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Abstract

Many of Boettke's criticisms of formalist economics are justified. However, he defines
it so broadly that it becomes practically synonymous with mainstream economics. Yet
he blames it for the specific sins of formalist economics more narrowly defined. And
since he treats Austrian econornics as the only viable alternative to mainstream
economics he incorrectly awards victory to Austrian economics. It has some valuable
ideas to contribute to mainstream econornics, but is not a good replacement for it,
since it has serious deficiencies.



Boettke's Austrian Critique of Mainstream Econom cs:
An Empiricist's Response

Thomas Mayer *
Since the 1570s econom cs has undergone a major revolution, a
revolution at |east as much i n nmethodol ogy and "scientific taste"
as in substantive doctrine. Al along economsts, |ike other
scientists and serious scholars have treated rigor as an
i nportant virtue. But now the value attached to rigor relative to
the other desirable characteristics of a theory, such as
enpirical confirmation and rel evance to practical problens, rose
sharply. The | eaders of this formalist revolution seemto
classify all economc analysis into mathematically formalized
nodel s and "mere tal k". One m ght be excused for gaining the
i npression that they consider the dichotony of "mathematically
formalized" and "nere talk" nore inportant than the dichotony of
enpirically confirnmed and enpirically disconfirned.

Despite its insistence on explicit statenents and rigor the
formalist revolution was not itself founded on a detailed and
rigorous analysis of why formalismis superior to the ol der way
of doing economics. In place of detailed reasoning its
proponents of fered nere assertions, often vehenently stated and
treated as though they were self-evident. (Cf. Montgonery,

1997, Backhouse, 1997) Its great success should therefore be
attributed not to superior logic, but, in part, to its advocates
being brilliant schol ars, highly respected for their substantive
wor k. Another reason is that - at |east to those who confuse

mat hemati cs and enpirical science - formalismfits the inmage of

econom cs as a science that econom sts want to project. Moreover,,



because - within the confines of the nodel - formalist analysis
provi des a high degree of certitude, nany economsts find
formalismconforting. That it sharply differentiates the
professional economist's product from cocktail-party chatter is
al so satisfying. In addition, it allowed the young, who generally
had better mathematical training than their elders, to achieve
dom nance.

But al though the formalist revol ution succeeded in establish-
ing rules that economists must adhere to if they want to publish
on mainstreamtopics in the "respectable" journals, it did not
capture the hearts and mnds of all economsts. It is not certain
even that it commands the adherence of half of all the academ c
econom sts, and it is likely that outside of academa only a
di stinct mnority of econom sts accept it. But the tone of
econom cs i s set by those who publish in the | eading journals and
teach in the major research universities. There it dom nates.

But by now counter-revolutionaries are active. Peter Boettke
Is one of them Being a counter-revolutionary nyself | appl aud
his attack on formalism though. defining it in a narrower way
t han Boettke does. (see Mayer, 1993, 1995). But counter-
revol utionaries, |like other revolutionaries, are a quarrel sonme
lot, sol wll criticize some aspects of Boettke's critique of
what he calls formalism and not discuss the many points on which
| can only say "right on." In sunmary, | criticize Boettke mainly
for confounding formalism Wi th broader mai nstreameconom cs, and
w th thus posing a fal se dichotony between fornalist and Austrian
econom sts, for going too far in his criticismof formalism as

wel | as for overstating the contribution of Austrian econom cs.



But before comng to these criticisns one should note two of
the strong points of his essay. One is his distinction between
the idealizations used in econom c theory, and the criteria that
shoul d be used to judge the functioning of an econom c system a
poi nt di scussed bel ow. Anotner is his insistence that when
di scussing broad i ssues of economic policy, we have to | ook
beyond what econom c theory can. tell us. Institutions do matter.

Since Boettke gives a promnent role to Abba Lerner as a
formali st and proponent of market socialism who gets it wong
because he ignores institutions, it may be appropriate to digress
with a story Lerner once told. He said (private conversation)
that after he wote the Eccnomics of Control, he believed that he
had shown that it does not matter wmuch whether a country is
capitalist or socialist, as long as its managers foll ow the
correct optim zation rules he had set out. But, he added that he
preferred socialismbecause (if | renmenber correctly) of its nore
equal distribution of incone. However, subsequently he changed
his mnd - because of false teeth. On a visit to Israel he
noticed that it did a thriving export business in fal se teeth.
This, said Lerner, was logical because nmaking false teeth is a
busi ness that requires much skilled labor and little capital.
But, Lerner added, no governnent pl anning agency charged to
I ncrease exports would ever think of false teeth. Since Boettke
stresses the inportance of innovation under capitalism there is
therefore nuch | ess di sagreenent between himand Lerner than he
suggest s.

| . Boettke's Critique of Formalism

Boett ke (1997) wites that in describing econom ¢ behavior in



mat hemati cal | anguage formalists drained che real world of its
conpl exity. Hence formalismswept away "historical work on the
conpl ex web of institutions that undergird capitalist dynam cs"
(p. 21). Formalists, such as Sanuel son, have "drai ned econonic
theory of institutional context. ... Parsinmony won out over

t horoughness.™ (p. 22) "(Tlhe real problemfor econom cs was that.
t he medi um was becom ng the nessage as the strictures of

formali smdenied scientific status to realistic theory. ... ldeas
that defied the techni ques of formal anal ysis came to be

consi dered unworthy of serious consideration." (p. 21, enphasis
in original.)

