberalism. There is one dif-
ference: now, those who call themselves socialists are in fact conser-
vatives, while self-styled conservatives are, at least sometimes,
liberals. In this paper, I propose accordingly to examine one or two
conservative (socialist) arguments against the market order, not in
terms of efficiency, but other values, which, it is alleged, market
supporters cannot take into account. I will do this with special
reference to Hegel, as he seems to inspire many contemporary non-
Marxian critics of capitalism.

HEGEL’S ANALYSIS OF CIVIL SOCIETY

The problem with capitalism, as perceived by Hegelians, is this: if
society is to be legitimate, there has to be “‘universality’’; in other
words, a sense of citizenship, of people identifying with the state.
But in capitalism, or as Hegel called it, civil society,! there is only
“particularity’’; human relationships are based on self-interest, on
the mutual fulfilling of needs, not on any common identity. Civil
society is a society of strangers. Thus, a sense of loss, or alienation,
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is created. Some members of the community do not feel as its
members, they experience the community as something external
and unintelligible. There is, then, a conflict between what Adam
Smith called the “‘commercial spirit,” and ethical community in
which man can fulfill his role as man. It is a conflict between civil
society and the state that can only be overcome by a Hegelian
Aufhebung of civil society into the state. Translated into modern
terms, this means an interventionist state, correcting the outcomes
of the “blind”’ play of the market forces.

Hegel thought that the unhampered free market had two un-
desirable social consequences. In the first place, the individual was
deprived of the intellectual development that was only possible
within a community.2 Hegel agreed, then, with Adam Ferguson and
Adam Smith, that the division of labor, although on the whole
beneficial, had some undesirable social consequences which, in turn,
meant that the legitimacy of the liberal order was inherently ques-
tionable. Hence, modern Hegelians argue that, despite the affluence
of contemporary capitalist states, they are seething with discontent.
Space does not permit us to provide an adequate response to their
argument. It does not, however, appear as convincing now as 10 or
15 years ago when the “New Left” was in fashion.

Let me, however, note four points. First, the problem seems to be
somewhat exaggerated. The intellectual development offered to the
common man in precapitalistic society was not very great. Second,
if the liberal order lacks legitimacy, why do people everywhere try
to move from less to more liberal countries? They go from Mexico to
the United States, from East Germany to West Germany, and from
China to Hong Kong; not the other way around. Third, the dis-
contented group in our societies does not consist as much of or-
dinary citizens as intellectuals who cannot easily find a market for
their “services.”’ Is not the alienation they describe in such detail
their own alienation? Fourth, and this is a point to which I will return
later in this paper, civil society may be able to generate the iden-
tification, fellow-feeling, and social monitoring that may be
necessary for its maintenance. This it may achieve through volun-
tary associations, different communities, churches, localities, and
the like.

The other undesirable consequence of the unhampered market,
according to Hegel, was that the individual became prey of blind and
uncontrolled market forces in all their unpredictability and uncer-
tainty. Overproduction forced people into poverty, turning them
into ““a rabble of paupers,”3 creating alienation again. As Hegel
said:

This inner dialectic of civil society thus drives it—or at any rate drives
a specific civil- society—to push beyond its own limits and seek
markets, and so its necessary means of subsistence, in other lands




COMMUNITY WITHOUT COERCION 5

which are either deficient in the goods it has overproduced, or else
generally backward in industry, etc.4

For Hegel, as Michael Oakeshott has remarked, poverty was ‘‘the
counterpart of modern wealth rather than a sign of personal inade-
quacy.”’ ® Hegel was well aware of the fact that poverty had existed
before capitalism, and he was familiar with the classical economists’
argument that capitalism created wealth, not poverty. His thesis
was rather that in the context of progressive society the existence of
poverty was a social problem, whereas in precapitalistic society it
might have been an individual problem. Poverty was relative rather
than absolute; it was the position that the poor occupied in society.
By their membership in a progressive society the poor had come to
form certain expectations which were legitimate, Hegel believed,
but were not fulfilled.®

In this paper, I shall concentrate on this argument. First, there is
the idea of poverty as relative deprivation that has to be relieved by
the state. Second, we have the notion that socially generated expec-
tations are legitimate and that the state has, likewise, to step in and
fulfill them. The ““‘inner dialectic” of civil society consists then, as I
understand Hegel and his followers, in its creation of needs that
society is not itself able to satisfy, so that it is pushed beyond its own
limits. The liberal state—the state as confined to civil society—is not
enough. It is, in the Hegelian scheme, almost a contradiction in
terms. Underlying the argument there is a conception of man as a
being who can only capture his essence in the state, by which Hegel
meant an ethical community, a community of shared ideals and
ends. Man is free only insofar as he is a member of such a commu-
nity, participating in its Sittlichkeit. As a citizen of the state, he has
duties toward his fellow citizens; but he also has rights against them
that transcend the contractual rights of civil society. The welfare
state, with its conception of social justice, is therefore rational, in-
deed inescapable.

Hegel’s arguments have recently been restated by communitarian
critics of liberalism. On the right, Roger Scruton, Irving Kristol, and
Sir Ian Gilmour accuse Hayek and other liberals of endorsing the
uncertainty which can only sever the bonds of loyalty between in-
dividual and society.” Distribution of income has to have, Kristol
contends for example, a meaningful moral content: otherwise it will
always be seen as illegitimate. On the left, Charles Taylor and Ray-
mond Plant argue that liberals have an impoverished notion of
human beings, perceiving them as utilitarian calculators and
therefore unable to provide a satisfactory theory of their loyalty to
society.?

THE HISTORICAL ARGUMENT

Let me try to respond to the Hegelian argument on three levels:
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historical, philosophical, and economic. On the historical level,
liberals can question the claim that pauperization was a consequence
of capitalism. In the early 1950s, a meeting of the Mont Pelerin
Society was devoted to the treatment of capitalism by historians,
some of the papers being published in a book in 1954, Caprtalism and
the Historians.® There, the authors reach the conclusion, on the basis
of their analysis of the movements of wages and prices in the 18th
and 19th centuries, that there was a ‘‘slow and irregular progress of
the working class” during this period.!® This conclusion has since
been reinforced by the research of Max Hartwell and others.!!

In his introduction to Caprtalism and the Historians, Hayek tries to
explain why the opposite view came to be dominant. In the first
place, he contends, there was “‘evidently an increasing awareness of
facts which before had passed unnoticed. The very increase of
wealth and well-being which had been achieved raised standards
and aspirations.”’'? Secondly, and more importantly, the landowning
class had a vested interest in depicting the conditions in the in-
dustrial areas of the North as darkly as possible, in its political strug-
gle with the capitalist class. Finally, most of the historians who were
interested in economic history in the 19th century were sympathetic
to socialism or interventionism; they had certain preconceptions and
found ample evidence to support them, as all historians do who seek
out such evidence.

But Hegelians can point out that this does not dispose of their
thesis. They are concerned about relative, not absolute poverty, and
about the resulting estrangement of the poor from society. They are
right. The Hayekian reading of history, if correct, only serves to
change some of their preconceptions, to bring some balance into the
picture, but it does not show that the Hegelian worry is groundless.
Should hard-working, conscientious people risk losing their jobs or
at least suffering worse living standards because of a change in
fashion of a technical innovation in another country? Are such peo-
ple not the victims of circumstances, indeed of market forces?
And, perhaps more importantly: Should whole communties that
have existed for centuries be allowed to go under, lose their identity,
their history, the traditions and social values that they have
developed?

THE PHILOSOPHICAL ARGUMENT

This brings us to the second response, which is philosophical. It
pertains to how people can come to have legitimate expectations. In
his treatment of this problem in Anarchy, State and Ulopia, Robert
Nozick asserts that it depends on whether or not the fulfillment of
such expectations requires the violation of the rights of other people
to choose. If some people’s expectations remain unfulfilled simply
because other people have chosen things provided by the former,
then those people have no justified complaint, their expectations



COMMUNITY WITHOUT COERCION 7

have not been legitimate. As Nozick says:

Arturo Toscanini, after conducting the New York Philharmonic Or-
chestra, conducted an orchestra called the Symphony of the Air. That
orchestra’s continued functioning in a financially lucrative way
depended upon his being the conductor. If he retired, the other musi-
cians would have to look for another job, and most of them would
probably get a much less desirable one. Since Toscanini’s decision as
to whether to retire would affect their livelihood significantly, did all
of the musicians in that orchestra have a right to a say in that
decision??

A possible Hegelian response to this argument is that these con-
siderations may apply to purely contractual relationships, but that
many social relationships are not contractual. Moreover, Hegelians
may argue that people are interdependent and that the needs of the
poor are shaped by society, or in other words partly by those who
then refuse to accept the goods of the poor. In that sense, the poor
are victimized. Our rejoinder must be this: first, those human
relationships which are interesting from a moral point of view
are voluntary. It is the joint decision of two individuals whether
or not they marry; there is a joint acceptance of you by society
and of society by you, otherwise you emigrate or you lose your
citizenship. If resources are transferred from Norwegian tax-
payers to fisherfolk in the North in order to sustain their commu-
nity, then the Norwegian taxpayers have been deprived of
something without their direct consent. They have lost, while the
fisherfolk have gained. Second, even if it is right that people are in-
terdependent in civil society, it does not follow that they are equally
interdependent. It is precisely their market value, their price, as
agreed in voluntary transactions, which reflects the dependence of
others on them. If they carry a price lower than expected, it only
shows that society is not as dependent upon them as they had
thought. (This is not to say, however, that such people are worthless
in the eyes of society, and hence totally rejected by it. Everybody
can carry a price in Hegel’s “‘system of needs,”” but it may be very
low. Nozick has an illuminating discussion of this in his chapter in
Anarchy, State, and Utopia on ‘‘Self-esteem and Envy.”’1%)

It is undoubtedly true that by living in a progressive society people
come to have greater needs than in a primitive society. They
therefore feel deprived, even if their standard of living is better than
in a primitive society. Hegelians are surely right that poverty can
sometimes be relative. In modern affluent society, poverty is not as
much starving as not being able to keep up with the Joneses. The
answer must then be the rather Hegelian one that people must come
to understand that they cannot expect the Joneses to slow down;
they have to run faster themselves. Or perhaps they should choose
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another competition where they will be better than the Joneses. It is
a misunderstanding, moreover, that the only contest in modern
society is the competition for pecuniary rewards. Modern society is
pluralistic, there are many games going on simultaneously.
Scholars, scientists, athletes, and artists, although usually welcom-
ing pecuniary rewards, are not pursuing their careers only in order
to obtain such rewards.

Again, Hegelians may offer some responses. They may point out
that a transfer of resources from the Norwegian taxpayers to the
fisherfolk is perhaps not a question of one community losing and
another gaining. The Norwegian taxpayers do not constitute a com-
munity as such; they do not perceive themselves in any meaningful
sense as the community of taxpayers; self-awareness is to some ex-
tent, communitarians can argue, a necessary condition of a com-
munity. The rejoinder to this argument must, I submit, focus on the
relationship between a fisherman and another Norwegian within the
Norwegian community. The real and independent community in this
example is Norway itself. In it, all citizens are supposed to be equal.
Yet, some are subsidized at the expense of others. Is this not a viola-
tion of the communitarian principle that there must be some kind of
consensus behind political decisions? The whole idea of community
seems to lose its attractiveness if the community is not self-
sufficient or autonomous in some sense. If a part of the population
becomes dependent upon another part of it for its livelihood, it soon
loses its independence of mind, its self-esteem, its moral autonomy.
Is the spirit of the pauper really worth conserving?

