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Foreword

The inauguration of a systematic science of economics, an
achievement of the social philosophy of the Enlightenment that
also begot the doctrine of popular sovereignty, was a challenge
to the powers that be. Economics shows that there prevails in the
succession and interdependence of the market phenomena an
inescapable regularity that man must take into full account if
he wants to attain ends aimed at. Even the most mighty govern-
ment, operating with the utmost severity, cannot succeed in en-
deavors that are contrary to what has been called “economic law.”
It is obvious why despotic rulers as well as leaders of revolutionary
masses disliked such doctrines. For them economics was the
“dismal science” and they fought it indefatigably.

However, it was not the hostility of governments and power-
ful political parties that fomented the protracted discussions
about the epistemological character and the logical method of
economics in which the very existence and significance of this
branch of knowledge were again and again questioned. What
generated these debates was the vagueness that the early econo-
mists evinced in defining the field of their studies. It would be
absurd to blame them for this want of clearness. They had suffi-
cient reasons for concentrating upon those problems which they
were trying to deal with and for neglecting others. What had
stimulated their inquiry was definite issues of contemporary
political controversies. Their great accomplishment was the dis-
covery of the uniform order prevailing in the emergence of events
previously considered chaotic. Only the later generations of
economists were puzzled with the epistemological problems in-
volved.

Doctor Kirzner's book provides a historical account of all the
solutions suggested in this debate. It is a very valuable contribu-
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viii Foreword

tion to the history of ideas, describing the march of economics
from a science of wealth to a science of human action. The author
does not, in the fashion adopted by some recent histories of eco-
nomic doctrines, indulge in value judgments and paradoxical
observations. He prefers to follow the sober methods of the best
historians of economic theories, Bohm-Bawerk and Edwin Can-
nan. Every economist—and for that matter everybody interested
in problems of general epistemology—will read with great profit
Doctor Kirzner’s analyses, especially his treatment of the famous
discussion between Benedetto Croce and Vilfredo Pareto or the
critical examination of the ideas of Max Weber and Lionel Rob-
bins.

Essays on the history of economic thought are to be appreciated
not only purely as history. No less important is the fact that they
enable us to re-examine the present state of economic theory in
the light of all attempts earlier generations made for their solu-
tion. In comparing our point of view with past achievements and
errors we may either detect flaws in our own theories or find new
and better reasons for their confirmation. Doctor Kirzner's
thoughtful essay is a real aid in such a re-examination and in this
consists its great value.

Lupwic voN MIisEs



Introduction to the Second Edition

The first edition of Israel M. Kirzner's The Economic Point of
View was published in 1960. In the meantime, the dogmatic
brand of positivism that advocated the banishment of all refer-
ences to mental states from scientific explanations and their re-
placement by the “data of the senses” has been discredited. In
addition, many contemporary philosophers concede the inherent
rationality of human action, that is, man’s capability of freely
choosing among alternatives (as well as creatively discovering
what these alternatives are); and further the indeterminateness
of individual behavior on the basis of what has gone before. Yet
despite these important concessions to the subjectivist position re-
garding methodological precepts consistent with sound scientific
investigation, the full import of the teachings of Ludwig von Mises
in Human Action and of Frank H. Knight in On the History and
Method of Economics about the subjective character of economic
phenomena either has not been fully digested by practicing econ-
omists or else has been received with great hostility by those anxious
to submit their models to statistical testing.

As Kirzner's study makes clear, the subject matter of economics
is human action, and a concern with the abstract character of
action is what defines the economic point of view. Human action
in contrast to, say, reflexive action is action directed toward goals
and purposes. Furthermore, while such action often results in the
measurable displacement of real world objects, the significance of
such displacements cannot be adequately understood by merely
correlating (or regressing) one displacement with (on) another.
Economic explanations must either explicitly or implicitly make
reference to individual purposes and plans; otherwise they ignore
a realm of experience as real as the world of things. While modern
philosophers of science often insist that to explain an event is to
show that it is an instance of a scientific law, Kirzner would add
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X Introduction to the Second Edition

this proviso: the general law must itself be explicable in terms of
the purposes and plans of acting individuals. According to Kirzner,
the entire science of economics is a subset of the broader (but less
developed) discipline that Mises termed “praxeology,” or the sci-
ence of human action.

It took two hundred years for economists to discover that the
subject matter of their discipline was none other than the struc-
ture of human action itself. Much of Kirzner’s study is a historical
survey of the various attempts economists have made to define the
scope of their discipline. According to Kirzner, significant progress
in this area began only in the second quarter of this century when
Lionel Robbins, Mises, and Knight instituted a shift from a
“search for a department of human affairs to which the adjective
‘economic’ applies, to a search for the appropriate aspect of affairs
to which economic concepts are of relevance.” Kirznér’s study is
controversial when he declares that, by insisting on the subjec-
tivity of their discipline, Mises and Knight produced an advanced
and more perfect understanding of what in fact constitutes eco-
nomic knowledge.

Modern economists are generally quite comfortable with some
variant of Robbins’s definition of economics as a discipline con-
cerned with the allocation of scarce means among alternative ends
where the means themselves are capable of a variety of applica-
tions. What they are apparently less willing to do is go beyond
Robbins and insist, after Mises, that the science must be founded
on an analysis of the subjective categories of human action because
these categories provide the only firm grounding for economic
laws. Modern economists tend to consider economic laws useful,
not because they are consistent with our understanding of human
action, but because they help organize large bodies of business and
government data. Often economists act as if the only importance
of economic theory is the ease and elegance with which it helps
shuffle and reshuffle large bodies of statistical data (an unfortunate
consequence of the novelty and increased availability of high-
speed computers).