Boett ke' s delineation of what he calls formalismthus focuses
on two separate characteristics. One is its extensive abstraction
frominstitutional context. He is right in believing that this is
requi red for and fostered by mathematical nodeling. But not only
by mat hematical nodeling. 211 thinking requires abstraction from
a wealth of detail. When Austrian econom sts tal k about
entrepreneurship they, too, are abstracting fromthe real world,
Ignoring, for exanple, "irrelevant details", such as whether the
firm (entrepreneur) is a closely held corporation, or one with
wi del y di spersed stockhol ders who have little power over its
managenent .

Hence Boettke's conplaint that formalismabstracts fromreal
world institutions is too sweeping. Wat nmatters is whether it is
the inportant or the peripheral. characteristics that are being
abstracted from But how do we know which are the inportant
ones? When Austrians complain that formalist econom cs abstracts

fromthe fact that historical tinme is irreversible, fornmalist



econom sts can reply that tine beirng irreversible is an
irrel evant characteristics that does not affect the insights and
predi ctions generated by their theories.

Friedman (1953, Ch. 1) has argued that until we know whet her
a theory's predictions are accurate we cannot say whether its
unreal i stic assunptions, that is its abstractions, matter. An
alternative Criterion stresses explanation in place of predic-
tion. According to this criterion, the right abstractions yield a
theory that makes us understand the phenonenon, that provides
what Fritz Machlup (1978, p. 145) called a sense of "ahaness."
Though phi | osophers of science and net hodol ogi sts argue about the
choi ce between these criteria, nost of us pay sone attention to
bot h, though we differ in the relative weight we give them Even
If a theory seens to explain well, in the sense of linking a
particul ar phenonenon smoothly to our prior beliefs, we do not
accept it if its predictions are consistently falsified.
Conversely, we usually reject as a nere spurious correlation a
hypot hesis that predicts well, but "makes no sense." Under
neither criterion do we reject a theory nerely because it
abstracts.

One mght perhaps respond that sone abstractions are so
obvi ously wong that even wi t hout knowi ng how well a theory based
on thempredicts or explains, we can say wth confidence that
this theory nust be wong. But even though there are instances
where this is correct (e.g. abstracting fromself-interested
behavi or and assum ng firms are driven only by altruistic
notives) are there many such cases in econom cs? Boettke is able

to say yes, only because he takes it as a given in his essay that



Austrian theory is correct. Hence, if formalist econom cs ignores
sonme variable that play a significant role in Austrian theory the
formalist. theory nust be wong. But why assune a priori that
Austrian theory is correct?

However, a nore nuanced version of Boettkes criticismof the
formalists' abstractions is correct. This is that often
mat hemati cal nodeling not only requires nore abstraction than
verbal analysis, but al so that :it seens harder to be m ndful of
sonme of the abstractions that have been nmade when we read a
mat hemati cal analysis, than when we read a verbal analysis (see
Keynes, 1936, pp. 297-98). Moreover, it is tenpting to decide
what part of reality to nodel and what part to abstract from
nore by the criterion of what is mathematically tractable, than
by the criterion of what is inportant for the problemat hand.
Wiat makes this problemworse is that nodel ers usually do not
point out that, since they are abstracting fromsone characteris-
tics that may be salient, their conclusions are of [imted val ue.
To be sure, they may seemto guard against this possibility by
showi ng that their nodel gives a good fit to the data, but
econonetric testing, too, is subject to nmuch criticism(See
Mayer, 1993, Ch. 9)%

Wiat is inportant here (and incidentally is also basic to
Friedman's 1953 essay) is that we are using the theory and its
abstractions to deal with a particul ar problemor question. And
what is a valid abstracti on when addressi ng one question can be
an invalid one when addressing ,another.Wen trying to determ ne
whet her there is a stable relation between changes in bank

reserves and the noney supply we can safely abstract fromthe



fact that the actions of government officials are influenced by
their self-interest. But we can not abstract fromthe fact that
the ratio of the public's demand for currency relative to
deposits varies. Conversely, when we ask, as Boettke does,

whet her market socialismcould work effectively, we can abstract:
fromthe stability of the public's denmand for currency, but not
fromthe notives of governinent officials.

Boettke's criticismof formalism for its heroic abstractions
Is therefore too general. :Hewoul d have to show that these
abstractions result in theories that neither predict well nor
foster understanding. To be sure, he does di scuss why abstracting
fromthe notives that woul d drive governnent officials under
mar ket soci ali sm invalidates the formalists' advocacy of such a
system And al t hough he ddes not provide any hard evi dence, |
find his argument plausible. But market socialismis hardly a
central topic in the work of formalists, and it was originally
presented wi thout formal models by Gskar Lange (1939), and
devel oped further by Abba Lerner (1944), whose use of mathematics
general ly consisted of sinple geonetry. Formalists m ght
therefore readily concede that Boettke's criticismof narket
socialismis correct, and yet go about nost of their work
undi st ur bed.

