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Introduction

It is hardly possible to overrate the yalue, in the present low state
of human improvement, of placing human’ beings in contact
w1th th persons dissu'm']a: 1o m_l:’i‘ﬁs'ﬁ'cs an(]d M_gﬂﬂiﬂf
thought and action unlike those with which Lhey are familiar. .
Such communication has always been, and is pecuhm-ly in the
present age, one of the primary sources of progress.

—John Stuart Mill, Principles of Political Economy

A

Tpm BOOK has two main themes. The first ¢ need for more interac-
tion and communication between economisis and sociologists. These two
groups have begp estranged from each other for far too long, to the detri-
ment of both. The second theme concerns the opportunity that now exists
to hreak with old hab1t5 and to redraw the boundaries etween economics
and sociology. To redefine these boundaries is Tot 4n easy task nor a
‘particularly rewarding one. The whole enterprise may seem peculiarly
abstract and may appear, as do many methodological questions, to be
.something that can only divert attention from the real task of science,
namely o solve substantial problems. In reality, of course, the is {sstes are
more complicated than that. The solution to a host of problems may be
dependent first of all on whether the topic in question is classified as “so-
ciological,” “economic,” or both; or, alternatively, whether the decision is
made to apply a sociological perspective, an economic perspective, or a
combination of both. It is also clear that if there is no effective communica-

tion between economists and sociologists, social problems will be ana-
‘Tyzed as if they had no economic dimension, and economic nic problems will

be e analyzed as if they had 0o sacial dimension. This dissociation will lead

“to many difficulties, since most real problems are not as easily categorized
under the rubrics of “economics” or “sociology” as'are academic disci-
plines.

Still, it is difficult to find a way to talk about the kind of problems that
one typically encounters in the interactions between two neighboring so-
cial cial sciences like economics and sociology. In addition, not very much is
known about the relaUOnsmp between economists and sociologists. It is
relatively easy to find literature on economics and psychology, economics
and history, economics-and philosophy, and so on, but no equivalent lit-
erature exists about economics and sociology (see Hahn and Hollis 1975;
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Hogarth and Reder 1986; Parker 1986). To some extent this situation re-

flects the fact that for a long time—more precisely from the 1920s 6 the | 7o A4 0
1960s—ecoriomists and SOCIOIGEIStS haverim)tmmﬁér fiie

and have gone about their T as if the other science stmply-did ot

exist, Tt is, for example, symptomatic that when James Buchanan nan pub-  $(
lished an article in the mid-1960s on “economics and its Scientiic neigh- Na ;
bors” (Buchanan 1966; see also Leontief 1966; Olson 1969¢), he discussed: fft.
nine such “neighbors” and their possible contributions to economics -,}3:
(“spillins™) as well as their incorporations of economics (“spillouts”)—but
sociology was not among them." The rapport between sociology and eco- \O Y
nomics improved somewhat in the 1970s, owing (among other things) to ﬁ\ qdl«
the work of Gary Becker. However, what caught the attention of most [,r\
economists was perhaps not so much sociology as most sociologists know
it, but rather the efforts of a few economists to take on topics that tradition-
ally had mterested only sociologists. Therefore, the situation in the 1970s 2
and early T980s was still largely the same as before.

There are several reasons for the alienation
sociology during the twentieth century. For Ore” thing, economics is a
much older social science than sociology. The term “political economy”
was introduced in 1615 by Montchrétien, while Comte used “sociology”
for the first time in the 1830s. Economics severed its ties with reformism
much sooner than did sociology, and also gained a  place in the universi-
Ties well ahead of sociology. In the 19305 and 1940s, ECONOMIcS S expe-
rienced a rapid process of matliematization. On the other hand, sociology
did not routinely adapt quantitative methods until after World War II. And
mathematical sociology—which made its appearance in the 1960s—never
became more than a minority movement.

However it seems that tlns radical separauon between economics and

A .‘!./.M-Q
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! In a letter to the author dated March 10, 1988, Buchanan responded to my question about
why sociology was not included in his article:

My answer is simple. I do not know why I left Sociology out here. I think that those
disciplines included were selected largely because I could isolate and identify fea-
tures that did spill over, one_ way or the other, into Econonucs_Pe'lmps Sociology
offered no obvious spillover, either way. . . , I agree that there is now much more
intersection of interest [between econonﬁcs and sociology], in part because the
exchange-rational choice sociologists have now become more important. I foresee
future development as blurring the distinctions between the social sciences gener-
ally, and not only between Economics and Sociology. Example: I have more in ,
common with Jim Coleman than with many of the more formal economists. The
increasing emphasis by many economists on understanding the internal structure of
organizations moves the two disciplines closer to each other.

L@.;_, P—-»“éiib

tween economics and f““_ A
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..lm J-IJ-\_A.I
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. 'H'.v
cation between economists and sociologists is finally increasing. The
trend of economists taking on traditional sociological topics—usually re- 3/
ferred to as “economic imperialism”—continues to prevail. The T‘ct that ¢/ 4”

Becker was elected pres1dent of the American Ecanormc Assoc:auon for }y?
havmg “mathematized those problems that are easily handled, the com-

plexity of the unsolved problems also stands out with greater clarity. As a \&
result, some economists have begun to use sociological insights in theu 1
work. George Akerlof perhaps best exemplifies the use of this praciice, \é_"
‘but there are several others as well. There are also signs that sociologists AN

are becoming increasingly 1nterested m econormc topics. For example

[C!EHSC ,
This beginning of a redefinition of the boundary between economics

and sociology constitutes the major raison d'étre for this book. I chose the
interview form as a way to find out exactly what is going on atthismo=
ment at the mterface of _economics and sociology. What is happening
today is véry S ant. the border line beliveen two of the major social
sciences is being redrawn, re 'aiu“ﬁ/ thereby providing new perspectives on a whole
range of very important problems both in the economy and in society at
large. After having been nonexistent for a large part of the twentieth cen-
tury, there is now perhaps a chance for a meaningful interaction between
economists and sociologists. Maybe it will even become possible again—
as in the days ¢ OTKE{;EES&EII} John Stuart Mill, and Karl Marx—to get an
analysis of central social problems that is informed by both economics and
sociology. In a sense, then, things would simply bé returning to normal,
since the radical separation between economics and sociology is rela-
tively recent.

In any case, since opportunities for fundamental change in the relations
between two social sciences are quite rare, it seemed like a good idea’to
closely examine current developments in the form of a series of interviews
with some of the major participants of this movement. The creativity and
energy that are always expended at moments like this, should not be al-
lowed to dissipate before a good debate between economists and sociolo-
gists has taken place. It is also important that many more social scientists
take a good look at the issues at stake and express their opinion about the
various alternatives. What is now occurring may very well affect both eco-
nomics and sociology in a fundamemal way.
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Half of the scholars who have been interviewed for this volume are
economists, and the other half are sociologists. All of the major strategies
for redrawing the line between economics and sociology are represented
in the book. There are interviews with those who want to extend the-eeo-
nomic analysis to traditional sociological problems, as well as with those
“who want to extend the traditional sociological analysis to economic
problems. Interviews with those who want to “import” some econosmic or
sociological insights into their works have been included as well.
What'unites the people who have been interviewed for this book is that
they have all done work in the gray area between economics and sociol- ;
ogy by tackling problems that cannot easily be compartmentalized into (ontavatian
“economics” and “sociology.” In the table of contents, the participants
have been grouped into three rather loose categories: “the contenders,” Pewuns
§ e - -
‘.'Lh_E_B}OHGGIS," and “the commentators.” This classification is imposed (w8 9
primarily for practical purp6ses and 1t is not uncommon for a person to
belong to two categories. Mancur Olson, Tor example, hRas been placed
among “the pioneers,” but he is of course also a “contender.”
In principle, the “contenders” are those scholars who stand at the very tgufaﬁ 2ELS
center of the current debate. They are all well aware that the border line
between economics and sociology is presently changing, and they also
have a pretty firm idea of how they would like to see it redrawn. Among
these people are Gary Becker, James Coleman, George Akerlof, Harrison
White, Mark Granovetter, and Oliver Williamson. There is no doubt that
the two key contenders are Gary Becker and James Coleman, both at the PeCic &
University of Chicago, and close colleagues as well as friends. Although
Becker has held a joint appointment in the departments of economics and
sﬁfﬁlogy since 1983, he is mainly concerned with how the neoclassical
analysis can be extended to areas outside of the economy. Coleman, on CALEMAN
the other hand, is trying to recast sociology on the basis of rational choice.
Therefore, he is more concerned with maintaining certain traditional soci-
ological features in the analysis than Becker. . Y
George Akerlof’s strategy—which he himself calls “psycho- socio- an- ARCLO
thropo-economics"—is in many ways the opposite of Becker's. According ¢ &~ * R
to Akerlof, the traditional neoclassical analysis needs T0 incorporate cer- ™. .
tain traditional sociological insights (as well as certain psychological and
anthropological insights) in order to advance. Oliver Williamson is also in /. l{1._aasen
favor of introducing more traditional social science into economics. His
background basically stems from the tradition of behavioral economics,
which was started in the 1950s at Carnegie Tech. Like Simon, Cyert, and
‘March, he is involved in building up a novel type of economiic theory
on the basis of a mixture of new and old behavioral assumptions. Wil-
liamson’s special brand of behavioral economics—transaction cost econ-
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omics—falls somewhere between Becker's approach and a purely soci-
ological approach.

The strategies of Harrison _W]ﬂte_lmd Mark Granovetter
which is perhaps natural since Granovetter is a student of White's. Both
are of the conviction that the advances of the economists into traditional
sociological areas should be met by a sociological counteroffensive,
which shows that sociologists are not only capable of handling their tra-
ditional problems better than the economists, but that they can also help

to solve several of the problems that the économists have failed to explain.
R e i O e i e

Granovetter feels that a_“new economic sociology” is . emerge,
] % E: o e e e i i !
whose distinguishing mark is precisely that 1 to_tackle economi

for the ecopomists’ turf.

Since Becker and the others are the key players in the current debate, it
was considered very important to try to find out more about their plans of
action. How do they intend to go about realizing their plans? What prog-
ress can they report so far? What topics do they intend to work on in the
future? These are some of the questions they answer in the interviews.

The “pioneers” include such people as Kenneth Arrow, Albert O.
Hirschman, Mancur Olson, Thomas Schelling, and Neil Smelser. Like
some of the founderS of economics—Smith, Mill, and Marx, for example—

they have all produced works that do not allow any easy compartmentali-
zation_into “economics” and “Sociology.” Several of these works were
produced long Béfore the current debate about the changing boundary
between economics and sociology became fashionable. When they were
written, many of these books seemed to be isolated products, and their
authors, “lone wolves.” Today they are more likely to be seen as early
works in what may well turn out to be a major intellectual trend. Books
that fall in this category include Kenneth Arrow’s Social Choice and Indi-
vidiial Values, Smelser-Parsons ™ Eronomy and Sociély; Thomas Schell-
ing’s Thé Sirategy of Conflictand Micromotives and Macrobebavior; Man-
cur Olson’s 7he Logic of Collective Action; and Albert O Hirschman’s Exit,
Voice, and Loyalty. The authors in this group have a lifetime of experiencé
in trying to bridge the gap between a purely economic analysis and a
more social analysis. Therefore, an effort has been made to tap as much of
their vast knowledge as possible in the interviews.

The third group of people who were interviewed for this book have
been placed in the residual category of “commentators.” They have all
made fundamental contributions to their respective sciences and; in the
process, have come to reflect on the present interaction between econom-
ics and sociology. So even if the main thrust of their work has not neces-

sarily bewwt_hf_pordef area between economics and sociology,

cf

/

problems; the “old economic sociglogy,” he says, had much more rESEeE[ v o

tterlare quite similar, \{/"!17<
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they are interested in problems of this type and are therefore well quali-
fied as commentators. Among the sociologists, Daniel Bell, Aage Soren-

_sen, and Arﬂw;ﬁ%}l;;upbq fall in this category; and affiong the econo:
mists, one will find Amartya Sen and Robert Solow. Jon Elster, who is
neither an economist nor a sociologist, has also been placed in this group.
Elster is one of the few truly interdisciplinary social scientists of today, and
this makes him a particularly interesting commentator.

The commentators clearly have less at stake than the contenders and
are therefore well suited to pass judgment on these events. Several of
them also have extensive experience within their respective fields. The
combination of having no direct stake in the debate plus a firm knowledge
of the foundations of their chosen disciplines should make the observa-
tions of these people quite enlightening.

Finally, it should be noted that each interview took between an hour
and an hour and a half to conduct. Most of the questions were prepared
in advance, although one or two extra questions were often added sponta-
neously. The main goal of the interviews was to have the people talk
about their own research and their perception of the changing relation-
ship between economics and sociology. Each person had been informed
of the type of questions that were going to be asked well in advance of the
interview. In order to put the person at ease and to make the interview
more lively, it began with a few general questions. The interview focused
on those works of the individual that were considered especially relevant
in this context. The session usually ended with a broad question about
what the person felt the relationship between economics and sociology
might be like in the future. Most people were also asked what they
thought of “economic imperialism” and the idea of a sociology based on
rational choice. The editing of the transcripts has been kept to a minimum,
and each transcript has been checked by the individual. In some cases,
one or two additional questions were asked at a later date.

Background to tbe Present ation
between Econondcs and Socio!o,gy
In order to gain a better understanding of the current debate, it is useful
to take a look at the history of the interaction between economics and
$6cialggy. 7. Since this tustory is perhaps of more interest to the specialist
than to the general reader, the latter might prefer to proceed directly to the
interviews, and then to the concluding discussion at the end of the book.
As previously stated, there has been very little research on the relation-
ship between economics and soc:ology But éven if many singfe pteces of
kriowledge are still missing, L_he main structurenofqtlln‘e relauons ___]:_)_ can be

Introduction 9

discerned without too much difficulty. There are only a few different ways
in which economics and sociology can be related to each other. One of
the two disciplines can try_to take over the subject maiter of the other,
which would constitute a case of “economic imperialism” or “sociological
impegialism.” Alternatively, they can ir own distinct subject
areas and ignore the other, as has been the case during the twentieth
century. And finally, there can be open borders and free communication
between economics and sociology, which it is hoped represents the direc-
tion in which things are currently moving. A number of economists are
realizing that many economic problems are extremely complex and can-
not be solved with traditional economics alone.

The early economists, such as Adam Smith, Karl Marx, and John Stuart
_Mill, are generally considered to have stmcR a happy balance between
econom.tcs and sociology. They wrote about economic theory as well as
social institutions with both ease and insight. It is true that “econonites”
and “sociology” did not exist as two distinct academic disciplines at that
time, but it was of course perfectly clear to these economists when they
were dealing with economic topics as opposed to social topics. What dis-
tinguished Smith, Marx, and Mill from many later sociologists and econo-

who is nothing else. Social phenomena acting and reacting on one an-
other, they cannot  rightly, be understood apart” (Mill as cited in Marshall
1891, 72).