Moreover, the Hegelian argument may, if followed through, have
some perverse consequences. If the “legitimate’ expectations of
communities are dependent, not on their absolute but their relative,
standard of living, then it seems that those in the very affluent com-
munity in Beverly Hills in California are as justified in claiming sub-
sidies to maintain their (relative) standard of living as the fisherfolk
in Norway or the British miners. If they suffer a loss because the de-
mand for their services has fallen relative to the demand for other
services, for example because films have been superseded by other
forms of entertainment, then they are apparently, on at least some
communitarian principles, entitled to have enough resources
transferred to them from others to enable them to live their usual
lives.t®

In The Constitution of Liberty, Hayek focuses on the moral ar-
bitrariness of our membership of a community; we are usually
members by chance, not choice. The demand of subsidies to com-
munities, Hayek says,

is in curious conflict with the desire to base distribution on personal
merit. There is clearly no merit in being born into a particular com-
munity, and no argument of justice can be based on the accident of a
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particular individual’s being born in one place rather than another. A
relatively wealthy community in fact regularly confers advantages on
its poorest members unknown to those born in poor com-
munities. . . . There is no obvious reason why the joint effort of the
members of any group to ensure the maintenance of law and order and
to organize the provision of certain services should give the members
a claim to a particular share in the wealth of this group.!§

THE ECONOMIC ARGUMENT

On an economic level, the response to the Hegelian critique is that
in all systems, always and anywhere, some expectations will be
disappointed. And it is necessary that they are. In all economic
systems there has to be a process in which people take on the tasks
for which they are deemed qualified. In all systems those who make
mistakes have to be made to realize this in themselves; otherwise
they will not be able to correct their mistakes. Under socialism or in-
terventionism everybody is supposedly assigned to that station in
life where he can best realize his capacities. But the rulers may
make mistakes as well as others, and the ruled may want to do
something that has not been assigned to them. Under capitalism, on
the other hand, nobody is directly assigned to any one station in life;
it 1s left to each individual to decide and then get feedback from
society in the form of a market price. If a person is a miner’s son in
Wales, then he chooses whether or not to become a miner himself in
the light of the information available to him. If he is a fisherman in
Norway, the same applies. The feedback may be positive; it may
also be negative. What is essential, however, is that there should be
some feedback, because otherwise individuals obtain no information
about their performance.

AN INTERPRETATION OF ECONOMIC HISTORY

The main point is this: if you make a choice, you also have to
understand and accept the fact that others make choices. And the
real question is the following: which is, on balance, a better alter-
native in Hegelian terms, that is to say, less likely to create aliena-
tion; to have your station in life chosen by others in a direct manner,
or to choose it yourself, thereby having to accept the similar choices
of others? There is little doubt that the second alternative is less
likely to create estrangement.

An aspect of the problem has, however, rather been bypassed
than solved by these considerations. The problem is not that some
unfulfilled expectations are illegitimate, but that some people will
feel that their unfulfilled expectations are legitimate and turn
against the free market. The problem can be put in different terms.
Much more information is available to many people about their




10 REASON PAPERS NO. 11

possible losses than their gains in the market game, and hence this
game will in their eyes come to lack legitimacy. People who are ex-
periencing a diminished demand for their services know what they
are losing, but they do not know what they may be gaining (for ex-
ample by rapidly adapting). They are not aware of the opportunities
provided by the market. The process will appear unintelligible; the
market forces will seem external. This can surely explain much of
modern economic history. Those who perceive themselves to be on
the losing side in the market game, for example farmers, and some
big companies, have combined to try to ensure their relative secu-
rity from competition by legislation or other political means. Then,
one intervention has made another necessary, a vicious circle has
developed, and an invisible hand has led people to create an ever-
increasing state. This process is, in a sense, made intelligible by
Hegelian arguments. The demand by interest groups for govern-
ment intervention has been an inevitable, although perhaps mis-
conceived, reaction to the vicissitudes of market forces, simply
because people have a better sense of such vicissitudes than of the
benefits conferred upon them by those same market forces. Hegel’s
inner dialectic of civil society can be interpreted not as an apology
for the welfare state but as the dialectic of excessive expectations
or, in other words, as an explanation for the transformation of the
liberal order into a welfare state.

THE MODERN WELFARE STATE

What is to be done? Hegel’s own dilemma was that he wanted at
the same time to retain civil society and to reform it. He recognized
that on the one hand, the “‘particularity’ of civil society implied
freedom, variety, and individuality. On the other hand, he thought
that it implied the alienation of those who where deprived by civil
society of the fulfillment of needs which civil society had generated
in them. This seems to be an argument for the modern welfare state,
where market forces are allowed to operate, but where government
“corrects’” their operation by intervention. And indeed Hegel
wrote:

When the masses begin to decline into poverty, (a) the burden of main-
taining them at their ordinary standard of living might be directly laid
on the wealthier classes, or they might receive the means of livelihood
directly from other public sources of wealth (e.g. from the en-
dowments of rich hospitals, monasteries, and other foundations).1”

But Hegel was acutely aware that such a welfare state might in fact
create as well as solve problems. It might be true that civil society
caused the alienation of those who were not chosen by the market,
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but charity, whether voluntary or involuntary, also caused aliena-
tion. As Hegel said:

In either case, however, the needy would receive subsistence directly,
not by means of their work, and this would violate the principle of civil
society and the feeling of individual independence and self-respect in
its individual members.

Another solution, almost Keynesian, was the creation of jobs
through public works. ““As an alternative, they might be given sub-
sistence indirectly through being given work.” But there was a
problem about that, Hegel thought:

In this event the volume of production would be increased, but the evil
consists precisely in an excess of production and in the lack of a pro-
portionate number of consumers who are themselves also producers,
and thus it is simply intensified by both of the methods (a) and (b) by
which it is sought to alleviate it.!8

Civil society could not ensure the consumption of its production as it
tended, according to Hegel, to overproduction. Hegel also men-
tioned that civil society might tend to extend its boundaries to what
is nowadays called the ‘““underdeveloped nations.”” But such kind of
“imperialism’ was only, of course, a temporary solution.

It seems, then, that Hegel was unable to come up with a solution
to modern poverty, which, in turn, led people not to identify with the
community within his own system. But a few comments are in
order. In the first place, Hegel’s belief that markets do not clear, his
denial of Say’s Law, is highly controversial.l® The concept of price is
curiously absent from his analysis. Everything in the marketplace is
a matter of degree. If people are willing to lower their price, they
will be accepted. In other words, there is no such thing as overpro-
duction (or, in this particular context, oversupply of labor). There is
only production at a price other people are not willing to pay. There
is also occasional discoordination in the economy that is ascribed by
the Austrian economists to a lack of information about available op-
portunities. Even if the price of a good is lowered, potential buyers
may not be aware of it. The task of the state should then, if we ac-
cept Hegel’s premise, be to try to eliminate rigidities in the labor
market and other markets and the distortion of information, and this
it can only, according to Hayek and other Austrian economists, ac-
complish by allowing the market forces freely to operate.

In the second place, the money spent by government on public
works would alternatively be spent by profit-seeking individuals.
Non-Keynesian economic theory, perhaps more widely accepted to-
day than during the last few decades, tells us that such profit-
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seeking individuals are more likely to find opportunities for growth
and hence for the creation of jobs than government officials. This is
not primarily because they have a greater incentive, although that is
certainly true, but mainly because they operate under a more effi-
cient feedback system where mistakes are costly and eventually
lead to the elimination through bankruptcy of those who persist in
making them.

Thirdly, and most importantly, while a permanent rabble of
paupers is created by charity, as Hegel saw, those who are rejected
by the market are only rejected so long as they try to exact a price
for their services deemed unreasonable by the rest of society. As
soon as they lower their price, or alternatively improve their serv-
ices, they are accepted again by the market. On balance, a Hegelian
should prefer bankruptcies of a few businessmen, and the tem-
porary hardship of those hit by market forces, to permanent pockets
of poverty as in the slums in the Bronx and in some of the
Merseyside communities where individuals may lose all sense of
responsibility and do nothing but collect their weekly checks from
government.?® The important thing here is that the market is an ad-
justment process: it allows those who make mistakes to correct
them; hence, it gradually eliminates alienation. Qur conclusion is,
then, that Hegel’s economics are deeply flawed, at least from a
Hayekian point of view and that the poverty problem can be solved
within civil society, although a few poor people will always be with
us.

THE ROLE OF AUTONOMOUS ASSOCIATES

Let us, however, turn to an interesting idea that Hegel entertained
about at least a partial solution to the problem. It was by individual
membership in social classes, (or estates, as Hegel called them) and
corporations. By such a membership the individual could gain social
identity, begin to feel at home in the world. Such classes and cor-
porations, given freedom of entry and exit, may not be very dif-
ferent from the autonomous associations described by Alexis de
Tocqueville in Democracy in Awmerica or the competing utopias
described by Nozick in the last part of Anarchy, State and Utopia. By
such a membership the individual could enjoy security from losses
in the market (and, of course, forsake some gains). This Hegelian
idea seems to be implemented to some extent in Japan where
workers and management in big corporations form what can almost
be described as an organic unity. It seems also to be manifest in
some workers’ cooperatives (like the Israeli kibbutz). Private in-
surance companies, autonomous associations, and families also
fulfill some such functions. (Secret societies, such as the
Freemasons, are supposed also to be informal insurance companies
of some kind.)
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We realize, then, with Tocqueville, that within civil society there
may be means of overcoming the possible alienation and insecurity
resulting from the workings of civil society. This is well understood
by a left-wing Hegelian, Charles Taylor, who writes that Tocque-
ville ‘“‘saw the immense importance to a democratic polity of
vigorous constituent communities in a decentralized structure of
power, while at the same time the pull of equality tended to take
modern society towards uniformity, and perhaps also submission
under an omnipotent government.”” Taylor adds that the con-
vergence between Tocqueville and Hegel on this score ‘‘is perhaps
not all that surprising in two thinkers who were deeply influenced
by Montesquieu.’’2!

Of course man is not only a komo economicus; he is also a zoon
politikon. People are socially interdependent; they are indebted to
one another. Needs, preferences, expectations, and wants are so-
cially generated. But liberals part company with communitarian
Hegelians, whether conservatives or socialists, when the latter try
to impose communitarian values on individuals who do not want to
step out of their social roles, to make an exit from their com-
munities, and who are not harming anyone by doing so. From the
communitarian premises it does not follow that government in-
tervention is necessary or that the artificial creation or maintenance
of communities which are no longer viable on their own are
fiecessary. To borrow a phrase from Joseph Schumpeter: we do not
need communitarianism in an oxygen tent.

It is an open question whether there are any alternatives to the
possible alienation in civil society that are not worse than it. It is
surely a shortcoming of some of the communitarian theories about
alienation and self-expression through participation, that they do
not include a viable model of politics. There, I suggest, com-
munitarian conservatives might learn something from the neo-
Hobbesian analysis of politics, pursued by the Virginia School
(Public Choice) in economics.22 What is emphasized by this school of
thought is that man does not change his nature by moving from a
market setting to a nonmarket setting. Much follows from this ap-
parently trivial point. It is difficult to see, for example, why we
should not expect selfish behavior from bureaucrats, if we expect it
from managers of private enterprises. (And if we are allowed to
postulate moral constraints in nonmarket settings, why should we
not also postulate them in market settings?) Recent experience of
public enterprises, labor unions, and the bureaucracy does not sug-
gest that we can be as optimistic about their public-spiritedness as
some Hegelian conservatives may be.

Liberals have won the argument from efficiency. Therefore, we
have to prepare for another kind of argument: the argument from
identity; the argument not about what we Aave but what we are. In
this paper, I have dealt with one or two such arguments. I am aware
that I have barely scratched the surface of deep problems which
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troubled thinkers like Adam Smith, Adam Ferguson, and Hegel. 1
also know that there are many strong arguments, besides those of-
fered here, which classical liberals can employ. But let me by way of
summing up say this: Surely we need community. Of course the
market has to be grounded in a specific morality, perhaps best ap-
proached in the familiar maxim: Honest vivere, neminem laedere,
suum cuique tribuere, that is, To live honorably, to harm no one, to
allow each their own. But our community has to be a community
without coercion, as Tocqueville emphasized. Our morality must be
voluntarily chosen or accepted by individuals, not imposed on them.
My contention is that the liberal order has the means to cope with
problems generated be market forces, and that government is not
the solution, but the problem.

1. Hegel’s concept of civil society is much more complex and comprehensive than I
make it out to be here.

2. Hegel’s Philosophy of Right, trans. T.M. Knox (Oxford: Clarendon Press, 1942), p.
243. Raymond Plant, “Hegel on Identity and Legitimation,” in The State and Civil
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ECONOMICS AND THE LIMITS
OF VALUE-FREE SCIENCE

FRANK VAN DUN
University of Ghent

In this paper [ take issue with the statement that ‘‘as a scientist,
the social scientist has no basis on which to commend one
criterion for ranking, or judging, decision-rules or outcomes over
another. Put another way, the social scientist is hopelessly lost as a
scientific ranker of outcomes—whatever be his competence as a
generator of theories or outcomes.”’* ,

Economists, moral, legal, and political philosophers, and others
have proposed various criteria in order to arrive at some systematic
ability to judge the “betterness’ of one outcome or procedure over
another. Many of these proposals have generated protracted con-
troversies among the social scientists and philosophers. But it has
also been said that each of these criteria ‘‘suffers from the same
defect: the substitution of one criterion for another will enhance the
interests of others. From this dilemma there appears to be no
escape.”’? Now this may well be true: there are and will be conflicts
of interests. But why should this be a “dilemma?”’ Why should it
make the social scientist qua scientist helpless in the face of the de-
mand for a scientific ranking? How can the mere fact that someone
feels his interests will be damaged if a particular criterion is adopted
be decisive evidence for the lack of scientific merit of that criterion?