The second part of Boettke's criticismof formalism, that the
medi umtends to becone the nessage, is valid. Formalists tend to
eval uate ideas by their suitability for nodeling, and to judge
nodel s much too rmuch by their technical sophistication and
el egance, and much too little by the insights they provide into

econom ¢ behavi or and by their predictive success. Deidre



McCloskey (1985) is right in objecting that econom cs departnents
have appropriated the criteria that are proper for a mathematics
departnent, rigor, generality and el egance. Thus a | eadi ng
mathematical econom st and mat hematician, Gerard Debreu (1991, p.
5) wote:

In the past two decades, economic theory has been

carried away further by a seemngly irresistible

current that can be explained only partly by the

intellectual successes of its mathenmatization.

Essential to an attenpt at a fuller explanation are

the values inprinted on an econom st by his study of

mat hematics. Wien a theorist who has been so typed

judges his scholarly work, those values do not play a

silent role: they may play a decisive role. The very

choi ce of the questions to which he tries to find

answers is influenced by his mathematical background.

Thus the danger is ever present that the part of

economcs w || beconme secondary, if not marginal to

that of judgnent.

The issue is therefore not the fact that formalist econonists
use mat hermatics, but what they use it for, and the role
mat hemati cal techniques play in the criteria by which they
eval uat e wor k. Someone m ght use a mat hematical ly sophi sti cat ed
and conpl ex nodel to solve a problemthat is central to the
"study of mankind in the ordinary business of |ife", Afred
Marshal I's (1947, p. 1) conception of econom cs, w thout
abstracting fromthose institutional details that are rel evant
for the applicability of the conclusion, and thereby produce good
econom cs. Soneone el se who uses no mathematics mght tackle a
trivial problem or use too restrictive abstractions, and thus
produce bad econom cs.
To be sure, mathematics is in a way not well suited for

econom cs, because mathematics is a tool for rigorously deriving

correct conclusions fromaxioms (i.e. "assunptions”") that are



beyond question, hardly a good description of the role of
assunptions in economics. But the other tools available to
econom sts al so have their shortcom ngs. So Boettke' sstrictures
agai nst the use of mathematics are off target. The di spute about
the feasibility of using mathematics to produce good econom cs is
over.2 Trying to re-fight it nerely confirns formalists in their
belief that their critics can be safely ignored.

There is a third aspect of fornmalismthat Boettke does not
touch on. This concerns the purpose for which nodels are
constructed and relates to a definition of formalismthat is
narrower than Boettke's (see Mayer, 1993, Ch. 3). As an ideal
type this is the insistence on deriving conclusions to every
problemexplicitly fromfirst principles, which in econom cs
neans the assunptions of utility maxim zation (in practice often
narrowed to nean i ncone maximization) and rational behavi or,
along wth a mninumof other assunptions. This type of formalism
takes as its nodel not the natural sciences, but nmat hematics and
logic wth their reliance on denonstrative reasoni ng. By
contrast, there is what can be called enpirical-science
econom cs, again an ideal type. It is nore concerned with
predi cting or explaining enpirically observable characteristics
of our econony, and less with rigor, parsinony and el egance.

In practice formalist econom sts also want their nodels to
tell us sonething that is applicable to the real world, for
exanpl e, they do not work with nodels that assune that agents are
conpletely altruistic. On the other side, enpirical econom sts
may sonetines start with the sane propositions that formalists

use. The difference is that formalists are nmuch nore likely to
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treat these propositions as axions, while enpirical econom sts
are nore likely to treat themas working assunptions that are
usual Iy, but not necessarily al ways, correct.

Such a distinction is alien to Boettke's franmework because he
di vi des econom sts into austrians, (old) institutionalists,
Mar xi sts, and formalists. Since he quickly dismsses institution-.
alists and Marxists, he only has to show the fallacy of formalism
to anward victory to the Austrians. But that is too facile. It
tars the substantial majority of economsts with the sanme brush,
despite the maj or net hodol ogi cal differences anong t hem Those
who take an enpirical approach - and there are nany - are thereby
nmade to share responsibility for the extrene degree to which
abstraction is carried by those who are formalists by ny nuch
narrower definition. But to accuse econonm sts such as MIton
Friedman, Charles Goodhart, Joseph Stiglitz, or Paul Krugnman, to
name only a few | eadi ng nmai nstream econom sts, of ignoring "the
conpl ex web of institutions", or of putting the nedi um above the
nessage is surely w ong.