In recent years the problem or’grounding aggregate relation-
ships on microeconomic foundations has attracted some attention
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among economists. This concern is certainly in the spirit of the
program Mises and other members of the subjective school ad-
vocated many years ago. But it is also important to realize that
aggregate relationships are themselves worthless if the statistical
data on which they are based distort the underlying reality they
are supposed to represent.

Consider, for example, the notion of “cost” and how it is often
misnamed by economists. The cost of a specific action to a deci-
sion maker is the next best opportunity he gives up when he
chooses that course of action over all others. The cost of a certain
action is always related to another course of action that has not
been taken. But if the other course of action has not been taken,
then there is no record of it in the market. Thus, at best, what
economists call the “cost of production,” or the money outlay of
a firm in producing an object, may represent the value of the next
best application of these resources to the other market participants;
but whether or not these expenses also measure the opportunity
cost forgone by the firm’s decision maker is another question. A
firm may be making a money rate of return of 20 percent on its
financial investment at one point in time and be quite satisfied.
At another point in time a money return of 22 percent may not be
enough to keep that firm in the industry if it discovers an opportu-
nity for making greater profits still. Clearly the connection be-
tween recorded, or accounting, costs and those costs that influence
human choice may be so tenuous that statistical laws founded on
the former will reveal very little about human action itself.

In the last decade or so applied economics has become synony-
mous with trying to change the behavior or specific values of
statistical aggregates. The important question of how these statis-
tics are at all related to the qualitative choices made by acting
individuals is treated as if it were unworthy of serious scholarly
investigation or as if it were something better left to government
accountants. Thus, where once the goal of a sound monetary
policy was to guarantee a stable and secure currency, the modern
concern is that of “stabilizing prices,” which frequently means no
more than keeping the consumer price index constant at some
base-period value or else permitting departures from that base
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value according to some definite and predictable rule. Often a
government policy designed to contribute to the fullest utilization
of resources becomes bogged down to the point of an obsession
with the behavior of the Bureau of Labor Statistics’ estimate of
unemployment. The fact that time spent unemployed may be
used for an entirely different purpose in 1975 from that used in
1933 does not seem to bother many economists.

If, however, one considers the most important task of applied
economics to be the discovery of the type of institutional structure
that provides for the greatest coordination of individual plans and
efforts, then the subjective character of the discipline is brought
to the forefront. Here the goal of science is to aid men not in
maximizing or minimizing some statistical average, but in eliminat-
ing or lessening the frustrations that occur when the plans of one
individual come into conflict with those of another. For example,
it is not the physical existence of capital on which the prosperity
of society’s members depends but rather the position these goods
play in the plans of acting individuals. One need not go so far as
some members of the subjectivist school and argue that statistical
investigations are of absolutely no value in the derivation of eco-
nomic laws. It is sufficient to insist that the meaning of such
measurements be constantly checked against the underlying hu-
man plans and purposes that they allegedly represent.

Thus at the very heart of the science of economics is the idea
that capital goods, consumer goods, costs of production, and the
like take on economic significance, not because of their physical
characteristics or the procedures of tax accounting, but because
of the meaning their individual owners attach to them in the
course of pursuing their ends. It is my hope that this new edition
of Kirzner's study of The Economic Point of View will reacquaint
economists with the subjective basis of their science and help to
engender a more critical attitude toward modern-day research
methods.

LAURENCE S. MOSS
Charlottesville, Virginia
October 1975
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Author’s Preface

The present essay is an attempt to explore with some
thoroughness an extremely narrow area within the field of the
history of economic thought. Although this area is narrow, it
merits a scrutiny quite out of proportion to its extension, relating
as it does to fundamental ideas around which the entire corpus
of economic thought has revolved for some two centuries. It
remains as true today as ever before that the direction taken
by economic theory is in large measure determined by the “point
of view” adopted by the economist as his special perspective. It
is in this connection that the present study seeks to make its
contribution, by setting up the problem in its proper context
as a chapter in the history of ideas.

The nature of the subject matter, in this instance, has made
thoroughness in its exploration a matter of extreme difficulty,
exhaustiveness a sheer impossibility. In general my aim has been
to provide a careful survey of the literature relevant to each of
the ideas treated, while resolutely refusing to succumb to those
imperious temptations which would have turned my book into
an annotated bibliography. This has frequently moved me to
refrain from mentioning works of considerable importance in
order to avoid fruitless repetition of ideas already cited from
other sources. Despite the self-restraint exercised in this regard,
I have felt it wise to relegate all notes and references to the end
of the book, in order to make for a smoother account in the body
of the work.

My exploration of the subject dealt with in this book began
several years ago while writing my doctoral dissertation under
Professor Mises. Much of the material gathered in my work
on that project has provided a useful foundation for the broader
investigation undertaken in preparation for the present volume.
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xiv Author’s Preface

Grateful appreciation is here accorded for the assistance which
enabled me to pursue my researches at that time, first as Volker
Fellow, and then as an Earhart Fellow, at New York University.

My intellectual debt to the unique contributions made by
Professor Mises to the epistemological problems discussed in my
book is, I believe, sufficiently evident throughout the work it-
self. Here I take particular pleasure in recording the friendly
patience and warm encouragement which he has shown me un-
stintingly throughout the project, as well as the inspiration which
I have derived from his own enthusiasm and penetrating integrity
of thought, as unfolded in countless discussions, both privately
and in seminar.

I have benefited on numerous occasions from highly valuable
discussions on various aspects of the study with my colleagues in
the Department of Economics, School of Commerce, New York
University. I am, in addition, particularly grateful to Dean T. L.
Norton and Professor T. J. Anderson, Chairman of the Depart-
ment, for making special arrangements to lighten my teaching
duties during a part of the time spent in research on this project,
as well as for their constant encouragement during its completion.
Valuable assistance in connection with questions of style and
clarity of expression has been gratefully received from Dr.
Arthur Goddard. Responsibility for the shortcomings of the work
is, of course, undividedly my own.