Mill's pragmatic attitude toward economic science was not popular in
all circles, least of all with his colleague and one-time friend Auguste
Comte. During the period 1830 to 1842, Comte published his encyclopae-
dic Cours de Philosophie Positive, in which the word “sociology” (sociolo-
gie) was used for the first time. It was also through this massive work that
most nineteenth-century scholars came to know sociology. The thrust of
Comte’s argument was that knowledge and society are going through an.
evolutionary development from lower to l‘ugher stages, and that "sociol-

TAeLY

ECovotics |

e

-
_mists was their ambition to define economics in a broad manner and to be ¢
mterested in the insights of the other 50(:1211 saences . According to Mill, 1t DAPRE CO

'ogy’\’repTésmrﬂTE “highest stage of human knowledge. Tn” Conite’s Lok

“scheme, “economics™ had no independent place, and Cours de Philoso- Qf"‘a_c,c,e_-

phie Positive actually contained a vitriolic attack on economics—that “al-
leged science,” as Comte repeatedly refered to it (1869, 193-204). With =
their hairsplitting debates about concepts like “value” and “production,”
the economists were, in his opinion, no better fian the scholastics: Apart
from the work of Adam Smith, which Comte for some idiosyncratic reason
exempted from his attack, e oons1dere_d__ economics a thoroughly useless
and metaphysical enterpnse e. The best one could do wasto mgp_ggd
replace it with sociology, the “queen of all sciences.”

ji.l.
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The economists reacted very strongly to Comte’s work. particularly in
England, where his attack on economics was draw, the British ver-
sion of the Methodenstreitin the late 1800s. Alfre{! Marshall,JJohn Caimes)
John Neville Keynes, and other prominent economists too Comt\éTaM's"E
for his superficial critique. His argument was contested on point after
point, and in the end nothing remained but the vain pretensions of his
“sociology” (see Cairnes 1873; Marshall 1885, 33-38; 1891, 71-73; Keynes
1955, 112-41). John Neville Keynes summed up whay the leadmg British
€CONomists thought of sociology around the turn of the century ini_his
———— “""‘-‘\-—.._,,_,‘__._.w-ﬁ-_
popular textbook The Scope and Method of Political Economy: “Comte
charged political economy with being radically sterilé 45 Tegrds results.
But what results has sociology, conceived as a master-science, dealing
with man's social life as a whole, yet to show?” (Keynes 1955, 139).

Economists and sociologists got off to a bad start in the United States as
well. By the 1890s, the Methodenstreitin its U.S. version—the “old” versus

the “new” school of economics—was over, and What was now at issue

was academic respectability. The economists were in the process of be-
_coming professionals and wanted to rid Lhemselves of reforrmsm ama-
teurism, and the like. In brief, they wanted to have > nothing to do with the
sociologists (Furner 1975, 35-80, 291-312). _Firgt and foremost, the econo-
mists wanted the sociologists to stay out of economics and give up their
Comtist ambition of being a “master-science.” This demand led to a sharp
clash between economists and sociologists around the turn of the century,
which resulted in a minor flood of articles on the relationship between the
two sciences (e.g., Giddings 1895; Patten 1895b; Sherwood 1897 7; Ward
1899). When one reads through these articles now, it is clear that the soci-
ologists could not agree on what they meant by “Socnoiogy" and even less
on what kind of relationship it should have to economics. A survey of the
opinions of the sociologists on just these questions, which was conducted
in the early 1890s, came to the conclusion that the situation was “chaotic”
(Howerth 1895, 269).

At this time, the sociologists were particularly vulnerable to criticism
from the economists, because they had not yet been able to get sociology
accepted as a distinct area of study in the universities. An important con-

’2?329

A
1 “ry

nJ",

frontation with the economists took place at the meeting of the American;
Economic Association in 1894, which was held in New York. The econo-,

mists explicitly_told Albion Small and the other sociologists who were

present that * SOClOlOngLS have no nght to stake off for themselves 2 2 por-
tion of social science without the consent of the economists” (Patten
18953, a, 108), The soc;ologls[s, who understood that their chances of get-
Ling into Lhe universities would be slim without the support of the econ-

deeartments——-but at the pnce of s[aymg away from economics t0p1cs

~—_

%

]
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km;;llw, which had been a science with the ambition to synthesize all
edge, now became a “left-over science” that dealt with a series of
miscellaneous topics, such as marriage, divorce, and deviance. One lead-
ing sociologist would in retrospect characterize it as follows:
“» The attempt to legitimize sociology in academic circles on the ground
that it had a subject matter of its own left to sociology, as Small put it,
the unenviable role of studying the trivial and neglected aspects of
the social world which were regarded as too insignificant to merit the
attention of political scientists and economists. It meant, essentially,
that the sociologists would have to feed on the crumbs that dropped
off the table of these better-established academic disciplines, (Wirth

1948, 277)

The more grandiose ambitions of sociology were kept alive for a few de-
cades longer in some European countries than in the United States. Emile
Durkheim, for example, explicitly endorsed Comte’s critique of the econ-

+;" omists (Durkheim and Fauconnet 1903, 468-G9; see also Durkheim 1981,
1067—68). In general, Durkheim had a strained relationship with the econ-
omists, which to some extent was caused by his backing of Francois Simi-
and’s attempt to replace traditional economics with his own, rather odd
version (Durkheim 1908; for Simiand, see Schumpeter 1949). Eventually,
however, the Durkheimians had to capitulate and accept that economics
was a distinct science, separate from sociology. But this did not take place
until the 1930s, when the disintegration of Durkheimian sociology was
already well under way.

The person in Europe who most accurately predicted the future rela-
tionship between economics and sociology was Vilfredo Pareto. After
having made great contributions to economics, Pareto turned to sociology
with vigor. His major work in the new genre, Trattato di  di Sociologia Gene-

rale, was tc?‘h_a_v_e__a definitive impact on _sociology, particularly in the
United States. Of more importance in this context than Pareto’s general
nited Slalc.
contribution to sociology, however, was the very sharp line he drew be-
tween economics and sociology. His basic premise was that economics
studies rational action, and sociology studies nonrational action—or, in
Pareto’s termmology, "I'ogi‘ca] action and “nonloglcal” action. According
'to Pareto, it was also obvious lhat it is much more difficult to make a good

scientific analy51s of nonloglcal" action than' of l‘_glcal" action.?
e

? Pareto’s argument on this point has been echoed by many people, especially sociologists.
According to George C. Homans, for example, “Elementary economics was lucky in being
able to take institutions pretty much for granted. It could leave the harder jobs of explanafion
tothe other social sciences, and t6 this It Ay GWe THE fact that it has progressed more rapidly
than they have” (1967, 49-50).

Patero
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Around the turn of the century, it became clear that economics and
sociology were also drifting apart in Germany. A few economists and soci-~
ologists, however, tried to keep the lines of communication open be-
tween the two disciplines. One of these was Joseph Schumpeter. As an |
economic theorist, Schumpeter identified with the neoclassical economics /
of the Austrian School but he also had a lively interest in sociology. He |

was a member of the German Sociological Association; he collaborated *,

o ;

with Max Weber;, and he was the author of several penetrating sociologi- )

cal studies. To ‘Schumpeter it was quite natural that an economist would {
“be interested in sociolo gy. For example, in an article on Pareto, he pointed -
out that “there is nothing surprising in the habit of economists to invade
the soc1olog1ca1 field. A 1 large part of their work—-practrcally the whole of

normc behavror—mevrtably overlaps r.he socrologrst s preserves ctum-
peter 1951, 134). =~ S
Schumpeter considered economics a broad topic, and believed it
should have good contacts with its scientific neighbors. In History of Eco-
nomic Analysis, for example, he stated that economics consists_of four

(,...__za-.l-

“ﬁelds”\vc‘“meory*’ “economic hrstory,” “statrstrcs and “economic soc1ol—

ogy:’3 His position on collabétation between économics and the theét so-
cm)sqences was simple and straightforward: “economic and noneco-
nomic facts are related and ... the various social sciences should be

related to one another” (Schumpeter 1954, 12-24).%

Among the German sociologists it was Max Weber in particular who 111! Wby

tried to keep the lines of communication open between economics and
sociology. As a young man, according to Marianne Weber (1975, 200), he
had decided to leave law for economics because the latter was a much
younger and more flexible science. The Methodenstreit between the neo-
classical economists and the historical economists disturbed Weber very
much, and he did what he could to reconcile the two parties and to pre-
vent a total deadlock. This was clearly stated in his famous essay “ ‘Objec-
tivity’ in the Social Sciences,” which was published in 1904 when Weber
became the editor for Archiv fiir Sozialwissenschaft und Sozialpolitik. 1t
was here that he launched the notion of an “ideal type,” which is generally
seen as an attempt to mediate between the analytical and the historical
modes of analysis. In the same essay, Weber (1949, 65; 1951, 163) also
argued that Archiv should be devoted to “the science of social-econom-
ics” (“die sozialokonomische Wissenschaft”), by which he roughly meant
a broad type of economics, including not only neoclassical theory, but
also economic history and economic sociology. The same attempt to rec-

3 It should be stressed that Schumpeter was in no way interested in moving economics and

sociology unduly close together. “Cross-fertilization might easily result in cross-sterilization,”
as he put it in his History of Economic Analysis (Schumpeter 1954, 27).
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oncile the opposing factions in German economics characterizes the giant
handbook of economics—Grundriss der Sozialokonomik—which Weber
undertook to edit in the early 1900s. In the introductory essay to this work,
he said that he had decided to invite contributions from all the different
methodological perspectives, since “in the last hand all roads [in econom-
ics] come together” (Biicher et al. 1914, viii). Among the contributors to
the handbook one can, for example, find neoclassical theorists like
Schumpeter and von Wieser, historical economists like Biicher and Som-
bart, and sociologists like Robert Michels and Weber himself.

By the 1920s and 1930s, it was already evident that sociology and eco-
nomics were drifting apart, despite efforts to the contrary by theorists like
Schumpeter and Weber. The _Qea that economics addresses only rational
behavior, and sociology addresses only urauonal behavior—which for
Pareto had been a convenient way of separating the two dlscrphnes—r/a&
now turned into a reason for economists to ignore sociology. In the influ-
Ential Foundations of Economic Analysis by Paul Samuelson (1947, 90),
we thus read that “many economists would . . . separate economics from
sociology upon the basis of rational or irrational behavior.”* By the end of
the 1940s, economists and sociologists knew little about each other’s
works and were often hostile to each other. In the late 1940s, when
Schumpeter was writing History of Economic Analysis, he noted that

ever since the eighteenth century both groups [that is, economists
and sociologists] have grown steadily apart until by now the modal
economist and the modal sociologist know little and care less about
what the other does, each preferring to use, respectively, a primitive
sociology and a primitive economics of his own to accepting one
another’s professional results—a state of things that was and is not
improved by mutual vituperation. (Schumpeter 1954, 26-27)

During the period 1930 to 1950, there seems to have been virtually a com-
plete separation between econemics and sociology. In concrete terms this
often meant that the economists tried to analyze economic problems
while abstracting from social forces, and that the sociologists tried to ana- -
lyze social problems while abstracting from economic forces. During
these years, the United States replaced continental Europe as the cénter of
the social sciences, and the lines of communication between economists

“and socrolog1sts were for various reasons much worse in America than in

Europe. 5 At the most there was a handful of American scholars who were

“In a letter to the author dated January 23, 1986, Paul Samuelson writes, “Yes, my p. 90
Foundations remark [about the difference between economics and sociology] did trace to
Pareto.”

* It was also in Europe and not in the United States that a more sociologically oriented type
of economic analysis would be created during this period, especially through the works of
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interested as well as competent in both sciences. Among the sociologists,
W. F. Ogburn and Talcott Parsons can be mentioned, and among the
economists, Frank Knight in particular had a broad knowledge in the
other social sciences. One of the few instances of interaction between
economists and sociologists during these years took place between
Knight and Parsons. Symbolically enough, the two had been brought to-
gether by their interest in Max Weber, and they corresponded quite a bit
with each other, especially in the 1930s.5 Knight translated Weber's Gen-
eral Economic History and basically felt that economists should be knowl-
edgeable in both theoretical logic and the history of economic institutions.
One of the metaphors Knight (1927, xv) liked to use in this context was
that of the “methodological triangle” with its three “corners”: “general
deductive theory,” “psychological and historical interpretation,” and “sta-
tistical study.” At this time, Parsons was also “very much occupied ...
with problems on the border line of economics and sociology,” as he put
itin a letter to Adolph Loéwe (Parsons 1940). Many of his articles from the
1930s reflected this interest and contained an insightful discussion of the
relationship between economics and sociology. From a current perspec-
tive, it is interesting to read Parsons’s discussion from 1934 in The Quar-
terly Journal of Economics of “economic imperialism,” a term which, it
seems, Ralph William Souter had introduced into economic discourse in
the early 1930s.” Parsons basically felt that there were more disadvantages

Keynes and the various members of the Stockholm School (see in this context, e.g., Lekach-
man 1957; Shackle 1967; and Wiley 1983). A special mention should also be made of Adolph
Lowe's little book from these years, Economics and Sociology: A Plea for Cooperation in the
Social Sciences (1935).

¢1am grateful to William Buxton for having drawn my attention to this correspondence,
which can be found in the archives of Chicago University and Harvard University. See
HUG(FP) 42.8.2, box 3, at the Harvard University Archives, and box 61, folder 14, of the
Frank Knight Papers at the Chicago University Archives. In this context it can also be noted
that Weber apparently had little impact on Knight. According to a letter from Edward Shils to
the author, dated April 22, 1988, “Although Frank Knight studied Max Weber's Wirtschaft
und Gesellschaft intensively—at least certain parts of it, particularly the chapter which is
devoted to the fundamental sociological categories of economics—it had practically no influ-
ence on Frank Knight's own economic analysis.”

Later in life, Knight came to regret that he had not let himself be more influenced by
Weber. Just after his retirement, when asked by a student, “If you could do it again, what
would you do differently?” he replied, “There has been the work of one man whom I have
greatly admired. If I were to start out again, I would build upon his ideas. I am referring of
course to Max Weber.” (Schweitzer 1975, 280).

7 See Souter 1933, 94-95. The key section is the following:

The salvation of Economic Science in the twentieth century lies in an enlightened
and democratic “economic imperialism,” which invades the territories of its neigh-
bors, not to enslave them or to swallow them up but to aid and enrich them and
promote their autonomous growth in the very process of aiding and enriching itself.
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than advantages to economic imperialism. He summed up his position in
the following way: “economic imperialism . . . results not only in enrich-
ing these neighbouring ‘countries,” which of course it does, but in putting
some of them into a strait jacket of ‘economic’ categories which is ill-
suited to their own conditions” (Parsons 1934, 512).