Boettke' s di scussion of the "Chicago School" illustrates this
tendency to see all mai nstream econom sts as ali ke since they
differ fromthe Austrians. He does not distinguish between the
first Chicago School (e.g., Knight, Sinmons and M nts) which paid
much attention to the institutional setting, the second Chi cago
School, lead by Friedman and Stigler, which paid somewhat |ess
attention to certain institutions, but did focus on enpirica
i ssues and on certain other institutions (see Hrsch and de
Machi, 1990), and the third Chi cago School (|ed by Robert Lucas)

which is formalistic in ny narrower sense of the term. Friedman's
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(1953) farmous net hodol ogical essay is often read as a justifica-
tion for formalism but that is a m stake. (See Friedman 1953,
pp. 11-12, 24-25, 277-300; Hrsch and de Machi, 1990. See al so
Hammond, 1996, Ch. 2)

But even if one were to interpret Boettke's criticismof what
he calls formalist economcs only as criticismof formalismon ny
narrower definition, it still goes too far. Like nost nethodol o-
gists Boettke is a monotheist - there is only one true nethodol -
ogy. No trade-off at the margin is allowed. This mght be
appropriate if economcs had only one purpose. Nowin a sense it
does: to provide an. explanatory and predictive apparatus that
ranks extrenely high on the criteria of rigor, el egance and
parsinmony, as well as on the criteria of accuracy and applicabil -
ity to many real -world situations. But a theory that fully
satisfies all of these criteria would be a rare find indeed. So
there is usually need for a trade-off, or for nmultiple theories
operating at different |evels of abstraction.

One can therefore justify sone formalist economcs on 1l'art
pour l'art grounds because, |like any other piece of rigorous and
el egant reasoning, it provides intellectual satisfaction. If we
support research in pure mathematics and in art history for the
"glory of mankind," we should al so support some research in
formal i st econonics.® Mreover, sone fornmalist nodels can be
justified, not as the end product of economc anal ysis, but as an
I ntermedi ate product. Allan G bbard and Hal Varian (1978) have
argued that nmany econom c nodel s are "caricature" nodel s,

I ntended to highlight sone particular feature of the economc

process, even though this gives a distorted picture of the
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econony. (hers can then conbine the | essons | earned fromsuch
caricature nodels to build a nore bai anced nodel of the econony.
The trouble is that putting these caricature nodels together into
a realistic description of the econony seens | ess attractive or
nore difficult than building additional caricature nodels, so
that too little of the former and too nmuch of the latter gets
done.

The questiofn is therefore :not whether sone formalist
econom cs shoul d be done, but how nuch. The glib answer that
sone econom sts give, let the market decide, will not do. The
academ c econom st's "market" consists of other academ cs, and
not consuners who pay wth their own noney for what they demand,
or institutions that are held closely held accountable by the
general public or students, the ultimte custoners of this
research. And academcs tend to treat as interesting probl ens
those that are technically difficult, even if they do not have
much bearing on how the econony functions or on policy choices.
Thus, in academ a the interests of producers tend to outweigh
those of consuners. (Are there many other industries with as nuch
market failure as academ a?) | therefore agree wi th Boettke that
there is nuch too nmuch formalist research (on ny narrow
definition), but I would not like to see all of it elimnated.

IT. Markets versus Pl anning
Anot her problemw th Boettke's analysis is his enphasis on the
probl emof free markets versus planning, an i ssue on which the
Austrians have focused nuch of their attention. This is obviously
an inport-ant i ssue for economcs. But it is only one of many

i ssues. Mbst papers in economcs journals either deal with
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conpletely different issues, or if they do deal with an issue
pertaining directly to free markets versus planning, they do so
In a specific and narrow context, such as flexible versus fixed
exchange rates. Boettke's general strictures about the efficiency
of market processes have relatively little to contribute to such
di scussi ons, and hence to most of what econom sts do.

Mai nst ream econom cs devotes nuch of its effort to snal

questions rather than system-wide basic questions. For exanpl e,
the first paper in the latest issue of the American Econom c

Revi ew ( Sept enber, 1997) deal s with an enpirical nodel of
international specialization, and the next three papers have the
followng titles: " The International Transm ssion of Financi al
Shocks: The Case of Japan,", "a Political -Econom ¢ Anal ysis of
Free-Trade Agreements," and "An Enpirical Assessnment of the

Proxi mty-ConcentrationTrade-of f between Miultinational Sales and
Trade". Even the two papers in that issue that do conpare
econom c systens ("Privatization in Eastern Germany: Managenent
Sel ection and Econom ¢ Transition," and "Competition or
Conpensation: Supplier Incentives under the American and Japanese
Subcontracting Systems,") do so in narrowy circunscribed ways.
Thi s narrow focus has proved fruitful. Nornml -science research is
how a mature fi el d, which econom cs has becone by now, nmakes its
day-t o-day advances. Boettke and Prychitko (1944) tell us that in
recent years Austrians have noved away fromtheir traditiona
enphasi s on ideol ogy. But even so, their research agenda is stil
too strongly influenced by the "big" issue of markets versus

pl anni ng.

In addition, the issue of plarning versus free narkets is a
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probl emthat belongs only partly within econom cs. As Boettke
rightly points out it does little good to contrast an idealized
pi cture of market socialismw th capitalismas it works in
practice. But determ ning how market socialismwuld work in
practice raises sone exceedingly difficult issues on which an
econoni st' s expertise is not sufficient. For exanple, would

the state, presumably influenced by pressure groups, allow firns
that should fail to do so and thus cause unenploynent? In this
respect the Chi nese experience, at |east so far, is not
encour agi ng. Deeper sociological questions al so arise; what
elites would replace the capitalist elites, and what effect woul d
t hat change have?

V¢ know by now that social engineering is fraught with
uncertai nty and danger; the law of unintended consequences rul es.
There is a saying in the military: "no plan survives contact with
the eneny." Sonmething simlar applies to economc policy.