I have, finally, the pleasant if somewhat difficult task of ac-
knowledging my wife’s contribution, both tangible and intangi-
ble, to the emergence of the volume. My indebtedness in this re-
gard (as well as the difficulty of its expression) is the deeper for
the peculiar circumstance that the altogether indispensable nature
of this contribution is itself in large measure to be ascribed to
conditions rendering it at the same time exceptionally meritorious.

IsraeL M. KirzNER
New York, N. Y.
March, 1960
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7

On Defining the Economic
Point of View

. . . What does the economist economize? “ "Tis love, ‘tis love,” said
the Duchess, “that makes the world go round.” “Somebody said,”
whispered Alice, “that it's done by everybody minding their own
business.” “Ah well,” replied the Duchess, “it means much the same
thing.” Not perhaps quite so nearly the same thing as Alice’s contem-
poraries thought. But if we economists mind our own business, and
do that business well, we can, I believe, contribute mightily to the
economizing, that is, to the full but thrifty utilization of that scarce
resource Love—which we know, just as well as anybody else, to be
the most precious thing in the world.
Sir Dennis H. Robertson

It is impossible to draw a clear-cut boundary around the sphere or
domain of human action to be included in economic science.
Frank H. Knight

Social phenomena, like other matters of interest to be found
in the real world, lend themselves to analysis by a number of
disciplines. The same raw data may be capable of classification
and explanation in a variety of ways, each of which complements
the others and so contributes to the full grasp of the phenomena
under consideration. In the interests of reaping the advantages
attendant upon the division of labor, a sequence of events may
be seen as reflecting the simultaneous operation of several dis-
tinct chains of cause and effect. Each of these chains may then
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2 The Economic Point of View

become the focus of inquiry, and it may enhance the advantages
to be derived from the division of labor to be able to set forth in
precisely what ways any one such causal chain constitutes a po-
tentially fruitful theme for separate investigation.

Such a classification of the factors in the observed phenomena
that require explanation will, of course, reflect the different
points of view with which the observer approaches the data. In
the final analysis, the definition of a particular field of investiga-
tion is tantamount to the exposition of the point of view chosen
by the investigator.

With regard to economics and to the “economic point of view,”
many attempts, under a variety of guises, have been made to
describe this peculiar field of investigation. Writers have defined
the noun “economy”; they have expatiated on the precise demar-
cation of the scope of economics; they have indulged in lengthy
disquisitions on the character of economic activity and on the
nature of economic interpretation. They have discussed at length
the relationship of the economist to the sociologist, the psycholo-
gist, the moralist, the technologist, and the jurist. And they have,
in addition, engaged in heated and protracted controversies about
the utility of these same definitions, disquisitions, and discussions.

They have, in short, made a large number of attempts to de-
termine precisely the particular point of view of the economist,
to dispute existing expositions of it, or to deny altogether to the
economist the joy of having a distinct point of view. The sum
total of this activity over the better part of two centuries is a vast
and fascinating literature. The contemplation and subsequent
digestion of this literature yields a series of formulations of the
economic point of view that are astounding in their variety. The
present essay attempts to survey the literature and to review in
‘"historical perspective this wide range of formulations. As a chapter
in the history of ideas, this account of the constant search for the
precise expression of the point of view of the economist focuses
on the particular avenues by which it has been approached and
on their remarkable heterogeneity.

Although the present account is historically oriented, we shall
adopt the topical, rather than the chronological, approach. We
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shall not present the various formulations in the order in which
they were successively proposed in the history of economic
thought. Instead, we shall take up one by one the principal groups
of definitions to be found in the literature and shall treat each
of them separately as fully as possible. The part played by each
group in the history of the problem will become apparent from
the discussion of the definitions themselves. We shall discover,
in fact, that at any one time a number of widely differing formu-
lations have usually been current. It will be convenient, therefore,
to devote to each of these groups of formulations a discussion of its
development that will be complete in itself, without the distrac-
tion of noticing the simultaneous parallel developments of other
definitions.

In this introductory chapter we shall attempt to bring our
problem into perspective. It will be helpful in this connection
to discuss the significance to be attached to the task of making
explicit the nature of the economic point of view; to make clear
which operation is, and which related operations are not, the
objects of our interest; and to survey briefly the place that has
been occupied in economic thought by the attempts to elucidate
this economic point of view.

The Economic Point of View and the Scope of Economics

The formulation of the nature of the economic point of view
is, of course, intimately related to discussions concerning the scope
of economics. The problem of the scope of economics, however,
has frequently involved questions with which this essay has noth-
ing to do, and it is perhaps worthwhile to make this clear at the
outset. Marshall once wrote to John Maynard Keynes: “It is true
of almost every science that, the longer one studies it, the larger
its scope seems to be: though in fact its scope may have remained
almost unchanged. But the subject matter of economics grows
apace . ., .”}

paThis growth in the subject matter of economics of which
Marshall writes is typical of those aspects of the question with
which we are not concerned. A perusal of a list of courses offered
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in the economics department of any university or a cursory exam-
ination of the catalogue of the economics room in a large library
will easily convince one of the luxuriance of this growth. It is
clear that “economics” covers a body of facts, figures, theories
and opinions embracing a vast range of phenomena related to
one another only in the most tenuous way—often merely by his-
torical accident. At least one outside observer of the contro-
versies concerning the scope of economics has hinted darkly that
they represent simply a way of claiming the exclusive right to
teach certain subject matter in the universities.2 Dealing, over half
a century ago, with the “economic” interpretation of history,
Benedetto Croce wrote:

When it is asserted, that in interpreting history we must look chiefly
at the economic factors, we think at once of technical conditions, of
the distribution of wealth, of classes and subclasses bound together
by definite common interests, and so on. It is true these different
representations cannot be reduced to a single concept, but no matter,
there is no question of that; here we are in an entirely different
sphere from that in which abstract questions are discussed.?

