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Abstract

The Methodenstreit (war of methods) between Gustav Schmoller and Carl Menger is
usually evaluated as an unsolved polemic aimed at reconstructing political economy. Even
Joseph A. Schumpeter, a follower of Menger, found this war to be a waste oftime and energy.
A new approach, developed by Max Weber, emerged from the confrontation of the
methodological approaches of the two schools. Weber's method ofideal type and the newly
emerging field ofeconomic sociology, while trying to reconcile history and theory, in its turn
had an impact on the younger members ofthe Austrian School, especially with respect to the
study of institutions. On the other hand, other members ofthis school severely criticized the
views of Weber. Although marginal ist economics was developing in three separate branches,
a methodologically productive cross-fertilization could be seen in the Austrian branch. The
views of Weber, being a product of the Methodenstreit and having influenced each member
ofthe Austrian school in a unique way, played a key role in this productive process. The aim
of this paper is to analyze the evolution of the methodological issues in economics by
considering the place and the impact of Max Weber.

1. Introduction

Starting as early as 1840, economists in Germany, Austria and England paid
increasing attention to the necessity of reconstructing political economy. A

conviction in this necessity was shared by two otherwise separate groups that
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revolted against the dominant classical theory. On the one hand, there was a
tendency to dismiss theory and try to see the depiction of reality from within a
historical perspective as the only meaningful and legitimate purpose of economic
research. On the other hand, there was the attempt to construct a brand new theory
that would be more articulate and logically consistent than the classical theory.

In Germany, the deductive method ofthe classical theorists was criticized as
being too abstract by the German Historical School. According to this school,
economic development was unique, so there could be no natural laws in
economics. The economist could, at best, try to identify patterns of development
common to different economies. Instead of searching for generally applicable
laws, the Historical School, therefore, tried to describe the particulars of each era,
society, and economy. Members ofthis school also criticized the classical belief
that harmony is the result of each individual's knowledge and the rational pursuit
of'his economic advantages in society. German historical economists underscored
the non-rational influences that motivated human actions, and they also stressed
the fact that the individual is placed in a socially unique context, which differs in
time and space.

The German Historical School is divided into two epochs; the older and the
younger. The older epoch may be placed in the period between the 1840s and the
1870s. The founder ofthe school was Wilhelm Roscher. He published his book
Grundriss zu Vorlesungen iiber die Staatswirtschaftnach geschichiiicher Methode
in 1843. According to Roscher, economics as a science should investigate the
interactions between ethical, political and economic phenomena. The most
important result of Roscher's work was to put forward the role of non-economic
factors that shape and influence economic life. He sought to identify the laws of
development in economies by using the method of comparative induction. For this
purpose he pursued comparisons among different times, peoples and cultures. The
second representative of the Historical School is Bruno Hildebrand. His main
work is Die Nationalokonomie der Gegenwart und Zukunft (1848). For
Hildebrand, history is a means for the renewal of economic research and thought.
He tried to discover the laws ofeconomic development by use of statistical data.
Still another important figure in this school was Karl Knies with his book Die
politische Okonomie vom Standpunkt der geschichtlichen Methode (1853). He
also accentuated the need to find a new method in economic research. He was
sceptical about the existence of the laws of economic development, which
Hildebrand tried to discover by means of statistical investigations. For Knies, there
exist only analogies, not laws of economic development among different peoples.

The leader ofthe younger generation of the German Historical School was
Gustav Schmoller, who dominated the domain of German economics from the
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1870s to the end ofthe 19th century, if not later. Georg Friedrich Knapp, Karl
Biicher, Lujo Brentano, Adolph Wagner and Max Weber can be listed among the
economists of this younger Historical School who were influenced by Schmoller
in one way or another. In the field ofeconomic policies, the work ofthe younger
Historical School can be characterized by the overall desire to eliminate the
negative consequences of economic liberalism by demanding a greater role for
state intervention. They demanded social legislation, health insurance, as well as
insurance against accidents, old age and unemployment. They founded the
influential Verein fiir Sozialpolitik, an intellectual forum where demands of'this
kind were put forward and discussed. This forum formed an example for the
American Economic Association.

The younger Historical School owes its international reputation largely to the
"war of methods", the Methodenstreit, between Gustav Schmoller and Carl
Menger, the Austrian economist. Menger published Untersuchungen iiber die
Methoden der Sozialwissenschaften und derpolitischen Okonomie insbesondere
(Investigations into the Method of Social Sciences) in 1883, to which Schmoller
answered with his article Zur Methodologie der Staats- und
Sozialwissensschaften.

Carl Menger is known as one ofthe co-founders of marginal utility analysis,
along with William Stanley Jevons in England and Leon Walras in Switzerland.
As such, he can be considered to be one of'the three economists who invented
modern neoclassical economics. At the same time, he is widely recognized as the
founder ofthe Austrian School ofeconomics which developed a distinct tradition
of economic thought based on the path taken in his Principles of Economics, first
published in 1871. The Austrian School, in addition to Menger, comprised
Friedrich von Wieser and Eugen von Bohm-Bawerk among its first generation.
They were soon after followed by Ludwig von Mises, a student of Bohm-Bawerk,
and Hans Mayer, who succeeded his mentor Wieser to his chair. Friedrich A.
Hayek was another important member ofthis same post-WWI generation of the
Austrian School. Still another member who developed his distinct version of
economic analysis in the borderline was Joseph A. Schumpeter. Finally, Ludwig
Lachmann and Israel Kirzner are considered to be the members of the last
generation of the Austrian School, and are sometimes referred to as the neo-
Austrians.

In Principles, Menger's purpose was to show how his theory of value could
solve satisfactorily and in a unified manner all the problems of classical economic
theory posed by earlier economists. By stating that all things are subject to the
laws of cause and effect, Menger saw economic theory as an exercise in



136 Ekrem KALKAN

discovering and explaining the causal relationship between things and human
values. He attempted to reconstruct the theoretical significance of some concepts
such as economic good, value, price, exchange and money. The classical
economics, as represented by Adam Smith, David Ricardo and others (including
Karl Marx) was characterized by the "classical surplus approach". Accordingly,
focus was on the distribution of surplus among social classes and the use of it for
purposes of growth. In contradiction, neoclassical economics, which Mengerand
his contemporaries invented, substituted the marginal utility conception of value
in place ofthe classical labor theory of value that usually went with, but was no
precondition of, the classical surplus approach. In the new neoclassical theory of
value, the value of anything in a market is only relative to the amount ofthat thing
the purchasers already possess. This involves a psychological conception of
values, as opposed to the more objective notion of value inherent in the labor
content. Especially with the works of Walras in Lausanne and Jevons in England,
the marginal utility theory allowed economics to be recast in terms of
mathematical models, and gave rise to mathematical theorems, proofs and
graphics that have dominated the discussion of economics ever since. However,
unlike Menger and the subsequent members ofthe Austrian School, Walras and
Jevons and their followers did not deal with the philosophical and methodological
aspects of economics as a social and cultural science.

Menger hoped that his theoretical innovations might be seen as contributing
to a new economics to replace an already discredited British classical orthodoxy.
However, Menger was soon to be disappointed by German economists who
ignored his book. The eminent Schmoller was strongly opposed to Menger's
marginal utility theory of economics. In Schmoller's view, Menger's economics
was merely the more extreme version ofan approach that had always been wrong
within the existing scope of economic inquiry, even in its classical version.