The Knight-Parsons dialogue ended in 1940 with an angry public ex-
change. Perhaps by this time Knight had also had enough of Parsons’s
penchant for abstract theorizing. In any event, Knight was the originator
of one of the better jokes about sociology, and he may very well have had
Parsons in mind when he formulated it: “Sociology is the science of talk,
and there is only one law in sociology. Bad talk drives out good talk”
(Knight as cited in Samuelson 1983, 161).2

During the period 1950 to 1980, there was very little interaction be-
tween economists and sociologists, perhaps even less than before. How-
ever, there was one exception, and that was at Harvard, where in the early
1950s some young economists and sociologists got together.” The sociolo-
gists included Francis X. Sutton, Talcott Parsons, and Neil Smelser; and the
economists included James Duesenberry, Carl Kaysen, and James Tobin.
Each of these groups became curious about what was going on in the
other science. The result was a course, “The Sociological Analysis of Eco-
nomic Behavior,” which was taught from 1951 to 1956 at Harvard, first by
Duesenberry snd Sutton and later by Duesenberry and Smelser. Several
books were al:o produced, including The Americarn Business Creed by
Sutton, Harris, Xaysen, and Tobin; Economy and Society by Smelser and
Parsons; and Tke Sociology of Economic Life (1963) by Smelser. The years
between 1951 and 1954 represented the high point of this collaborative
enterprise; after that a certain fatigue and disillusionment seems to have

Under such circumstances, occasional armed conflict among the sciences is inev-
itable. Such conflicts must be conducted according to the rules of civilized warfare;
and it is the duty of each science to subordinate its strategy, as best it knows how,
to the ultimate goal of the harmonious unification of knowledge. Mistakes and
injustices are bound 1c occur from time to time; but the “science” which cannot
maintain its integrity ¢ rd vitality in such an environment deserves to perish. And,
for any science, a cov-ardly isolationist pacifism which cries peace! peace! when
there is no peace is the stigma of intellectual disintegration and decay.

8 Another good joke abor: sociclogy from this period is Schumpeter’s comment that parts
of Parsons’s Structure of Soctal Action “become fully understandable only if translated into
German.” See Schumpeter’s letter dated December 23, 1936, to the Committee on Research-
in the Social Sciences in the flarvard University Archives, UAV 737.32, box 6, folder “Parsons’
Mss: Criticism of Readers.” « The quote is reprinted by permission of the Harvard University
Archives.)

® Information for the following section comes from interviews with James Duesenberry,
Carl Kaysen, Neil Smelser, Francis X Sutton, and James Tobin. The interviews were con-
ducted during the spring of 1988. '
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set in. Sutton, for example, claims that the effort failed because no high
quality research was produced that professional economists would take
seriously. It also seems that Parsons’s and Smelser’s analysis in Economy
and Society was not very highly regarded by the other people involved in
this attempt to unite economics and sociology.

Aside from this effort at Harvard, economists and sociologists continued
to work in isolation from each other during this time. This often led the
two disciplines to develop something of a caricature of the other science.
The economists, as Schumpeter put it, developed a “primitive sociology”
and the sociologists, a “primitive economics.” This can be seen, for exam-
ple, by looking at the works in industrial sociology and labor economics
from these days (e.g., Granovetter 1988, 11). But this was not always the
case, and the emergence of “behavioral economics” at about this time was
clearly an exception. At Carnegie Tech, a group of brilliant scholars led by
Herbert Simon began to develop a new type of economic theory, which
was much more informed by sociology (and psychology) than neoclassi-

cal economics. By the mid-1960s the three great contributions of behav- ¢

joral economics had been formulated: the notion of bounded ratlonahty,

the behavioral theory of the firm; and a new view on organization theory.

Behavioral economics, however, did not succeed in changing main-
stream economics, where the old separation between economics and so-
ciology continued as before.’ The absence of a dialogue between econo-
mists and sociologists, combined with a feeling among the economists
that their science was clearly superior, is perhaps what accounts for the
emergence of “economic imperialism” at about this time. In the late 1950s,
the first two works in this genre appeared: Gary Becker’s The Economics
of Discrimination, and Anthony Downs’s An Economic Theory of Democ-
racy. They were soon to be followed by many others, and during the
1960s and the 1970s the economic perspective was used to analyze a host
of new topics. By the 1980s, “economic imperialism” had made forays
into the following areas: law (e.g., Coase, Posner, Demsetz); history (e.g.,
Fogel, North); organization theory (e.g., Alchian-Demsetz, Williamson);
sociology (e.g., Becker, Olson); education (e.g., Becker, Schultz); and po-
litical science (e.g., Downs, Buchanan, Niskanen, Tullock).!!

' Another interesting attempt to bring economics and sociology a little bit closer to each
other took place in the 1950s at Columbia University under the guidance of Paul Lazarsfeld.
The classic book on game theory, Games and Decisions by R. Duncan Luce and Howard
Raiffa, was for example written as part of a program at Columbia called the Behavioral Mod-
els Project, which had been started in 1952 on the initiative of Lazarsfeld and Herbert Solo-
mon. Lazarsfeld also brought William Baumol and William Vickrey to Columbia to teach him
Markov chains and utility theory. His irritation at his fellow sociologists for their “ideological
bias against business” is clear from his writings, especially “Reflections on Business” (1959).

" The literature on economic imperialism is extensive and growing. For good overviews,
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Some of the works from the period 1950-1980 that are important to the
dialogue between economists and sociologists were produced by econo-
mists who are ot identified with economic imperialism. Albert O. Hirsch-
man, Kenneth Arrow, and Thomas Schelling t belong in this category. They_
have a]l raised queshons in economics that are relevant for sociology=but
in a way that is much less hostile to tradmonal soc1ology than economic
imperialism.

As a result of the pressure created by economic imperialism, sociolo-
gists eventually decided to approach economic topics on their own. The
first one to do so was Harrison White in the 1970s. When presenting his
research on “Markets as Social Structures” at a meeting of the American
Sociological Association in 1979, he said that, since Becker and other
economists had begun to analyze sociological problems, sociologists
should take on economic problems (White 1979). Granovetter’s work in
economic sociology can to some degree also be seen as a reaction to
the economists’ excursions into sociology (Granovetter 1985; see also
Oberschall and Leifer 1983). It should also be noted in this context that
White’s and Granovetter's works only represent the tip of the iceberg,
insofar as “new economic sociology” is concerned. Many sociologists
are currently working on economic topics, and economic sociology is
booming."

Similar progress may soon take place for “rational choice sociology.

James Coleman is the leading scholar here but several other sociolo- @uw

oretical perspective, there might be sharp differences between the “ne
gconomic sociology” and *“rational choice soc1ology In reality, however
the lines are not all that clear and the two aré inferrelated in interesting

see especially Tullock 1972; Stigler 1984; Hirshleifer 1985; Tullock and McKenzie 1985;
Udéhn 1986; Radnitzky and Bernholz 1987.

2 Some works in this genre are: Makler, Martinelli, and Smelser 1982; Stinchcombe 1983;
Zelizer 1983, 1985; Adler and Adler 1984; Kanter 1984; Heimer 1985; Etzioni 1988. See also
the references cited in the interview from 1986 with Mark Granovetter, and in Swedberg
1987, 63-119.
1988b. Also in this context, see ﬁééiit&"wss 1987 Lmdenberg 1985, 1988; Opp 1978, 1983,
1985. The center for rational choice sociology in Europe is in Holland, more precisely The
Interuniversity Center for Sociological Theory and Methodology (ICS). ICS was founded in
1986 by the Universities of Groningen and Utrecht and currently has twenty-four graduate
students and a scientific directorship consisting of four professors (Siegwart Lindenberg,
Frans Stokman, Albert Verbeek, and Reinhard Wippler). According to a letter dated Decem-
ber 12, 1988, to the author from Siegwart Lindenberg, ICS “has been built with the aim of
integrating rational choice sociology with quantitative empirical research. This combination
does not exist very often because RC people are mostly not so handy with setting up, con-
ducting and analyzing empirical research and vice versa.”

o A VAL
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and unpredictable ways. This is also true for economic imperialism and its
interaction with traditional social science. From one viewpoint, economic
imperialism is clearly an expression of economics turning inward and iso-
lating itself. But from another viewpoint, it represents the beginning of a

dialogue between economics and the other social sciences.
&

On Interpreting the Interviews

Interviews of the type contained in this book can be interpreted in sev-
eral ways. There is, for example, the “rhetoric of economics” approach,
which has been made popular through the works of Donald McCloskey
(1983, 1986), and Arjo Klamer (1984). The emphasis here is on the d15]unc-
tion between economics, as it is presented in various official contexts, and
the way economists actually “do” economics. The basic idea is that the
philosophy of science, which is embodied in the official rhetoric, differs
from the “workaday” rhetoric of most economists. From this perspective,
interviews become a way of getting at the more truthful and interesting
type of economic discourse. This is reflected, for example, in Klamer’s
interview style in his enjoyable book The New Classical Macroeconomics.
He fires his questions very quickly, switches to new topics, and in other
ways tries to break through “the official rhetoric.” The interview style in
this book differs in several ways from that of Klamer. Fewer questions
were asked, and the persons who were being interviewed were pretty
much allowed to proceed at their own pace. The main point was always
to get them to discuss topics about which they had thought a great deal,
but about which they would not necessarily write. Whether this approach
was successful is something the reader should decide. My own evaluation
can be found at the end of the book in the chapter entitled “Concluding
Discussion.”

It is not necessary to read the interviews in the order in which they have
been placed in the book. Part of the enjoyment in reading this kind of
book is that one can pretty much dip into the text wherever one pleases.
The reader is nonetheless strongly urged to start out by reading the inter-
views with Gary Becker and James Coleman, since it is their effort to cre-
ate a new Economic-Sociological Man that constitutes the natural focus of
the book.

Finally, I hope that the reader will enjoy the interviews. Some of today’s
most interesting economists and sociologists here give freely of their ideas
on two of the great themes in social science: economy and society. What
is at stake today is how these two concepts can be brought closer to each
other and how a fruitful dialogue may be opened up between economists
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and sociologists. If that would happen—and there now seems to be a
chance that it will—we can look forward to a very interesting time in eco-
nomics as well as in sociology.
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Gary S. Becker

THE KEY PERSON in any discussion of the contemporary relationship be-
tween economics and sociology has to be Gary Becker.' He was not only
the first to apply the neoclassical analysis to noneconomic topics—he did
this already in the early 1950s—but he has also continued to expand the
economic analysis in a brilliant and pioneering way. In a programmatic
article entitled “The Economic Approach to Human Behavior,” Becker
describes his method like this: “The combined assumptions of maximiz-
ing behavior, market equilibrium, and stable preferences, used relent-
lessly and unflinchingly, form the heart of the economic approach as I see
it” (1976, 5.

The range of topics to which Becker has applied this approach is ex-
ceptionally wide. His first major work, written when he was in his early
twenties, is entitled The Economics of Discrimination and represents an
attempt to account for discrimination through a conceptual apparatus in-
spired by the neoclassical theories of foreign trade and consumer behav-
ior. His second major inroad into noneconomic territory came in 1960
with an analysis of fertility. Becker’s suggestion that one could conceptu-
alize children as “durable consumer goods” evoked especially strong re-
actions, as he describes in the interview. A minor revolution also erupted
upon publication of a 1968 article in which Becker suggested that the
rational choice perspective could be applied to crime. Since the 1960s,
Becker has continued to produce brilliant and controversial analyses.
Many of these, especially Human Capital, but also A Treatise on the Fam-
ily, now belong to the standard repertoire in economics. In the former
work, Becker develops the idea that education can be seen as a special
form of investment, and in the latter he tries his hand at such topics as
marriage and divorce, polygamy, and monogamy. In a famous article from
1977, coauthored with George Stigler, the rational choice analysis is fur-
ther extended to tradition, addiction, fashion, and advertisement.

The following interview with Gary Becker was conducted in his office at the Department
of Econormics at the University of Chicago on April 13, 1988.

! The following information comes from Gary Becker’s vita, Blaug 1985; Shackleton 1981;
and Who’s Who in Economics 1986. For the reaction by sociologists, see especially Duncan
1958; MacRae 1978; Berk and Berk 1983.
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Sociologists and other social scientists who are not economists have
responded to Becker's work with a mixture of enthusiasm, admiration,
and hostility. A fairly balanced assessment of Becker’s work from a socio-
logical point of view can be found in Duncan MacRae’s review essay in the
American Journal of Sociology from 1978. MacRae sums up his opinion
with the remark that what Becker does “might constitute both a challenge
and a source of fruitful innovations (in sociology)” (1978, 1244). A more
caustic tone can be found in a survey article by two sociologists of the
so-called New Home Economics of which Becker is one of the principal
architects. The authors (Berk and Berk 1983, 375) conclude that “in many
ways family sociology deserves the New Home Economics.” A more en-
thusiastic reading of Becker’s “economic-sociology” (as he calls it in this
interview) has clearly been made in the prestigious sociology department
at the University of Chicago where, in 1983, Becker was offered—and still
holds—a joint appointment in sociology and economics.

Becker was born in 1930 in Pottsville, Pennsylvania, the son of a busi-

nessman. He graduated from Princeton University in 1951 with a major in

economics and a minor in mathematics. Two years later, he earned an
AM. in economics at the University of Chicago, and in 1955, a Ph.D. at the
same university. After a few years at Chicago as an assistant professor
(1954-1957), he moved to Columbia University, where he remained for
more than a decade (1957-1969). He then returned to the University of
Chicago, where he has remained to date. Becker was president of the
American Economic Association in 1987.

Q: Many economists and sociologists are familiar with your work but
know little about its background and what inspired it. Could you say what
made you decide to become an economist and which of your teachers
were the most influential? I know, for example, that you received your
graduate degrees in economics here at Chicago . . . '

A: It goes back a bit further than that—to when I was an undergraduate
at Princeton. At that time I was just beginning to develop, and I had an
interest in both mathematics and social problems. During the first year, I
took an economics course as a requirement, and I then saw that one could
apply mathematics to economics. That was really what converted me to
€CONOMmIcs.

I have always felt fortunate that I took this course in economics. I read
an introductory textbook by Samuelson, Economics; and it was the micro
sections that I liked the most. They were concise and mathematically for-
mulated, and yet they dealt with interesting problems. So that was what
started me to try to combine the interest in social problems with a more
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mathematical or rigorous way of looking at things. Mathematics was al-
ways my main interest in high school, and this partly continued at Prince-
ton. In effect, I half majored in economics and half majored in mathemat-
ics as an undergraduate at Princeton.

I might add one thing which is relevant for sociology. When I was a
senior at Princeton, I developed a crisis with regard to my interest in eco-
nomics. It seemed too formal to me, and I felt that it wasn't really dealing
with important social problems. As a result I flirted with the idea of going
into sociology. 1 never took a sociology course, but I did know Marion
Levy, who was and still is a sociologist at Princeton. I also began reading
some sociology; in particular, I read Talcott Parsons, of whom Levy was a
disciple. I found Parsons too difficult. I had this feeling that either he must
be over my head or there was something wrong there. I wasn't sure
which; I wasn’t developed enough. Much later, Parsons came out to speak
at Chicago, and I was asked to comment on him. This was one year before
he died, and he was the keynote speaker at a forum that the sociology
department holds every spring. So I said what my impression of his work
had been when I read some of it as a student. I put it slightly differently
though, and said that after reading Parsons, I decided sociology was just
too difficult for me.