Discussions concerning the scope of economics frequently in-
volve these “different representations” that cannot be reduced to
a single concept. Our own inquiry, on the other hand, concerns
that entirely different sphere in which abstract questions are dis-
cussed. And in this sphere it does indeed matter whether or not
the term “economic” is understood as being reducible to a single
concept; whether, in other words, it is understood as connoting a
distinct “point of view.” ¢

Our problem, then, relates not to the scope of the subject
“economics,” but to “economic theory.” When we speak of the
point of view of the economist, we shall have him specifically in
mind, either as a theorist or as the applier of theory. For ordinary
purposes, as Cannan remarked,® it may well be true that economic
things can best be described as economic. The emergence of a
voluminous literature attempting to define the economic point of
view is not, however, to be dismissed as unfruitful pedantry; it is
rather the expression of concern with the epistemological character
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of economic theory to an extent that goes far beyond that sufficient
for ordinary purposes.$

The point can perhaps be expressed somewhat more succinctly
by the use of the terminology of the logician. Definitions in gen-
eral lend themselves fundamentally to classification as either nom-
inal definitions or real definitions.” The former relate to “names”
and attempt to interpret given symbols, verbal or otherwise. Real
definitions, on the other hand, try to define “things,” to expose
in some way the “essence” and “nature” of the thing defined.
The formulations of the economic point of view that are of in-
terest to us in this essay do not content themselves with providing
a translation of the word “economic”; they seek to reveal to us
the “nature” of the definiendum—which in this case is a concept,
a “point of view.” The fascinating variety of these formulations
reflects, as we shall see, the numerous, quite distinct operations
that logicians have discovered to have been actually performed
when men have set out to seek real definitions.

The Multitude of Economic Points of View

Certainly the most outstanding result of the urge to expound
the nature of the economic point of view has been the number
and the range of the definitions to which it has given rise. This
startling multiplicity and variety of formulations was noticed
long ago—at a time when their number was modest in comparison
with the subsequent accumulations. And for over three-quarters
of a century the depressing lack of unanimity among these formu-
lations has led writers to doubt seriously whether they have any
value at all.®

Economists have, for example, been well agreed among them-
sclves that the operations of the merchant are of specific interest
for the economic perspective on social phenomena; but at this
point their unanimity abruptly breaks down. For some, the mer-
chant is engaged in economic activity because he deals in material
goods; for others, because his operations involve the use of money;
for still others, because these operations hinge on acts of ex-
change. Some writers see the merchant as an economic agent be-
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cause his activities are allegedly motivated by selfishness or marked
by a peculiar shrewdness in calculating the pros and cons of his
dealings. Others see his relevance for economics in that his wares
are to some extent related to the maintenance of human life;
others, in that they pertain to human “welfare.” Still others clas-
sify mercantile pursuits as economic because they involve the
judicious disposition of scarce means, while others again find their
economic character in their reflection of human motives that per-
mit of measurement. And the list could be still further extended.

The disquietude to which the contemplation of such an array
of criteria gives rise is deepened by the realization that in most
cases each of them represents a completely different opinion
concerning the function of economic analysis. Nor is our equa-
nimity restored by observing the diversity of ways in which the
problem of definition is approached. Probably the most signifi-
cant differences are not those among the specific definitions arrived
at, but the disagreements among writers concerning the kind of
entity that they are seeking to define and the very direction in
which they are to begin their search. Definitions of economic
science have time and again required preliminary discussions re-
volving around the question whether the discipline concerned a
kind of object, a kind of activity, a kind of man, or a kind of
satisfaction or welfare.

The natural consequence of this state of affairs has been to
stimulate frequent soul-searching among economists about the
fundamental purpose of defining the economic point of view, as
well as a salutary awareness of the real complexity of the problem.
The fact that so many different starting points to a territory of
knowledge are conceivable is a sign of the intricacy with which
the purely economic must be intertwined with other phenomena.
And it raises serious questions regarding the very concept of a
specifically economic point of view and the usefulness of its pre-
cise formulation through rigorous definition.

The Controversy Over the Utility of Definition

As we shall discover, a number of sharply contradictory opin-
ions have been expressed on the usefulness of undertaking the
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careful definition of the economic point of view or of the nature
of the subject matter of economic theory. To those who have
considered such a task as significant, its fulfilment represents in
itself a distinct scientific achievement. On the other hand, many
writers have been at pains to disassociate themselves from an
undertaking whose accomplishment seems, in their opinion, to
possess no scientific value in itself nor to promise any fruitful
results for further work. This book will deal in some detail with
many more or less careful attempts at such a definition; and it
is only proper to pause to consider the question whether these
attempts were potentially fruitful or were by their very character
necessarily doomed to be wordy disquisitions, fertile in nothing
but the stimulation of sterile controversies.