The German economists had generally been opposed to the economic theories
of Smith, Ricardo, Mill, as well as other members of the English and French
schools. For the German economists, these theories were wrong because they tried
to set up general laws, such as the law of supply and demand, and viewed them
as eternally true, scientific principles. However, such principles could not possibly
be of general applicability, for supply and demand exist only where there is a
market, and in fact markets exist only in certain, relatively recent types of
societies. The German economists, in other words, were historical economists. For
them, the major problem of economics was to show the different types of
economies that had existed in world history, and how one type was transformed
into another.



METU STUDIES IN DEVELOPMENT 137

The rift between the Austrian and the German scholarly camps deepened and
developed into a war of methods, called, the Methodenstreit with the appearance
of Menger's methodological challenge to the historical approach in his book
Untersuchungen published in 1883. Menger proposed the deductive method
against the historical research work ofthe Historical School. Schmoller's review
ofthe Untersuchungen incited Menger to respond with The Errors ofHistoricism
in 1884. Schmoller, in his turn, returned the book to Menger unread, and
undertook a final attack on Menger in his journal.

The Methodenstreit at the time seemed to have no clear winners and certainly
led to no resolution of the contesting positions. The methodological debate
between theory and history was later to take a new turn with the work of Max
Weber, who is considered to be a member of'the Historical School. In his famous
article Objectivity in Social Science and Social Policy, Weber explained his
method of ideal types. To steer a middle course, he demonstrated the theoretical
character ofthe concepts used in historical economics on the one hand, and the
historical presuppositions oftheory, on the other. Economics could deal with the
complexities ofhistorical reality, without losing hold of at least some minimal set
of causal mechanisms that could help explain it. His methodology was based on
the principle of Verstehen, the interpretation of human action, with the help of
which Weber tried to reconcile neoclassical economic theory with the
complexities of historical reality. Therefore, Weber's original contribution
(however partial) to the resolution ofthe methodological problem at issue between
the Austrians and the Germans deserves to be fully explored. To this end, this
paper will investigate the methodological links as well as the differences between
Weber and the members ofthe Austrian School.

2. Carl Menger's methodology

It is essential to see how the Austrian School is different from the German
Historical School as far as their methodological views are concerned. In order to
see why the Austrians needed a different way ofreasoning in the methodology of
social sciences, [ will frequently refer to the views of Carl Menger because of his
central place in the formation of the Austrian position. After all, the other
Austrians also referred to him when methodological disputes were at issue.
Furthermore, it is Menger whose deep influence can be found in Max Weber's
work, even if Weber did not explicitly use Menger's name in his basic
methodological writing.
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In the Methodenstreit between the Historical School and the Austrian School,
the Austrians revolved around themes such as the nature and origin of social
institutions, the method by which they should be studied, the nature and purpose
of economic science, and the political implications of these investigations. Carl
Menger's arguments for the theoretical orientation ofthe social sciences will help
us understand better the basic difference between the Austrian position and the
historical approach. Only against such a background can we better evaluate the
significance of Weber's intermediary position between history and theory.

Menger, in his Investigations into the Method of the Social Sciences, made it
clear that, in his view, the theory of subjective values would lead to a profound
change in the theoretical approach to the social sciences. His conception of
economics was that of a discipline of major importance, capable of opening up
new perspectives in the interpretation of motivations and to the prediction ofthe
outcome of human action. Menger classified the economic sciences and their
method into three groups :

"first, the historical sciences (history) and statistics of economy, which have the

task of investigating and describing the individual nature and the individual

connection of economic phenomena; second, theoretical economics, with the task

of investigating and describing their general nature and general connection (their

laws); finally, third, the practical sciences of national economy, with the task of

investigating and describing the basic principles for suitable action (adapted to the
variety of conditions) in the field of national economy (economic policy and the

science of finance)" (Menger, 1985: 38-9).

According to Menger, the Historical School was confused between the three
types of science, and thus deduced norms of practical action from a mistaken
conception of economic science. The fundamental mistake of the Historical
School was in conceiving society as an empirical and organic-naturalistic whole.
This led the historical economists to study society by means of the inductive-
comparative method, which nevertheless proved to be unsuited to its nature as a
whole. Consequently, the goal pursued by this school of discovering the laws
governing society and history could not lead to theoretically acceptable results.

In juxtaposition to the Historical School that tended to see social bodies as
data, and underestimated the role of individuals in their formation, Menger
considered such bodies to be the product, at times involuntary, of individual
choices. Thus a theoretical knowledge of society cannot, in his view, be founded
on empirical generalisations, but instead will have to begin by splitting up more
complex facts into their simpler component parts. Just like other exact laws, then,
theoretical economics will be called upon to investigate the concrete phenomena
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of'the real world as exemplification of a certain regularity in the succession of
phenomena. His model, therefore, was to consist in an attempt to explain “'the
complicated phenomena of the research field peculiar to it as the result of the
coworking of the factors responsible for its origin. This genetic element is
inseparable from the idea oftheoretical sciences" (Menger, 1985: 93-4).

According to Menger, the purpose ofthe theoretical sciences is to establish:

"the types (the empirical forms) and the typical relationships (the laws) of

phenomena. By this they are to provide us with theoretical understanding, a

cognition going beyond immediate experience, and, whenever we have the

conditions of a phenomenon within our control, control over it" (Menger, 1985:

56).

Theoretical economics seeks to determine the empirical forms recurring in the
alternation of economic phenomena, such as the general nature of exchange, of
price, of ground rent, of supply, of demand, and the typical interrelations between
these phenomena, e.g., the effect on prices ofthe increasing or the decreasing of
supply and demand, the effect of population increase on ground rent, etc. In
juxtaposition, the historical sciences of economy help us understand the nature and
development of particular economic phenomena, such as the state or the
development ofthe economy ofa nation or ofa group of nations, the state or the
development of a definite economic institution, the evolution of prices over time,
ground rent in a definite economic district, etc. (Menger, 1985: 42).

Menger distinguishes between the two main orientations, one of research in
general, and the other, in the realm 6f particular economic phenomena. To put it
differently, he distinguishes between the particular (the historical), and the general
(the theoretical). The former strives for the cognition ofthe particular nature and
the particular connections of economic phenomena, while the latter strives for the
general nature and general connection (Menger, 1985:55). According to Menger,
the purpose ofthe theoretical sciences is to understand the real world, to acquire
knowledge of it extending beyond immediate experience, and to possess control
over it. Accordingly, we understand phenomena by means of theories as we
become aware of them in each concrete case merely as exemplifications of a
general regularity. We attain a knowledge of phenomena extending beyond
immediate experience by drawing conclusions, in the concrete case, from certain
observed facts about other facts that are not so immediately perceived. We do this
on the basis of the laws ofthe coexistence and ofthe succession of phenomena.
When he says we control the real world, he means that on the basis of our
theoretical knowledge, we set the conditions ofa phenomenon that are within our
control, and are able thereby to produce the phenomenon itself. According to
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Menger, the way to solve this theoretical problem is to investigate the types and
typical relationships of phenomena as these present themselves to us in their "full
empirical reality", that is, in the totality and the whole complexity oftheir nature;
in other words, to arrange the totality of the real phenomena in definite empirical
forms and in an empirical way determine the regularities in their coexistence and
succession. This idea led to the "realistic-empirical" orientation of theoretical
research. However, Menger believes that investigating types and typical
relationships of phenomena is not feasible by solely arranging in strict types the
phenomena ofthe real world as they are presented in their empirical reality, and
by obtaining their strictly typical relationships. Phenomena in all their empirical
reality are, according to experience, repeated in certain empirical forms. But this
never occurs with perfect regularity. There are no strict types in empirical reality
when the phenomena are considered in the totality and the whole complexity of
their nature. Strict types might exist ifeach particular concrete phenomenon were
set up as a particular type, but by this the purpose and the usefulness of theoretical
research would be completely invalidated. The desire to determine strict categories
of empirical forms comprising "all empirical realities" (in their full content) is,
therefore, an unattainable goal of theoretical research. Therefore, the realistic
orientation of theoretical research excludes the possibility of arriving at strict
(exact) theoretical knowledge.