In any case, the experience with reading Parsons soured me on sociol-
ogy, and I went back to economics. I was still not sure when I was at
Princeton whether economics was really a useful tool for understanding
social problems—I didn’t get that emphasis from the people who were
teaching me micro, although they were very well known and good econo-
mists, It was when I came to Chicago that I started to believe that econom-
ics could really be an important tool for understanding social problems. I
was greatly influenced by some of the people in the economics depart-
ment. If I had to mention one person, it would certainly have to be Milton
Friedman. He was my teacher in microeconomic theory and he influenced
me in that direction. In addition to his research, I want to stress that he was
a great teacher, and that he had an enormous influence on most people
who came to Chicago. He certainly did on me. He revitalized my interest
in economics and made me see that you can attack social problems with
economics. I did not have to move out of economics to deal with relevant
problems, which I had thought when I was a senior at Princeton. I also
had Gregg Lewis and T. W. Schultz as teachers, and they were also very -
influential. Subsequently, there was also George Stigler, who was not at
Chicago at that time. He became an enormous influence on me too.

So I began to seek out social-economic problems, and after a while I got
the idea of looking at discrimination from an economic perspective. It was
actually very early in my graduate studies when I saw that one could use
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the tools of economics to say something—or try to say something—about
discrimination, which economists had not done very much with.

Q: Chicago has a famous sociology department. U.S. sociology was
more or less born here in the early twentieth century, and since then, the
department has been of very high quality although it might have been in
a kind of transitional state when you were here in the 1950s—in between
Robert Park’s type of sociology and Jim Coleman’s, so to speak. Did you
have any contact at all with the sociology department when you were a
graduate student in economics?

A: Unfortunately, I had very little contact with the sociologists. I did
have a little bit of contact after I made my thesis proposal to work on
discrimination. I had moral and other support from some of the econo-
mists at Chicago, especially from Friedman, Lewis, and Schultz. However,
some people in the economics department at that time were uneasy about
me working on what was considered a sociological problem, so they put
Everett C. Hughes—a well-known sociologist, who was then in Chicago—
on my committee. Since he was on my committee, I had a little interaction
with him. But I must confess that while I did not get the feeling that he was
hostile to what I was doing, it was very hard for me to communicate with
him because I was trying to use these economic tools and he was looking
at problems from a very different point of view. So I did not get as much
out of him as I should have been able to. But at least he was not negative
about what I was doing.

While I was a graduate student in economics I also attended the lectures
of various people in the sociology department. But I did not take any
courses, and I must say to my regret that I got much less out of it than I
could have. There was little interaction going on between the economics
department and the sociology department at that time in Chicago.

Q: Your Ph.D. thesis from 1955, which a few years later was published
as The Economics of Discrimination, is an extremely important work inso-
far as the interaction between economics and sociology is concerned.
Here, more or less for the first time, the traditional division of labor be-
tween modern economics and sociology was challenged, namely, that
economists should only deal with “economic” problems and sociologists
with “social” or “noneconomic” ones. What inspired you to make this
move into a noneconomic area? Behind every book there is a story; what
is the story behind The Economics of Discriminatior?

A: I am sure that my teachers—the ones I have just mentioned—had a
big influence on me in writing that book. There was something about the
atmosphere I found in Chicago that was very important to me; it was al-
most tailormade for my interests. More precisely, it was this belief by some
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of the people at the economics department that economics not only helps
understand why people buy cars and so on, but that it also has this
broader applicability. This belief gave me the moral support necessary to
try something different.

Considering discrimination more directly, I remember getting the fol-
lowing idea at one point: If one can assume that everyone has a taste for
discrimination against members of a minority that is measured by a “dis-
crimination coefficient,” one can then go pretty easily from tastes to ob-
servable wage differences between members of the majority and minority.
These wage differences would reflect the size of the discrimination co-
efficient that people have. I remember getting that idea and being very
excited. I thought it was something I could take off with and use as a
vehicle for analysis. You see, until this point I had wanted to work on
social problems. But there can be an enormous gap between wanting to
do something and knowing how to go about doing it. But now I had come
up with an idea of how to take my economics, as it were, and yet say
something about social problems, in this case discrimination.

And then I just started working on discrimination. I had enough
confidence in myself, although I was only about twenty-two, that al-
though I recognized this was not traditional economics and I felt much
hostility subsequently from economists outside of Chicago, I believed that
I'was saying something. And that by saying something useful, there would
be a payoff to me in the long run. I had an enthusiasm, and important too
was the enthusjasm in the economics department that economics was an
important science that could say a lot of things. I never wavered in my
belief that I wanted to work on discrimination for my dissertation. I got
this idea about discrimination early in my career as a graduate student—in
my second year, I think—and I worked it through for my dissertation.
After that, I revised the dissertation and published the book.

Q: In the preface to the 1971 edition of The Economics of Discrimina-
tion, you say that there was quite a bit of resistance to your ideas among
economists, but less so among sociologists. Your book, it seems, was re-
viewed in more sociological magazines than in economic ones. Since the
1950s, you have continued to do economic work in traditionally nonecon-
omic areas—you have written on crime, fertility, the family, and so on—
and I would like to ask you about the reactions by economists and sociol-
ogists to this later work. Do you feel your line of work is more accepted
today?

A: There is no doubt that the application of economics to sociology is
much more acceptable today than in those days. I will tell you a little
about what I went through. Initially there was a lot of hostility. I recall
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going up to MIT for a job interview. I was very young; it was at the end of
my third year of studies. I met one of the preeminent younger economists
in the profession and told him what I was working on. He listened to me
and then he said that he thought I was a neoclassical economist. I said, “I
am a neoclassical economist,” and that my work was an attempt to apply
neoclassical economics to discrimination. He was very skeptical, although
he was a very able and polite person. I encountered this reaction often in
those days.

It wds ten years after the publication of my book before discrimination,
or minority, economics started to become a big field in economics. In the
preceding period there was very little of this subject.

But there were also things that gave me encouragement in those early

days. To my surprise, several reviews by sociologists were highly favor-
able. I remember one in particular by Otis Dudley Duncan (1958), who
was at Chicago as an assistant professor when I was a graduate student. I
knew him slightly, and we had spoken on a number of occasions. He
wrote a very positive review. One or two other reviews were also very
favorable, though I don’t remember them as well. The good reviews en-
couraged me, even though other reviews by sociologists were negative.
There were also two or three highly favorable reviews by economists. The
review by M. W. Reder in the American Economic Review was insightful
and closely analyzed various economic aspects of discrimination. Also
very positive were the reviews by Armen Alchian in the Journal of the
American Statistical Association, and by Donald Dewey in the Southern
Economic Journal. Although a couple of reviews by economists were
quite negative, the reviews in the prime journals were very encouraging.
When taken with the reception I got in sociology, I felt some vindication.
When I left Chicago in 1957, I had already spent three years as an assis-
tant professor. Chicago wanted me to stay, but I felt that I should get away
from Chicago and see how I could handle things on my own. So I turned
down a good offer from Chicago, and instead took a job at Columbia
University. I wanted to go to the New York area, and Columbia is a fine
university. They hired me mainly on the merits of my recommendations
and what they had seen of my book and other publications. I don’t think
the book had actually come out yet at that time, so I guess it was the
manuscript they got to see. Columbia was a comfortable department for
me, and [ was fortunate to get such a good job. I continued my research,
mainly at the National Bureau of Economic Research, then in New York,
which was an excellent place to do research.
The next two problems I took up were fertility and human capital. They
were also partly or mainly sociological. The profession was certainly op-

-
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posed to the population stuff. At the conference where 1 gave my first
paper on population, I said I was treating children as “durable consumer
goods.” There was laughter in the audience (Becker 1960). The laughter
came as much from the economists as from the sociologists and the de-
mographers. Although most people present did not like the paper, Milton
Friedman and a few other people spoke up in its favor. I found the whole
thing discouraging, but I felt that I was right and the critics were wrong.
And fortunately I had enough confidence or delusions about myself at that
time. Otherwise it could have been a severe blow.

The work on human capital got a mixed reception. There were some
negative reactions but also positive ones. It wasn’t received with nearly as
much hostility or negativity as my work on population. Among the non-
economists, the educational people were initially opposed. Some econo-
mists were also negative. But this time I wasn't alone. There were other
economists working on human capital, especially Ted Schultz and Jacob
Mincer, and both did pioneering work on the economics of education and
other types of human capital. The efforts of the whole group helped to get

human capital accepted.

My work on the allocation of time was very well received in the profes-
sion, and I didn’t have any trouble this time. Two areas, however, where
I ran into a lot of opposition to applying the economic approach were
politics and the family. For my work on politics I need to go back to the
1950s. Already in 1958 I had published a paper on the application of eco-
nomics to politics (Becker 1958). I thought it had much promise, but no-
body paid it much attention. I wrote a longer and better version in 1952 or
1953 when I was a graduate student, after being stimulated by Schumpe-
ter's Capitalism, Socialism and Democracy. Unfortunately, this longer
version was rejected at that time by the Journal of Political Economy, the
eminent journal edited by the economics department at Chicago, after
telling me that they would publish it. One of their referees, my teacher
Frank Knight, did not like it. Since then, much good work applies eco-
nomics to political science. I sometimes feel that I should kick myseif for
not publishing the longer paper in another journal. I was applying eco- -
nomics to politics as early as anyone. But the rejection hurt. I put the
paper aside for several years and then published a short version of it in
1958.

Q: So you were ahead of Anthony Downs, whose Economic Theory of
Democracy didn't appear till 1957 . . .

A: Perhaps slightly ahead. My early fifties and 1958 papers took a similar
approach, although Downs’s book was more thorough and better. The

JPE made what must be said to be a mistake in rejecting my paper in 1953,
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but did publish a paper of Downs’s in 1957. However, I didn’t want to
make a career as a political scientist, so I went on to other topics, until
much later when I returned to politics.

Let me now come to the family. I have worked on divorce, marriage,
fertility, and so on. This time too, the initial response from many econo-
mists was negative. But I began to work on the family mainly in the 1970s.
By that time, I was more confident than I had been as a graduate student,
and I had much more support from other economists and some sociolo-
gists and psychologists. Too many academics are reluctant to gamble in
their research, so they stay with generally accepted approaches and top-
ics. In particular, most economists are reluctant to deviate too far from
what other economists are doing. Therefore, they consider work on the
economics of the family to be “far out.” But I think it is fair to say that
rational choice has provided many insights into the family, and the critics
have been proven wrong. Fortunately, by the 1970s I had confidence in
my choice of topics, and was convinced that the critics were just too “con-
servative.” I could not have survived all the opposition if I had not felt
pretty confident about what I was doing. Indeed, I would have changed
the type of research I did.

Today, the economics profession is much more accepting of the use of
economic theory in many areas outside the traditional boundaries, even
though many economists are still negative. Of course, most sociologists
too are negative. But not even in my wildest dreams ten years ago did I
think that I would be offered a position in the sociology department at
Chicago. When I made my comment on Parsons’s talk in the late 1970s,
which I told you about earlier, toward the end I also made the following
suggestion. I said that economics has great power, that it can be applied
to sociology, and that there should be a course in the sociology depart-
ment on microeconomics for sociologists. There was this big audience out
there, and they started booing me. Until then they had liked my talk; I had
been complimentary to Parsons and sociology; I wasn't trying to get into
a fight with Parsons. But at that point the audience booed me. And after I
had finished, Morris Janowitz of the sociology department, who was chair-
ing the session, said to me, “I liked the first half of your talk.”

So you can see why I never expected the Department of Sociology at
Chicago, clearly one of the premier sociology departments, to offer me a
joint appointment. I never sought it out, mind you. But when they did
offer me a joint appointment a few years ago, I was happy to accept it for
several reasons. The offer was proof of the flexibility of the department at
Chicago. And second, it was an important sign to sociologists and econo-
mists that my type of work was much more acceptable now, at least to
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some eminent sociologists. This is evident from current research in sociol-

ogy. I regularly see papers in sociology journals that use a rational choice

approach to crime, education, the family, and many other subjects. For

example, the current issue of the American Journal of Sociology has a

very good empirical study criticizing my work on the allocation of effort

(Bielby and Bielby 1988). I disagree with some of this paper, but it is a fine

piece of work that shows how much dialogue there is now between eco-

nomics and sociology. Whether supportive or critical, sociologists now
pay much more attention to the work of economists who apply a rational’
choice framework to sociological questions.

Q: What exactly does your joint appointment entail? I notice, for exam-
ple, that your office is still located in the economics department. Do you
teach any courses in the sociology department? Do you hold seminars?

A: There is no question that I am still mainly in the economics depart-
ment. My budget is in the economics department. Everybody realizes that
and no one expected anything different. But I do a number of things for
the sociology department. Of course, I attend meetings of the sociology
department, and I have some input into appointments they make. I also
interact with the younger faculty and a few of the senior people. Jim Cole-
man and I have a lot of contact.

Shortly after my appointment, Jim Coleman and I started a seminar on
rational choice methods in the social sciences. At the meeting yesterday,
for example, a political scientist from Chicago—David Laiten—made a
presentation. It is an interdisciplinary seminar that mainly attracts faculty.
Many economists, sociologists, political scientists, lawyers, and philoso-
phers attend. : _

We have also introduced a program within the sociology department on
rational choice methods that students can take as one of their fields of
concentration. The program has not yet attracted many students, and it is
easy to see why. They have to take economics courses, and therefore tool
up on mathematics as well as on economic concepts. So it demands a
large investment from students. But we are getting some students in-
volved. My courses are now listed in sociology. In particular, the course I
give in the spring quarter on human capital, population growth, and eco-
nomic growth always attracts a few graduate sociology students. This
quarter I have three or four, which is larger than usual.

Q: Do you think that sociology departments will increasingly hire econ-
omists or do you think that your case is unique? For example, there is
clearly a trend for business schools to hire more sociologists.

A: That is true. The Chicago Business School, for example, has had
more than one sociologist. As to economists being hired by sociology de-
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partments, I'd like to believe it is a trend, and I think it will be in the long
run. At the moment, however, I do not know of other economists in the
United States who have joint appointments in economics and sociology.
The number who do will increase very slowly.

The joint appointment, however, has been useful for me, and I think it
has been useful for the sociology department. Several of the younger soci-
ologists at Chicago are doing work that interacts with the kind of things
that I am interested in. We have, for example, a young sociologist who is
working on women in Japan, and she is interested in human capital. There
are also those who work on demographic and stratification issues. The
joint appointment increased the interaction between these faculty mem-
bers and economists, and this has benefitted both groups.

Q: What about the opposite trend—economic departments hiring soci-
ologists? Schumpeter, for example, said that economics should be broad
enough to encompass “economic sociology.” Do you believe that this is
a possibility?

A: There certainly aren’t any senior sociologists yet who have been
hired by economics departments. I believe there are going to be “eco-
nomic-sociologists” hired in the future, but let me explain what I mean by
“economic-sociologist.” There are already economists who have learned
some sociology and use concepts from sociology in their work.