Among those considering any search for a precise definition
of the economic point of view to be a barren enterprise, we find
Pareto, Myrdal, and Hutchison.? Pareto denied that there is ob-
jectively an economic phenomenon and considered it therefore “a
waste of time to investigate what it may be,” since only a man-
made distinction is in question. Myrdal, writing some thirty
years later, voiced a closely similar view. A definition of econom-
ics can only be a search for arbitrarily drawn boundary lines.
“Economics,” in Myrdal’s view, is the only term regarding the
precise definition of which the economist need not be concerned;
nothing in economic science depends upon it. Hutchison has
flatly declared that “the actual assignment of a definition to the
word ‘Economics’ does not appear to solve, or even help in the
solution of, any useful scientific problem whatsoever.” These
pronouncements seem typical of what one writer has noticed
as a widespread impression that the discussions concerning the
nature and scope of economics “are merely an endless and useless
logomachy.” 10

But the contrary opinion has been repeatedly expounded. The
very voluminous literature on defining economic theory, includ-
ing the works of the most illustrious masters of the science, con-
stitutes in itself a formidable monument to this position.!! Rob-
bins especially has several times vigorously denied that it is a
waste of time to attempt a precise delimitation of the field. It is,
on the contrary, a “waste of time not to do so.” 2 The science has
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developed to the point where further progress can take place only
if the objective is clearly indicated; where problems are suggested
only by “gaps in the unity of theory.” Knight has referred to the
delimitation of the nature and content of value theory as “perhaps
the ultimate conceptual problem in economics.” 13 Macfie, among
others, has pointed out the harm that can be done by a lack of a
clear-cut definition; more especially he has stressed the distortion
that a faulty definition could introduce into the character of the
science.!

For the appreciation of the historical trend to the investigation
of which this essay is devoted, it is important to understand the
nature of this sharp divergence of views concerning the useful-
ness of a precise definition of the economic point of view. It is
possible to interpret the disagreement as merely the expression
of different attitudes towards the utility of expending energy in
discussing the nature of economics, as compared with that of the
effort devoted to the actual increase of our stock of economic
knowledge. Numerous justifications for merely perfunctory at-
tempts to provide a definition of the economic point of view do,
in fact, stress the great difficulty of the undertaking, in conjunc-
tion with its alleged lack of importance for the work of the econo-
mist.’® The disagreement might thus be understood as simply
reflecting differing estimates of the worthwhileness of the alterna-
tives costs involved in achieving intellectual tidiness in the sys-
tematic exposition of the science. But such an interpretation would
be a superficial one and would ignore the most significant aspect
of the controversy.

An Interpretation of the Controversy

The writers who have denied the fruitfulness of the precise
delimitation of the scope of economic theory must be considered
as constituting a group whose views, in effect, make up yet an-
other “definition” of the economic point of view—one that alto-
gether denies any such concept. The notion of a peculiarly eco-
nomic point of view has been variously defined in terms of a large
number of different criteria. The subsequent chapters of this



B e o

* et

T s

On Defining the Economic Point of View 9

essay set forth the more important of these formulations. Certainly
it is of moment that there is place found for yet a further atti-
tude towards the notion of a uniquely economic perspective—
an attitude that completely fails to recognize any such unique
point of view. The disagreement concerning the usefulness of
defining economics is thus reducible to a far more interesting
controversy: one that deals with what, in fact, is meant at all by
defining economics; a controversy concerning the very existence
of that economic point of view which we are asked to define.

The issue may be seen most clearly in the question with which
one writer found himself faced before embarking on the search
for a definition of the economic principle. He asked himself
whether economics is “a pie which every economist can . . . make
up with his own ‘recipe,’ or is it a given pie . . . which is basically
made up of well-defined and hardly changeable ingredients? In
other words, is economics what the economist is prepared to let it
be, or does economics have a ‘nature’ of its own . . . ?” 16 Once it
is denied that economics has a “‘nature” of its own, once it is de-
clared that no recipe for a uniquely economic pie, in fact, exists,
then, of course, any lengthy search for such a recipe must seem
a waste of time. And, similarly, the determination of the particular
recipe that may, quite arbitrarily, have been used by some or many
economists to make up their own pie then becomes a quite unin-
teresting undertaking.

If, however, it is maintained that economics has a nature of its
own, then it may clearly seem of the highest interest to bring to
light the precise character of this economic point of view. More-
over, once the existence of a given recipe has been discovered, and
the conviction has been acquired that economics is not a pie to
be made up at will, then definition becomes important for yet
another reason. It becomes of the first moment to expose the spe-
cific character of economics, if only to convince the doubtful of
the existence of this uniquely economic point of view that they
are so much inclined to deny. The search for the precise nature
of economic theory becomes of importance simply because it offers
proof that economics has a “nature of its own.”

Definitions, as we have seen, may be either real definitions or
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nominal definitions. Now, a nominal definition may be given to
a term even though one is convinced that no real “thing” in the
world in fact corresponds to what the term signifies. But one can
embark on a search for a real definition only if it is recognized
that the term to be defined actually represents a thing or a con-
cept the essence or nature of which can be set forth. If it is de-
nied that the subject of economic theory displays any essential
unity that might be worthy of precise characterization in a defini-
tion, then it is clear that any definition of the discipline must
remain merely nominal. And if it is believed that economists
have been arbitrary in their selection of their problems, then
there can be little value in the formulation of the nominal defini-
tion of economics.

On the other hand, the discovery in economics of an entity of
which a real definition may be advanced promises an interesting
range of investigation. It has been demonstrated that when men
have attempted to obtain real definitions, they have in many cases
proceeded to engage in a wide variety of operations.!” In some
cases a search for a real definition of X has meant the search for
the key to X, for a single fact from which all the facts of X can
be deduced. In other cases the search for real definitions has
meant the search for “abstractions,” i.e., the “becoming aware for
the first time of a new general element in one’s experience and
giving it a name.” In still other cases real definition has concealed
the attempt to analyze an abstraction. (A school child in learning
that the circle is the locus of all points in a plane equidistant from
a given point has learned the analysis of a previously known
abstraction, the circle.)

