2. Cartesian economics
and the place of the
entrepreneur

Realism in Economics - some observations*

We have taken the framework for our discussion of the distinctiveness of modes of reasoning
from Etzioni’s project (c.f. Chapter 1). We will be primarily concerned to see if, as Etzioni
suggests, Economics can be made more “realistic” by importing sociological theories, data
and findings. We do not want to propose, though, that sociological conceptions of social life
have a more “realistic” character than anyone else’s. Neither do we wish to advocate the in-
principled incorporation of Sociology into Economics in order to make the latter more
realistic. Inour view, itis no business of Sociology’s to attempt to decide one way or the other
on the “reality” of Economic accounts. That is Econpmics’ own internal affair.

This much being said, what is interesting is that, of late, the reality of Economic theories and
explanations has become more and more of an issue within the discipline. This is one of the
reasons Etzioni offers for the attractiveness of Socio-economics. The debate has been carried
outin two very closely related arenas; the character of Economic models and their specifying
assumptions, and the character of findings and explanations. The debate over the propriety
of certain orders of assumptions or models has been perennial. In its present form, it appears
to be a revolt against the pre-dominance of what is called “Positivist Economics” (after a
enormously influential text) and the ‘instrumental’ defence of the lack of realism in its
assumptions which was provided by one of its major figures, Milton Friedman (Friedman
1953). In essence, Friedman argued that lack of realism in assumptions was unimportant as
long as the requirements of prediction were satisfied. The major lines of attack on this
instrumental justification have been on its logical basis and on the way in which it excludes
possible alternative conceptions of economic activities. Among these alternatives are to be
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found those arguing for amore social (or as they put it "institutional ") conception of economic
e 1
life.

Alongside this worry over the realism of assumptions is a worry over the realism of findings
and explanations. In large measure this is a consequence of the adoption of the instrumen-
talists concern with the priority of prediction and the use of increasingly sophisticated
techniques of appled mathematics and statistics to achieve better and better predictive
models. Edward Leamer (1983), for example, has called for a strategy which would “take
the ‘con’ out of Econometrics”.2 This would be achieved first by the explicit recognition that
any model which ‘predicted’ a set of data from which it was derived well would be “fragile”
or unrealistic. A fitted function can only be obtained by dispensing with variables and thus
reducing exogenous variance. Second, the aim of analysis should be demonstrate the range
of fragility which what he calls “families of models” may have, and to indicate the range of
plausibility which they can be attributed. Statistical “goodness of fit” would rank very low
as a criterion. In his view it is better to have large, weakly predictive but plausible models
than tight, strongly predictive but implausible ones.

The worry over realism, then, is a worry which (some) economists share. What seems to
be at issue here is the disjuncture between some characterisations of economic activities as
they are presented in economic theories and the ordinary sense of economic transactions
which anyone has as an actor in every day life. In the theories, activities are seen as patterned,
formally analysable, perspicuous, systematically interconnected and elegantly structured. In
our daily experience, things are always much more complicated, uncertain, surprisin g,ina
word tangled, than that. That is to say, our feeling is that things rarely if ever work out in the
neat, step by step, precise ways which the theories envisage. But why is Economics
unrealistic, in this way? What s it that leads economic theories to become so disengaged from
ordinary descriptions of economic life that translation appears impossibly difficult? The
reason appears to have been the adoption of a particular set of specifying assumptions (those
of rational choice) together with the employment of a particular explanatory technology
(mathematisation).? This combination we will call Cartesian Economics.® Cartesian
Economics is adistinctive (not to say idiosyncratic) way of thinking and explaining economic
life. Our first task is to see what its basis is. We will then show how its use in analysisng
entrepreneurial activities leads to the problems of realism to which we have just alluded.

Inductive axiomatics

From the turn of the century and what is called “the marginalist revolution” ( of which we will
say morealittle lateron), the conventional wisdom has been that Economics is an a posteriori
discipline. Its theories are inductively validated through being tested against real economic
events. Such validating procedures facillitated economic prediction and its testing. Now,
while this is the conventional wisdom, such wisdom has by no means been universally
acclaimed. Indeed, a small and vociferous band of dissenters under the leadership of Ludwig
von Mises and, later, his students, constantly denied that economic theories were testable and
hence that Economics was an empirical discipline at all (von Mises 1976, 1978). In their eyes,
valid economic theories (note no-one denied these existed) were a priori true and not to be
confirmed or verified by looking at “how things are”. Empirical data, if it is to be had, is
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irrelevant to the truth status of economic theories.

The difference between the conventional wisdom and von Mises could not be more
thoroughgoing. Both argue that Economics is, or might be, a scientific discipline. Where they
differ is over what they take that suggestion to mean. For most Economists, it is the natural
sciences, and Physics in particular, which provide the model to be followed. For von Mises
itis the mathematical sciences and Logic which are the most appropriate. Put atits simplest,
the upshot of these different views was on the one hand the presumption that economic
theories are putative empirical generalisations and on the other the presumption that they are
deductive inferences premissed in axiomatic systems. Thus for the conventional wisdom, it
was how the (economic) world was that determined the truth or otherwise of theory. For von
Mises, it was the character of the reasoning - the use of the rules of deductive logic. No-one
would expect the mathematician to collect up “data” on various geometrical forms -table tops,
box files, pizzas, and cricket balls - to validate mathematical statements about the properties
of rectangles, cuboids, circles and spheres. Such statements are about ‘mathematical objects’
not those we find all around us.

There are two observations we ought to introduce here which upset this neat contradistinc-
tion. Many Economists who subscribe to the conventional wisdom agree that Economics is
mathematical in character and so also seem to be agreeing with von Mises. However, what
they really seem to mean is that Economics deals with quantifiable phenomena, which is not
the same thing at all> Second, as we mentioned in the previous Chapter, recent work in the
Philosophy of the Natural Sciences makes it far from certain that there is a single unambigu-
ous relationship between theories there and how things are “in the real world”. The
interpenetration of theory, data, experimental methods, and measurement systems is now

well attested to.®

The methodology of Cartesian Economics is one which we can call inductive axiomatics.
Under this procedure, a phenomenon is defined a priori as a pure type with a number of
delimited and definitive characteristics. Once the pure type is defined, reference to activities
as they might ordinarily be described is secured through a step by step relaxation of the
axiomatically defined parameters. To take the most familiar (and general) example, the
unitary economic actor acting in the market place (i.e. a single buyer or seller, ora firm acting
as a single unit) is defined as a utility maximising device. In positions of choice, an actor will
always seek to achieve outcomes which maximise utility. Such maximising behaviour is
programmed by a psychology consisting of:

(a) a predisposition to rank preferences in order of utility;
(b) the possession of perfect knowledge of the market situation;

and facillitated by a set of economic institutions which provide a measurement system which
can be applied to all economic transactions, and by the perfect liquidity of economic
resources. In such an environment, the psychology set out above allows the homunculus

called ‘the economic actor’ to act in economically rational ways.ﬂ'r
It is important to notice that while we can recognise features of our ordinary economic

activities in the things the economic actor does, the constitution of the homunculus and its
empirical reference is not achieved by collecting up instances of economic activities,
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