Menger criticizes the historical economists for their conviction that the
realistic-empirical orientation of theoretical research is the only legitimate
orientation in the field of economy. The realistic-empirical orientation gives us
only a deficient understanding of phenomena, an uncertain prediction of them, and
by no means assures control over them. Therefore, Menger argues for another
orientation oftheoretical research: the exact orientation. This aims at:

"the determination of strict laws of phenomena, of regularities in the succession

of phenomena which do not present themselves to us as absolute, but which in

respect to the approaches to cognition by which we attain to them simply bear

within themselves the guarantee of absoluteness" (Menger, 1985: 59).

What he has in mind is the determination of laws of phenomena which are
called "laws of nature" or "exact laws". While Menger sets the goal as that of
reaching the "exact laws" of nature, the theoretical investigation must start out
from the search for the "simplest elements of everything real" and conceive of
them as "strictly typical". Thus they can only partly be determined on an
empirical-realistic basis, for the whole point of the research is to determine
"empirical forms which qualitatively are strictly typical". This means attaining
typical concepts which
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"must not be tested by full empirical reality (for the empirical forms under

discussion exist in part only in our ideas). However, these results correspond to

the specific task of the exact orientation of theoretical research and are the

necessary basis and the presupposition of obtaining exact levvs" (Menger, 1985:

61).

Inasmuch as science strives to formulate "typical relationships (exact laws) of
phenomena", exact science does not concern itself with the way facts really
happen: it examines, rather, how more complicated phenomena develop from the
simplest, in part even unempirical, elements of the real world in their isolation
from all other influences, with constant consideration of exact measure (Menger,
1985: 61).

With the assumption of strictly typical elements, of their exact measure, and
of their complete isolation from all other causative factors, science arrives at laws
of phenomena which are absolute. Thus, it arrives at exact laws, the so-called
"laws of nature". If applied to social phenomena, this approach consists:

"

in the fact that we trace back human phenomena to their most original and
simplest constitutive factors. We join to the latter the measure corresponding to
their nature, and finally try to investigate the laws by which more complicated
human phenomena are formed from those simplest elements, thought of in their

isolation” (Menger, 1985: 62).

Menger says that, by economy one understands the precautionary activity of
human beings directed towards covering their material needs, and by national
economy, the social form of this activity. The problem of the exact orientation of
theoretical research can accordingly be nothing else other than the investigation
of the most original, the most elementary factors of human economy, the
determination of the measure of the phenomena concerned, and the investigation
of the laws by which more complicated forms of the phenomena of human
economy develop from those simplest elements. The most basic factors of the
human economy are the needs, the goods offered directly to human beings by
nature, and the desire for the most complete satisfaction of their needs. All these
factors are ultimately given by the particular situation, independent of human
choice. The starting point (need and available quantity of goods) and the goal of
all economy (the possible completion of satisfaction of the material needs) are
ultimately given to economic man, strictly detgrmined with respect to their nature
and their quantities. The function of the exact orientation of theoretical research
is to teach us the laws by which, not real life in its totality, but the more
complicated phenomena of the human economy are developed on the basis of the
given situation from these most elementary factors in human economy, in their
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isolation from other factors that have influence on real human phenomena
(Menger, 1985: 63). The following evaluation of Menger's views on the pursuit
of'the satisfaction of individual needs deserves attention:
" Menger's interest focuses on the complex of law of nature that forms the basis
of the satisfaction of human needs and their evolution over time as the range of
human activities and needs expands. The starting point is not represented by a
rationalist perspective, or a hedonistic approach as in Jevons, but rather by the
naturality of the needs. One may therefore speak of exact laws of nature since it
is clear that whenever the results of subjective choices made by those who are
endeavouring to appease their needs come into contact with the results of an
infinite number of other individual choices, the outcome does not generate into
chaos, but rather arranges itself according to a certain order that is natural to man.
The laws of nature thus tended to be identified with genetic essence of
phenomena. Menger was not setting himself the aim of imposing a rational order
on human reality. Rather he wished both to discover how human action directed
towards ends that are known to be influenced by the finiteness of human
knowledge succeeds in producing an order, and also to obtain insight into the
latter's genetic essence” (Cubeddu, 1993: 8).

Menger identified the mistake made by the exponents ofthe Historical School
as residing in the connection they set up between economic theory and applied
economics. The reason was that, far from offering recipes on how to behave in
every single concrete case, the applied sciences can only show how generally
determined human goals ofa special kind can be most effectively realised in the
light of diverse circumstances. More than sciences in the strict sense of the word,
they were scientific studies, attempts to provide rational answers to rational
problems. But Menger also believed that practical science must draw its
inspiration from economic theory that was free from error. Any social policy
founded on a mistaken representation of life, even if operating under the best of
intentions, would be doomed to failure.

The unifying characteristic of the Austrian critique ofthe Historical School
lay in the conviction that the exponents of the latter had not reached a full
understanding of the economic sciences. Therefore, their alleged attempt to
construct a new economic science rested on an inadequate understanding ofthe
nature of existing science, and on the attempt to lump together disciplines -history,
ethics and economics- which should in fact be kept rigorously distinct. Having
failed to grasp either the importance ofthe development of economic science or
its character as a universally valid theoretical science, their plan to transform the
discipline could not possibly succeed. In the mind ofthe Austrians, this is further
linked with the fact that their project was politically rather than scientifically
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motivated, arising from the desire to create a new economic science that would
provide an alternative to the liberal-individualistic model, in the form of a
collectivist and organicist model idealized as a peculiarity of German culture. The
criticisms that Merger raised against the entire Historical School are as follows:

"the vagueness about the nature of political economy and of'its subdivisions; the

lack of any really strict distinction of the historical, the theoretical, and the

practical point of view in research in the economic field; the confusion of

individual orientations of theoretical research and of the philosophy of economic
history in particular with theoretical economics and with political economy at
large; the vagueness about the nature of the exact orientation of theoretical
research and its relationship to the empirical-realistic orientations; the opinion

that the historical-philosophical orientation is the only one justified in political

economy and is analogous to historical jurisprudence; the failure to recognise the

true nature of the historical point of view in our science, especially as regards its

theoretical aspects; the exaggerated importance which is attributed to the so-

called historical method; the vagueness about the nature of the organic approach

in economy and about the problems resulting therefrom for social research”

(Menger, 1985: 187-8).

One of'the reasons for the rise ofthe German Historical School was the social
question, namely the problems arising in Germany in the middle ofthe nineteenth
century. Therefore, according to the Historical School, the purpose of economic
research must be different: research for research's sake must be abandoned, and
research must be seen as a means leading towards sensible economic policy that
can be useful to society. This point inevitably led to another major aspect of the
German Historical School, namely, ethics. From the ethical point of view,
historical economists demanded state intervention in economic affairs. Menger
was vehemently opposed to the conviction of the Historical School that the
essence of the historical method consisted in studying social phenomena from a
collectivist point of view and in the discovery ofthe laws of national economic
development. Consequently, he disagreed with the way Hildebrand, a member of
the older Historical School, conceived the task ofthe science ofthe economy of
nations and, as such, he dissented from the belief that there exists an implicit,
alternative ethical orientation oftheoretical economics. An acceptance ofthe idea
that the task of economics can be associated with the task of ethics would in fact
lead, in Menger's view, to a blurring of boundaries between two types of
investigation of the real world that are both legitimate yet distinct. In the criticisms
directed towards Knies, who is also a member of the older Historical School,
Menger emphasised the subdivision of economics into three groups of sciences
and the independence ofthe economic element as against the total complex ofthe
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life of the state and nation. Furthermore, Menger criticised Knies for his attempt
to deduce the impossibility of economic laws from the demonstration of the
falsehood ofthe dogma of individual interest. Menger reproached Knies for not
having given a clear account of'the question of the nature and problems of the
historical orientation of economy and its subdivisions, for denying the autonomy
of exact economics, and for regarding historical investigation as the only
legitimate approach in the field of economic science understood as the science of
collective economic phenomena (Cubeddu, 1993: 17).