Q: Who are you thinking of?

A: People like Michael Piore, Albert Hirschman, maybe David Eliwood
at the Kennedy School, and clearly George Akerlof. There are also others
I could name.

You asked me if we are going to see people who are professionally
trained as sociologists hired in economics departments in the future. 1
don't think we will see that trend except perhaps for a few sociologists
who get a strong grounding in rational choice theory or statistical meth-
ods. Otherwise it is too hard for economics departments to integrate soci-
ologists in a useful way.

One has to realize that there is still much hostility among economists
toward sociologists. Many economists have said to me: “Frankly, why did
you accept an appointment in a sociology department?” They say it partly
to tease me, but there is also the hostility to sociology. Fortunately, this
hostility is decreasing; many excellent economists are positive toward so-
ciology. For example, Sherwin Rosen has helped edit a theme issue on

“Sociology and Economics” of the American Journal of Sociology (see
Winship and Rosen 1988). Others too are aware of the value of interaction
between economics and sociology, and have a favorable attitude to soci-

ology.
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Q: Is this hostility among economists decreasing slowly or quickly in
your opinion? Economists, after all, have been hostile to sociology for a
long time . . .

A: It is decreasing, and was stronger when I was a graduate student.
One of my teachers, Frank Knight, formulated “Gresham’s Law of Sociol-
ogy: Bad talk drives out good.” But the hostility is not decreasing rapidly
enough.

Q: And you feel that sociologists are more friendly to economists than
vice versa?

A: Sociology is bifurcated, as far as I can tell. My interpretation of why
many sociologists are more receptive than in the past revolves in a way
around Talcott Parsons. I may be all wet on this, but I'll state it anyway
because of the importance of the issues we are talking about. When I was
a graduate student, Talcott Parsons was the King of Sociological Theory,
at least in the United States. Top students like Merton were greatly
influenced by Parsons. He was the king, and all I heard in my undergradu-
ate encounters with sociology was “Talcott Parsons, Talcott Parsons.” So-
ciology supposedly had this powerful apparatus supplied by Parsons that
was going to explain social behavior and even include economics as a
special case.

Parsonian sociology has turned out to be a disappointment. In some
sense, the whole enterprise was basically a failure. Given this, what direc-
tion is sociological theory now going to take? It seems to be going in
several directions. There are, for example, strong elements of Marxism
among some sociologists. A few are emphasizing history, others are trying
to develop network models, and some are atheoretical and stick close to
statistical methods and do not really worry much about how to interpret
the facts. (The work of the statistical sociologists is important, but they
need a theoretical framework.) And then there is a small minority saying,
“Rational choice has something to add. After all, we have exchange theory
in sociology that is akin to rational choice.” And there are also other soci-
ologists who are not working along these lines, but who are willing to say,
“Let’s see what rational choice has to add; maybe there is something to it.” -

This is my interpretation of why sociologists are now more receptive to
economists, and in particular, why the sociology department at Chicago
voted me a joint appointment. Of course, only a few in the sociology

.department believe rational choice is the way to go; most, I'm sure, are

quite negative. But not many sociologists are confident about what is the
right direction to go at the moment. A major exception is Jim Coleman,
who knows economics as well as being an outstanding sociologist. He has
a strong command of rational choice and he is obviously strongly sympa-



38 Chapter 1

thetic to economics. There is an increasing number of sociologists with
Jim Coleman’s sympathies. They are still small in number but they can be
found all over the Western world: in some parts of the Netherlands, in
Germany, at various universities in the United States, and so on.

Q: Now that you have seen both the sociological culture and the eco-
nomic culture, how would you compare the two? Are economists more
creative? And sociologists more open-minded? How do you see it?

A: There are many able and creative sociologists, including several of
my colleagues. For example, at Chicago, I have enormous respect for Jim
Coleman, Ed Laumann, and Bill Wilson. We have very good discussions
and interact at our seminars and in other ways. There are also excellent
sociologist-demographers, such as Sam Preston of the University of Penn-
sylvania. And some very promising younger sociologists, such as Mary
Brinton and Peter Hedstrém.

What are the differences between the two cultures? The average analyt-
ical ability of economists is better. Economics does attract more talented
students on average, at least in the sense of students with better analytical
capacities and better training in formal skills. People familiar with both
sociologists and economists would definitely agree with that.

On the other hand, what I find attractive among sociologists is the fol-
lowing: Economics has a powerful engine of analysis and most econo-
mists stick pretty close to that engine. But what about the problems that
the engine cannot push forward? Maybe it will be able to say something
one day—I am an optimist—but now it can’t. Sociologists are far more
willing than economists to discuss these big and broad questions. And
they do itin an intelligent and thoughtful way, even though their progress
in understanding these issues is very slow.

Let me give you an example. One of the most exciting seminars on
rational choice dealt with religion. A young economist, Larry Iannoccone,
gave a paper, and a fine sociologist, Andrew Greeley, commented upon
it. It was a great seminar: both paper and commentary were excellent. But
Larry is the only economist who is doing serious work on religion, while
many other sociologists also do serious work on religion. So sociologists
work more on these broader and important questions. These are ques-
tions that it is tough to make progress on, and sociologists are only making
slow progress. But I find it stimulating to hear about their work in these
areas. Most economists still work on pretty narrow questions. That nar-
rowness may partly explain the progress made by economics, but it
caused my initial rebellion against economics, and it is still there.

Economics tends to focus on issues like the pricing of cars or of securi-
ties. The stock market and other traditional economic subjects are impor-
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tant, but there is more to social science than these problems. Many social
problems are as important or even more important. An economist should
also be willing to investigate these social issues. Sociologists do that, and
they sometimes do it better than economists because they are willing to do
so without trying to build a solid theory. I do not believe that sociologists
will go very far without a theory. But it is still valuable to have people
grope their way on important issues. Maybe that will suggest an avenue of
analysis, and a great sociologist or economist will come along with power-
ful insights. That is one of the things I like about being with sociclogists.
They consider broader problems that are not discussed in economics—
neither in seminars, papers, nor in my personal interactions with econo-
mists. For this and other reasons, it has been very useful to me to be in the
sociology department at Chicago.

Q: Your work is often associated with “economic imperialism,” al-
though you rarely use this term yourself (see Becker 1971, 2). Is it a term
you approve of? And, more importantly, what exactly does it mean? Does
it mean that economics can and should be extended to what by tradition
have been viewed as noneconomic topics? Or is it that economics, by
virtue of its powerful analytical tradition, will be able to solve a lot of
problems that the other social sciences have failed to solve?

A: People like to pigeonhole work, so I am called an “economic imperi-
alist.” What it means to most people is this: the application of rational
choice theory or economic theory to problems that would traditionally be
treated by sociologists, political scientists, historians, or anthropologists.
Not just by sociologists, mind you; I also include anthropology, history,
and especially political science. The rational choice approach has had
a very important influence on political science. Quite a few political
scientists these days get trained as much in economics as in political
science.

This definition of “economic imperialism” is probably a good descrip-
tion of what I do. Of course, it is necessary to recognize that every prob-
lem is unique. It is not as if one is a mechanic, and in the family you would
use concept C of rational choice theory, and in slavery, concept D. Each
time one approaches a novel problem, it is necessary to think hard about
the possible ways to analyze it.

Q: How about the comparison to sociology? Will ¢ economics be able
to solve all those problems that sociology has failed to solve because it
is such a “soft” science? Is rational choice really that powerful in your
opinion?

A: Yes, in the limited sense that rational choice can solve more of them
than have been solved thus far. I don’t know what the limits are. In my
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introductory essay to The Economic Approach to Human Bebavior, 1 lay
down a grand claim, and I still think that rational choice is a very powerful
weapon. But I didn’t mean to say that everything in social science can be
handled by rational choice theory as we know it today. It is clear—and I
say that in that essay—that rational choice has so far contributed little to
the solution of many problems in social science, like war and religion.
Maybe some day they will be solved with rational choice theory, but not
now. My claim is that we can go a lot further by applying rational choice
theory to many of these problems than we have been able to do so far.

What will the situation be like in twenty years? Maybe somebody will
come along with a more general and powerful theory, which includes
rational choice as a special case, and that will have different behavioral
implications in some of these intractable areas. I am open-minded about
this. Things like that are impossible to know, but theories do evolve over
time.

Q: In addition, we are currently witnessing the emergence of different
types of rational choice. There is, for example, Coleman’s sociological
version, which is based on “control” and “interest.” What is your reaction
to the fact that all these different types of rational choice exist today?

A: 1 think the differences between the various schools are much smaller
than the similarities. Basically, what the rational choice people do is to
start with some unit of behavior or actor that they assume is behaving
rationally. By “behaving rationally,” I mean “maximizing” consistent be-
havior that looks forward and tries to anticipate as far as possible what the
future will bring. This is common to all versions of rational choice that I
know of.

I would add that the actors have stable preferences over time, that peo-
ple’s preference functions don’t change over time. I think that this as-
sumption represents a huge asset, surely not a handicap. Even with stable
preferences, the analysis can consider addiction, social interactions, and
other complicated phenomena. 1 am just now doing some work (with
Kevin M. Murphy) on rational addictive behavior.

The last component of rational choice theory, a tough one to formulate
but common to all approaches, is how different units interact. Here you
get into market equilibrium and game theory. The information available to
participants is an important factor in their interaction. Rational choice the-
ory assumes that people have imperfect information—that they have an
optimal amount of information—and that they spend resources acquiring
information to the point where it isn't worthwhile to acquire any more.
That means a lot of ignorance—“rational ignorance”—and there is a lot of
rational ignorance in any social situation. This is my view of what is com-
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mon to all variants of rational choice theory. I am sure Jim Coleman’s
version is a bit different and so too would be those of others. But the basic
components are pretty similar even among different schools of rational
thought.

Q: When I have spoken to sociologists about rational choice, it has be-
come clear to me that some of them have what could perhaps be called a
“sociological concept of rationality.” That would mean the following: A
sociologist often investigates a social situation and tries to establish that
what looks like irrational behavior to the outsider is indeed rational from
the perspective of the participants. What is your reaction to this way of
approaching the situation, that is, empirically investigating behavior to see
if it is rational rather than just assigning rationality to the actors in the
beginning of the analysis?

A: If you recall, the speaker last night at the rational choice seminar was
David Laiten, who spoke on why one specific language gets chosen as the
official language in a multilingual situation. He said that he wasn’t a ra-
tional choice person until he concluded that he could best explain the
behavior he was investigating with the rationality assumption. And that is
OK to me. There are people who are more agnostic about rationality, and
they will only go in that direction when they think the data are better
explained that way than through some alternative approach. And then
there are others like myself whose first instinct is to start with the assump-
tion of rationality and see how far you can go with it. I always try to see
how far I can push rational choice theory, until I am satisfied or give up on
a problem.

So I start with the assumption that behavior is rational, and ask, “As I
apply this to a particular problem, is there behavior that I cannot explain
with the rationality model?” Since rationality can be pretty flexible and the
data are often limited, I don’t frequently encounter decisive evidence
against rationality. Anyway, that is my way of doing things. Others are
more agnostic about the scope of rationality, so they will approach a prob-
lem by asking, “Does this look like rational behavior or is it better inter-
preted in a different way?” Part of the difference, therefore, is the degree
of commitment or confidence one has of finding rational behavior when
investigating a particular set of phenomena. ' :

Most economists have a strong commitment to rationality for behavior
inside the scope of traditional economics. They are, however, dubious
about how far one can go with rationality outside of traditional areas.
Some economists who work on nontraditional topics are dubious about
the role of rationality in other nontraditional topics. But other people, like
Richard Posner, Gordon Tullock, Jack Hirshleifer, Mancur Olson, and my-
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self, are more confident about its scope. So you have a lot of different
opinions about the scope of rationality even among economists, and
certainly between economists and sociologists. Economists are more
confident than sociologists about rationality. This is natural since soci-
ology started as a reaction against economics and the assumption of
rationality.

Q: One consequence of what you are saying is that, if there is no differ-
ence between the sociological and the economic approach to rational
choice, then one cannot really have what used to be called “economic
sociology” because “economic sociology” (or, as you write it, “economic-
sociology™) would be the same as economic theory . . .

A: There is no basic difference. However, sociologists bring the
influence of other people into their analysis of any person’s behavior and
also look at how social changes affect people’s behavior. Economists, on
the other hand, are prone to assume that people’s preferences are inde-
pendent of what other people are doing. I personally don't accept that. I
think that the social side is very important, and agree with the sociologists
on this approach.

What one person does is influenced greatly by what other people are
doing. People don’t want to look out of line; they don’t want to be an
object of ridicule; and they do want prestige. For example, most econo-
mists stick to traditional problems partly because they don’t want to look
ridiculous and look like they are not doing the right thing. This is not just
an attribute of economists; it’s an attribute of people. Sociologists empha-
size that a lot more than economists do, and they are right to do so. There
is still the problem of how to bring social interactions into the analysis in
a fruitful and useful way (I made an effort in a 1974 paper; see Becker
1974). But there is no question in my mind that here the sociologists are
more on the right track than are economists.

Q: Through your work you have helped to break up the traditional
division of labor between economics and sociology. What do you think
will replace it? In your opinion, what will happen in, say, the next ten
years in the relationship between economics and sociology? 1 believe that
sociologists are likely to try out rational choice for perhaps ten years. But
if it doesn'’t pay off, they will just stop and try something else. Sociologists
have done that a few times, with systems theory, mathematical sociology,
and so on.

A: I agree with you that if rational choice doesn’t pay off within a certain
period of time, sociologists will lose interestin it. And I think rightly so. My
own feeling is that this is not going to happen and that rational choice will
pay off soon in certain additional fields. Some fields where it has already

Gary S. Becker 43

contributed and where it will pay off even more in the future are: the
family, crime (or deviant behavior), discrimination, industrial sociology,
collective choice, and stratification. These are important parts of sociol-
ogy, although collective choice has been studied more in economics and
political science than in sociology.

The nature of future interactions between economics and sociology is
not clear, but I believe that an increasing number of economists will be
using rational choice theory to work on “sociological problems.” And
there will also be an increasing number of younger sociologists who are
trained in rational choice and who will have some confidence in their
understanding of rational choice theory. They are not going to become
economists; they will still be trained in sociology departments and will still
be sociologists. But they will be comfortable in using rational choice the-
ory and in reading the literature by economists and others on rational
choice. These sociologists are going to be interacting increasingly with
economists. A possible model for such a development in sociology are
political scientists like John Ferejohn, Morris Fiorina, Kenneth Shepsle,
and others who have learned much rational choice theory and have con-
siderable interaction with economists interested in collective choice.

I don't want it to sound as if the whole thing is going to be a one-way
street with the sociologists learning rational choice from economists. I
have said that I have learned many things from sociologists and so too will
other economists who work on sociological problems. I have already
mentioned the sociologist’s concern with big questions and with the
influence of social interactions.