Wiat econom sts can do much better than eval uate how mnar ket
socialismwould work in practice is to conpare the actua
wor ki ngs of a market systemw th the workings of an idealized
market system And what one can do well, that is what one does,
particularly if one is an academ c. This creates a natural bias
agai nst the free market, though one that may perhaps be fully or
nore than fully offset by biases in the other direction. Boettke
is fully justified in complaining about this bias. Wiere Boettke
Is less justified is inrejecting the work of those who, |ike
Stiglitz, have analyzed the inplications of factors such as
asymetric information. Such analyses can be used as illustra-

tions of how the actual. functioning of a narket systemfalls
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short of its ideals. Stiglitz generally does not quantify the
| osses fromthese shortfalls, and perhaps they are m nor. But
even so, they exist. Students of market processes, such as the
Austrians, shoul d welcome rather than deplore any work that tells
us nore about how markets operate, even if it creates a bias in
favor of planning on part of those who fail to reflect suffici-
ently on the shortfalls of actual fromideal socialism
III. |deol ogy

Anot her problemis Boettke's treatment of rival schools as driven
by ideology. In one sense ideology is the nmetaphysical core of a
research program and therefore unobjectionable.? In anot her
sense, used by those who conpl ai n about the ideology of their
opponents, ideology is a tendency to accept or reject evidence on
the basis of whether it fits cne's preconceptions, and often a
tendency to sel ect theories on the basis of their policy
I nplications, instead of the other way round. As such it is an
I nstance of obtuseness, or |lack of intellectual honesty at |east
wth oneself, if not with others. To accuse someone or a schoo
of being ideological is therefore to make a serious charge,
albeit inrelatively polite language. Unl ess one has evidence to
back up that type of charge it is better not to make it. To be
sure, if an intelligent and well-informed person rejects ny
argunents | amtenpted to attribute this to willful ness rather
than to the unconvincing nature of ny argunent, which, after all,
| find utterly convincing. But this tenptation should be
resi st ed.

However, there is still another way of |ooking at ideol ogy,

to treat it as in undesirable in many cases, but also as natura



and as sonetines justified. It is natural to give nore credence
to evidence that supports one's position than to evidence that
rejects it, if only because this elim nates an unpl easant feeling
of cognitive di ssonance. Moreover, in sone cases it may be
justified..Suppose | have much evidence that a propositionis
correct. | amnow presented with evidence that it is fal se.
Hence, | usually nust reject either all the old evidence that
supports it, or else the new evidence.® Suppose upon carefu
reflection | cannot find any errors in either the supportive
evi dence, nor in the new evidence. One possibility is to say that
. do not know whether the proposition is true. But suppose | have
to make some deci sion, o.r that the supportive evidence is very
strong. It may then be reasonable for nme to adhere to ny forner
belief, and to treat the new, contradictory evidence as an
anonmaly that will sooner or |ater be somehow resol ved, even
though this makes ne seem i deol ogical .6

For all of these reasons it is better not to attribute
i deol ogy to one' s opponents. Moreover, it is far fromclear that
one should bl ame, as Boettke does, an anti-market ideol ogy for
the rise of formalism Institutionalismcan also be used to
justify interventionism, and, indeed, has been the traditional
source of interventionist arguments in econom cs. Moreover, the
hegenony of formalism can also be explained by sel f-interested
" behavi or by econom sts, so that. an i deol ogi cal explanation is not
needed (see Mayer, 1993, Ch. 2)

I V. New Keynesi ans and Post-Keynesi ans

Boettke'streatment of the new Keynesi ans does not do them

justice. New classical econom sts had attacked Keynesi an theory
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for lacking mcro-foundations for its basic assunption of wage or
price inflexibility. I n response new Keynesians have shown t hat
such inflexibility is consistent with rational incone maxim za-
tion, thus refuting the new classical criticism To be sure, they
have not succeeded in nmeasuring the absolute or even the relative
I nportance of the various sources of wage and price inflexibility
that they anal yze (anong which the efficiency wages that Boettke
stresses is not necessarily the nmost inportant), and hence have
not shown that we do live in a Keynesian or nonetarist, and not a
new cl assical world. But their primary task was not that, but
nerely to denonstrate that building nodel s with wage or price
inflexibility is consistent with a belief inrational utility
maxi m zation, and does not require any i nplausible ad hoc
assunptions. Boettke does not give themsufficient credit for

t hat .

The criticisns of mai nstreameconom cs that Boettke and ot her
Austrian's make froma right-w ng perspective have nuch i n conmon
(both substantively, and in style of argunent) with the
criticisns made by post-Keynesi ans, who represent the | eft-w ng
of Keynesianism They, |ike Boettke are critical of formalismand
Its focus on equilibrium, and like the Austrians they want to
re-introduce historical tinme into economcs. They al so stress the
preval ence of uncertainty, and the inadequacy of treating it witkh
the tool s applicable to decisions-nmaki ng when the probability
distributionis known. Suppose one accepts Boettke's argunents
about the i nadequacy of mmi nstreameconomcs in these respects.
One does not then have to draw the sane concl usions as he does;

one coul d becone a post-Keynesi an i nstead. Again, Boettke's



18

tendency to see methodological di sagreenments in economcs as a
dichotcmy between the Austrians on one side and everyone el se on
the ot her, nuddi es the waters.

v. Austrian Econom cs
Boettke' s paper is at |east as nmuch a pro-Austrian tract
as it acriticismof formalism. It is useful to distinguish two
roles that Austrian economics could play. One is to suppl enent
mai nstream econom cs, and the other is to replace it.