It is not difficult to understand that when writers concerning
the scope of economic theory believe themselves to have discov-
ered the “key” with which to explain all departments of economic
life, they may feel pardonably complacent about the usefulness
of the “definition” in which their discovery is crystallized. It is
still more understandable that economists should stress the use-
fulness of definition when their own formulation of the nature
of economics reveals to the world their awareness of a new general

clement in their experience. Croce provides perhaps the best
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example of this situation. He was aware of a new general element
in his experience of human affairs. This element was not moral, it
was not technical, nor did it coincide with any other already-
named abstractions. In his formulations, Croce made a vigorous
attempt to present this abstraction to the attention of the world
by ascribing to it the word “economic.”

When definition entails, in addition, the task of analyzing this
newly presented abstraction, that operation becomes more than
ever meritorious. If in the effort to provide an adequate defini-
tion of economics, an attempt is made to analyze the concept of
economy, for example, one necessarily becomes involved in a prob-
lem of economic science itself. It was here that Croce could most
effectively criticize Pareto’s view that the cutting off of that slice
of phenomena which is to constitute the field of economics is a
quite simple and arbitrary affair.

You talk of cutting away a slice from a concrete phenomenon, and
examining this by itself, but I enquire how you manage to cut away
that slice? For it is no question here of a piece of bread or cheese
into which we can actually put the knife, but a series of representa-
tions which we have in our consciousness, and into which we can
insert nothing except the light of our mental analysis. In order to

cut off your slice you would thus have to carry out a logical analy-
sis . . .18 .

When the nature of economics is defined in this way, by the
analysis of a unique general element in our consciousness to
which only the term “economy” corresponds, then it must seem
very obvious indeed that faulty definitions can seriously distort
the character of the science. And when the analysis of this element
has been made possible only by virtue of familiarity with the
substantive content of the science itself, then its formulation into
a definition can clearly take on the character of a positive scien-
tific contribution. It is in this sense that Hayek, in a somewhat
different context, was able to write:

It is one of the causes of the unique position of economics that the
existence of a definite object of its investigation can be realized only
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after a prolonged study, and it is, therefore, not surprising that
people who have never really studied economic theory will neces-
sarily be doubtful of the legitimacy of its existence . . .19

From this perspective it will be useful to survey rapidly in the
next few pages the historical trend in the attention that econo-
mists have paid to the definition of their subject. This will make
clear what they have, at various times, looked for in such a defi-
nition. Our survey will thus provide a useful introduction to the
more detailed discussions in the subsequent body of the essay.

The Economists and Their Definitions: the Classical Economists

Modern investigations into classical economic thought are
gradually providing us with a more coherent picture of the intel-
lectual scenery in early nineteenth-century political economy.
Among the more important contributions in this direction is the
final interment of the idea that there was ever a happy unanimity
of opinion, a generally accepted body of theory in the propagation
of which the classical economists were a united band of enthusi-
astic missionaries. Similarly the notion, once widespread, that the
classical economists were as a body unconcerned with the methodo-
logical foundations of their work is rapidly disappearing from
discussions of the subject.?

It seems worthwhile to dispel the rather common impression
that the classical economists were generally unconcerned with
attaining and enunciating a precise definition of the subject of
their inquries.2! This is by no means the case. It is true that J. S.
Mill, writing in 1836,2 felt obliged to apologize for the lack of a
definition of political economy “framed on strictly logical prin-
ciples,” by explaining that the definition of any science “has al-
most invariably not preceded, but followed, the creation of the
science itself.” But many economists had already felt the need to
delineate the boundaries of their inquiries. And while it is true
that the classical economists were generally in broad agreement
concerning what it was that they were talking about, they were by
no means agreed about how to demarcate this area of their in-
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vestigations or even how to conceive the unity and logical nature
of their field.

The early economists, in fact, when offering definitions of their
science, were often far more earnestly concerned with expressing
its true essence and nature than were many of their successors.
Although the latter, as Mill asserted, may have been better
equipped for this task, they had far less occasion to engage in it.
For the thinkers of the late eighteenth and early nineteenth cen-
turies, there was a real need for a mode of definition that could
justify the conception of a new and separate science. While their
definitions might only imperfectly indicate the actual character of
their inquiries, they still had to demonstrate the peculiarity in
subject matter or method of investigation that prevented eco-
nomics from being subsumed under some wider, extant discipline.

Classical writers could express themselves about the nature of
the economic in two distinct ways. They could define the subject
known as political economy. Or, having defined political econ-
omy as the science of wealth, they could proceed to set forth the
nature of that wealth with which it was maintained that eco-
nomics is concerned. Each of these approaches was freely used
both before and after Mill’s own elaborate attempt to define po-
litical economy.

Yet it is true that after 1830 a trend toward more sophistication
in definition is undeniably visible. Methodological self-examina-
tion became a fairly fashionable undertaking. It was in this period
that many of the assumptions hitherto implicitly accepted by
economists were first brought to light, and most of the important
issues that were to be the subject of methodological controversy
over the succeeding century were first given explicit statement. As
far as the question of the scope of economics was concerned, dis-
cussions treated it as a problem in its own right rather than as
one merely introductory to a more important topic. Senior, J. S.
Mill, and later Cairnes all devoted careful attention to definition,
and so also did many lesser-known economists. At a meeting of
the Political Economy Club of London in 1835 the question of
the scope of the discipline was put up for discussion. (In 1861
Senior proposed a similar question for debate at the club.) #



14 The Economic Point of View

Moreover this period reflected a significant advance in the
actual approach taken to the task of setting forth the nature of the
economic. As will be seen in the subsequent chapters of this essay,
writers after 1830 began to rebel against the more extremely ob-
jective view of it as the science of wealth that the earlier classical
economists had generally held. To several writers after 1830 it was
becoming increasingly evident that what they were investigating
was not so much a set of objective phenomena whose common
denominator was wealth as the phenomena resulting from the
wealth-oriented actions of men. What the fundamental charac-
teristic of such actions was, and what the precise balance to be
maintained in political economy between the facts of human
nature and those of the external world should be, were the sub-
jects of lively discussion. But the first step had been taken along
the road toward emancipating economics from its ties to wealth
and material welfare.2¢