Let me also add a bit about social surveys. Sociologists have been much
better at organizing surveys than economists, partly because they started
much earlier than economists. Economists are finally beginning to catch
up, and have even surpassed sociologists as far as the purely statistical
side of survey analysis is concerned. But economists are still not nearly as
good as sociologists in creative thinking when it comes to surveys; econo-
mists tend to stick to large surveys run by governments and private organ-
izations. They seldom put together small surveys of their own. There is’
going to be further influence in survey construction from sociology to
€conomics.

So to sum up thus far, the common denominator in much of the contact
between economics and sociology will be rational choice theory as devel-
oped mainly, but not entirely, by economists. But other things will come
from sociology, and an increasing number of economists and sociologists
will be interacting with each other. Of course, most will be little influ-
enced by what is going on in economic-sociology. But more and more
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economists and sociologists will want to and will be able to communicate
with each other.

Does this mean that more economists will become members of sociol-

ogy departments? As I said before: Yes, I think so, but it will be a slow
development and there will not be many of these appointments. And will
there be any sociologists in economics departments? Again: yes, there will
be a very small number. There is already at least one example; Peter
Mueser was a student in sociology at Chicago who was very much
influenced by economists. He attended our workshops and he learned a
lot of economics. And his first appointment was as an assistant professor
of economics—not of sociology—at Johns Hopkins. There will be other
sociologists like Mueser. The number of sociologists in economics depart-
ments will be extremely small, and not many economists will be in sociol-
ogy departments. But more economists will be working on sociological
problems and more sociologists will be working with rational choice
theory.

Q: In your vision, then, there will be small groups of economists and
sociologists interacting on the basis of their common interest in rational
choice. But most economists and sociologists, you say, will continue as
they always have and ignore one another. It does not sound to me as if
rational choice as you see it will lead to a more unified social science.

A: No, not in the next ten or fifteen years. But it depends on what the
time horizon is, and on the successes during the next decade or two. I do
believe that the rational choice framework is going to be very important in
sociology. I think it already is very important in sociology, but it is going
to be even more so. Rational choice theory will also continue to be very
important in political science, so that you are going to get much more of
a unified social science than there is now. But obviously it will be far from
a complete unification.

Take political science, where we can be more objective when discuss-
ing the use of rational choice methods. Most political scientists today are
not much influenced by a hard rational choice analysis. But some political
scientists are greatly influenced—including some with the most prestige
in the profession. At Harvard, you have Morris Fiorina and Kenneth
Shepsle, both of whom have been recruited during the last few years.
They are quite knowledgeable of and heavily influenced by economics.
Both, I think, have been trained at Rochester, which is a rational choice
political science department. Or take Carnegie Tech’s political science de-
partment, or the program in political economy that is being created at the
Stanford Business School. There are also other centers in this country
where you'll find political scientists working with rational choice theory.
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The whole movement is growing. And, T hear that the rational choice po-
litical scientists are getting the biggest salaries and are in the greatest de-
mand these days. Actually, these “political scientists” are half economists
and half political scientists; I don't know what you should really call them.
Maybe just people who are using rational choice on political problems.

In the longer run, there are going to be sociologists like that as well.
Whether they will get the prominence such people already have in politi-
cal science, I don’t know. 1 don’t see any reason why they wouldn't—I am
optimistic that eventually rational choice sociologists will be very impor-
tant members of the sociology profession.

1 have already indicated that traditional sociology’s concern with big
questions and with social influences on individual behavior will greatly
affect the evolving nature of economic-sociology. In this and other ways,
traditional sociology will most definitely influence even rational choice
approaches to economic and sociological phenomena. However, 1 am
skeptical whether major theoretical concepts from traditional sociology
will have a large influence on the development of economic-sociology
and the interaction between economists and sociologists. But sociologists
will have a large influence if they get solid grounding in rational choice
theory and develop confidence in its power to open up to analysis stub-
born social issues.
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James S. Coleman

I trerz 15 one person in the current debate on the relationship between
economics and sociology who plays a similar role in sociology to that of
Gary Becker in economics, it has to be James Coleman.! To the general
public Coleman is no doubt best known for his research on education,
especially through the two coauthored books Equality of Educational Op-
portunity and High School Achievement. However, at the same time, Cole-
man has been involved in a theoretical search for a new foundation for
modern sociology. In 1964 this resulted in the publication of the influen-
tial Introduction to Mathematical Sociology. After the 1960s, Coleman
began looking more seriously in the direction of rational choice for inspi-
ration. During the last few years, this tendency has intensified, and in 1986
he published a programmatic article on the use of rational choice in soci-
ology entitled “Social Theory, Social Research, and Theory of Action.” The
basic argument here is that sociological theory has stood still for half a
century and needs a totally new theoretical foundation, Together with
Becker, who Coleman was instrumental in bringing to the sociology de-
partment at the University of Chicago, he has also during the last few years
begun to build up an institutional structure for rational choice sociology.
For example, he helped develop a new magazine called Rationality and
Society, which was first published in 1989. This new journal “aims to foster
a new era in sociological analyses.” For many years, Coleman has also
worked on a major theoretical treatise in rational choice sociology, enti-
tled Foundations of Social Theory. The publication of this work will repre-
sent an exciting event in modern sociology. The interview with Coleman
was conducted while the manuscript for this new book was just being
completed. In the course of the interview, Coleman presents some of the
key ideas in Foundations of Social Theory and explains a few points, that
are likely to cause discussion.

The following interview with James Coleman was conducted in his home in Hyde Park in
Chicago on November 27, 1987.

! The following is based on Hunt 1985; Coleman’s vita; and his “Autobiographical Sketch,
I & 0” 1985.
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James Samuel Coleman was born in Bedford, Indiana, on May 12, 1926.
He first attended Emory and Henry College (1944-1946), and earned a
B.S. at Purdue University in 1949. He then decided to totally change his
profession from a chemical engineer to a sociclogist. He was later to write
in an autobiographical article: “My life can be divided into two parts, be-
fore 1 first entered Fayerweather Hall (the building in which sociology is
housed at Columbia), that is before Fayerweather (B.F.), and after Fayer-
weather (A.F.)” (Coleman 1985, 1). He was a research associate at the
Bureau for Applied Social Research in 1953-55 and got his Ph.D. in sociol-
ogy in 1955. Coleman first worked at the University of Chicago (1956
1959) and then at Johns Hopkins University (1959-1973). Since 1973, he
has been Professor of Sociclogy at the University of Chicago.

Q: You began your career as a chemical engineer. Why did you study
chemical engineering and what made you decide to switch over into soci-
ology?

A: I had always been pointed toward science and engineering, both by
my parents and by my interest in mathematics, chemistry, and physics in
high school. My parents had aspirations for me to attend MIT, but no
money for that, and anyway, World War II intervened, with very crowded
universities after the war. I got into the University of Louisville on a foot-
ball scholarship, but only got as far as football practice before enrolling in
Indiana University, where I was admitted in 1946 in the last minute. I
studied chemistry there but after one semester, transferred to Purdue Uni-
versity to study chemical engineering.

After graduating, I went to work in 1949 as a chemist at Eastman Kodak
in Rochester, New York. But I soon became dissatisfied with the fit-and-try
approaches to problems in organic chemistry that I was confronted with
(there was relatively little theoretical work in these areas at that time). I
decided to go back to school, either in physical chemistry, which I had
especially enjoyed as an undergraduate, or in social psychology, which I
had come to be interested in by taking an evening course at the University
of Rochester. I finally decided upon the latter, because regarding myself as
relatively indolent, I decided to choose the area that was of greater intrin-
sic interest to me, and could thus claim a greater fraction of my attention
throughout life. That is how I came to study sociology.

Q: Did you take any courses in economics during all of this? Or you
perhaps came into contact with it in some other way?

A: 1 took one course in economics as an undergraduate, which led me
to regard it as truly a “dismal science.” And I had little exposure to eco-
nomics while at Columbia in graduate school (I did sit in desultorily on a
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course of George Stigler’s or William Vickrey’s on price theory, but wasn't
much stimulated by it). I did have some exposure, however, to game-
theoretical ideas, at the Bureau of Applied Social Research, both through
exposure to von Neumann and Morgenstern’s book, and because it was
then and there that Duncan Luce and Howard Raiffa were working on
Games and Decisions (see Neumann and Morgenstern 1944; Luce and
Raiffa 1957). T had some interaction with Herbert Simon, who was apply-
ing some ideas from economics to sociological problems. Also, through
Paul Lazarsfeld, I had some interaction with Vickrey, with Franco Modigli-
ani, and with William Baumol. Some of the tasks Lazarsfeld set me to work
on involved exploration of the role that “utility” played in economic the-
ory. So I read some in economics at that time. Yet, I did not see much
value in carrying over the economist’s paradigm of rational action into
sociology. That was in large part because I was essentially a Durkheimian,
seeing the central problems of sociology in the study of how properties of
a social system affect individuals within that system. It was only after I left
Columbia that I got intrigued with a set of problems, and a ' way of looking
at them, that led me toward the path that I now take.

Q: Could you tell a little about this path that led to rational choice—
what your sources of inspiration were and the like?

A: It is a little bit hard to reconstruct that. There certainly were several
early points which were quite important. Probably the first was my listen-
ing to Homans at the University of Chicago, either in 1957 or 1958. It was
a presentation of a paper that was published in the American Journal of
Sociology in 1958, on social behavior as exchange (Homans 1958). It was
Homans' first movement in this direction, and it struck me as a very impor-
tant new direction. That was one element. Another element was that I got
a grant from the Carnegie Corporation in early 1960 or 1961 to use
games—actually, socfal simulation games—for high school education. I
got very interested in developing such games, and in the process of devel-
oping them, I came to the realization that one could think of what was
peculiarly sociological as not the actions of the players—you could take
them as given—but laying out the rules of the game; the structures within -
which the persons acted: giving them goals, and laying out an incentive
structure for them, and letting the system function. So I began to see
games as a sort of precursor to social theory, or, as a certain kind of social
theory. I had been a Durkheimian from graduate school on, but I had been
distressed for some time that much of the sociological work in the
Durkheimian tradition was work which looked at only one side of the
sociological problem, that is, the way in which the social environment
affects the individual and individual behavior. That was not all of Durk-
heim’s program, but it certainly was part of it. It was about the impact of
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society on individual action, or on individual orientations, and was best
exemplified by Suicide. The other side is something which in the early
days of my career I never saw as very important: the way in which a
person’s actions combine to create a functioning of the system. This is
much more a Weberian orientation; that is, Weber was closer to a kind of
action theory than probably any other major social theorist.

So two important events in my thinking about these matters were the
Homans presentation that I heard here in 1957 or 1958 and the develop-
ment of the games program in 1960-1961. Then there was another impor-
tant development, although this was somewhat later in the process, and
that was some comments I made on a paper by Talcott Parsons on the
concept of influence (see Parsons 1963). Although I thought that Parsons
did a lot of things very badly (if you read my paper you know how I felt
about it), nevertheless he got me thinking about certain things about the
functioning of systems (see Coleman 1963). One of the nice things about
Parsons is that even though his explanations are functionalist, he was in-
terested in the functioning of the social system, which lots of sociologists
were not at that point.

Q: I would now like to ask a few questions on rational choice. The first
has to do with methodological individualism. In several of your works you
talk not only of “the natural actor” but also of “the corporate actor,” that
is, a collective actor. How does this square with methodological individu-
alism?

A: Let me first say something about the corporate actor. The kind of
general program that I have is the following. One can, I think, take corpo-
rate actors as given for the purpose of some kinds of analyses or for cer-
tain kinds of theoretical purposes. At the same time, for other purposes,
one has to take them as problematic. In other words, I say that methodo-
logical individualism can work at more than one level. True methodologi-
cal individualism takes natural persons—the actions of natural persons—
as the only starting point and looks at the system of action that occurs
among these. But at the same time, one can use the same theoretical
framework if one were to start with corporate actors and make a micro-to-
macro transition to systems of these corporate actors. For example, for
some purposes, one could carry out an analysis of a system of action
among firms as actors, without going down to the individuals within the
firm. Now, that is not to say that one should not at certain points investi-
gate the functioning of these corporate actors and treat their functioning
as problematic. But for some investigations, one would be, I think, jus-
tified in taking corporate actors as having all the properties of an actor. By
having properties of an actor, I mean acting in a way to which we can

attribute purpose to them; that is, acting in a consistent way, and therefore
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not acting in a way that is somehow aberrant or peculiar, but in a way
which could be conceived of as purposive. Then one can examine the
way in which the systems of those actors function. The micro-to-macro
framework is a relative framework. At whatever level one finds actors
acting purposively, one can take that as a micro level and examine the
functioning of the system of those actors. But, as I say, for the fundamental
explanation, one also wants to take those actors as problematic.

Q: This answers my question about methodological individualism. Now
let me ask a question about purposive action, which is another important
principle of rational choice sociology. Economists usually just assign a
hypothetical rational purpose to the actor. Is this also your stance?

A: I am more inclined not to do that, but rather to infer purpose from
behavior; that is, to look at actions, and infer purpose from these. And that
can be done either through qualitative observation or through quantitative
observation. So the qualitative—quantitative distinction is not really impor-
tant for this theoretical framework. Investigations either in a qualitative or
a quantitative domain are equally important and appropriate.

One of the things that I have always been distressed by is the fact that
most quantitative work is work in which it is the behavior of individuals
which is taken as the thing to be explained. We therefore are not really
explaining the functioning of the system but just the behavior of individu-
als. One of the things I have gotten very excited about just in the last
couple of months is the way in which one can begin to use quantitative
data to explain not the functioning of individuals, but the functioning of
the system. Even though the data may be at the level of individuals, you
can study the functioning of the system. Now, that has always been more
true of qualitative observations, that is, it has always been easier somehow
to look in a qualitative way at the behavior of individuals and to somehow
synthesize one’s observations in one’s mind, so that one is actually de-
scribing the functioning of the system. If you look at a classic work like
Street Corner Society, you will find that William Foote Whyte was really
studying that group of boys or gang as a system, even though he was
making observations on individuals. We have never been able to do that
very well quantitatively. One of my aims is to bring together qualitative
and quantitative work, so that quantitative work does not go off ina
nontheoretical direction.

Q: Methodological individualism and purposive action are common to
most forms of rational choice. But to this you add, if I may cite your com-
ing book The Foundations of Social Theory, the two concepts of “control”
and “interest.” In fact, they play an extremely important role in your new
social theory. The way I understand it is that you basically use these two
concepts to reinterpret some of the central concepts of sociology, such as
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authority, power, and social movements. In fact, you erect a magnificent
theoretical building with the help of these two building blocks. I have two
questions here. First, would you accept this interpretation of your theory?
And second, could you say a little about the way you define these two key
concepts, “control” and “interests’?