Viewed as a supplement t O nmi nstreameconom cs Austrian
econom cs has sonething to contribute. Minstreameconom cs has
narrowed its vision to a limited set of ideas that nodelers find
tractabl e. For exanple, the nodern revival of Walrasian econom cs
pays little attention to the work of Schunpeter (who, ironically)
was a great adm rer of walrasian econom cs), because his vision
Is too :sweepingtc be confined Within the constraints of
mat hemati cal nodels. The Austrians therefore have sonet hi ng
val uable to contribute when they insist that the entrepreneur is
nore than sone nondescript. graduate of an MBA program who
mechanically grinds out the pr-ofit-maxim zing solution to a
st andar di zed problem Similarly, their insistence that price
conpetition is only one aspect. - and not necessary the nost
| nportant aspect - of the conpetitive process adds a val uabl e
I nsight that gane- theoretzc nodels of oligopoly are likely to
m Sss. I nsistence on entrepreneurs being innovators operating in a
fog of uncertainty, as well as insistence on irreversible
historical tinme, are other Austrian ideas that may deserve nuch
nore attention than the mainstream gi ves them

One mght |liken the difference between mai nstreamand
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Austrian economcs to the difference between a flashlight and a
| antern. The forner illum nates sharply along a narrow beam The
| atter provides all-round but |ess sharp illum nation. Wicn one
I's preferabl e depends on one's purpose, and neither should be
rej ected because the other does some things better. Consider, for
exanpl e, Boettke's criticism of the equilibriumconcept used in
. mai nstreamecononmi cs. He is right in saying that its beamm sses
much of what we should see, such as the entrepreneur's creation
of new goods and new markets, so that some of the criticism of
product differentiation is sinplistic. On the other hand, the
I nsi ght that markets tend towards equilibriumprovides us with a
powerful tool for predicting howthey will respond to certain
shocks. If econom sts were to relinquish equilibriumanalysis
they woul d | ose nmuch. But if tney fail to see that there is much
nore to market behavior than a tendency towards narrow y defined
equi librium they also | ose nuch.’ Both mai nstream economi sts and
Austrians have something tc | earn fromeach ot her

Unfortunately, the lines of communication between themare
frayed. | doubt that many mai nstream econom sts read any Austrian
econom cs, though this situation may have inproved recently. Sone
economists Who are not identified as Austrians now taking
Austrian i deas seriously (see Caldwell, 1982; Hoover, 1988; and
Mont gonery, 1996). But communications still need nuch inprove-
ment. One factor hindering it is the somewhat arrogant belief of
many mai nstream econom sts that: the witings of heterodox
econom sts, or for that matter just about all economcs witten

prior to the 1970s, have nothing to teach them
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But another reason is the tendency of Austrians to address
their discussions prinmarily to each other, to spend too nuch tine
questioning the purity of each other's doctrine, and debating
mnor. devi ati ons anong the elect; in other words to behave like a
stereotypi cal school

It is still. the case, though perhaps nowto a | esser extent,
that an Austrian discussion of a mai nstreamproposition often
consists in large part of showing that it is inconsistent with
Austrian econom cs, perhaps even that it has been explicitly
rejected by one of the Founding Fathers. G ven the disdain with
whi ch. nost mai nstream economists treat Austrian econom sts such
introversion i s understandable - nor is it necessarily worse than
the introversion of the formalists (on ny definition), who tend
to treat econom cs as the study, not of the econony, but of other
economists' nodels. But such introversion by either side does mt:
facilitate progress.

And even when Austrians go beyond condeming sone work as
bei ng un-Austrian, their criticisns tend to deal in generalities,,
such as a failure to recogni ze the existence of historical tine,
or the use of illegitimate aggregate concepts, instead of getting
down into the trenches. It is easy for mainstreameconom sts to
I gnore such broad criticismand say: "yes, alright, but our
theories work despite all this." It would be nore difficult to
ignore the Austrians' criticisnms if these would nore often
consi st of evidence (or nore specifically of what mai nstream
econom sts consi der evidence) that a particul ar mai nstreamtheory
or nodel fails to predict or explain because it ignores a

speci fic point rmade by Austri ans.
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More generally, few mainstream econom sts are likely to
becone converts to aAustrian economcs in its entirety, but nore
m ght take specific Austrian ideas seriously if these were shown
to be relevant to their specific concerns, and were reforml ated
i n way compatible Wi th mai nstream methodological criteria.

G anted that Austrian economcs is built on phil osophical
foundations that differ sharply fromthose of nainstream
economcs, it would "sell" better if it were sold separately.
Simlarly, a nore politically neutral version mght find
additional markets. Since Austrians are in the distinct mnority
it is up tothemto build the needed bri dges.