I shall try to defend the thesis that the scientist as such, and the
economist qua scientist, is entitled to make certain value judgments
concerning social relations, including systems of property rights
defining the distribution of authority regarding the use of scarce
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resources. My starting point will be a remark by Jacob Bronowski:
‘“Those who think science is ethically neutral confuse the findings of
science, which are, with the activity of science, which is not.”’3 The
distinction between the findings of science and activity of science is
of course an important one. But coupled to the very plausible insight
that the scientific enterprise, because it is an activity, a search, a
process of discovery and justification, cannot be ethically neutral or
“value-free,”” it raises the question of whether 1) the findings of
science can be value-free if the activity is not; and 2) the supposed
ethics of science does not entitle or even commit the scientist qua
scientist to make certain value judgments that are bound to involve
him in what Max Weber liked to call “‘a battle of the gods.”

My thesis is an answer to the second question. In defending it, it
will be necessary to answer the first question also. Moreover, we
need a formulation of the “‘doctrine of Wertfreiheit’’ that saves its
deontological merits while avoiding its methodological imbroglios.
In taking seriously the possibility of a scientific ranking, we should
not open the gates for the cheap ‘“Kathederwertungen’’ that made
the insistence on ‘“Wertfreiheit” such an important element in
scientific education.? To the extent, however, that methodology is
concerned with the link between the activity of science and its func-
tions, the thesis implies that, even if in one sense ‘‘facts” and
“values’ are logically independent, in another sense, it would be
quite illogical to believe that a scientist may without inconsistency
subscribe to any value-position whatsoever (provided only that it is
itself internally consistent).

THE “EXTERNAL” MORALITY OF SCIENCE

In one respect, the fact that the activity of science is not “‘value-
free’’ is obvious even to the most casual observer. Value judgments
influence the choice of problems to be investigated and the choice of
the methods to be employed. Animal rights propagandists and those
who protest against research on human embryos are too vocal to
allow scientists to remain unconscious of the value judgments that
guide their daily activities. However, many of these value
judgments are “‘external’’ to the scientific enterprise: a particular
line of research may be denounced as immoral, even criminal, and
yet, however grudgingly, be recognized as an impeccable piece of
work, judged from a purely “‘technical’’ point of view. The fact that
some findings were arrived at in an ethically repugnant way need
not jeopardize their standing as possibly significant contributions to
our knowledge.

Science as an activity is embedded in a social context. We should
not take the doctrine of Wertfreiheit to mean that in the search for
truth the end justifies the means. On the other hand, it will be clear
that the “‘external’” morality of science, the morals of the society
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within which science is embedded, cannot and should not serve as a
criterion for the scientific ranking of social outcomes—that is to say,
not until it has been scientifically validated.5 The crucial test here
must be the “internal morality of science”’ —the ethics and politics of
“the scientific community,”’ at least to the extent that it is a vital
and essential precondition of science itself.

THE DEONTOLOGICAL REQUIREMENT OF
WERTFREIHEIT

I suppose it is safe to say that the doctrine of Wertfreiheit is usu-
ally taken to mean that the truth, however unpleasant, should be
pursued—or alternatively, that falsehood, illusions, and prejudice,
however comforting, should be exposed. Most scientists would
probably agree that Wertfreiheit is an ideal that certainly in the
study of human affairs—cultural, social, economic, and political
phenomena—may be difficult to attain. But even here the most com-
mon attitude is that it is quite proper to identify the value judgments
(one’s own or those of one’s fellow scientists) that may have played a
role in arriving at particular results and to point out that unless the
value judgments can somehow be validated, the results that depend
on them are to be treated, not as a “finding of science,” but as at
best a tentative conclusion, a contribution to an ongoing discussion
or a possibly fruitful suggestion for further research.

In this sense, it is rather misleading to single out value judgments
pertaining to ethical, political, or cultural values and ideals. The
deontological requirement of value-freedom should not be taken to
involve the demand that an iron curtain be erected between
“science’” and ‘‘ethics.” Rather, it involves the demand for com-
plete intellectual honesty in making clear just what the status of
one’s pronouncements is— ‘scientific truths,” hypotheses, conclu-
sions derived from such and such premises, interpretations based on
this or that evidence, meaning-postulates, etc.—and for the will-
ingness to allow others to challenge these status-claims, whether or
not they apply to ethical or political value judgments.®

To be sure, scientists should not reject a proposition merely or
primarily on the ground that its truth would be very inconvenient or
subversive from the point of view of the proponents of some meta-
physical, religious, social, political, economic, or racial doctrine.”
And it cannot be denied that the temptation to do just that is often
very great—especially when the doctrine is itself linked up with the
prevailing morality of a (part of) society and so with the ‘‘external”
morality of science. But then scientists should also not reject a prop-
osition merely on the ground that its truth would be inconvenient for
some prevailing scientific orthodoxy. There are fashions in science,
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and there is considerable social pressure.® Quite possibly the
dramatic effect of insisting on Wertfreiheit is greatest when we
have in mind the many blatant instances of people trying to turn
what looks like science into a prop for some ideological or political
cause. But its value may be greatest when it is used to combat the
overhasty assignment of truth-values by the members of the scien-
tific community themselves—to prevent a promising or fruitful idea
from establishing itself as an unshakeable dogma.

It would perhaps be better to drop the term Wertfreiheit
altogether, and to speak only of ‘‘freedom from prejudice.”” Science
represents the movement from prejudice to informed, rational judg-
ment. This formulation does not prejudge the question of whether
value judgments can or cannot embody scientific knowledge. In ad-
dition, it reminds us of the fact that scientific knowledge need not
consist only of propositions of the form “We know that it is true
that...” Such knowledge is the exception rather than the rule.
Scientific knowledge consists almost entirely of propositions of the
form “‘It is true that we do not know...”” and ‘“We know that it is
not true...”

WERTFREIHEIT AND METHODOLOGY

This interpretation of the Wertfreiheit ideal is far removed from
the Weberian version, which was based on the thesis that all value
judgments are ultimately and irremediably and necessarily irra-
tional, merely subjective prejudices.® It is safe to say, however, that
most scientists, while recognizing Weber as a champion of Wert-
freiheit and remaining firmly (and justifiably) skeptical of the
rhetorical argumentation of moralists and politicians, would prob-
ably refuse to make the leap into Weberian value-nihilism. And they
could refuse for the good scientific reason that it would require some
sort of “impossibility theorem™ to justify Weber’s move from the
undisputed heterogeneity of the problems of ethics and those of,
say, physics, or geometry, or economics, to the conclusion that there
can be no science of ethics. Weber did not supply an impossibility
theorem, nor did anyone else.

Indeed, on the interpretation of Wertfreiheit given here, this
Weberian leap itself violates the canon of Wertfreiheit because it
denies any scientist qua scientist the right even to attempt an in-
vestigation of the validity of value judgments—and also because it is
a prime example of a competent scientist using his reputation as a
scientist to lend authority to a thesis that is not “‘scientific’” at all. As
Weber himself pointed out, it is not even permissible for a scientist
to say that the search for knowledge and truth, the life of reason and
decision based on knowledge, is objectively good, or that science is a
worthwhile vocation—or even that it may be possible one day to
discover the truth or validity of these judgments.10




ECONOMICS AND VALUES 21

Weber’s value-skepticism, far from being ‘“‘healthy,” amounts to
outright value-nihilism.'* By denying that a scientist could eventu-
ally come up with an “‘objective’’ or rational justification of the value
of science, he effectively destroyed any ground upon which to make
a stand against those who claim reason is evil and knowledge to be
avoided at all costs; who maintain that there is no virtue in trying to
think logically, or in trying to devise critical experiments, or in striv-
ing for clarity and intellectual honesty. How can one claim that in
order to judge the status of a proposition—to see whether it is cer-
tainly or only possibly true, whether it is a conclusion or a presup-
position, a serious hypothesis or merely a joke—one should ap-
proach the question with the mind and attitude of a scientist, if one
has already admitted that one’s attachment to scientific method is
just a prejudice, an irrational leap of faith, with no possibility of a ra-
tional justification?

And where does this leave the findings of science? How can one
avoid the slide from healthy fact-skepticism into the abyss of fact-
nihilism, if one agrees that it is just as rational to accept the findings
of science as the ravings of a madman? If believing in the value of
science is irrational, then so is believing in the facts of science.!?

There can be no facts in a world without values. A “‘scientific
fact” (factum) is something we have made in accordance with the
art of critical judgment—it is an interpretation that derives its value
entirely from the process by which we arrived at it. If science has no
more value (speaking ‘“‘objectively’’) than the fancy of a court-
astrologist or the wit of the columnist of the year, then the facts as
presented by the sciences cannot and should not be taken more
seriously than the facts as presented by prejudice—certainly not by
the Weberian scientist with his ‘‘irrational’”’ commitment to intellec-
tual honesty and consistency. Weber, it is true, passionately refused
to make ‘“‘the sacrifice of the intellect,” but he had painted himself
into a corner where he had to admit that the refusal could only be
made passionately. Whatever his deontological intentions, Weber’s
doctrine of Wertfreiheit reaches far into the domain of methodology
and turns into darkness and despair.

As Friedrich Kambartel has noted: ‘““Those who accept (Weber’s
thesis that value judgments ought to be eliminated from the praxis
of science because they cannot be justified), cannot even understand
how mathematics can be a science.”’!3 The findings of mathematics
can have no transsubjective validity if the methodical norms that
make it possible are denied such validity.

THE IS AND THE OUGHT

Weber may have thought the thesis that one cannot derive an
“ought’ from an ‘“‘is” justifies his doctrine.* It does not—no more
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than the impossibility of deriving anything that might be a theorem
of economics from all the theorems and reports in all of the
literature on physics or chemistry, justifies the conclusion that there
can be no science of economics.

In order to oppose the Weberian doctrine of Wertfreiheit we do
not have to deny the gap between ‘““is”” and “‘ought”’—only that we
are exclusively on one side of it, viz., on the side of the “‘is.”” There
is no a priori reason why there could not be normative principles that
can be asserted with as much reason as any finding of scientific fact.
On the contrary: the reason for accepting a scientific fact or proposi-
tion as true (i.e., worthy of belief) or as worthy of further considera-
tion, depends entirely on the conformity of the cognitive practice
that produced it with the cognitive ideal and the norms that con-
stitute it. If it were not for the fact that we ought to be reasonable, it
would not be unreasonable to deny that anything ought to be be-
lieved because it is “‘a fact.” '

That we ought to be reasonable is the most fundamental, the most
indubitable fact of all—the fact without which nothing else can be a
fact. And this fact, let it be noted, is expressed by means of a prop-
osition that is neither a mere formal tautology nor an empirically
falsifiable proposition—a characteristic it shares with such other
facts as that we are rational beings or that we are purposive
agents.!® There is no way in which we could hope to falsify such
propositions, although, because we are rational, we can easily imag-
ine another kind of rational entity, say: a god, for whom it would
be possible to assert, without contradiction, that we are not ra-
tional agents, or that, if we are, we nevertheless ought not to be
reasonable. Philosophers have known for a long time that the logical
import of a sentence may undergo a radical change if, without modi-
fying its grammatical structure, we change the subject from the
third- person to the first person. ‘““The liar”’ is perhaps the most
famous instance of this phenomenon.® It should not be surprising,
then, that a proposition may be a necessary truth sub specie rationis
humanae, when it is no more than an empirically falsifiable proposi-
tion sub specie aeternitatis. And surely, while it may make sense for a
god to measure the science human beings are capable of with the
yardstick of his ‘‘scientia divina,”” a human scientist should not
forget that, at least in epistemology and methodology, ‘“‘man is the
measure of all things.”