3. Max Weber's search for a middle-of-the-way solution

Although it can be claimed that Menger won the debate with Schmoller in the
Methodenstreit, when we consider the larger issue of'the respective positions of
theory, history, and systems in economics, Menger's work cannot be taken as a
reliable and definitive guide (Schweitzer, 1970: 66). His statements on organic
theory and institutions seem to be ambiguous. Concerning the relationship
between economics and sociology, and the issues of the debate between theory
and history, Max Weber surmounted some of the obstacles confronting Carl
Menger's methodology, and supplied definitive answers with his penetrating and
critical review ofthe older historical school.

Weber is considered to be a member of the German Historical School,
although he was not entirely in sympathy with Schmoller and the other members
ofthe movement. His Roscher and Knies and the Logical Problems of Historical
Economics reveals this attitude. However, The Protestant Ethic and the Spirit of
Capitalism, the work for which he is most famous, explains the social bases of the
origins of modern capitalism and is a typical work in the manner of the Historical
School. Yet, on the other hand, Weber, by way of his conceptualization of ideal
types, made room for the neoclassical marginal utility theory and market economy
(Ohlin, 1986: 40-1). As such, a closer look at how he steered his own
intermediary course in the methodological issues of social sciences is in order.

Weber defined sociology as a science that attempts to establish an
interpretative understanding of social action in order, thereby, to arrive at a causal
explanation ofits course and effects. Within Weber's framework, only individuals
were allowed to be the bearers of action, in a way reminiscent of the Austrians
(Albow, 1990: 137). According to Weber, society must be seen as the product of
human wills. Individuals are not merely thinkers-philosophers with ideas-but they
are also actors. Will puts an element of choice in the scheme. Hence human action
is always directed towards ends, but the choice of ends cannot be dictated by some
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kind oflogic. Thus he uses the conception of will, as separate from ideas, to found
his doctrine of means versus ends, and ofthe free choice of ends. This leads him
to a view of the role of values in the social sciences and also to his theory of social
action (Ohlin, 1986: 36). Weber thinks that purpose is an imagined outcome that
becomes the cause ofaction, and he says that its specific significance depends on
our ability and desire to understand it (Weber, 1949: 83). Human beings are
agents whose intentions are of central importance for the explanation of events.
In order to give a clarification of rational human action, Weber offers four
typologies (two rational and two irrational) ofthe various ways in which action
can be oriented :

i) Purposively rational action (instrumental or means/ends rationality)
il) Value rational action

iii) Affectual action

iv) Traditional action

Instrumental or means/ends rationality is the type of action in which the actor
tries to accomplish something in the world by calculating how to arrive at some
end. It is rational action, based on a view of how the world is organised, and what
means are to be chosen to get to one's desired ends. It is the rational action of
getting from one point to another. This is an important type of action for Weber,
because it constitutes economic action at its ideal type level. Rational, modern
capitalism consists of businesspersons making calculated choices on how to buy
and sell, and how to manufacture goods efficiently, all toward the ultimate aim of
making profit. In addition, means-ends rationality also predominates in the
archetypically modern form of organisation, the bureaucracy.

Value-rationality is the type ofaction that is an end in itself. The action is not
ameans to an end, but embodies its own value. Weber gave political and religious
examples for this type. For instance, ifa group of political demonstrators throw
themselves against the police lines of a government to protest against a certain
policy they believe to be wrong, this act is the manifestation of value-rationality.
In doing so, they do not calculate what would be the most effective way of getting
rid ofthat government policy, which would have been an instance of means/ends
rationality. In general, religions generate value-rational actions, and can be
obstacles against the emergence of modern capitalism which is explained by
means/ends rationality. However, it is also likely that value rationality of certain
religions can lead to the means/ends rationality of capitalism, as in the case ofthe
relation between the Protestant ethic and capitalism explained by Weber in his
The Protestant Ethic and the Spirit of Capitalism.
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Affectual action and traditional action are placed on a lower level by Weber
than the above-listed two types of rationality, because they are not based on any
conscious reflection, and because they do not operate to change the world.
Emotional action is a direct expression of feelings, not even comprising choice
that we find in political protest or a religious prayer; but rather, it is at the same
level with crying when we are hurt. The sexual drive is also a case in point.
Traditional action, similarly, is an obstacle to the rational development of the
social world. It consists of doing things by habit, merely because they have been
done so many times before, with a customary level ofeffort, income and working-
methods. Weber defined traditional action as determined by ingrained habituation,
and therefore on the boundaries of meaningful behaviour, but it still formed the
bulk of everyday behaviour (Albow, 1990: 140-9; Ohlin, 1986: 42-4).

Weber thinks that any social account of social life by the historian or by the
social scientist was bound to make use, or to generate concepts not ofthe world
as it is, but as it might be, or even as it could not be, although it had to be seen that
way. Indeed the whole of'social scientific research was characterised, above all,
by the counterfactual nature of its assumptions and the ideal nature ofits concepts.
For this reason Weber argued that any social science was bound to work with
ideal types (Albow, 1990: 151). Weber proposed the use of the typological
method in the social sciences to permit a culturally meaningful interpretation of
economic systems and a causally adequate theoretic analysis. Weber saw theory
as the only means of analysing and intellectually mastering the complexity of
social life (Weber, 1949: 87). Yet, on the other hand, he still insisted on the
importance of both the cultural values embodied in individual events, and their
particular meaning. There was a dilemma involved here, but according to
Schweitzer (1970: 68), it was overcome, thanks to his distinction between the
three kinds of theory: the theory in natural science aimed at covering laws, the
purely economic theory as an ideal typical scheme based on the principle of
rationality, and the social economic theory incorporating cultural values.

In addressing the case of neoclassical theory, Weber did not believe that:
"the abstract theories of price, interest, rent, etc.... can ... be validly applied to
the derivation of quantitatively stated conclusions from given real premises, since

given the ends, economic behaviour with respect to means is unambiguously
determined" (Weber, 1949: 87).

In his view, the theorists ofthe utility school did not start from psychological
maxims or actual psychic urges, but formulated instead an ideal type. According
to Weber;
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"for heuristic purposes, the utility theory proceeds as if human activity were
exclusively controlled from A to Z by the commercial calculus; calculation
assumes that there is full knowledge of all the conditions required for calculating
future gains. ... All the principles of economic theory are mere constructs that
say what consequences the actions of single individuals definitely would have if
each actor in his relations to others were governed exclusively by the rules of
commercial calculations, as if each were acting rationally in this sense"

(Schweitzer, 170: 68).