Austrians may, of course, object that they want to do nore
than bring about a few changes in mainstreameconon cs. But
aimng at an attai nable goal is better than aimng at one that is
out of reach. Moreover, a cseries of small changes may add up to a
| arge change. One shoul d not exaggerate the inconpatibility of
par adi gns. Austrian economics needs fewer general s nmaki ng grand
pl ans, and nore privates fighting the war a hill at a tine.

Considered as a substitute for - rather than an addition to -
mai nst r eam econom c¢s, Austrian economcs is not likely to be
successful. And for good reason. Minstreameconom cs does have
many shortcom ngs, particularly what | have called formali st
econom cs. But it has al so has many successes, especially when
acconpani ed by an enpirical mindset, as it is in the work of
econom sts such as Atkinson, Akerlof, Friedman, Modigliani,
Solow, and Tobin, to nention just a few nodern nasters. It has
produced testable - and confirmed - hypot heses on inportant

aspects of econom c behavior (see Mayer, 1995, Ch. 11). W would
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be the poorer if this work were to cease, or to becone only a
mnor tributary to the stream of econom cs.

This is not to deny that over the years Austrian economics
has al so made maj or contributions. Its contribution to the debate
about the feasibility of rational resource allocation under
socialismis an outstandi ng achi evenent, and so is Hayek' s work
on the role of decentralized information, as well as his earlier
work on the conditions for neutral nmoney that won hi mthe Nobel
prize.

Mor eover, since there are many fewer Austrian than mai nstream
economists, when evaluating the fruitful ness of Austrian
econom cs one should | ook at per capita contributions. But even
30, its already di scuss concentration on "big" probl ens has neant
~hat Austrian econom cs has paid too little attention to the
day-t o-day problens that constitute the work of a normal science.
In Lakatosian terns, too nmuch of its research concentrates on the
metaphysical core, and too little on the protective belt.

Boettke's (1994) The Elgar Conpanion to Austrian Econom cs
nas a section of short papers on applied econom cs, presumngly
intended to illustrate the fruitful ness of Austrian econom cs
when applied to specific problens. | do not think that he
succeeds. Many of these essays do make valid points, but too
often these are points originally nmade by econom sts who are nore
closely identified with mai nstreamthan with Austrian econom cs.
Showi ng that they are also consistent with Austrian econom cs
certainly does not discredit Austrian economcs, but it fails to
nmake a case that Austrian econom cs shoul d repl ace mai nstream

econom cs. Wen these papers do cite specific Austrian contri bu-
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tions to the problemat hand, these are usually contributions
made a long tinme ago, aand chat, too, does not suggest that
Austrian economi cs i s a progressive research program

Despite its intellectual fernent in the 1980s (see Lavoie,
1994a), Austrian economics has not been very productive with
respect to those problems that interest nainstreamecononi sts,
and also, | would argue, that interest the public in general.
Part of this is due, of course,,to Austrian theory not providing
the rationalizations for governnment intervention that nuch of the
public and many econom sts wel come. But that is not the whole
story. Wiile in the hands of an intellectual giant |ike Hayek
Austrian economcs is a powerful tool, in the hands of |esser
econom sts it is not as powerful a tool as is mainstream
theory. And that is a serious drawback. |nevitably, nost
researchers are not giants, and a productive nethodol ogy is one
that provides ways in which they, too, can make useful contri bu-
tions. W shoul d eval uate nmet hodol ogi es not only in the context
of verification, but also in the context of discovery.

The | esser fruitfulness of Austrian economcs in the hands of
nost economists is due not only to its focus on "big" probl ens,
but also to the nmuch smaller role that Austrians give to that
great source of work for many econom sts, enpirical work. Mny
Austrians consi der econonetrics to be usel ess. Leading Austrians
rej ect on methodol ogi cal grounds the validly of aggregates, such
as the price level. Thus Hayek (1935, p. 5) wote: "from the very
nature of econom c theory, averages can never forma link inits
reasoni ng." Austrians therefore reject as inapplicable to the

study of society the instrunentalismthat is used so much in the
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natural sciences. This position strikes ne as m staken, but not
being a phil osopher I will not attenpt to discuss it.

I nstead of econonetrics Austrians could use econom c history
as a testing ground, particularly if they are willing to use
averages. Al though some have done so, for exanple,to argue that
an unregul at ed banki ng system has worked well in past (for a
summary see Schul er, 1994), on the whole, Austrians do little
hi storical work. Perhaps this is due to their traditional
rejection of historicism But econom ¢ history can be used both
to support and make use of econom c theory, and not as a
substitute for it. So it is not surprising that sone Austri ans,
Boett ke anong t hem are now urging Austrians to make nore use of
econom c history, and to test both the correctness and expl ana-
tory power of their theories. (see Boettke, Horwitz and
Prychi tko, 1994) |Indeed, Boettke (1994, p. 5) has argued that to
say that Austrians reject enpirical research is: "a msreading of
the Austrian tradition", though he adds that Austrians al so
believe that: "the significant debates in the social sciences are
theoreti cal debates."