We can assert, bluntly, that we ought not to be reasonable, but if
we do we should not add insult to injury by spelling out the
“reasons’”’ why we ought to accept that position. We cannot
reasonably deny that we ought to be reasonable: anyone who
ponders, i.e., seeks an answer to, the question of whether or not we
ought to be reasonable, must arrive at the conclusion that we
ought.'” We cannot reasonably deny this fact, which has been known
at least since Aristotle, in his Protrepticus, argued that the question
of whether we ought to philosophize or not, logically permits only
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one answer-—that we ought to philosophize.’8 (And let us note here
that at least one economist, Ludwig von Mises, has claimed that eco-
nomics, as a science of human action, should rest on the non-
tautological, yet meaningful and nonfalsifiable proposition that man
is a rational agent—i.e., on a fact of the same epistemological status
as the one we are considering here.) 1* Against Weber we must ac-
cept that there can be no fact without values and no objective or
transsubjective facts without objective or transsubjective values.
Science does not require a leap of faith: there can be a science of
ethics and therefore also an ethics of science that is quite objective if
it conforms to the normative facts as discussed by the science of
ethics. Still, ethical judgments are not infallible. Although it is
nonsense to say that the findings of a science are ‘‘value-free,” it
makes perfectly good sense to claim that no prejudice should be
allowed to survive in the development of a science of ethics. There
is, then, a sense in which the doctrine of Wertfreiheit applies to
ethics too—and, if T am right, it is the same sense in which it applies
to every science. And to say that we ought not to tolerate the sur-
vival of prejudice, is but another way of saying that we ought to be
reasonable. And if it is the self-imposed mission of science to effect
the movement from prejudice to informed, rational judgment, then
we need have no qualms about affirming the objective ethical value
of the scientific enterprise.

SCIENCE AND THE POLITICS OF DIALOGUE

There can be no more fundamental truth than that we ought to be
reasonable. Science is man’s attempt to rise to this challenge in the
field of judgment. But this means that the scientific undertaking
cannot be a solitary enterprise. There is no way an individual can
break out of the prison of ‘“‘the evident,”” no way he can even iden-
tify, let alone begin to question, his prejudices, unless he has come
to understand that what is evident to him may not be evident to
another and that his point of view is not the only one. Science is a
dialogical undertaking: it requires that we make public what we
think and try to refute what we believe we ought not to accept, and
try to prove what we believe we ought to believe—it requires that
we give our reasons.?® But this is only part of the story. A dialogue is
not just a solitary monologue, nor even a monologue delivered in
front of an audience. Neither is it a debate: the aim of the par-
ticipants may be to defeat one another in a debate—this may even be
their only motive—but it is not victory or defeat in debates that
marks the progress of science. Nor is a dialogue a collective
deliberation aiming at a collective decision binding on all, to be ac-
cepted by all and questioned by none: truth is not a matter for
decision.?!

We cannot be reasonable unless we are prepared to judge only in
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the light of reason—that is unless we are prepared to accept that
whatever can be questioned may (and ultimately ought to) be ques-
tioned, and that there are no answers anyone ought to accept if he or
she cannot understand why it would be unreasonable not to do so. A
dialogue is an argumentative, not a persuasive, not a rhetorical ex-
change: the aim of participation is to understand others in order to
make oneself understood in order to allow others the opportunity to
indicate just why their understanding of one’s point of view does or
does not appear to them sufficient reason to share it.2?

No doubt, rational dialogical discussion is rare, even in the history
of science. But that does not mean that it is wrong to say that history
derives its unity from the fact that the scientific enterprise is an
ongoing, open, unprejudiced, nonauthoritarian and nonpersuasive
dialogue—no matter how great the interest of particular individuals
in winning the debates or in having their views accepted as official
or holy writ. Bronowski said it well: ‘““The values of science derive
neither from the virtues of its members, nor from the finger-
wagging codes of conduct by which every profession reminds itself
to be good. They have grown out of the practice of science, because
they are the inescapable conditions for its practice.’”’23 A not incon-
siderable, though not formalized, part of a scientific education con-
sists in learning to respect the ethics of the dialogue—to allow others
to question one’s most sincere convictions and to refrain from claim-
ing too much for them unless one has answered their questions: to
refrain from using rewards or punishments—promises or threats—
as means for securing the agreement of others; to refuse to argue
against one’s better judgment; and to insist that others do likewise.
But most of all: to respect the dialogical rights of others—their right
to speak or not to speak, to listen or not to listen, to use their own
judgment.

That we ought to respect these rights, recognized in the practice
of science, follows from the fundamental norm that we ought to be
reasonable—that one ought to respect rational nature, both in one-
self and in others; that one ought to cultivate one’s own reason and
ought to allow others to do the same. This requirement of respect
for the rational autonomy of every participant turns the dialogue
into the primary political institution for preventing prejudice from
establishing itself as an impregnable barrier against free and indepe-
dent thought, and so for making science possible.24

Once we have exorcized the ghost of Weberian value-nihilism
with its consequent fact-nihilism, we can see why it is inconsistent
for a scientist to claim transsubjective validity for the findings of
science while disclaiming any such validity for the ethical and
political norms that define the practice of science (and philosophy),
which, to quote Kuno Lorenz, “‘may be understood to be the un-
finished attempt, in an open dialogue to strive for an uncoerced con-
sensus in all fields of knowledge,”’?5 and to realize the goal of mutual
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enlightenment. The scientist qua scientist, i.e., regardless of the
particular discipline he or she has chosen to work in, is not only en-
titled, but logically committed, to uphold the ethical and political
value judgments that make science possible. In fact, the scientist
qua rational being cannot reasonably deny that the question,
whether or not one ought to be reasonable, logically permits only
one answer, the affirmative one, and so cannot but accept whatever
follows from it.

It may seem strange that Plato, the undisputed master of the
dialogue as understood here, failed to draw any political conclusions
from it. His philosopher-kings did not engage in dialogue, and they
had no place in their cities for the institution of the dialogue. Even
Plato’s second-best solution, as presented in The Laws, has no room
for the institution of the dialogue: its aim is to arrest evolution (i.e.,
further decline and corruption) by a strict enforcement of discipline
based on traditional, not-to-be-questioned laws. In his attempt to
rescue the good city from the effects of sophistry and demagoguery,
Plato was willing to sacrifice the Socratic dialogue as a model of
human interaction, and to uphold the very nonhuman ideal of non-
argumentative knowledge.

There can, however, be a human history of science only where
there are no philosopher-kings; only where the principle of
philosophy, i.e., the dialogue as a political institution, with its
jealous regard for the right of all people to act on their own judg-
ment, prevents all philosophers or scientists from consolidating
their eminence or leadership among their followers into a legal
authority that cannot tolerate dissent.

SPEECH AND ACTION

If science were a matter of revelation, it would be indifferent be-
tween any two political regimes. As it is, it is illogical for scientists
not to see that qua scientists they must support that system or
regime that best conforms to the dialogical requirements: a scien-
tifically or philosophically defensible political system must be one in
which science and philosophy can come into their own—not just as
elitist and esoteric pursuits subject to special rules which set them
apart from the rest of society, but as ethical ideals that pervade all
human activities. In what other sense can ‘‘the unity of theory and
practice’ be a valid idea?

Because the fundamental “ought” cannot be restricted to a par-
ticular kind of activity, the requirement of reasonableness applies
across-the-board to every human endeavor. It applies to action no
less than speech. Human action always rests upon and involves
judgment. Scientific or theoretical knowledge is not essentially or
qualitatively different from ‘‘ordinary’” or practical knowledge.
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‘“The intellectual methods of science do not differ in kind from those
applied by the common man in his daily mundane reasoning. The
scientist. . .merely uses them more skillfully and cautiously.’’26
Neither science nor “‘our daily mundane reasoning’” fare well if we
do not see the continuity or do not recognize that both equally face
the challenge of reasonableness.

If the ethical and political requirements of the dialogue are valid
for science, then they are universally valid wherever judgment and
decision based on knowledge may be involved. They derive their
validity, not from any particularity of the scientific enterprise as
such, but from the fundamental fact of our existence as moral (i.e.,
rational) beings. They cannot plausibly be restricted to the recog-
nized “intellectual pursuits” (recognized, that is, by the self-styled
“intellectuals’). The required respect for every person’s rational
autonomy is founded in our rationality (proven by our ability to enter
into dialogical relationships), not in any professional or class
solidarity.

There is, then, a glaring inconsistency in the views of those who
defend ““free speech” and ‘‘the free market in ideas” but attack
freedom of action and the free market in goods and services. It is
true that this inconsistency has been absorbed into the very fabric of
our culture, which, with its long tradition of dualism (mind vs. body,
culture vs. economy, supernature vs. nature) has succeeded very
well in making the differential treatment respectable.

The inconsistency of separating speech and action is also masked
by the adoption of the definition of democracy as ‘‘government by
discussion.” But, as mentioned earlier, the goal of a dialogical
discussion is not to arrive at a collective decision, binding on all,
whether or not all have come to the conclusion that the decision is,
all things considered, the right one. In a culture where there is a
tradition of discussion, i.e., a dialogical tradition, people can at any
time come to it as if to a stream, to refresh their minds and to gain in
understanding, and leave to take their chances on their own respon-
sibility, without having to abide by any collective decision or having
to ask anybody’s permission. The “free market in ideas’’ is merely
another name for the dialogical process and its underlying struc-
tures of rights. But we should not forget that goods and services too
incorporate ideas and theories. Production, as Mises liked to say,
““is not something physical, material, and external; it is a spiritual
and intellectual phenomenon....Man produces by dint of his
reason. . .: the theories and poems, the cathedrals and the sym-
phonies, the motor-cars and the airplanes.”’?? Also: “thinking itself
(is) an action, proceeding step by step from the less satisfactory
state of insufficient cognizance to the more satisfactory state of bet-
ter insight.”’28

If the ethics and politics of the dialogue are valid for speech, they
are also valid for action. Respect for the rational autonomy of an
agent is just as much a requirement of reasonableness as respect for
the rational autonomy of a speaker.??
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ECONOMICS AND THE POLITICS OF DIALOGUE

As a scientist, then, the economist is entitled to urge the adoption
of the political requirements of dialogical interaction and to rank
social relationships according to that standard. Of course, in a world
in which many people coexist, and which, partly because of the fact,
exhibits the phenomenon of scarcity, there is no possibility of
respecting another unless one can define both oneself and the other,
at least in the sense of the ability to determine where the one ends
and the other begins.3° In verbal communication the boundary is ob-
vious enough: people are biologically distinct entities. But in other
sorts of interaction the situation is different: people use many
“things” that are not part of their biological organism, and when
they use them they turn them into means for the realization of their
purposes—they bestow a meaning on them (grain becomes food,
clay becomes building material, and so on.) But many different people
could use the same “thing’’ as means for many different and incom-
patible purposes. (Does the grain become food for human beings or
for someone’s collection of exotic birds? Does it become ‘‘my food”
or “your food’’?). In order to respect others as rational agents we
must know the distinction between “mine’” and ‘‘thine.”

Now this knowledge is already implicit in the knowledge that the
other fellow is another person. One who has turned a mere ‘‘thing”
into a means has produced (in the fullest sense: created) the means,
because where previously there was only a thing, there now is a
means, something that actually serves a human purpose. The thing
has been transformed into a good by the purposive activity of some
person. It is therefore his and not anybody else’s and remains his as
long as he has not given it away, exchanged it for something else, or
abandoned it. It is his in the sense of being an embodiment of his
judgment, of his capacities and designs.3! If we are to respect the
person we ought also to respect what is his, otherwise we would
deny him the right to act on his own judgment, and thereby destroy
the dialogical relationship.

We can argue that, all things considered, the world would be a
better place if some resources were owned (i.e., had been brought
into use or otherwise produced) by different persons than the ones
who did. But even if this is our conclusion, it would not entitle us to
effect the “appropriate” redistribution against the will of the per-
sons concerned. Nor does it entitle us to force them to use such
resources in the way those who did not (but should have) acquire(d)
ownership would have used them—supposing we somehow knew
anything about this. Maybe the world would have been a better
place if there were no quantum-physicists, or no Christians, etc., but
under the rules of dialogue that conviction does not entitle anybody to
take steps to outlaw guantum-physics, or Christianity, and so on. It
does not matter whether we base our conclusion on some ethical or
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religious doctrine or on consideration of ‘“‘utility’” or “efficiency.”
The label we apply to our arguments does not justify an infringe-
ment of the basic requirements of reasonableness, which is that we
respect the rational autonomy of the other, both as an agent and as a
speaker.