Weber says that economic theory offers us an ideal picture of events on the
commodity-market under conditions of a society organised along the principles
of an exchange economy, free competition, and rigorously rational conduct
(Weber, 1949: 89-90). This construct in itself is like an Utopia which has been
derived by the analytical accentuation of certain elements of reality. If we insist
that there are always noneconomic elements present in actual markets and the
relationships among traders are far from being simple, Weber nevertheless
responds by saying that one can make the characteristic features of the market
relationships in question clear and understandable by pragmatic reference to an
ideal type (Weber, 1949: 90). Weber describes the ideal typical concept with the
following words:

" (It) is not a hypothesis, but it offers guidance to the construction of hypotheses.
It is not a description of reality but it aims to give unambiguous means of
expression to such a description. It is thus the 'idea' of the historically given
modern society, based on an exchange economy, which is developed for us by
quite the s.ame logical principles as are used in constructing the idea of the
medieval city economy as a genetic concept. When we do this, we construct the
concept city economy not as an average of the economic structures actually
existing in all the cities observed but as an ideal type. An ideal type is formed by
the one-sided accentuation ofone or more points of view and by the synthesis of
a great many diffuse, discrete, more or less present and occasionally absent
concrete individual phenomena, which are arranged according to those one-
sidedly emphasised viewpoints into a unified analytical construct" (Weber,

1949: 90).

Weber says that, this mental construct cannot be found empirically anywhere
in reality. It is an Utopia. Historical research faces the task of determining in each
individual case the extent to which this ideal-construct approximates, or diverges
from, reality, and to what extent for example, the economic structure of a certain
city is to be classified as a city-economy. Terms such as Protestantism, authority,
Marxian theory, the state, and even Bismarck can all be used to refer to ideal
types. One can work the idea of handicrafts into an Utopia by arranging certain
traits, actually found in an unclear, confused state in the industrial enterprises of
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the most diverse epochs and countries, into a consistent ideal-construct by an
accentuation oftheir essential tendencies. This ideal type is then related to the idea
which can find its expression there. One can design the antithesis of an ideal
typical handicraft system as an ideal typical capitalist productive system, which
has been carved out by way of abstraction from certain features of modern large-
scale industry. On the basis of this, a capitalist culture can be delineated by
singling out its dominant principle as the investment of private capital. This
procedure would accentuate certain individual traits of modern material and
intellectual culture into an ideal construct that transmits the idea of capitalist
culture (Weber, 1949: 91). It is possible that numerous Utopias of'this sort can be
worked out from the same material, of which none is like another, and none of
which can be observed in empirical reality as an actually existing economic
system, but each of which, however, claims to be a representation of the idea of
capitalist culture. Each Utopia can do this to the extent that it has really taken
certain traits, meaningful in their essential features, from the empirical reality of
our culture and brought them together into a unified ideal type . Weber says that,
any belief that the knowledge of historical reality can or should be a
"presuppositionless" copy of "objective" facts will deny the value of the ideal
type. Whether one deals simply with a conceptual game or with a scientifically
fruitful method of conceptualisation and theory-construction can never be decided
a priori. There is only one criterion, namely, that of success in revealing concrete
cultural phenomena in their interdependence, their causal conditions and their
significance. The construction of abstract ideal types is useful not as an end in
itself but as a means. As soon as the historian attempts to go beyond the bare
establishment of concrete relationships and to determine the cultural significance
of even the simplest individual event in order to characterise it, he must use
concepts which are precisely and unambiguously definable only in the form of
ideal types (Weber, 1949: 92). Weber explains how the ideal type works as
follows:

"The ideal type is a conceptual construct which is neither historical reality nor
even the true reality. It has the significance of a purely ideal limiting concept with
which the real situation or action is compared and surveyed for the explications

of certain of its significant components. Such concepts are constructs in terms of
which we formulate relationships by the application of the category of objective
possibility. By means of this category, the adequacy of our imagination, oriented

and disciplined by reality, is judged” (Weber, 1949: 93).

Weber says that, developmental sequences can also be constructed into ideal

types and these constructs can have considerable heuristic value. For example, we
can arrive at the theoretical conclusion that in a society that is organised on strict
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"handicraft" principles, the only source of capital accumulation can be ground
rent. From this, we can construct a purely ideal picture of the shift from a
handicraft to a capitalist economic organisation. This shift can be conditioned by
certain specific factors such as limited land, increasing population, influx of
precious metals, and rationalisation ofthe conduct of life:

"Whether the empirical-historical course of development was actually identical
with the constructed one, can be investigated only by using this construct as a
heuristic device for the comparison of the ideal type and the facts. If the ideal type
were correctly constructed and the actual course of events did not correspond to
that predicted by the ideal type, the hypothesis that medieval society was not in
certain respects a strictly handicraft type of society would be proved" (Weber,
1949: 102).

This procedure is reliable as long as we are clearly aware that the ideal typical
development constructs and history are to be sharply distinguished from each
other, and that the construct in question here is no more than the means for
searching for the real causes of a historical event (Weber, 1949: 102).

One important point about Weber's views on economics is that he did hold a
distinction between natural and cultural theories of economics. The propositions
of the first one are identical with those of ideal typical theory (pure economic
theory). But for Weber, values also penetrate economic activity. Therefore, reason
calls for a theory of cultural economics. He described cultural sciences as those
disciplines which analyse the phenomena of life in terms of their cultural
significance:

"The significance of a configuration of cultural phenomena and the basis of this

significance cannot be derived and rendered intelligible by a system of analytical
laws" (Weber, 1949: 76),

because the significance of cultural events presupposes a value-orientation
towards these events. Weber explains the relation between culture and value as
follows :

"The concept of culture is a value-concept. Empirical reality becomes 'culture’'
to us because and insofar as we relate it to value ideas. It includes those segments
and only those segments of reality which have become significant to us because
of this value-relevance. Only a small portion of existing concrete reality is
coloured by our value-conditioned interest and it alone is significant to us. It is
significant because it reveals relationships which are important to us due to their
connection with our values" (Weber, 1949: 76).



150 Ekrem KALKAN

Obviously, we cannot discover what is meaningful to us by means of a
presuppositionless investigation of empirical data.

According to Weber, distinct economic systems arise and coexist precisely
because different economic groups seek to realise particular "cultural values" in
specific epochs and regions. An economist interested in the study of economic
systems will be concerned, for example, with the analysis of the cultural
significance ofthe concrete historical fact that today's exchange exists on a mass
scale:

"When we wish to understand what distinguishes the social-economic aspects of

our culture for instance from that of antiquity in which exchange showed

precisely the same generic traits as it does today and when we raise the question

as to where the significance of the money economy lies, logical principles of quite

heterogeneous derivation enter into the investigation" (Weber, 1949: 77).

A cultural theory of economic activity has yet to explain how and why
particular economic systems originate, how and why certain systems arise in one
part ofthe world but not in others, how and why in some regions some systems
prevail for a long time, but elsewhere either assimilate into other systems or
disappear for good. Persistent noneconomic factors that penetrate into systems will
naturally be considered to be important variables ofthis theory. The major goals
of the most influential groups may be regarded as the strategic independent
variables, while the specific institutionalisation of these goals will become the
most significant variables (Schweitzer, 1970:74). According to Schweitzer (1970:
75), in order to discover which independent variable constitutes the causes of a
known or expected effect within a system, Weber proposed the procedure of
"judgement of objective possibilities". In this procedure, for any concrete
situation, we ask ourselves which possible causes could have objectively created
a certain effect. After listing and inspecting the alternative and complementary
possibilities, we form "reasoned judgements that are based upon the supposition
of what we know from experience". In specifying that such a list of possibilities
must contain all relevant theoretical and empirical potential causes, Weber found
a way of linking the ideal typical and cultural theories by accepting the predicted
causes of both for the list of objective possibilities (Schweitzer, 1970: 75).