A: Your reading is certainly right. What I attempt to do is to have an
extraordinarily simple system at the micro level, in which you have only
two kinds of elements: actors on the one hand, and something I call
“events” and sometimes call “resources” and sometimes call “goods” on
the other hand. So there is a little bit of slipperiness there with respect to
that. The two things that connect them are “interest” and “control.” The
principal role of “interest” in the theory is that it is the driving force, some-
what like utility is in neoclassical economic theory. In fact, in part five of
the book, I show the direct connection between interest and utility in my
formal model. So the connection is just a mathematical one. Interest turns
out to be a parameter associated with a particular resource or good in a
Cobb-Douglas utility function. So it is directly connected to utility, and it
plays the same role in the theory as utility does in neoclassical economic
theory. The thing that utility does is that it activates the actors. The princi-
ple of action depends on utility, on maximization of utility. The principle
of action here is that the actor acts in the way which will best realize his
interest. This is equivalent to saying that he maximizes his utility, but I like
to think of it in terms of interest because interest, I think, corresponds
more nearly to the natural way in which we think about persons’ orienta-
tions to action. :

As to “control,” there are really two slightly different things I mean by
that. As can be seen in the manuscript I am working on, one of these
comes to have a larger and larger place in my chapters. The two compo-
nents to control are “rights to control” and “de facto control.” Let us think
of resources as the thing being controlled. Resources are anything that
people are interested in. If I have “de facto control” over certain re-
sources, then I can exchange those. I can do whatever I want: I can con-
sume them or whatever. If I have “rights to control,” it is a different story.
The right to control is, for example, this: if I make a promise to someone
that I will do what they say, I transfer to them the right to control my
actions. If I make a contract with an employer by giving him the right to
control my action, it should be noted that my actions have a special char-
acter in that they are nonalienable. Since they are nonalienable, it is nec-
essary that I retain de facto control over them. That means that there is a
separation between rights of control and de facto control. That is also the
case in norms.
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I see the development of norms as the transfer of rights of control of an
action from the actor to other parties who are affected by the action. The
actor still retains de facto control of the action, but if there is a norm which
is generally accepted the others have a right to control it. So if there is a
non-smoking norm which comes to be generally accepted, then a person
who wants to smoke still can pull out a pack of cigarettes and light; but he
knows that if he does this, he will be subject to challenge. Ordinarily, if he
does 50, and if he accepts the legitimacy of that norm, he will ask someone
before he lights the cigarette, “Is it all right with you if I smoke?” He asks
for the right to smoke because, in fact, the right is now in #heir hands.
Before the norm existed he did not ask because the right was in Aishands.
But now the right is in their hands so he asks for that right back, and they
may Or may not give it to him. If he smokes without asking for that right,
then he can expect to be santioned in some way, and he can expect that
the others would feel justified in doing this.

Q: Would it be possible for your verston of rational choice to constitute
the basis for all the social sciences? The sense I get from your writings is
that you would indeed answer “yes” on this question—at least as far as
history, law, and economics are concerned; psychology is a different
story. Would you agree with this answer?

A: I think you have answered the question very much as I would. I
would see the theory of rational social action as a potential foundation for
all the social sciences except psychology, because psychology is con-
cerned with a different system. It is concerned with the persen as a sys-
tem, whereas sociology, law, economics, political science are concerned
with the social system as a system. They are concerned with different parts
of the social system in a sense, but nevertheless their object of study con-
sists of a system in which the elements are actors—either natural persons
Or corporate actors of some sort—and the system is a system of action
among actors. Psychology is a different kettle of fish because it is con-
cerned with how you can conceive of the action of a natural person. So 1
would not pretend to have much to say about psychology. .

Sometimes I have an idea that there can come to be a psychology in
which the same structure exists internal to the individual, and the values .
of particular resources or events for the system are his interests, since he
is the system. But that is only a kind of fanciful dream, and I really don’t
have it that well-developed in my mind. It is consistent with the notion . . .-
No, I don’t wan't to go into that. You're exactly right: I really don’t have
anything to say about psychology. One of the things I actually do not find
terribly interesting is all the work in variations upon rationality that is
being done now. For example, Jon Elster (1984) does a lot of this; Gary
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Becker (1981) is very much interested in these variations; and Tversky and
Kahneman (1981) and a lot of other cognitive psychologists are interested
in variations upon ways in which people are not rational. I am not inter-
ested in that at all; I'd much rather take a very simple structure at the level
of the actor, and then construct this edifice onto it.

Q: You have always been fascinated by law, it seems to me, and legal
thought has influenced your work in various ways. Would it be correct to
say also that the structure of your theory of social action is influenced by
your interest in this area?

A: Yes, very much so. In fact, the closest correspondence to law and the .

closest link to law which I have developed in the chapters of the manu-
script for my new book Foundations of Social Theory is a chapter you
probably haven't seen. It is the new chapter 30 (“Externalities and Norms
in a Linear System of Action™). What is interesting about this chapter is that
it is a chapter on norms but it shows very closely the connection between
norms and law, at least law conceived as the law and economics people
do, as leading toward a socially efficient outcome and law. I also have a
footnote in this chapter saying that if I were dedicating the chapters in my
book, I would dedicate this one to Richard Posner and Ronald Coase. I
would dedicate it to them for a very perverse reason, because Ronald
Coase in his paper on the problem of social cost argues that independent
of how rights are distributed, market transactions will lead to a socially
efficient outcome (Coase 1960). Posner argues that the role of a judge is to
bring about those socially efficient outcomes, which are not brought
about because of transaction costs (e.g. Posner 1983). So I say that there
is a kind of inconsistency between these two, even though they are both
part of the law and economics field. I showed this chapter to Posner, and
he gave me a set of extended comments on it. In these he generally agreed
with the things that I had said, although at some points I really come into
serious conflict with the law and economics people. But he insisted that
there was no disagreement between his orientation and that of Coase,
which certainly in principle there is not, even if I am right about this pecu-
liarity. So I see a very close connection at the interface between norms and
law, and all of this new chapter 30 is devoted to this problem. I see that
chapter as very central to my book because a lot of things culminate in that
chapter.

Q: Are there any legal questions other than the link between norms and
law that you find important in this context?

A: Yes, there is especially the law of agency. I see this aspect of legal
thought as probably less valuable to sociologists than the other ones that
I have just been discussing, because the law of agency is, I think, a quite
limited realm of law. Nevertheless, the reason I got interested in the law of
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agency was that here was the common law, dealing with a sociological
problem: how one person can get another person to act in his interest, and
what are the problems that arise in this particular structure. This fits in very
nicely with the fundamental conceptual structure which I have devel-
oped. The agent mixes his resources, which are ordinarily skills, and the
resources of the principal, but he is intended to use this combination of
resources wholly in the interest of the principal. And where all the prob-
lems in the law of agency arise is in the fact that his own interest intrudes.
He does not always act in the interest of the principal, but sometimes in
his own interest. So the whole question becomes whether it is possible to
have one person combine his resources with those of another and act in
the interest of another, and under what conditions this is possible. I think
this is a very interesting question. That is the way I first got interested in
law.

Q: And what about moral philosophy 4 1a Rawls? Isn’t that also another
aspect of law that has preoccupied you?

A: Your question about moral philosophy is really not so much about
law, but rather raises some philosophical questions. What I think is inter-
esting about moral philosophy is that it has always had an underlying
theory of action; it has always been based on a theory of action. One of the
reasons sociology lost contact with moral philosophy is because sociology
really lost contact with any kind of coherent theory of action. To reconsti-
tute a theory of action for sociology would allow it to come back into
contact with some of these questions which are normative and which
ought not to be ignored by sociology. Sociologists tend to be blind to
normative questions. I don’t think they should be.

Q: Let me ask about your relationship to neoclassical economics. It
seems, first of all, that your theory has been profoundly influenced by
neoclassical economics, and that you have a very high opinion of its
achievements. But there also seem to be some differences of opinion be-
tween you and the economists. You emphasize, for example, the impor-
tance of power, which is a topic that neoclassical economics by tradition
avoids. You also sometimes note that economic theory does not have a
place for interaction (as does game theory). .

A: There is much to be said on this issue. First, let me say that I have
great admiration for neoclassical economics. This is for the same reason
that I have extreme admiration for Newtonian mechanics. I see neoclassi-
cal economics as an elegant, almost logical system, as an elegant system
of action. My real hero is not Isaac Newton, but James Clerk Maxwell. He
took Newtonian theory and developed from it a theory of gases, the
Maxwell-Boltzmann distribution law of molecular velocities. I was fasci-
nated by Maxwell because he was also concerned with the micro-macro
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problem. He had a very simple and neat theoretical framework of dimen-
sionless molecules of any-gas acting according to the laws of motion, each
with a certain mass and velocity. And from this he constructed a theory of
gases. My admiration for neoclassical economics derives from my admira-
tion for Newtonian mechanics and its extension to statistical mechanics.

My differences with neoclassical economics lie primarily in two areas.
One area you pointed to, and that is that they have no place for power and
no concept of power. This was one of the points where Posner and I
differed. The thing that I have to make very certain that I emphasize in
chapter 30— practically will have to beat the neoclassical economists
over the head with it—is the whole problem of the interpersonal compar-
ison of utility. This is something which economists claim they cannot cope
with, and which they do not cope with; they say you cannot carry out
interpersonal comparisons. My central point here is that in any action sys-
tem, the constitutional allocation of rights is what gives (implicitly or ex-
plicitly) the interpersonal comparison; and that this interpersonal com-
parison gives different weights to different persons’ interests. Basically
this constitutional allocation of rights ends up in the formal model giving
certain weights to different persons’ interests. The weight that it gives to
different persons’ interests is another term for power. So it is very explicit
in this theory that even if you keep to the extraordinarily simplifying as-
sumptions of neoclassical economics—perfect information; perfect mix-
ing of persons in the market, so there is no segmentation in the market, no
structuring of the market; and so on—the differential weighting of differ-

~ent persons’ interests constitutes the interpersonal comparison, which 1
think economists have been looking for all this time. And that constitutes
power, which in my system plays the same role as wealth in the economic
system. In other words, in my system—if it were applied to economics—
power and wealth are equivalent. But when you deal not just with eco-
nomic resources but also with other resources (including things involving
collective actions), then it can be better interpreted as “power” rather than
as “wealth.” So that is a very fundamental difference that I have with the
neoclassical economists.

The other fundamental difference I have with economists is that I think
they took the wrong path in the micro-to-macro transition. They took a
path in which they left the utility function as a general function. They did
not specify the utility function except to specify it qualitatively. They put
two constraints on it: that the first derivative is positive and that the second
derivative is negative, so you end up getting a typical declining marginal
utility. What this has done is that it has restricted them in most of their
theoretical work—until economics got very mathematical—to dealing
with two or three goods at one time. Neoclassical economics as a price
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theory can almost be identified with plane geometry! I think that was a
mistake. What that cost them was the ability to cope with a larger system.
The economists repaired this, and had all sorts of devices to do that. But
I think the correct thing to have done, which would have gotten them a lot
farther, would have been to make a simplification by assuming a particu-
lar utility function. If you assume the right utility function, a Cobb-Douglas
utility function, then you can get what I call “a linear system of action.”
Nearly all of econometrics is studying partial equilibrium; but if you as-
sume the right utility function, you can study “general equilibrium.” You
can study equilibrium of the system, even though it is a subset of the
whole system, and not just the supply side or the demand side. And you
can do this quantitatively. That's what I am most excited about right now:
the fact that if you do make this specification of the utility function, then
you are able to do quantitative analysis which is unlike most quantitative
sociological research in the sense that it does not focus on individual be-
havior, even though the variables are measured on individuals. Instead it
focuses on the behavior of the system. But economists did not do that.
And as a consequence, in their econometric analysis, they seldom deal
with general equilibrium but instead with partial equilibrium.

So those are my two major disagreements with mainstream economics.
You mentioned a third one, which has to do with game theory and the fact
that neoclassical economics does not use game theory. It does not—but
certainly the kind of neo-neoclassical economics does, so that is not really
any kind of central difference.

Q: There is one question which a colleague of mine, Tom Colbjgrmsen,
wanted me to ask you. He wondered whether it is true that in the future
the sociologist might very well be reduced to becoming a kind of “scout
for the economists”? The sociologist finds something of value to the econ-
omist—say norms in the workplace—and brings this information back to
the economist, who works it into his or her models, only to send the soci-
ologist out into the field again to find something new of interest, which
can then be used by the economist, and so on.

A: I think the answer is “no.” I think that the economists have shown -
certain kinds of fundamental narrowness and blindness, and that it will
rather tum out that economics will become a kind of subdiscipline of
sociology in the future.

Q: I was going to ask you what you think about economic sociology
and whether you approve of it, but from your answer [ think this is self- -
evident.

A: There is an old aphorism that war is too important to be left to the
generals. Well, economics is too important to be left to the economists. I
think there ought to be an economic sociology just like there is a political
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sociology. I think that somehow sociologists were scared off . . . maybe
not scared off economic sociology, but somehow the economists came to
create the illusion that there were no sociological processes in what is
narrowly construed as “economic behavior.” The minute you begin to
look at these things, however, there clearly are. Economists cannot ex-
plain bank panics; sociologists have come a lot closer to that than they do.
Economists cannot explain all kinds of things. And I think that they are
beginning to recognize that now. So I think that economic sociology is
almostvirgin territory, which is really a very important direction to pursue.

Q: My final question has to do with your present work on a rational
choice theory of social action. What is needed to complete it?

A: One of the things that has been inhibiting me for a long time from
completing my manuscript is that I was not able to see how I could con-
nect the theoretical work to research of the sort that I am used to, that is,
to some kind of quantitative research. Now I have found that I can do that.
So one whole branch of work ought to be to use the same kind of quanti-
tative tools that we have been using for studying individuals to begin to
study organizations and social systems. That would be the empirical side
of my argument. The theoretical side I have just begun to sketch out, but
it is as if I am just beginning the task, I am, for example, probably least
satisfied with respect to authority systems. If I have done anything with
respect to authority systems, the principal thing has been to do what I
always accused Parsons of doing, and that is just to create a set of catego-
ries. I have defined “simple” and “complex authority systems,” “conjoint”
and “disjoint authority relations.” I have tried to do a little bit more than
that; there are some things that do not appear in the version that you have
looked at. These include the conditions under which what we think of as
charismatic authority will arise, and a few other things like that.

But I am really dissatisfied with that also. All I will have done is kind of
show the building blocks for the structure, and the structure remains to be
built. All I will have done is point to a direction. For example, part one of
my manuscript shows how rights come to be exceedingly important in this
way of looking at things. You may have seen a paper I wrote, called “Polit-
ical Money,” which is reprinted in the collection Individual Interests and
Collective Action. It asks the question, what are the differences between
political power and money as economic power? How can you logically
characterize the differences between these two? I have later developed
the points in that article as one of the chapters in the book, which is called
“Forms of Rights and Forms of Power,” and I think it represents a kind of
scratching the surface of a whole theoretical development about the “forms
of rights.” T think a very deep exploration of rights on the border lines
between political philosophy and sociology is an extremely fertile field.
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So to get back to your question: what needs to be done to complete my
theory of social action? The answer is that I see this work as only having
begun development of the appropriate theoretical structure. What is nec-
essary for any discipline is an internally consistent theoretical core of con-
cepts. Sociology does not have that core. My book is an attempt to provide
it. But it’s only a core, only the beginning of the theory.