I have not the space to do more than just suggest that the
dialogical requirements can easily be transformed into a general
statement of the principles of private property and uncoerced ex-
change, i.e., of the freedom of every individual to use his or her own
means (but no one else’s) as he or she wills. This, I suggest, is the
fundamental political truth.32 Of course, just as in a conversation,
mere respect for the rules of the game does not guarantee the qual-
ity of lives people lead. It is just as possible to argue persuasively or
rhetorically or to talk nonsense without infringing the political struc-
ture of the dialogue—which implies the right not to listen or to dis-
engage oneself from any particular conversation—as it is to waste
one’s resources, one’s life, without infringing that political structure
of rights. But if this is to say that, from the point of view of an in-
dividual agent, political virtue (i.e., respect for the rational
autonomy of the other) is not enough—because he still needs an
ethic to make good use of, to respect, his own rational nature—then
we must nevertheless insist that this political virtue may well be the
only one that has transsubjective validity. The general requirement
of reasonableness tells us that we ought to develop, each one of us,
such a personal ethic, but not which one. It is possible that each per-
son has to discover it for himself, and that there is no way to ar-
ticulate the knowledge involved so as to turn it into an objective
theory—a theory that comes with a full declaration of all its condi-
dions of application and requisite background knowledge. The
knowledge involved in such a personal ethic may be, in the truest
sense of the word, personal knowledge—person-relative (and there-
fore not absolute or universalizable) and yet objective (because per-
taining to the reality of the person and not to his possibly mistaken
self-conception).

An immediate consequence of this is that within the framework of
the political order based on the principle of rational autonomy, an
almost infinite variety of social forms of cooperation and co-
existence is possible, each with its own particular challenges and op-
portunities.?® Thus we should expect to find that in some com-
munities or societies some property rights are valued less than
others and consequently are either not enforced at all or else are en-
forced in a lackluster manner. Similarly, conventions regarding the
exact delimitation of various property rights, or regarding the inter-
pretation of the meaning of various acts and words, may vary con-
siderably from one time or place to another. The nearly universal in-
stitution of “‘marriage’ is an example of the immense variety of
meanings and conventions that may come into play. The test is
political, not ethical in the sense of conformity to anyone’s particular
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conception of the good life. It is one thing to say “If I were you,” it is
another to forget that that is always and necessarily a counterfactual
judgment that can never be tested.

The importance of this political dimension—and of keeping it as a
regulative principle above any particular doctrine (whether of per-
sonal ethics or of economic organization or of social propriety) is ob-
viously methodological. For the requirement of reasonableness is
that any doctrine, whatever claims are made for it, be considered,
not as a final proposition to be disputed no further, but as a contribu-
tion to a public discussion or dialogue. As such it must be capable of
being taught and so of being learned. This teaching and learning is
to be distinguished from drill and indoctrination. It requires that the
doctrine be presented together with methods for testing and evalu-
ating it—which means that it must be presented in a context that
leaves open the possibility of comparing it to alternatives (i.e., of ex-
perimenting with alternatives) and of rejecting it altogether.34 And
where these doctrines pertain to action, to ways of life, such teach-
ing and learning must of necessity take place in an open society
where the liberty of all is guaranteed by the universal respect for the
autonomy of every individual, not just as a speaker, but also and
perhaps primarily as an agent—for it is only in action that a speaker
can prove that he means what he says, or that he has accepted what
he has been taught.

ECONOMIC POLICY PRESCRIPTIONS

It appears that economists can without the least scientific im-
propriety advocate policy prescriptions that are intended to move
the legal framework of the society in the direction of a greater
respect for the rational autonomy of every human participant and
the property rights that are implied by it. It follows from this that it
is emphatically not the business of an economist to assume that,
because the observed behavior of people is consistent with their hav-
ing the preferences that define, say, a prisoners’ dilemma, they are
in a prisoners’ dilemma type of situation; and to conclude that it is
therefore unequivocally a good thing to restrict their (and other peo-
ple’s) property rights so as to prevent them from realizing the ‘“‘non-
cooperative’’ outcome.3 Their observed behavior may be consistent
with their having other preferences than those required for
prisoner’s dilemma types of situations. It is a methodological mis-
take3 to make the transition from observed behavior to a well-
defined underlying preference-structure when there may be any
number of alternatives. Furthermore, it is deontologically improper
to make that transition with little more reason than to be able to
secure the production of some good (conveniently dubbed “‘public”’)
without considering its costs (the goods, whether private or public,
that would have been realized if the resources needed for their pro-
duction had not been tied up in one particular imposed project).37
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There can be no justification for basing policy prescriptions that af-
fect real men and women—on the conclusions from an argument
that assumes all agents to conform to behavioral postulates of some
theory that allows us to predict what the agents will do when we
know the objective pay offs associated with the alternative actions.
There is no point in terming a real action by a real person inefficient
because it does not match the predicted action of a theoretical con-
struct in some economist’s model of the world.

Of course, an external standard has to be imposed in order to
make meaningful judgments of efficiency. From a purely subjective
point of view, every action is efficient (from the standpoint of the
agent, at the time of action) and inefficient (for there is bound to be
someone else for whom that action was not ‘‘the best’’ that could
have been taken). Unless we once again go the route of interper-
sonal utility-comparison, not those performed by the agents them-
selves (for that would not solve the problem), but such as would be
performed by a unanimous body of economists, we must be able to
determine which (i.e., whose) subjective point of view shall be taken
into account. In other words, we can only say that an action is effi-
cient relative to a given property rights structure (if it does not in-
volve the infringement of any element in that structure). But the
normative import of such a statement is obviously nil unless we are
in a position to rank such structures according to some objective
criterion (which cannot be “‘efficiency’’).3 A final remark: the
political judgment I have presented does, of course, rule out a
number of other political judgments. For example, political social-
ism does not fit the requirement of reasonableness. But that is not to
say that in some circumstances some people might not quite reason-
ably conclude that the best use they can make of their freedom is to
organize a form of association that can only be described as
“socialism.”” Such experiments are quite legitimate as long as they
are introduced in the spirit of dialogue and remain throughout ““a
use of one’s rational autonomy,’”’” without becoming pretexts for lim-
iting it.3%
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WHAT IS REALLY WRONG
WITH MILTON FRIEDMAN’S
METHODOLOGY OF
ECONOMICS

STEVEN RAPPAPORT
DeAnza College

INTRODUCTION

Since its appearance in 1953 a rather extensive literature has
arisen in response to Milton Friedman’s article ‘“The
Methodology of Positive Economics.” However, to date no consen-
sus has emerged as to what Friedman’s methodological views are.
And, partly as a result of this, there is little agreement on the merits
and defects of Friedman’s position. My purpose here is twofold.
First, I want to offer an interpretation of Friedman’s methodology
which, in several important respects, is different than any so far ad-
vanced. Secondly, though my sympathies are largely with Fried-
man’s critics rather than his defenders, Friedman’s position seldom
receives careful, precise statement by the critics. And too often the
criticism focuses on minor, peripheral issues. I hope to bring out
more adequately than has been done hitherto what is really wrong
with Friedman’s views on the methodology of economics.

One might legitimately wonder what the point is of yet another
contribution to the inconclusive literature generated by Friedman’s
1953 article. The answer lies in the fact that Friedman’s article, as
well as the literature responding to it, attempts to deal with an issue
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of the first importance for neoclassical microeconomics, which re-
mains today the dominant approach to microeconomics in a variety
of countries, including the United States. The essence of the neo-
classical approach is the assumption that agents of interest to econo-
mists—households, business firms, government bureaus, and so
on—are optimizers. That is, they maximize or minimize some-
thing—utility, profit, the bureau’s budget, etc.—perhaps subject to
constraints. The neoclassical approach manifests itself in virtually
all the specific theories or models regularly presented in textbook
treatments of microeconomic theory. These models include among
their assumptions or axioms that economic agents of some type—
firms in a perfectly competitive product market, a firm that is a
monopsony buyer of labor, and so on—are optimizers. However, go-
ing as far back as Thorstein Veblen, a number of economists and
noneconomists have criticized the neoclassical models on the basis
that their assumptions, and especially the assumptions that agents
of various types are optimizers, are unrealistic. In his 1953 article
Friedman attempted to parry once and for all this type of criticism
of neoclassical models.! Given the state of the existing literature on
Friedman’s article, what justifies spending further effort on it is its
rather novel attempt to lay to rest the persistent criticism of the neo-
classical approach to microeconomics just described.

FRIEDMAN’S METHODOLOGY OF ECONOMICS

Friedman’s paper, ‘““The Methodology of Positive Economics,”
begins by citing an alleged threefold distinction between positive
economics, normative economics, and the art of economics. Aside
from some brief remarks about normative economics at the outset,
Friedman’s article is entirely concerned with positive economics.
Viewing positive economics as a product rather than a process or ac-
tivity, we can say that positive economics is supposed to contain
only so-called descriptive statements and no value judgments.
Among the formulations of positive economics two especially impor-
tant types are hypotheses and theories. It is with these that Fried-
man is particularly concerned. He says:

This paper is concerned with certain methodological problems that
arise in constructing the ‘“‘distinct positive science” Keynes called
for—in particular, the problem of how to decide whether a suggested
hypothesis or theory should be tentatively accepted as part of the
“body of systemized knowledge concerning what is.”’2

Unfortunately, Friedman’s use of the term “hypothesis’’ is ambigu-
ous. Sometimes he uses it to refer to a single general statement such
as “‘A substantial increase in the quantity of money within a rela-
tively short period is accompanied by a substantial rise in prices.”’3
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But at other times he uses ‘“‘hypothesis’ to refer to a theory, i.e., a
whole set of statements which can be organized into a deductive
system.* In this paper I will use ‘‘hypothesis’ to refer to a single
statement, never an entire theory.

Before describing the criteria for the acceptability of economic
theories and hypotheses Friedman sets out, it is necessary to discuss
his conception of the process of festing a scientific theory or
hypothesis. Friedman tells us the following about the process of
testing:

Empirical evidence is vital at two different, though closely related,
stages: in constructing hypotheses and in testing their validity. Full
and comprehensive evidence on the phenomena to be generalized or
“explained” by a hypothesis, besides its obvious value in suggesting
new hypotheses, is needed to assure that a hypothesis explains what it
sets out to explain—that its implications for such phenomena are not
contradicted in advance by experience that hds already been ob-
served. Given that the hypothesis is consistent with the evidence at
hand, its further testing involves deducing from it new facts capable of
being observed but not previously known and checking these deduced
facts against additional empirical evidence.®

Let H represent an economic theory or hypothesis. The passage
quoted suggests that testing H at time t is deducing from H one or
more statements—call them “‘evidence statements’—about observ-
able phenomena, and then determining the truth-values of these in-
ferred statements.® In Friedman’s view the truth-values of the in-
ferred evidence statements are not known or justifiably believed
prior to testing at time t. Alternatively, if one or more evidence
statements are deduced from H at time t and their truth-values have
not been ascertained at or before t, then Friedman counts these evi-
dence statements as predictions of H.” And the evidence statements
involved in a test of H must in Friedman’s view be predictions of H.
This seems clearly implied by the last sentence of the quoted
passage.

Two further matters concerning Friedman’s views of testing
deserve comment. If H is tested at time t and the inferred evidence
statements all turn out to be true, then the test of H at t is suc-
cessful; but if one or more of the evidence statements turns out on
investigation to be false, the test of H at time t is unsuccesstful. In
Friedman’s view, if H has been tested one or more times at or before
t and each test has been successful, then H is confirmed at time t by
the body of evidence statements involved in the tests.® This is how
Friedman uses the notion of confirmation. Note that to say that a
hypothesis H is confirmed in this sense by a body of evidence state-
ments E, is nof to say E affords grounds or reason, though ones that
are less than deductively conclusive, for thinking H is true. It is
merely to say H is not refufed by E. Inductivists hold that the fact
that a hypothesis has been tested (and always successfully) provides
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good but less-than-conclusive grounds for thinking the hypothesis is
true. And they often express this by saying the hypothesis is con-
firmed by the evidence statements involved in the tests.?
Friedman’s use of ‘““confirmed’’ should be kept distinct from this in-
ductivist use. Friedman’s notion of confirmation is much closer to
Popper’s notion or corroboration.1?