In the cultural theory of Weber, "the question of causality is not a question of
laws but of concrete causal relationships; it is not a question ofthe subsumption
of the event under some general rubric as a representative case but of its
evaluation as a consequence of some constellation. It is, in brief, a question of
imputation (Weber, 1949:78-9). We should remind ourselves that this concept of
imputation occupies a central place in Menger's work regarding the determination
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of factor values. Menger applied an opportunity cost concept to the valuation of
higher-order goods (productive resources) in relation to the consumer preference
expressed in favor of final products in the use of which they are employed.
According to Menger, the value of a unit of labor is determined by the net loss in
satisfaction resulting from the reduction in final output attributable to that
particular unit of labor. Therefore a rule of causality is seen in his theory of value
and cost. The references to the concept of imputation in both Menger and Weber,
setting aside the differences in deployment, reflect a connecting trend in mental
procedures. Weber might have been influenced by Menger in this respect, since
the use of imputation in factor pricing is a distinctly Austrian tool, not to be found
in other versions of neoclassical economics.

4. Max Weber versus the Austrian school

Weber shared the neoclassicals' objection to the epistemology and
methodology of naturalistic induction as practised by the Historical School.
Neither history nor economics could be grounded in a presuppositionless appeal
to empirical data. The strong influence of neo-Kantianism on Weber as well as
on the neoclassicals, lay behind their common beliefthat the cultural sciences, in
dealing with the meaning of action, were refractory to natural science
methodology. There were no laws ofhistory to be established by inductive proofs,
and in this sense both Weber and the Austrian School rejected scientific positivism
practised by the Historical School. For Weber and the Austrians, one important
consequence of this epistemological standpoint is that the mere appeal to data
(whether historical or economic) cannot in principle solve ethical problems.
Solutions as such, would depend rather on voluntaristic choices, limited by
constraints, but informed by subjective preferences and ultimate values. Weber
and the Austrians both share an interest in the limits on knowledge available to
human action and the consequent uncertainties that arise (Holton and Turner,
1989:38).

A second convergence between Weber and the Austrians is the rejection of
organicism in social theory, and adherence to an alternative methodological
position generally known as methodological individualism. To appeal to an
organic totality or some super-organic conception ofthe 'social' was, for Weber,
to retreat into epistemological incoherence. This was because no general or
universalistic viewpoint existed which could yield a comprehensive account of
'social wholes'. Only insights into the endless flux ofthe 'social' from particular
value-relevant positions are possible.
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Methodological individualism is premised on the notion that the individual
actor is the central unit of analysis in social theory, and that organic totalities must
therefore be disaggregated into their individual parts for purposes of explanation.
There are, however, difficulties about the clarification of the nature of the
individual unit and its relations to the wider society. One kind of methodological
individualism associated with utilitarianism asserts a psychologistic conception of
the individual whose ends are thus beyond social determination. Carl Menger's
law of marginal utility was expressed in such terms. It involved a basic psycho-
physiological law of want satiation as the foundation ofthe process of preference
rankings and changes in marginal choices by sovereign individuals. Weber,
however, was not a methodological individualist in this psychologistic sense. His
methodological individualism was set, rather, within a social context in which
actors gave meaning to their actions, and in which individual actors oriented
themselves to others (Holton ef al., 1989: 39-40).

Another version of methodological individualism claims that causal
explanations must necessarily include accounts of individual purposes and must
be adequate at the level of meaning. Here we encounter an analysis of
collectivities or institutions. According to Ludwig Lachmann, a member of the
latest generation of the Austrian School, in a complex society, the success of plans
(or purposes) of individuals depends on the actions of millions of other people.
Institutions, in this case of a complex society, provide means of orientation to a
large number of actors. It enables them to coordinate their actions by means of
orientation to a common signpost. Institutions are nodal points of society,
coordinating the actions of millions whom they relieve ofthe need to acquire and
digest detailed knowledge about others and form detailed expectations about their
future action (Lachmann, 1971:49-50). Carl Menger distinguished institutions as
designed institutions and undesigned institutions. The former i.e., institutions
designed by legislation exist insofar as individuals believe in the need for them to
exist, and orient their actions according to this belief. Although the latter group of
institutions are not the product of human design, their origins and persistence are,
nevertheless, explained by reference to the activities of individuals. According to
Menger, language, markets and money are examples of undesigned institutions.
In this respect, Menger was critical ofthe liberal social contract theories on the
grounds that they overemphasised the importance of conscious design and formal
consensus. Weber adopted Menger's approach in his sociology of law. He was
inclined to speak of many institutional developments as the undesigned results of
social or cultural forces constituted by individual actors. In this respect, he
accepted von Mises' theory of'the origins of money as undesigned rather than as
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an institution arising from a social contract or state intervention. His
methodological individualism cannot be equated with pure voluntarism or pure
structural determination. There is room in Weber's theories for structural
influences on social outcomes, but only insofar as these are points of orientation
in an individuals' action-schema. It is also known that Austrians such as Menger,
Wieser, Schumpeter and Lachmann were interested in the analysis of norms, rules
and collectivities. On this account, Weber and the Austrians excluded only the
form ofstructuralism in which individuals are merely bearers of forces beyond
their volition, where it is possible to conceive of history without a subject. To sum
up, only two propositions are left out by Weber and the Austrians; the first is that
social life can be explained without reference to the causal consequences of the
meanings individuals give to their actions, and the second is that institutions act
as organic, causally effective entities through the structural imposition ofrules or
constraints on willing actors, irrespective ofthe actions of such actors (Holton et
al., 1989:41-2).

Another area shared between Weber and the Austrians involves the
acceptance ofa generic conception of economic life as a species ofaction theory.
Weber defined economic action in terms of orientation towards the satisfaction of
the desire for utilities. He went on to elaborate that the essence of'the problem was
the prudent choice between ends oriented to the scarcity ofthe means which are
available or could be procured for these various ends. In this definition it is
important to note that the economy is not limited to narrow technical questions of
the correct means to realise a given end, leaving ends or values external to
economic life. Rather, economic life includes choices between proximate ends
themselves, and thus embraces a value-orientation to the kind of prudent choice-
making procedures, whose historic emergence Weber associated with the
emergence of the Protestant ethic (Holton et al., 1989: 45).

As we have already seen, Weber's ideal typical conceptualisation of the
different types of social action treats purposeful or instrumental rationality as only
one of four possible action orientations, the others being value-rational, affectual
action, and traditional action. From this perspective, Weber in his Economy and
Society (1978: 9) says that;

" the concepts and laws of pure economic theory . . . state what course a given
type of human action would take if it were strictly rational (instrumental
rationality), unaffected by errors or emotional factors, and if, furthermore it were
completely and unequivocally directed to a single end, the maximisation of
economic advantage. In reality, action takes exactly this course only in unusual
cases."
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Weber does not object in principle to the level of formal abstraction involved
in economic theory. Indeed, his strong case for the heuristic value of ideal types
depended on the one-sided, abstract accentuation of certain elements derived from
reality. Nor does he object to the economists' substantive emphasis on
instrumental rationality since this is clearly a crucial element in modern occidental
culture. What Weber does object to is the economists' assumption that economic
life is a self-sufficient realm whose operation can be theoretically explained only
by means ofthe postulate of instrumental rationality. For him the idea of cultural
significance has an important role in the explanation of economic life:

"The quality of an event as a 'socio-economic' event is not something it possesses
objectively. It is rather conditioned by the orientation of our cognitive interest, as
itarises from the specific cultural significance which we attribute to the particular
event ... a phenomenon is 'economic' only insofar as and only as long as our
interest is exclusively focused on its constitutive significance in the material
struggle for existence " (Weber, 1949: 64-5) (emphasis mine).