The Economic Point of View: the Background of the
“Methodenstreit”

After 1870, attempts to define the nature of the economic
were definitely colored by the intellectual background of the
period. In Germany, Austria, and England economists were pay-
ing a good deal of attention indeed to the necessity for recon-
structing economics “from the ground up.” This necessity was
proclaimed by both groups that were in reaction against the
hitherto dominant classical economics. Those following Roscher,
Hildebrand, and Knies in their revolt against the abstract reason-
ing of Ricardian-type economics, as well as those who with Menger
and Jevons were dissatisfied with the objectivism of the classical
economists—all were imbued with the desire to make over the
entire discipline. Inevitably this desire was accompanied by a
flourishing self-consciousness on the part of economists in regard
to the status of their discipline as a science, its relation to kindred
branches of learning, and, in general, its objectives and the kind
of knowledge it might be expected to furnish. Together with their
Tesearches into economic problems proper, the leaders of both
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new schools of economic thought felt called upon to still both
their own misgivings and those of the public at large concerning
the nature and significance of a subject whose methods of ap-
proach, after a century of study, its own students were branding
as unsound.

It is true, of course, that these discussions came to hinge on
the narrower problem of method rather than on that of scope.
Even definitions of economics were required, during this period,
to embrace statements concerning the purpose and the method of
the discipline as well as the character of its subject matter.s But
the methodological points that were at issue in the Methoden-
streit did have a direct bearing on the conceptions that were
formed of the character of economic phenomena. At the risk of
some excusable simplification, the controversy over method could,
indeed, be described quite clearly in terms of the different con-
ceptions of the phenomena purportedly investigated by economics.
According to the Historical School, economics seeks to describe
the phenomena of the real, empirical economic world as it un-
folds in its setting of time and space. According to the “theoreti-
cal,” “abstract” school of thought, on the other hand, the task of
economics is not—or, rather, cannot be—to explain “individual”
(or particular) economic phenomena, but only to discover the
regularities, the *“general” chains of cause and effect, that underlie
the innumerably various forms that present themselves in eco-
nomic history.2¢

Although this statement of the disagreement does not, of course,
point to any simple parallel disagreement concerning the nature
of the economic, it does throw light on the background against
which discussions about the character of economic phenomena
were carried on in the last quarter of the nineteenth century.
During this period we find, especially in the German literature,
a concern with the correct characterization of economic phenom-
€na that went far beyond previous investigations. It may safely
be said that almost all the numerous criteria that have, during the
history of economics, been used to define the economic aspect
of affairs were in some way mentioned already in the formidable
German literature of these decades. Even some definitions that
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were clearly discussed only in the twentieth century were at least
vaguely envisaged during these years. Dietzel and Neumann in
particular demonstrated considerable insight in their work in
this area. Under the influence of Menger and his followers, writers
of this period devoted careful attention to the scarcity criterion
and to the operation of the “economic principle.” On the other
hand, economists of the Historical School tended to stress the
social character of economic phenomena. Both groups still clung
to the idea that wealth stands at the core of economic affairs, but
frequently the retention of conventional phraseology merely con-
cealed a far more advanced and sensitive grasp of the real nature
of economic phenomena.

In England at this time, despite its own form of the Methoden-
streit, far less advance was to be seen in formulations of the scope
of the discipline. Jevons had kept his economics closely tied to
hedonism, and he was followed in this by Edgeworth. Marshall
devoted part of his inaugural Cambridge lecture in 1885 to the
problem, with interesting results. Several of the methodological
rebels were intent on denying economics a separate status apart
from sociology. There was even a proposal put forward in the
British Association for the Advancement of Science during the
late seventies to abolish the very existence of a separate economic
section of the association. J. N. Keynes contributed to the judi-
cious resolution of the methodological issues, but did little to
advance the conception of the character of the economic point of
view. It was not until the appearance of Wicksteed’s brilliant work
in this field in 1910 that we find a contribution comparable in
exhaustiveness and refinement to several of the German dis-
cussions.

Meanwhile in other countries economists were giving the prob-
lem careful attention. In the United States literature a number
of useful pronouncements are to be found concerning the im-
portance of a correct definition, as well as several highly refined
and well-reasoned substantive formulations.®” In France® and
Italy too, parallel advances are to be found in the literature. In
1883 Supino published the first book devoted to an account of
the existing definitions of economics.® Pantaleoni, Pareto, and
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Croce devoted considerable space to the question of definition, and
the famous correspondence at the turn of the century between the
two last-named writers contains considerable material that is of
particular value for any history of this question.

Twentieth-Century Economic Points of View

Fraser has classified definitions of economics into Type A
definitions and Type B definitions.® Type A definitions consider
economics as investigating a particular department of affairs, while
Type B definitions see it as concerned with a particular aspect of
affairs in general. The specific department singled out by Type
A definitions has usually been wealth or material welfare. The
aspect referred to in Type B definitions is the constraint that social
phenomena uniformly reveal in the necessity to reconcile nu-
merous conflicting ends under the shadow of an inescapable
scarcity of means.