Friedman thinks that no matter how many successful tests an eco-
nomic theory or hypothesis H has had, H could still be false. That is,
the fact that H is confirmed at any given time does not logically im-
ply that H is true. Friedman commits himself to this when he
says: “‘Observed facts are necessarily finite in number; possible
hypotheses infinite. If there is one hypothesis that is consistant [sic]
with the available evidence, there is always an infinite number that
are.”’'! In completely general terms, the claim Friedman is making
here is that for any scientific theory or hypothesis T that is con-
firmed at a given time, the body of evidence statements confirming
T is consistent with theories or hypotheses other than T, including
ones incompatible with T. This of course is the widely accepted
principle of the underdetermination of theory by evidence. It may
also be expressed like this: for any theory T that is confirmed at any
given time, the body of evidence statements confirming T does not
logically imply T. Clearly Friedman’s acceptance of the underdeter-
mination principle commits him to saying the fact that an economic
theory or hypothesis is confirmed does not logically imply that it is
true.'?

We can partially sum up the discussion of the last three
paragraphs by saying Friedman’s conception of testing is a variant
of the hypothetico-deductive method of testing scientific hypotheses
and theories. It is a variant I will call ‘“‘simple hypothetico-
deductivism.” And the term “‘simple’’ is appropriate. For the view
merely asserts that testing a hypothesis or theory consists in deduc-
ing one or more predictions from it, and then determining whether
the predictions are true or false. The test is successful, the theory or
hypothesis passes the test, if all the predictions turn out to be true;
otherwise the theory fails the test. And this is all there is to testing a
theory or hypothesis, whether in economics or any other nonformal
science.

With Friedman’s conception of testing in hand we can set out the
chief epistemic rules for economics he presents.!® Two of them are
found in the following passage:

As I shall argue at greater length below, the only relevant test of the
validity of a hypothesis is comparison of its predictions with ex-
perience. The hypothesis is rejected if its predictions are contradicted
(“frequently’”’ or more often than predictions from an alternative
hypothesis); it is accepted if its predictions are not contradicted; great
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confidence is attached to it if it has survived many opportunities for
contradiction. Factual evidence can never “prove’ a hypothesis; it can
only fail to disprove it, which it what we generally mean when we say,
somewhat inexactly, that the hypothesis has been ““confirmed’ by ex-
perience.!4

Again let H be an economic theory or hypothesis. One epistemic rule
for economics Friedman proposes in the quoted passage is this:

(R1) H is acceplable at time t if H is confirmed at 1.

Recall that for Friedman to say H is confirmed is to say H has been
tested one or more times (in the manner prescribed by simple
hypothetico-deductivismy), and all the tests have been successful. So,
(R1) makes the fact that H has been tested, and always successfully,
a sufficient condition for the acceptability of H. Another epistemic
rule in the quoted passage is:

(R2) H should be rejected at time t if (@) H has been tested on one oy move
occastons prioy to t and on many of those occasions the test has been un-
successful, or (b) at t the percentage of unsuccessful tests H has had is
greater than the percentage of unsuccessful tests of some existing alter-
native to H.

(R2) makes the satisfaction of condition (a) or (b) a sufficient condi-
tion for rejectability. But condition (a) of rule (R2) is vague or im-
precise inasmuch as it speaks of many of the tests of H being unsuc-
cessful. (The word Friedman actually uses in the quoted passage is
“frequently’’). Out of the total number of tests H has had, what
specific number must be unsuccessful to enable us to say that many
of H’s tests have failed? Clearly there is no general answer. What is
important about this imprecision of condition (a) of rule {R2) is that
it has the result that (R2) does not make a single unsuccessful test
sufficient for rejectability. Suppose at time t an economic theory H
is well confirmed. Economists acting on rule (R1) accept H. Imagine
that after time t, H is tested again but the test is unsuccessful. Rule
(R2) does not require economists to now reject H. Should they con-
tinue to accept H, they will not violate (R2). For (R2) says many of
H'’s tests must be unsuccessful for H to be worthy of rejection. And
in the situation at hand most of H’s tests have been successful; it is
only one test that has failed. (For simplicity’s sake I assume in the
situation being envisaged that there is no alternative to H with a
smaller percentage of unsuccessful tests.) In short, according to
Friedman’s methodology of economics, it is epistemically permis-
sible for economists to continue to accept a theory or hypothesis in
the face of a certain amount of adverse empirical evidence.
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Since Friedman accepts the principle of the underdetermination of -
theory by evidence, he must allow that a situation can arise in which
economists are confronted with two or more theories inconsistent
with one another but equally confirmed. In such a situation Fried-
man’s epistemic rule (R1) would obviously be powerless to enable
economists to decide which of the theories to adopt. Friedman is
aware of this and supplements rule (R1) with an additional epistemic
rule to cover just the sort of situation we are envisaging. He says
this: “The choice among alternative hypotheses equally consistent
with the available evidence must to some extent be arbitrary,
though there is general agreement that relevant criteria are sug-
gested by the criteria ‘simplicity’ and ‘fruitfulness,’” themselves no-
tions that defy completely objective specification.”’’ Let Hi,
Ho,...H, be inconsistent or alternative hypotheses or theories. The
passage quoted contains the following epistemic rule:

(R3) If H1, He, . . . H,, are equally confirmed at time t, then the simplest
and most fruitful member of the group should be accepted at ¢.

Some philosophers hold that in science simplicity is relevant before
testing. Specifically, simplicity is to be appealed to in order to decide
which of a number of competing hypotheses is to be subjected to
empirical test.'® This is not part of simplicity’s role according to
Friedman. On his rule (R3) simplicity is to be used along with fruit-
fulness to decide between competing theories' that have already
been tested and withstood the test. Friedman makes some remarks
about the concepts of simplicity and fruitfulness used in (R3). What
he says is very brief and sketchy and does not usefully contribute to
the analysis of simplicity that philosophers of science have sought.!?
Economists who adopted (R3) would in a large measure have to rely
on their intuitive or preanalytic understanding of simplicity and
fruitfulness in acting on (R3) in particular situations.

So far nothing has been said about the aspect of Friedman’s posi-
tion in ‘““The Methodology of Positive Economics’ which usually
receives the most attention. It appears in the following passage:

The difficulty in the social sciences of getting new evidence for this
class of phenomena and of judging its conformity with the implica-
tions of the hypothesis makes it tempting to suppose that other, more
readily available, evidence is equally relevant to the validity of the
hypothesis—to suppose that hypotheses have not only “‘implications”
but “assumptions’ and that the conformity of these ‘‘assumptions’ to
“reality”’ is a test of the validity of the hypothesis different from or ad-
ditional to the test by implications. This widely held view is fundamen-
tally wrong and productive of much mischief.1®

In this passage Friedman considers the following pair of claims:
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(01) A hypothesis or theory in economics is acceptable only if ils assump-
tions are realistic.

(02) The realism of the assumptions of an economic hypothesis or
theory H 1is distinct from the truth of its predictions, i.e. the realism of
the assumptions of H can be determined independently of ascertaining
the truth-value of H'’s predictions.

Friedman regards these two claims as mistaken and productive of
much mischief—those who accept (01) and (02) constitute his opposi-
tion in “The Methodology of Positive Economics.”” Friedman
makes a considerable effort to show that (01) and (02) are mistaken,
an effort to be examined later on. For now I want to clarify (01) and
(02) after relating Friedman’s rejection of these two claims to the
epistemic rule (R1) that he accepts.

The concepts of assumptions and realism in (01) and (02) need ex-
planation. But whatever exactly the meaning of these two concepts,
we can say (01) and (02) conflict with Friedman’s rule (R1). (02) im-
plies that the fact that an economic theory H is confirmed, is com-
patible with the assumptions of H being unrealistic. For (02) says
the truth of H’s predictions is one thing and the realism of H’s
assumptions another. And on Friedman’s simple hypothetico-
deductivist view of testing and confirmation, H being confirmed just
consists in its predictions so far having turned out to be true. Sup-
pose then H is confirmed but its assumptions are unrealistic. By
epistemic rule (01) H is unacceptable, but by Friedman’s rule (R1) H
is acceptable. In sum, Friedman’s acceptance of (R1), together with
his simple hypothetico-deductivism, commits him to rejecting the
conjunction of (01) and (02).

We need to clarify (01) and (02) in order to get a better idea of what
Friedman takes his opposition to assert. It is convenient to first
focus on the notion of assumptions used in (01) and (02). Friedman
believes that one important kind of hypothesis found in economics is
what I will call “as-if hypotheses.”” An as-if hypothesis takes the
following form: as if

Some economic as-if hypotheses Friedman himself cites are as
follows:1®

(1) Business firms behave as if the managers have as their goal max-
imizing profits and have the knowledge needed to reach this goal
(i.e, know the relevant total revenue and total cost functions, know
how to calculate marginal revenue and marginal cost, etc.).

(2) American cigarette firms did not behave during World War II as
if they were perfectly competitive firms.



40 REASON PAPERS NO. 11

(3) In situations involving risk individuals choose as if they were
seeking to maximize their expected utility.

All three of these statements count as as-if hypotheses. Now Fried-
man counts what comes after the term ‘‘as-if”’ in an as-if hypothesis
as the assumptions of the hypothesis. This is confirmed by the
following passage:

This implies that the distance traveled by a falling body in any specific
time is given by the formula s = ¥2gt?, where s is the distance traveled
in feet and t is the time in seconds. The application of this formula to a
compact ball dropped from the roof of a building is equivalent to say-
ing that a ball so dropped behaves as if it were falling in a vacuum.
Testing this hypothesis by its assumptions presumably means
measuring the actual air pressure and deciding whether it is close
enough to zero.?®

Friedman not only applies the term ‘“‘assumptions’’ in connection
with as-if hypotheses taken singly; he also talks about the assump-
tions of theories. Consider this passage:

In speaking of the “‘crucial assumptions” of a theory, we are, I
believe, trying to state the key elements of the abstract model. There
are many different ways of describing the model completely—many
different sets of “‘postulates’” which both imply and are implied by the
model as a whole. These are all logically equivalent: what are re-
garded as axioms or postulates from one point of view can be regarded
as theorems from another, and conversely.?!

Recall that an economic theory or model is a set of statements
capable of being arranged into one or more deductive systems. In
the quoted passage Friedman identifies the axioms of a deductive
systematization of the statements in a theory as assumptions of the
theory. Friedman notes in the passage that the set of statements
belonging to a theory admits of different deductive systematiza-
tions. And this makes the question of whether a statement belong-
ing to a theory is an assumption or not relative to a particular
systematization of the theory. An axiom and therefore an assump-
tion on one systemization may be a theorem and so not an assump-
tion on a different systematization of the theory.

We now know what the term ‘““‘assumptions’ covers as used in (01)
and (02). Unfortunately it is less clear how the notion of realism is
used in these two claims. The fact is that ‘“‘realistic’’ and its
cognates are used in several different ways by Friedman. Consider
the following passage:

Euclidean geometry is an abstract model, logically complete and con-
sistent. Its entities are precisely defined—a line is not a geometrical
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figure “‘much’’ longer than it is wide or deep; it is a figure whose width
and depth are zero. It is obviously ‘“‘unrealistic.”” There are no such
things in “‘reality”” as Euclidean points or lines or surfaces.?2

This passage suggests the following:%?

(D1) A statement is unvealistic if and only if it contains one or more
ideal object terms; it is realistic if and only if no such teyrms arve used in
the statement.

But consider now this passage:

Truly important and significant hypotheses will be found to have
“assumptions’’ that are wildly inaccurate descriptive representations
of reality, and, in general, the more significant the theory the more
unrealistic the assumptions (in this sense). The reason is simple. A
hypothesis is important if it “‘explains’”” much by little, that is, if it
abstracts the common and crucial elements from the mass of complex
and detailed circumstances surrounding the phenomena to be ex-
plained and permits valid predictions on the basis of them alone. To be
important, therefore a hypothesis must be descriptively false in its
assumptions; it takes account of, and accounts for, none of the many
other attendant circumstances, since its very success shows them to
be irrelevant for the phenomena to be explained.?4

This passage suggests something like the following account of
“realistic’” and its antonym ‘‘unrealistic’’—not the term ‘‘descrip-
tively false” gets equated with “‘unrealistic’’:

(D2) A statement is unvealistic (descriptively false) if and only if it does
not afford a complete ov exhaustive description of whatever it is about, a
statement is vealistic if and only if it does provide such a description.