A clear distinction between Weber and the mainstream of Austrian
economists is evident when we consider the place of the rationality postulate
within the relations between economy and society. The Austrian economists
treated economic life as more or less self-sufficient, such that morality or state-
sponsored economic measures are regarded as interventions or interference
coming from outside to disrupt an ongoing entity. Weber, by contrast, saw a
complex interpenetration of economic and non-economic influences at work, in
the economy itselfas well as in the wider society. The four types of'social action-
orientation apply to all areas ofsocial life. This means that forms of rationality,
other than instrumental rationality, can be detected within economic life, while
instrumental rationality may be located outside the economy. Value-rational
orientations involving religious or ethical norms may be found, on occasion, to be
central to the pursuit of economic activity, while instrumental rationality may be
found, on occasion, within institutions outside the market-place, such as the
medieval church or the modern bureaucracy (Holton et al., 1989: 48-9).

Weber distinguished between (1) 'directly economic phenomena' whose
significance lies primarily in the seeking of utility-maximisation under conditions
of scarcity; (2) 'economically-relevant phenomena' whose character is extra-
economic (i.e. religious), but which nonetheless exerts a causal influence on
economic life; and (3) 'economically-conditioned phenomena' whose character is
extra-economic and which is itself causally influenced by economic phenomena
(Weber, 1949: 65). For example, the state in its fiscal aspect is an "economic"
phenomenon; insofar as it influences economic life through legislation it is
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"economically relevant"; to the extent that its behavior in non-"economic" affairs
is partly influenced by economic motives, it is "economically conditioned".

Weber does not accept a-priorism in theory construction as it is used by the
Austrians in forming an abstract schema of purposive rationality leading to an
exhaustive understanding of economic events (Weber, 1949: 92). For Weber,
there can be no general theory ofthe relationship between economy and society,
in the sense ofa set of core axioms from which explanations of particular events
could be deduced. Weber's position, by contrast, is founded on the historical and
comparative analysis of particular events and processes, exhibiting singular if
complex configurations of causal interdependence. The methodology of Weber
involves the application of a multi-dimensional framework of analysis to the
historically particular. For example, while he conceives of the generic character
of economic life in terms ofthe pursuit of utility, he analyses the notion of utility
and the struggle to realise ends with a far richer and more complex account of the
causal process than the neoclassical economists do. For him, the struggle to realise
utility is not defined solely with respect to individual consumer choices, but also
to the choices made by both producers and consumers in their allocation of
resources between a variety ofends. Weber tries to integrate power relations into
the highly voluntaristic framework of neoclassical action theory. For Weber, the
struggle to realise utilities is not only conducted by sovereign individuals, but also
involves power of control and disposal over labour and other means of production,
as exercised by producers. Such struggles occur within the market-place, and also
within more regulated forms of economic activity. According to Weber, the
sovereignty of the individual is limited because there exists considerable
inequalities of power between producers and consumers. Whereas economists
typically restrict their account of choice to the relative marginal utilities of goods,
Weber needs to know within what social relations the differential valuation of
goods is instituted, enabling formal calculation of cost and benefit to take place.
This formal calculation depends on the unequal distribution of power, which in
turn depends on the property rights ofthe means of production and goods. This
shows that formal rationality needs a substantive support ifit is to be successfully
institutionalised and developed (Holton ef al., 1989: 51-2).

5. The Austrian school after Weber

Weber's ideal type was intended as a genetic rather than generic form of
abstraction. Genetic concepts were synthetically derived out ofthe chaotic flux of
historically contingent social processes. Their function is heuristic rather than
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descriptive. The abstract one-sidedness of such constructs is intended to serve
historical analysis; that is, the analysis ofhistorically unique configurations or their
individual components (Holton ef al., 1989: 58). In the case of history, Weber
challenged the naive empiricism which assumed that historical analysis could
produce explanations without recourse to abstract conceptualisation. In the case
of economic theory, Weber challenged the view that central concepts such as
'economic exchange' and 'marginal utility' could stand as unproblematic generic
concepts, typical of economic activity under all conditions. Weber claimed that the
genetic conceptual abstraction underlay both historical practice and economic
theory (Holton e/ al, 1989: 59).

Although Weber agreed that the laws of supply and demand on the market
were historically limited and not universal, he felt that the task of historical
economics should be to show just how and under what institutional conditions this
kind of market did actually emerge. Weber wanted to ground the neoclassical
conception ofthe market on a historical and institutional foundation. For Weber,
the neoclassical market is an ideal type; thus, in a certain sense it is unreal and
nonuniversal, just as the Historical School had insisted. But because Weber
believed history could be at least approximately understood by setting it through
the lens ofideal types, it may be said that he affected a compromise that allowed
both the neoclassical economic theory and the complexities of history to coexist
in the same methodological perspective.

Among the youngest members of the Austrian School, there have been
economists influenced by the methodology developed by Weber. One of these
economists was Joseph Alois Schumpeter. He was a student of Bohm-Bawerk
and von Wieser in Vienna. From them he learned that economic theory constituted
the most important part of economics. However there was also an area outside of
economic theory proper (theory of marginal utility), which was of social character
but still of interest to economics. From this viewpoint, Schumpeter added
economic sociology into his economic analysis as one ofthe fundamental fields.
The other three are economic history, statistics, and economic theory. This
concept of economic sociology was something that Schumpeter borrowed from
the members ofthe Youngest Historical School (Sombart, Spiethoffand Weber).
They invented economic sociology as a solution to the problems raised in the
Methodenstreit. Sociology of economic life was seen as a way of bridging the
opposition between the advocates of pure facts and those of pure theory.

According to Schumpeter, economic sociology was the study of economic
institutions. Research on the process ofthe historical formation of an institution
was a topic in the area of economic sociology. Schumpeter gave the role of
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understanding how an institution works to economic theory. In the light ofthis
distinction, economic sociology was to study institutions such as inheritance,
property, government (public finance, tariff policy, regulations), contract,
imperialism, the nation, and the origins oftowns. On the other hand, economic
theory deals with the functioning ofthe concepts such as price, value, rent, foreign
trade, the entrepreneur, innovations, consumption, production, credit, banking,
interest, investments, the market, capital, saving, profits, and economic
development. There are also topics belonging both to economic sociology and
economic theory; such as money, population, wages, business cycles, welfare
economics, and economic systems (Swedberg, 1989: 515). In his methodological
view, Schumpeter suggested that economic theory was to be constituted as self-
contained and autonomous, protected against interferences from neighbouring
disciplines such as sociology, psychology and ethnology. It was to be conceived
as pure theory, independent of all extra-economic knowledge.

Von Wieser had thought that the laws of economics could be discovered
through the economist's introspection. Schumpeter did not claim that it was
impossible, but believed that it was unnecessary. Economics could do without
psychology and should choose to be as self-reliant as possible. This idea has
similarities with that of Weber who defended the independence of pure economics
against Brentano, who had asserted that the laws of marginalist theory were based
on the findings of experimental psychology and it would be invalidated if the latter
were to be empirically disproved. According to Weber, theorems of marginalism
are not based on psychology but on pragmatic assumptions such as the categories
of ends and means that govern the commercial calculus in everyday life.
Schumpeter and Weber were both opposed to Carl Menger's realist and
Aristotelian views according to which the laws of economics, like those ofnatural
sciences, possess an objective existence. For Weber, the tenets of marginalism are
not statements about reality, but mental constructs, useful in representing the
complexity of the empirical world. In this methodological issue Schumpeter stated
that the theorist has to design a model or schema that is an ideal abstraction rather
than a mirror-image ofreal life. Such a model is nothing but a useful fiction, a set
of analytical tools, convenient for structuring the endless variety of empirical
phenomena. A model can neither be derived by logical induction from the
observation ofreality, nor can it be deduced from general theoretical statements.
A model builder is equipped with the given state of theory and a body of pre-
scientific practical knowledge. A model cannot be refuted by confronting it with
reality; the criteria of falsification do not apply to it. However it can be replaced
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by a better model, which combines an equal descriptive capacity with a higher
degree of structural clarity.