During the twentieth century two distinct trends are visible in
the definitions of the economic point of view. On the one hand, a
transition from Type A to Type B definitions has been vigorously
carried forward. On the other hand, there has been a pronounced
movement toward the denial of any distinctly economic point of
view whatsoever, and the consequent conviction that all attempts
to present such a point of view with clarity must be a waste of
time,

It will be seen in subsequent chapters that the classification of
definitions of the economic point of view into Types A and B
is far from an exhaustive one. The voluminous literature since
the turn of the century dealing with the problem of definition
reveals, indeed, the entire range of formulations that are discussed
in this essay. Nevertheless, it remains true that the most outstand-
ing development in the history of the problem is the switch from
the search for a department of human affairs to which the adjec-
tive “economic” applies, to the search for the appropriate aspect
of affairs in which economic concepts are of relevance. (It should
be noticed that almost all the numerous formulations of the spe-
cific point of view of economic science are considered by their
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authors, not as describing a new science, but as offering a more
consistent characterization of the existing discipline.)3 The
emergence of the Type B definitions is reflected in a considerable
body of literature on the continent as well as in the English-
speaking countries. Type A definitions are treated in the second
chapter of this essay, and the transition to Type B definitions is
traced in the sixth chapter. Type B definitions are associated espe-
cially with the name of Professor Robbins, whose work of 1930
has had an outstandingly stimulating effect on all subsequent
discussions.

The final chapter of this essay traces the further development,
in recent decades, of this trend away from the association of eco-
nomics with specific “ends” or a specific department of human
affairs. In this development the work of Robbins has been con-
sistently pursued to what appears to the writer to be the most
adequate solution of the problem. The developments described
in this final chapter are made up of the contributions of several
eminent economists, including Mises and Knight. These writers
in no way constitute a “school,” and although in this essay the
developments of the final chapter are described as “praxeologi
(following Mises’ terminology), it is not to be understood that all
the writers cited in that chapter fully subscribe to what is here
called the praxeological outlook. It is maintained, however, that
the consistent and refined development of the ideas first brought
to a focus in the Type B definition constitutes a distinct contribu-
tion to the history of the problem. The path-breaking work of
Mises in this regard has a significance that, in the writer’s opinion,
has not been sufficiently recognized because it has not yet been
brought into historical perspective.

The movement from Type A definitions toward Type B defi-
nitions and finally to the praxeological position runs, of course,
in a direction diametrically opposed to that taken by writers
who disparage painstaking definitions of economics altogether.
What is common to all these writers is, as was noticed earlier in
this chapter, that they deny the existence of any given “pie” that
could constitute economics. There is no specifically economic
point of view, and economic science does not investigate any
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uniquely separate group of phenomena, or phenomena in general
from any uniquely economic aspect. The consistent development
of the Type B definition and of praxeological ideas represents
the completest denial of this view. Both these conceptions of eco-
nomics have been able to focus attention, with a clarity never
hitherto attained, on an element in our experience that corre-
sponds to nothing else in our consciousness. This element in our
experience conforms precisely to the foundation that is discovered
to be rigorously necessary and sufficient for the construction of
economic theory as it has developed during the past two cen-
turies.

The body of this essay consists of the study of the many alterna-
tive formulations of this economic point of view, which make up
the trend culminating in the insights of the final chapters.
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The Science of Wealth and
Welfare

This fatal word “material” is probably more responsible for the
ignorant slanders on the “dismal science” than any other economic
description . . .

Alec L. Macfie

Political Economy is a science in the same sense in which Astronomy,
Dynamics, Chemistry, Physiology are sciences. Its subject-matter is
different; it deals with the phenomena of wealth, while they deal
with the phenomena of the physical universe.

J. E. Cairnes

. . . In becoming consciously a science of human behavior economics
will lay less stress upon wealth and more stress upon welfare.
Wesley C. Mitchell

It is almost as difficult to define the boundaries of welfare economics
as it is to define economics itself,
Kenneth E. Boulding

We take up first of all the class of writers for whom the spe-
cifically economic point of view is in some way necessarily as-
sociated with wealth or with welfare. It seems fair to consider
this view before examining the many other opinions extant in
the literature, simply because its supporters (those espousing
what Fraser calls the Type A viewpoint) ! were for a long time

20
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the ones most frequently to be found in discussions on the sub-
ject. And it is a matter of no little significance that it was one
form of this view, viz,, the description of the economic side of
affairs exclusively in terms of wealth, that the earliest classical
economists almost invariably adopted. In the course of our dis-
cussion it will become apparent that a number of quite different
conceptions of economic phenomena at various times found ex-
pression in the definitions that simply spoke of wealth or welfare
as being the central focus of economic interest. Yet despite the
variety of these conceptions they all admit of being broadly
grouped together. Those writers who speak of the production
of wealth and the distribution of wealth or of some special type
of human welfare as being the peculiar interest of the economist
share a common outlook on the subject. No matter how widely
their opinions on the nature of wealth or welfare may diverge,
what is common to all these writers is that they see the distinc-
tive peculiarity of economic phenomena in the class of objects
around which they especially revolve or in the specific human
condition that they are thought especially to affect. The criterion
used by the student of economic phenomena to mark out the
scope of his subject is the fact that it is concerned with a special
class of objects or a special type of human condition. The botanist
studies the phenomena of plant life, the astronomer studies celes-
tial phenomena, the philologist studies a specific “object,” viz.,
languages—and the economist quite analogously occupies him-
self with the study of wealth or welfare. The conditions governing
the production of wealth or the enhancement of economic welfare,
the effects of given events on the exchange and the distribution of
wealth—all these are “economic” phenomena because they have
to do with wealth or welfare.

We shall see that many writers of this opinion still further nar-
rowed down the concept of wealth to the idea of material wealth,
and many of those stressing welfare qualified the term by singling
out the material welfare of mankind. These developments meant
that more than ever economics has to do with a particular class
of objects as its special province of study. And we shall be con-
cerned in this chapter to explain the emergence of this general
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