(D1)and (D2) are not at all equivalent. The statement “Reno is a city
in Nevada’’ is unrealistic in the sense of (D2). The statement omits
mention of the population of Reno and numerous other features of
the city. But the statement is realistic in the sense of (D1), for it con-
tains no ideal object terms. There is still a third meaning of
“realistic’” and “‘unrealistic’’ in Friedman’s article. Section III of the
article is entitled ‘“Can a Hypothesis Be Tested By the Realism of
Its Assumptions?’’ In the opening paragraph of section III Friedman
says: ‘““The application of this formula to a compact ball dropped
from the roof of a building is equivalent to saying that a ball so
dropped behaves as if it were falling in a vacuum. Testing this
hypothesis by its assumptions presumably means measuring the air
pressure and deciding whether it is close enough to zero.”’2® The
term ‘‘the realism of”’ does not appear just before “‘its assumptions”’




42 REASON PAPERS NO. 11

in the second sentence of this passage. But given the title of section
III, we could insert the term without altering the meaning of the
sentence. So, the passage quoted in effect says that determining the
realism of the assumption ‘‘it (the ball) is falling in a vacuum” con-
sists in finding out whether the air pressure is close to zero, that is,
in finding whether the assumption is true or approximately true.
The following account of the realism of a statement is suggested by
all this:

(D3) A statement is unvealistic if and only if it is neither true nor ap-
proximately true; it is realistic if and only if it is true or approximately
true.

It should be clear that (D3) does not determine the same concept of
realism as does (D1) or (D2).

Which of the three uses of the concept of realism described above
is employed in (01) and (02)? Friedman wishes to deny (01) and (02)
in all three uses of the concept of realism. But only if the notion of
realism in (01) and (02) is interpreted in the light of (D3) is Fried-
man’s denial of the two claims of any interest. The first passage
quoted in the preceding paragraph, together with the context from
which it is drawn, indicates that Friedman believes (01) is false if the
term ‘‘unrealistic’’ occurring in it is used in the sense of (D1). But
this belief of Friedman’s is not all controversial. It is generally ad-
mitted that scientific theories which contain ideal object terms may
be acceptable. And (01) interpreted in light of (D1) quite un-
reasonably requires that economic theories lack such terms if they
are to be acceptable. The second of the passages quoted in the
previous paragraph shows that Friedman wishes to deny (01) if
“unrealistic” is interpreted in the sense of (D2). But this too is hard-
ly an interesting move on Friedman’s part. (01) is patently false if it
affirms that assumptions of hypotheses and theories in economics
must afford an exhaustive description of what they are about in
order to be acceptable. In section III of ‘““The Methodology of
Positive Economics”” Friedman argues against (01) and (02). And his
line of argument is directed at these two claims when the concept of
realism is used in the sense of (D3). So Friedman wishes to reject
(01) and (02) when the concept of realism in the two claims is inter-
preted in the sense of (D3). In this meaning of the notion of realism it
is by no means obvious that Friedman is right in denying (01) and
(02). Indeed, some of those who have discussed Friedman’s
methodological views have identified as his major error the denial of
(01) when “‘realism” is taken in the sense of (D3).2¢ It is when the
concept of realism is used in the sense of (D3) in claims (01) and (02)
that Friedman’s denial of these claims is interesting and controver-
sial. Accordingly I propose to focus on Friedman’s rejection of (01)
and (02) when “‘realistic” in (01) and “‘realism’’ in (02) mean ‘‘true or
approximately true’’ and ‘‘truth or approximate truth” respectively.

It is worthwhile indicating how Friedman’s methodological views
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as I have interpreted them enable him to answer the charge that
neoclassical microeconomic models incorporate unrealistic assump-
tions. But before doing so it might be useful to summarize the main
features of Friedman’s position. The chief epistemic rules of Fried-
man’s methodology of economics are (R1), (R2), and (R3). Each of
these rules presupposes simple hypothetico-deductivism. The no-
tions of test and confirmation are used in the formulation of the
three rules, and these two concepts derive their sense from their
relation to Friedman’s variant of the hypothetico-deductive method.
In addition, Friedman rejects the methodological position rep-
resented by (01) and (02). That is, Friedman denies that it is nec-
essary for the acceptability of an economic theory or hypothesis
that it have true or approximately true assumptions; moreover, he
affirms that the only way to determine the truth or approximate
truth of the assumptions of a theory or hypothesis is by ascertaining
the truth-value of its predictions.

As indicated at the outset of this article, one of Friedman’s main
motives in his ‘“The Methodology of Positive Economics’ is to rebut
the criticism that neoclassical microeconomics is unrealistic. Let us
single out a particular example of this type of criticism of
neoclassical theory, an example Friedman himself discusses. One
important branch of neoclassical microeconimics is concerned with
the behavior of business firms in hiring factors of production and the
pricing of those factors. This branch of microeconomics is so-called
marginal productivity theory or for short MPT. In 1946 Richard
Lester published a paper criticizing MPT. Specific models in
MPT—such as the model of the hiring policy of a firm in a com-
petitive labor market—characteristically include as an assumption
that a firm hires a quantity of a factor such as labor that maximizes
firm profits. Lester attempted to challenge this, as well as certain
other asserted statements of MPT, appealing to the results of a
questionnaire he sent to 58 firms in the southern part of the United
States. The managers of the firms responded by saying, among
other things, that profits were not particularly important in their
decisions about the quantity of labor they hired.?” The implication of
course is that the profit-maximizing assumption of specific models
in MPT is unrealistic. Friedman’s response to this criticism is that
the assumption of profit maximizing does nof imply anything about
what firm managers say about their goals or other considerations
entering into their hiring decisions.?® In other words, Friedman
claims that to say (1) firm managers will respond to Lester-type
questionnaires by saying that their firms hire a quantity of labor that
maximizes firm profits, is not a prediction of the specific models in
MPT.2¢

How does this rebut the charge that the profit-maximizing
assumption of MPT is unrealistic? Recall that on my interpretation
Friedman holds that the realism of the assumptions of a theory can-
not be determined except by ascertaining the truth-value of predic-
tions of the theory. But this is just what Lester is trying to do. He is
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claiming that the profit-maximizing assumption of MPT is unreal-
istic on the basis that (1) above turned out to be false (as indicated by
his questionnaire), when (1) is not a prediction of MPT at all. The
way I have represented Friedman as answering Lester’s criticism of
MPT exemplifies the general pattern of Friedman’s responses to
charges that this or that assumption of neoclassical theory is
unrealistic. Charges of this type are typically backed up by claiming
some statement S other than the neoclassical assumption being
challenged but allegedly bearing on the truth-value of the assump-
tion, does not fit the observable phenomena. Friedman responds by
saying statement S is not a prediction or implication of neoclassical
theory at all. Given his view that realism of assumptions of a theory
-can only be determined by ascertaining the truth-value of predic-
tions of the theory, the charge of lack of realism of the assumption in
question collapses.

FRIEDMAN AND INSTRUMENTALISM

A persistent theme in the literature on Friedman’s methodological
views is that he is an instrumentalist. I want to discuss three in-
strumentalist interpretations of Friedman. Two of them seem to me
to be incorrect accounts of Friedman’s position. And the other taken
on its own presents a rather incomplete picture of Friedman’s
methodological views.

Those who regard Friedman as an instrumentalist do not attach
the same meaning to ‘“‘instrumentalist.”’ Stanley Wong takes in-
strumentalism to be the view that scientific theories are not true or
false descriptions of the real world, but just instruments for
generating predictions about observable phenomena. Wong ascribes
instrumentalism in this sense to Friedman. Wong says this:

Instrumentalism is the thesis that theory in science is merely an instru-
ment for prediction of observable reality. Accordingly, a theory can-
not properly be called true or false.

That Friedman is an instrumentalist is quite evident. The apparent
ambiguities and inconsistencies in his essay can best be sorted out by
considering his view as instrumentalism.3®

Wong is mistaken in attributing to Friedman instrumentalism in his
sense. Wong does not direct our attention to a single passage in
Friedman’s writings in which he says or implies that economic
theories and hypotheses lack a truth-value. To be sure, Friedman
does say that the goal or aim of the construction of theories and
hypotheses in nonformal sciences like economics is the generation
of true predictions.3! But this claim does not logically imply that
theories and hypotheses in nonformal sciences are neither true or
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false. There is no inconsistency in identifying prediction as the goal
of theory construction and allowing that theories are true or false.
Finally, Friedman often talks in a manner strongly suggesting that
he takes economic hypotheses and theories to have a truth-value.
For instance, he speaks about the confidence we may place in ex-
isting theories and hypotheses in economics.?? And there is no
reason to think that by “confidence we may place in”” anything else
is meant than “confidence we may place in the truth of.”’

In a fairly recent paper Lawrence Boland interprets Friedman as
an instrumentalist. He says:

“Instrumentalists,” such as Friedman, are only concerned with the
usefulness of the conclusions derived from any theory. Unlike conven-
tionalists, instrumentalists may allow that theories or assumptions can
be true but argue that it does not matter with regard to the usefulness
of the conclusions.

So long as a theory does its intended job, there is no apparent need
to argue in its favor (or in favor of any of its constituent parts). For
some policy-oriented economists, the intended job is the generation of
true or successful predictions. In this case a theory’s predictive suc-
cess is always a sufficient argument in its favor. This view of the role
of theories is called “‘instrumentalism.”” It says that theories are con-
venient and useful ways of (fogically) generating what have turned out
to be true (or successful) predictions or conclusions. Instrumentalism
is the primary methodological point of view expressed in Friedman’s
essay.

For Friedman, an instrumentalist, hypotheses are chosen because
they are successful in yielding true predictions.3?

The instrumentalism Boland attributes to Friedman in these
passages is different than Wong’s instrumentalism. Unlike Wong’s,
Boland’s instrumentalism allows that theories may be true. Boland’s
instrumentalism seems to consist of the following claims:

(a) The sole purpose of having theories and hypotheses in economics
(or any nonformal science) is the generation of true predictions;

(b) The truth-value of a theory or hypothesis (and any components
like assumptions) does not matter for the question of whether the
theory or hypothesis generates true predictions;

{(c) A theory or hypothesis should be chosen or accepted if all its
predictions have so far turned out to be true.

Friedman does say the goal of theory construction in economics is to
generate true predictions. So I readily grant part (a) of Boland’s
mstrumentalism is attributable to Friedman. Part (b) apparently
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means that a false theory can generate the same true predictions as
a true theory can.34 This would seem to be guaranteed by the princi-
ple of the underdetermination of theory by evidence which, as I have
indicated in this paper, is accepted by Friedman. Let T1 be a frue
theory confirmed at time ti. By the underdetermination principle
there is a theory Tz compatible with T1 and therefore false, but
consistent with the same empirical evidence that confirms T1i. Thus
at any time to prior to ti, theory Tz could have been used to gen-
erate any of the true predictions yielded by T: between to and
ti. As for part (c) of Boland’s instrumentalism, it obviously re-
sembles epistemic rule (R1) which I have attributed to Friedman.
In sum, I have little quarrel with Boland’s ascription of his in-
strumentalism to Friedman.

However, it is worth briefly comparing Boland’s instrumentalism
with the position attributed to Friedman earlier in this article. The
two differ in significant respects. Epistemic rules (R2) and (R3) are
part of the methodology of economics I ascribed to Friedman, but
neither is included in Boland’s instrumentalism. Elsewhere Boland
does acknowledge that Friedman advocates appealing to simplicity
and fruitfulness to decide between competing theories equally com-
patible with available evidence, though apparently Boland nowhere
attributes rule (R2) to Friedman.’® Also, the simple hypothetico-
deductivist view of testing scientific theories is not a separately
identifiable element of Boland’s instrumentalism, but it is a key part
of the position ascribed to Friedman in this paper. Finally Boland’s
instrumentalism does not clearly and explicitly include the denial of
(01) and the denial of (02), (01) and (02) being the pair of claims af-
firmed by Friedman’s self-chosen opponents in his 1953 article. In
sum, Boland’s instrumentalism is a rather incomplete account of
Friedman’s methodological views.

The last instrumentalist interpretation of Friedman that I wish to
consider is Daniel Hausman’s. Hausman says this:

Milton Friedman, in contrast to the above two defenders of microeco-
nomics, concedes that microeconomic general statements are false, or
inapplicable because they contain antecedents that are not true of any
real economic situation, at least that is how I understand his view of
them as ‘‘unrealistic assumptions.” He denies that their falsity mat-
ters. If the theory is well-confirmed (is a good ““predictor”’) in the class
of cases in which economists are interested, it is a good theory; other-
wise not. Even assertions as abruptly counterfactual as the attribution
of consciousness to tree leaves are perfectly acceptable in theories of
leaf distribution. All that matters is how successfully leaf distribution
is “predicted.”