With this idea of using models, Schumpeter's view approaches Weber's ideal
typical method. For example, in his Business Cycles (1911), Schumpeter
demonstrates a dynamic model of capitalist development. He starts from the
proposition that capitalism never existed in the pure form that economic theorists
commonly believed it to have assumed. The theoretically defined state of
equilibrium, which could not be located in historical time and space, is used as an
ideal type. This equilibrium is upset by individuals who take on the function ofan
entrepreneur. This latter acts as an endogenous source of development and
innovates by bringing given economic resources together into new combinations
such as technologies, marketing strategies and forms ofbusiness organization. He
translates these combinations into reality. The entrepreneur, as a force of
dynamism, enters into the ever-revolving capitalist system and gives to it a
dynamic feature. He acts as a creative destroyer, personifying the extraordinary
force in economic life. Therefore, from a sociological perspective the
entrepreneur's conduct becomes discernible as a particular manifestation of
leadership, which is a basic type of social action. This type of action, which
corresponds to an economic function, provides a link between economic theory
and the social interpretation ofreality. By using a state of equilibrium as a model
and a concept of the entrepreneur who embodies a particular kind of conduct,
Schumpeter moves from economics to social economics, and approaches the
methodology of Max Weber (Osterhammel, 1987: 110-2).

Ludwig Lachmann, who is considered to be a neo-Austrian economist, claims
to incorporate the legacy of Max Weber into his theory ofinstitutions. The legacy
of Weber appears in the form of the method of interpretation of human action.
Lachmann emphasises the importance ofthe attempts to understand human action
in its causal relationships; namely, the purposive character of human action. He
reminds us that purpose’ is an imagined end, which becomes the cause of action.
Purpose precedes the actual course of action, and thus has to be regarded as a
cause. Lachmann, by using Weber's ideas of purpose in human action, establishes
the idea of ‘plan’ as a generalisation of purposes. In the plan, the individual
pursues many purposes simultaneously and has to establish an order of priority
among them. However, there are many constraints imposed upon the pursuit of
ends, such as scarcity of means. The plans of others thus become an obstacle to
the pursuit of our own plans. Therefore, Lachmann uses again a fundamental
concept of Weber's theory of action: orientation. A plan contains a comprehensive
account of ends, means and obstacles to which a course ofaction is oriented. The
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plans and actions of others are simply points of orientations in no way different
from other circumstances of action. Lachmann defines institutions as means of
orientation for a large number of actors. They enable individuals to coordinate
their actions. As a consequence, Lachmann attaches methodological
individualism, introduced into economics by Carl Menger, to the theory of human
action put forward by Max Weber (Lachmann, 1971).

On the question of whether Weber reconciles kistory and theory, the views of
von Mises, another Austrian economist, appear very controversial. According to
von Mises, Weber turned the ideal type into the conceptual instrument of
historical, and not oftheoretical investigation, thereby effectively unmaking the
distinction of economics from economic history. Mises's criticisms are directed
towards the

"impermissible confusion of methods and the conceptual vagueness involved in the
assumption . . . that it is possible to derive 'theoretical' knowledge from historical
experience" (Cubeddu, 1997: 13).

Von Mises contested the possibility of deriving laws from historical
investigation, and the likelihood of historical knowledge providing direct practical
applications for our action. Von Mises's answer to the theory of human action
proposed by historicism as well as to Weber's Verstehen waspraxeology. This was
based on a logic and the universally valid presuppositions of human action, and
was seen as an a priori category, with the principle of causality. In this manner,
the proposed science of human action became the theoretical foundation of social
science. Von Mises thought that Weber approached the study of history with
conceptual instruments that were inadequate for the object of study. According to
von Mises, Weber failed to understand that the transformation ofthe conceptual
framework of the theoretical social sciences brought about by 'subjectivist
economy' made it possible

"to construct, by the use of the axiomatic method, a universal praxeology so
general that its system would embrace not only all the patterns of action in the
world that we actually encounter, but also patterns of action in worlds whose
conditions are purely imaginary and do not correspond to any experience"
(Cubeddu, 1993:26).

6. Conclusion

Similarities, differences, controversies and influences between the views of
scholars paved the way for the evolution of economic analysis. One such
contradiction has been witnessed between the German-speaking scholars in their
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effort at reconstructing economics as distinct from classical economics. On the
one side, there was the German Historical School, under the leadership of
Schmoller, who suggested a historical approach to the problems of social and
economic life. On the other side, the Austrian School, led by Menger, was trying
to establish its marginal utility theory as the explanatory means of economic
analysis. A debate on the methodology ofthe social sciences began between these
two schools and it was called theMethodensireit. Although marginal utility theory
found strong supporters in England (Jevons and Marshall) and Switzerland
(Walras), people in these branches of marginalist theory did not develop an
equally profound interest in methodological issues, but instead developed the
theory with its mathematical implications. Max Weber, a member of the
Historical School, tried to deal with the methodological disputes between
Schmoller and Menger, and he introduced his ideal type into the analysis as a
solution to this dispute. Weber also played a leading role in developing a new
research field known as economic sociology. It emerged as the result ofthe efforts
to solve problems between theoretical economics and pure facts through the study
of institutions. The importance of Weber in the history of economic analysis can
be seen in his influence on the younger members of the Austrian School, such as
Schumpeter and Lachmann. Schumpeter had refused to take sides in the
Methodenstreit and saw it as a history of wasted energies which could have been
put to better use. But in the last analysis, he was influenced by Weber, whose
methodological ideas can be considered to be an output of this war of methods.
In addition, Schumpeter's views on economic sociology and Lachmann's theory
of institutions found their inspiration again in the work of Weber. Weber's
position on methodological issues seems to be helpful once more when we
analyze the critique ofhim carried out by von Mises, another younger member of
the Austrians. Therefore, Weber seems to occupy a key position in the
methodology of'social science, as well as in the evolution of the Austrian School
into various contesting formulations.
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Ozet

Methodenstreifin otesinde Max Weber: Tarih ile kuram arasinda

Gustav Schomoller ve Cari Menger arasindaki Methodenstreit{yontem kavgasi) genellikle
siyasal iktisadi yeniden yapilandirmayr amaclayan, fakat ¢éziilememis bir polemik olarak
degerlendirilir. Menger'in bir izleyeni olan Joseph A. Schumpeter bile bu savas1 bir zaman ve
enerji kayb1 sayar. Ama bu iki okulun metodolojik yaklagimlarimin miicadelesinden Max
Weber'in gelistirdigi yeni bir yaklasim ortaya c¢ikar. Onun ideal tipi (ideal type) ve yeni olusan
bir alan olarak ekonomik sosyoloji, tarih ile kuramm uzlastirmaya cahsirken, Avusturya
OKulu'nun geng iiyeleri iizerinde, ozellikle de kurumlarmn incelenmesi konusunda etkili olur. Ote
yandan, bu okulun diger bazi iiyeleri Weber'in fikirlerine ciddi elestirilerde bulunurlar.
Marjinalist iktisat ii¢c ayn dalda gelisirken, karsithklarin getirdigi verimlilik metodolojik alanda
sadece Avusturya dalinda goriiliir. Weber'in goriisleri Methodenstreifm bir iiriinii olarak ve
Avusturya Okulu iiyelerini farkh bicimde etkilemesi acisindan bu verimli siirecte anahtar bir rol
oynamaktadir. Bu yazi Weber'in konumunu ve etkisini dikkate alarak iktisat metodolojisi
konularmmn evrimini tahlil etmeyi amaclamaktadir.