Al the same, perhaps because they want to engage in the nore
significant debates, Austrians do iess enpirical work than
mai nstream econom sts do. Anot her reason mght be that many
Austrians adhere to a nentalist subjectivismthat suggests that
enpirical work is not likely to be successful (see Lavoie
(1994b) . By rejecting econometrics and nmaking only very limted
use of econom c history Austrians have deni ed t hensel ves the
opportunity to test their theories, though this has changed a bit

In recent years (see Lavoie, 1994a).
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Austrians mght respond, along W th sone mainstream
econom sts (see for instance Robbins, 1932), that enpirical
testing is not needed, that a valid | ogi cal chain from axions we
know fromintrospecti on and casual observation tc be true
suffices. But while that nmay allow us to argue that a certain
effect does occur, it usually cannot tell us whether it is
significant or not. For exanple, Hayek (1935) attributed business
cycles to the changes in the relative prices of various goods
I nduced by changes i n the money supply. Skeptics m ght respond
that, while such relative price changes may contribute to
busi ness cycl es, it. is possible that they explain only a trivial
proportion of the fluctuati ons we experi ence as business cycl es.
Simlarly, for a long time Austrians have tal ked about the
i mport ance of complementarily among various types of capital. But
how nuch complementary is there? Only recently has an econom st
(and one who has only tenuous links with the Austrians) provided
enpirical evidence that such conplenentarity does natter
enpirically (see Montgomery, 1996).

VI . Concl usi on

In summary t hen, Boettke's criticismof what he calls "formalism"
goes too far. He defines formalismtoo broadly because he sees
met hodol ogi cal di sputes through the | ense of Austrians versus
everybody el se, thus ignoring sone basic distinctions anong the
"everybody el se". In particul ar he overl ooks the inportant
enpiricist tradition in economics.

Al the sane, though | have not discused these points, there
I's much in his criticisns of formalism (if it is narrowy

defined) that is correct and well argued. Mreover, his essay
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does serve a useful function in drawing attention to Austrian
econom cs, which has sonme inportant ideas to contribute tc a
synthesis. But substituting Austrian econom cs for what Boettke
calls formalism or awarding it the main role in such a

synt hesi s, woul d be a m st ake.

ENDNOTES

* Thomas Mayer, Departnment of Econom cs, University of Califor-
ni a, Davis, tel ephone (510) 549-0504, telefax 549-9472; w shes
to thank for hel pful coments Kevin Hoover and M chael
Mont gonery.

1 For other problens with nodeling see Mayer (1996) .

2 Those who criticized the use of mathematics in econom cs made a
bad case by arguing that it is of little use. There is by now
massi ve evidence to the contrary. They shoul d have nmade their
case, not agai nst the use of nmathematics, but agai nst the
over-enphasi s on mat hematics, and nade their case on two
grounds. One i s McCloskey's (1985) charge that the val ues
appropriate for a mathenati cs departnment threaten to overwhel m
economcs, and the other is opportunity cost. Qoviously, other
t hi ngs bei ng equal , an econom st who knows nore mat hematics is
better equi pped to do research than one who knows | ess. But
ot her things are not equal. The nore tine students spend
| earning mat hematics, the less tinme they have available to
| earn economi cs, though, admttedly the shift froml anguage
requi renents to a math. requi rement was clearly beneficial.
Simlarly, given the anount of tine econom sts spend on
research, and given the available space in journals and books,
t he nunber of hours an econom st spends on a paper is fixed.
The nmore of this time is spent polishing the mat hematics, the
less tinme is avail able for checking the correctness of the
anal ysi s in ot her ways.

3 1n Bergano (ltaly) | saw just. bel ow the dome of a church a
fresco that can be seen - and seen only faintly - fromthe top
of a certain towers. Presunably it was painted "for the glory
of God", not for people's enjoyment or Instruction. One can
justify some papers in Econometrica that al nbost nobody can read
in the same way. G ven how few readers even nost not very
techni cal papers in economc journals have, and how unlikely it
Is that they wll have any influence on policy or econom sts'

t hi nki ng, one m ght argue that nost of themare best justified
as "for the glory of God or mankind."

4 One might, however, object that in the social sciences
know edge i s so precarious that one should limt as nuch as
one reasonably can those propositions that are privil eges as
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uncontroversial . Many i deol ogi cal propositions would then not
qualify for the core.

But that is not always so. In sone situations it is reasonable
to hold two conflicting Vviews (see Fol ey, 1979).

Here is a concrete example. Phillip Cagan (1965) found that
bei ng covered by a corporate pension schene i nduces househol ds
to save nore on their own. This inplies an increasing marginal
utility of wealth, and therefore conflicts with the well
establ i shed belief that marginal utility decreases as one
obtains nore. | therefore did not accept Cagan's findings,
though | could find no fault with his anal ysis. Subsequently,
when Cagan's data were re-analyzed, it turned out that they
Wer e W ong.

Boettke (1997, p. 30) recogni zes this when he wites that:

"Equi l i briumtheorizing :is not be rejected, according to Hayek,
but its real purpose must be constantly kept in mnd. Fornal
nodel i ng can be a very good servant, but a poor naster."”
However, the general impression that Boettke gives is of a
strong condemati on of equilibrium theory.
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