Friedman’s position seems to be a special sort of instrumen-
talism—which must be distinguished from the kind, discussed above,
that Machlup has on occasion espoused. Friedman does #nof deny that
theoretical statements have truth-values, In fact the distinction be-
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tween theoretical and observational terms is of no importance to
Friedman. What he denies is that the truth values of any statements
matter if the statements do not result in incorrect predictions concern-
ing the phenomena of interest to us.36

The instrumentalism Hausman here ascribes to Friedman would
seem to consist of the following claims:

(d) A theory or hypothesis in economics is acceptable or good if and
only if it generates true predictions which are of interest to econo-
mists;

(e) Predictions generated by a theory or hypothesis but of no interest
to economists are irrelevant to its appraisal.

There is similarity between (d) and (e) and rules (R1) and (R2) which
I have attributed to Friedman. Let H be an economic theory well
confirmed at a given time. Later, one prediction of H turns out to be
false. But imagine this prediction is of no interest to econo-
mists—perhaps the prediction concerns what firm managers say
about their goals in deciding on a level of output for the firm and
economists are only interested in the nonverbal behavior of firm
managers. In this situation Hausman’s (d) and (e) have the result
that H continues to be a good theory or acceptable despite the fact
that it has generated a false prediction. A similar claim can be made
for epistemic rules (R1) and (R2). As indicated in the previous sec-
tion, in the type of situation being envisaged here (R1) and (R2)
make it epistemically permissible for economists to continue to ac-
cept H.

However, Hausman’s (d) and (e) do not represent Friedman’s
views in an entirely accurate way. There is little or no textual
evidence for saying Friedman relies on a distinction between predic-
tions of interest to economists and predictions of no economic in-
terest.37 Certainly in rebutting charges that neoclassical microeco-
nomics incorporates this or that unrealistic assumption, Friedman
does not allow that neoclassical theory generates false predictions
but claims that these predictions are of no interest to economists. As
indicated earlier, Friedman counters the charge of lack of realism by
saying the false statements allegedly showing this or that
neoclassical assumption is unrealistic are #of predictions or implica-
tions of neoclassical theory at all, and therefore are irrelevant to the
i1ssue of the realism of its assumptions.

THE DEFECTS OF FRIEDMAN'S METHODOLOGY OF ECONOMICS

The core of Friedman’s methodology is his epistemic rules (R1),
(R2), and (R3). However, Friedman is not much concerned with
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(R3). After the rule is stated in “The Methodology of Positive
Economics’ it pretty much drops out of the picture. He makes no ef-
fort to argue for its adoption by economists.3® But Friedman does
argue for the adoption of epistemic rules (R1) and (R2), albeit in an
indirect fashion. I will examine Friedman’s case for these two rules.
Doing so will prove a convenient way to bring out one of the chief
defects in Friedman’s position.

Friedman argues strenuously for the incorrectness of (01) and
(02), the twin claims of his opponents on methodological matters.
And Friedman apparently thinks that the only alternative to (01) and
(02) is acceptance of his own rules (R1) and (R2). In support of at-
tributing this belief to Friedman, consider the following passage:
“As 1 shall argue at greater length below, the only relevant test of
the walidify of a hypothesis is comparison of its predictions with ex-
perience. The hypothesis is rejected if its predictions are contra-
dicted (‘“frequently’’ or more often than predictions from an alterna-
tive hypothesis); it is accepted if its predictions are not contra-
dicted. . .."’3® The reader will recognize the second sentence of this
passage as Friedman’s formulation of his epistemic rules (R1) and
(R2). The first sentence promises to argue later on and at length for
these two rules. It would appear that Friedman fulfills this promise
in section III of ““The Methodology of Positive Economics.”” In fact
what we find in section III is not any direct argument for (R1) and
(R2), but instead a case against (01) and (02). All this suggests that
Friedman thinks that he can secure our assent to (R1) and (R2) by
disposing of (01) and (02). For ease of reference later on it will be
convenient to state Friedman’s argument for (R1) and (R2) in the
following fashion:

(P1) Either (R1) and (R2) ave correct, or (01) and (0Z2) are correct.

(P2) It is false that (01) and (02) are correct.
Therefore (C) rules (R1) and (R2) are correct.

Premise (P1) expresses Friedman’s belief that his own position and
that of his opponents who adopt (01) and (02) exhaust the alter-
natives worthy of serious consideration. Admittedly premise (P1) is
not an explicit premise of the line of argument in ‘““The Methodology
of Positive Economics.”” But Friedman must tacitly rely on some
such premise as (P1). Premise (P2) alone does not logically imply the
above conclusion (C). But (P2) conjoined with (P1) does validly yield
©).

Though Friedman argues energetically for premise (P2) of the
above argument for his rules (R1) and (R2), he offers no reason
whatsoever for thinking premise (P1) is true. As was said earlier,
the conjunction of (01) and (02) is indeed incompatible with Fried-
man’s rule (R1), and therefore incompatible with the conjunction of
(R1) and (R2). But this does not mean premise (1) of Friedman’s
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argument is true. It only means we cannot accept the conjunction of
(01) and (02) and also regard (R1) and (R2) as correct. Or alternative-
ly, the disjuncts of premise (P1) are merely contraries, they could
both be false. Thus there is nothing in the logical relations of the dis-
juncts of premise (P1) which justifies saying (P1) is true.

The preceding paragraph indicated that we need not accept
premise (P1) of Friedman’s case for (R1) and (R2). There is no
epistemic obligation to accept (P1). But a stronger conclusion than
this is in order. It would be unreasonable to accept premise {P1). Let
us suppose (01) and (02) are incorrect or unacceptable. Still we
should not accept Friedman’s rules (R1) and (R2). The reason for
this is as follows. Recall that the simple hypothetico-deductivist
view of testing scientific theories—for short, the simple H-D view of
testing—is presupposed by Friedman’s epistemic rules (R1) and
(R2). Rule (R1) affirms that an economic theory or hypothesis H is
acceptable if it has passed one or more tests as described by the sim-
ple H-D view and failed none. Rule (R2) asserts that H is unaccept-
able if H has often failed tests of the sort the simple H-D view
describes. But as will be argued in the next three paragraphs, the
simple H-D view of testing theories and hypotheses—whether in
economics or any other nonformal science—is seriously flawed.
Thus, even if we reject claims (01) and (02) as incorrect, it would
still be unreasonable to accept Friedman’s rules (R1) and (R2). Re-
jecting (01) and (02) does not negate the fact that (R1) and (R2) pre-
suppose the erroneous simple H-D view. In sum, premise (P1) of
Friedman’s case for his rules (R1) and (R2) is unacceptable. If, re-
jecting (01) and (02), it is still unreasonable to accept (R1) and R2),
then premise (P1) must itself be unreasonable.

In showing that the simple H-D view of testing is flawed, what I
will say should be familiar to philosophers of science. But it is impor-
tant to indicate to philosophically minded economists and other
social scientists that the simple H-D view cannot be maintained.
What is perhaps the chief difficulty with the simple H-D view is best
conveyed by an example.® Consider the following pair of
statements:

(1) Changes in the price of a stock selling on the New York Stock Ex-
change (NYSE) are statistically independent of one another, i.e. there is
zero correlation between a change in the price of a stock at time t and a
change in the price of a stock at time ¢ + 1 (t + 1couldbet + 1dayor
t + 1 week, etc.).

(2) There are invisible and otherwise indetectable leprechauns present
on the floor of the NYSE during trading.

Statement (1) is a well-attested hypothesis in the study of financial
markets often called ‘‘the random-walk hypothesis.”’ Statement (2)
has been invented to make a philosophical point. Now the following
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prediction can be deduced from the random-walk hypothesis and
suitable auxiliary statements:

(3) During March 1990 a change in the price of Procter and Gamble
stock on any given day will be statistically independent of the change in
its price one day later.

Suppose in March 1990 we observe changes in the price of Procter
and Gamble stock on successive days. And perhaps by plotting our
observations on a scatter diagram, we discover that the prediction
(3) is true. By the simple H-D view of testing, the random-walk
hypothesis has had a successful test. But note that since statement
(1) above implies the prediction (3), the conjunction (1) and (2)’’ has
also had a successful test according to the simple H-D view. The
prediction (3) is deducible from the conjunction of (1) and (2), and
the prediction has turned out to be true in the situation we are en-
visaging. This constitutes a successful test according to the simple
H-D view.#! However, something has surely gone awry here.
Presumably we want to say that a successful test of a theory or
hypothesis H positively affects or increases the credibility or worth
of H, or at least it does so in the absence of any previous unsuc-
cessful tests or disconfirmations of H.42 But I do not think we wish
to affirm that the credibility of the conjunction of statements (1) and
(2) has increased should the implied prediction (3) turn out to be
true. If we were to affirm this, we should have to say the existence
of leprechauns is more credible after we discover (3) is true than it
was before. For the existence of leprechauns is logically implied by
the conjunction of (1) and (2), and presumably an increase in the
credibility or reasonableness of a statement spells a rise in the
credibility of its logical consequences. As the example involving
statements (1), (2), and (3) indicates, a major difficulty with the sim-
ple H-D view is that it sunders the connection between successful
testing and an increase in the worth or credibility of the theory or
hypothesis tested. The simple H-D view counts hypotheses and
theories as successfully tested whose credibility has not increased at
all on account of the test.

The criticism of the simple H-D view in the previous paragraph
should not be seen as an objection that can easily be met by some
minor adjustment to the simple H-D view. In support of this I will
discuss two minor adjustments to the simple H-D view which repre-
sent prima facie plausible attempts to avoid the criticism in the
previous paragraph.*? According to the simple H-D view, testing a
theory or hypothesis H is deducing a prediction P from H and then
determining the truth-value of P; the test is successful if P turns out
to be true, and unsuccessful should P turn out to be false. Let us try
to supplement Friedman’s simple H-D view with the following con-
dition:
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(C1) If a prediction P of a hypothesis oy theory H turns out to be true,
then the test of H is still not successful as long as H is a conjunction “A
and B” such that P is a prediction of A itself, i.e., P can be generated
from A without relying on B.

Now if (C1) were tacked onto the simple H-D view, the resulting
view of testing would not be open to the criticism presented in the
preceding paragraph. For the random walk hypothesis, statement
(1) of the preceding paragraph, generates the prediction I labeled (3)
without relying on the leprechauns hypothesis (2). Thus, by condi-
tion (C1), discovering in March 1990 that (3) is indeed true would »ot
constitute a successful test of the conjunction of statements
(1) and (2). However, condition (C1) is not satisfactory. It is much
too strong or restrictive, ruling out as successful tests which in fact
are successful. Reasoning from Newton’s theory and suitable
auxiliary statements, the English astronomer Edmund Halley made
the following prediction:44

(P1) The great comet of 1682 will be visible from the Earth in
December 1758.

(P1) turned out to be true and Newton’s theory received a successful
test. The credibility of Newton's theory was significantly increased
in the minds of the members of the European intellectual commu-
nity of the day. Now (P1) was implied by the conjunction:

(4) Newton’s theory, and comets are on occasion visible from the Earth
Jrom 1750 on.

The term “Newton’s theory” in (4) abbreviates the set of
statements comprising Newton’s theory. (P1) turning out to be true
in 1758 could rightly have been regarded as a successful or
favorable test of statement (4). It is hard to see how this could be
denied given that (P1) turning out to be true constituted a successful
test of the left conjunct of (4) and logically implies the right con-
junct. However, condition (C1) above would exclude the truth of (P1)
from constituting a successful test of (4). For (4) is a conjunction
whose left conjunct—to wit, Newton’s theory—is capable of
generating prediction (P1) without relying on the right conjunct of
(4). Thus condition (C1) is erroneous. Adding it to Friedman’s sim-
ple H-D view of testing yields an account of testing which il-
legitimately narrows the class of successful tests.

A second attempt to make a relatively minor adjustment to the
simple H-D view would supplement it with the following condition:

(C2) If a prediction P of a hypothesis or theory H turns out to be true and
H is a conjunction “A and B, then the test is still not successful unless
P is relevant to both A and B taken separately.
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