References

Becker, Gary. 1981. A Treatise on the Family. Cambridge: Harvard University Press.

Coase, R. H. 1960. “The Problem of Social Cost.” Journal of Law and Economics
3:1-44.

Coleman, James S. 1963. “Comment on ‘The Concept of Influence’ (by Talcott
Parsons).” Public Opinion Quarterly 27:63-82.

. 1964a. “Collective Decisions.” Soctological Inquiry 34 (Spring):166-81.

. 1964b. Introduction to Mathematical Soctology. New York: Free Press.

. 1966. “Foundations for a Theory of Collective Decisions.” American Jour-

nal of Soctology 71:615-27.

. 1973. The Mathematics of Gollective Action, Chicago: Aldine Publishing,

. 1974. Power and the Structure of Society. New York: W. W. Norton.

. 1975. “Review Essay: Inequality, Sociology and Moral Philosophy.” Ameri-

can Journal of Sociology 80:739~64.

. 1982. The Assymetric Society. Syracuse, N.Y.: Syracuse University Press.

. 1984. “Introducing Social Structure into Economic Analysis.” American

Economic Review 74(2):84-88.

. 1985. “An Autobiographical Sketch, I & I1.” Unpublished manuscript.

. 19862. Individual Interests and Collective Action. Cambridge: Cambridge

University Press.

. 1986b. “Social Theory, Social Research, and a Theory of Action.” Ameri-
can Journal of Sociology 91:1309-35.

Coleman, James S., et al. 1966. Equality of Educational Opportunity. Washington,
D.C.: U.S. Government Printing Office.

Coleman, James S., Thomas Hoffer, and Sally Kilgore. 1982. High School Achieve-
ment: Public, Catholic, and Private Schools Compared, New York: Basic Books.

Durkheim, Emile. 1951. Suicide: A Study in Sociology. New York: Free Press. Orig- -
inally appeared in 1897.

Elster, Jon. 1984. Ulysses and the Sirens: Studies in Rationality and Irrationality.
Rev. ed. Cambridge: Cambridge University Press. Originally appeared in 1979. .

Homans, George C. 1958. “Social Behavior as Exchange.” American Journal of
Sociology 63:597-606.

Hunt, Morton. 1985. “The Dilemma in the Classroom: A Cross-sectional Survey
Measures the Effects of Segregated Schooling (on James S. Coleman).” In Profiles
of Social Research, 51-97. New York: Russel Sage.




60 Chapter 2

Luce, R. Duncan, and Howard Raiffa. 1957. Games and Decistons: Introduction
and Critical Survey. New York: John Wiley.

von Neumann, John, and Oskar Morgenstern. 1944, The Theory of Games and
Economic Bebavior. Princeton, N.J.: Princeton University Press.

Parsons, Talcott. 1963. “On the Concept of Influence.” Public Opinion Quarterly
27:37-62.

Posner, Richard A. 1983. The Economics of Justice. Cambridge: Harvard University
Press.

Tversky, Amos, and Daniel Kahneman. 1981. “The Framing of Decisions and the
Psychology of Choice.” Science 211:453-58.

Whyte, William Foote. 1943. Street-Corner Society. Chicago: University of Chicago
Press.

George A. Akerlof

Gzorce AxerLOF (19405 is the youngest of the economists interviewed
in this book. His contribution to the debate between economics and soci-
ology can be described as the very opposite of Becker’s. Instead of trying
to use the economists’ model to explain noneconomic behavior, Akerlof
is concerned with introducing elements from the noneconomic social sci-
ences directly into the economic analysis. The basic premise is that if you
use new behavioral assumptions in economics, several of the problems
that have long baffled economists will come closer to a solution. Among
these, Akerlof considers unemployment to be by far the biggest challenge.

The approach that Akerlof advocates can best be studied in his collec-
tion of essays entitled An Economic Theorist’s Book of Tales. The most
famous of these is “The Market for ‘Lemons’,” which illustrates Akerlof’s
general approach in that a new behavioral assumption, asymmetric infor-
mation among the economic actors, is introduced directly into a conven-
tional neoclassical model—and with surprising results. The book argues
enthusiastically that the very absence of economic models that take non-
economic social science seriously today allows for a whole new field to
be opened up: “psycho- socio- anthropo-economics.” If economists can
come up with a natural research agenda here, Akerlof says, this new field
might become as exciting as mathematical economics. In this interview
Akerlof is, among other things, asked about the background to his book
of tales: what has been accomplished in this new type of economics since
the book appeared in 1984, and how he sees the future relationship be-
twen economics and sociology.

George Akerlof is the son of Gésta Akerlof, a Swedish chemist and in-
ventor who emigrated to the United States in the 1920s, and Rosalie
Hirschfelder Akerlof. He was born in New Haven, Connecticut in 1940. He ~
earned his undergraduate degree from Yale University in 1962, and his
Ph.D. in economics from MIT in 1966. Since 1966, he has mainly worked
at the University of California at Berkeley. He has also spent some years

The following interview with George A. Akerlof was carried out in Palo Alto, California, on
April 30, 1988.
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abroad as an economist. During the period 1967 to 1968 he was as at the
Indian Statistical Institute in New Delhi, and from 1978 to 1980 he was at
the London School of Economics. He has held various nonacademic posi-
tions, including one at the Federal Reserve Board from 1977 to 1978.

Q: How did you become interested in economics? Did any teacher play
a key role in this?

A: I guess I was always interested in economics. [ am not sure that it was
any specific teacher who influenced me to go into economics. It was more
likely that some teacher could have influenced me the other way around.
When I entered Yale in 1958, they had you fill out some form about what
you wanted to do. It was the first day of my freshman year, and I filled out

that I wanted to be a professor of economics. Later I was actually quite
surprised that I knew something like that so much in advance.

But I think that I have always had an economic view of social relations
and of history. This goes quite far back. When I was eight and lived in
Pittsburgh, Pennsylvania, I remember that in either second or in third
grade you were supposed to write a letter to Santa Claus and say what you
wanted. I wrote to Santa Claus and said that [ wanted a factory. Well, there
were lots of factories in Pittsburgh, and my idea of course was that if you
had a factory, you didn’'t need to ask for all these other things, like toys
and so on.

SoI can remember having been interested in economics at a very young
age. And this continued. I recall in my junior or senior year in high school
that we had to write a big history paper. I think most people wrote their
papers on something political. I wrote mine on Ivar Kreuger.

Q: What about the teachers you have had in economics? Which were
the most important to you at MIT in graduate school?

A: Robert Solow was by far the most important. But I didn’t have that
many teachers. One reason, I think, was that there were fewer people on
the MIT faculty than there are now. So there were Solow and Samuelson,
of course, and they were pretty influential. Modigliani was also at MIT, but
the first year I was there he was teaching in the business school. It was

only in the later years that he began to have a lot to do with the economics
students. But I was never that influenced by him.

So Solow was very influential. This was at a time when MIT was into
growth theory. If you go back and look at the issues of The Review of
Economic Studies in those years, it is genuinely shocking because there is
almost nothing but growth theory. And that is not an exaggeration. But
Solow was an excellent teacher, and he is a really good economist.

George A. Akerlof . 63

I also took a course in algebraic topology at Harvard from a very good
mathematician, Raoul Bott. I think that Bott and Solow were the two peo-
ple who influenced me the most. Bott was important because he didn’t
just teach you algebraic topology, which may or may not have been inter-
esting, but somehow he also taught you how to think about mathematics.
He succeeded in making you see what was the key to a mathematical idea,
and the rest he considered to be details. I have had a large number of math
courses, and teachers differ quite a bit in their styles. Some people just go
through the details and the proofs. Bott, who was clearly the best person
I ever had, rather laid out what the key idea was.

Q: What about courses in social sciences other than economics? Did
you, for example, take any courses in sociology?

A: Ididn’t take any at all as a graduate student. I think I took two courses
outside the economics department at MIT. Remember that one only takes
courses for two years, so we are talking about eight courses. I took the
course in algebraic topology I have already mentioned and which lasted
for two terms. And then I took a course in optimal control theory in the
electrical engineering department.

Q: So it wasn't really until after your graduate education was over, that
you started to read the sociology upon which you draw in your writings?

A: That's right. [ had had a reasonable amount of history but I had never
read anything in the other social sciences. But let me give you a little bit
of background and history here. I think I had read virtually nothing in
psychology, sociology, and anthropology until one year after graduate
school. I came to Berkeley in 1966 and then I went to India for a year. On
the way back from India I got a copy of Ruth Benedict's The Chrysanthe-
mum and the Swordon Japan. I really liked that, and I then started to read

- a lot of cultural anthropology.

After being to India I understood that economic systems don’t necessar-
ily work as they do in standard economics, where markets always clear.
The caste system somehow provided me with an alternative model for
how economic systems might work, and I wrote a paper on that called
“The Economics of Caste and of the Rat Race and Other Woeful Tales.” I’
had finished the paper by 1973 and it then came out in 1976. During these
years in the 1970s I was getting more interested in sociological types of )
issues, but I didn’t read any formal sociology. I think that most of what I
read was actually in anthropology. i

It wasn't really until I gave a seminar at Yale in 1978 on the caste idea
that I began to seriously read sociology. What happened was this. At the
seminar Tjalling Koopmans asked me if I had read any sociology. No, he
probably put it more politely and asked whether there was any relevance
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of sociology to my work. I of course said, “Oh yes!” But when I thought
about it, I realized that I literally didn’t know what sociology was. At the
time I was working at the Federal Reserve in Washington, so when I came
back from Yale I went to the George Washington University (G.W.U.)
Bookstore and got the textbook for the intermediate sociology course. It
was a book by Lewis Coser called Masters of Sociological Thought, which
was actually very good. So then I decided I really liked sociology and I got
hold of Merton’s Social Theory and Social Structure. | read this book very
carefully—twice as a matter of fact, making lots of notes in the margin—
and I liked it very much. And then I read George Homans (e.g., 1950).
Merton and Homans are the two people in sociology I have found easiest
to read and to understand. I have actually been looking for more people
like that, but they seem hard to find.

Q: What about Max Weber? Did he make any impression on you?

A: Not quite so much. I think I liked Durkheim better, and I have actu-
ally used him a little bit. But I don't think I have ever used Weber. What
happened was this. When I got back to Berkeley in 1980—I taught at the
London School of Economics for two years, from 1978 to 1980—I tried to
take some sociology courses. I took the first year graduate class, and we
read Weber, Marx, and Durkheim. I actually didn’t find them that useful.
Somehow I think that sociology has a very different approach to theory
from economics. In sociology it is still a little bit like the way economics
was taught under Schumpeter. You go through the classics, and you try to
figure out what the classics say. Somehow it is hard to have patience with
that, once you have been trained as an economist. Maybe I just never had
the patience with the sociological classics although I have gone through
the classics in economics. Incidentally, I think that today you would find
that virtually no students have gone through the classics in economics.
Somehow it is a different way of thinking today.

Q: From An Economic Theorist’s Book of Tales it is clear that you have
developed a very distinct approach to economic theory in which social
influences play an important role, not to say the key role. When did it
occur to you that it was possible to do economic theory this way? When
was “psycho- socio- anthropo-economics,” as you call it, invented?

A: I think it emerged gradually. The first thing I wrote in this genre was
“The Market for ‘Lemons’.” That paper has been quite popular. It was easy
to write, and 1 have never quite understood why the main idea wasn’t
obvious. Somehow that paper gave me a style for how to do economics.
People seemed to like it, and that makes you think about what’s good and
bad in it. I guess I liked it myself too.
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I think I duplicated it—not one hundred percent self-consciously but at
least subconsciously—in doing “The Economics of Caste and of the Rat
Race.” That paper was a little bit more sociological than “The Market for
‘Lemons’,” although the latter was in some sense sociological too, at least
in relation to the economics of the time. But maybe I should go into a little
bit of history here. As of 1966, when I wrote “The Market for ‘Lemons’,”
there was almost nothing about information in economics. There was no
reason why there should not have been, but there just wasn’t. It was sim-
ply not part of the tradition; you can say there was a taboo against writing
about information in economics. So I sent my article off to various jour-
nals—and what happened is an indication of the extent of that taboo.

I first sent it to The American Economic Review. They sent back a rejec-
tion, saying that the paper was amusing but they didn't want to publish
such trivial stuff. I then sent it to The Journal of Political Economy. They
rejected it too, and said that it was wrong. From what 1 can remember—
unfortunately I don't have these letters any more—they claimed that ac-
cording to my argument there couldn't be a market for eggs either. How
could there be a market for something like eggs, they said, if people were
so worried about quality? So they felt that what I said was wrong; the
paper shouldn’t be published. That may have been a thoughtful review.
Anyway, after that I sent it to The Review of Economic Studies, where
actually one of the editors had suggested that I send it. But they turned it
down too. They said that they didn’t want to publish such trivial stuff. And
then I sent it to The Quarterly Journal of Economics, where it was luckily
accepted.

The whole process clearly took some time, and I think the reason was
this taboo against discussing the role of information in economics and,
more generally, against introducing new topics into economics. Somehow
there are certain frameworks that people are supposed to think in and
which are acceptable. If you go outside these, then people don't know
exactly how to deal with it. You'd think that people in this situation would
be leaning over backwards and say, “Well, this paper might have some
merit to it and maybe we should publish it.” But people seem in fact more’
likely to do the opposite. .

So to get back to the topic: How did I develop the approach of “psycho-
socio- anthropo-economics?” “The Market for ‘Lemons’ ” gave me a kind
of format, a way of thinking about things, or at least a style which seemed
to make it possible to do things where maybe you could bring in new
ideas into economics. The next step was the article on “The Economics of
Caste and of the Rat Race.” I actually did not believe that the part on caste
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could be published. So in some sense what I did was I took the rat race
part and just added the caste to it. I don't think that they go very well
together actually. But one of the reasons they are there is that I knew that
the rat race part was acceptable. The caste part I sort of just put in, but in
my opinion it was that part that was the interesting bit. The rat race part
was basically just “The Market for ‘Lemons’ ” revisited, while the caste bit
had a new structure. Caste economies are very different from traditional,
competitive economies of traditional economics.

I guess at that point, after having written two essays of this sort, I
thought I understood the style. The whole process is difficult, and there
are really two problems involved in something like this. One is that you
have to have a style which is acceptable. The other is that you have to
have some ideas. And the two are probably independent.

Q: What exactly do you mean by “style” in this context?

A: I don’t know quite what I mean by “style.” But you have to have
some kind of way of writing your ideas and of putting them into frame-
works, which are acceptable. I think one of the things that my models
have and that some other people’s models don't have is that, because 1
have such a good classical training in economics, what I was able to do
was to combine some new elements with a very standard sort of neoclassi-
cal economics. And I think that this combination of old and new is a good
thing; I don’t think it's a bad thing. What you want to do, is to point out
how you can modify the way people are currently thinking if they had just
a little bit of a broader mind. Of, say, if they were concerned with certain
issues which are very important in the way other people think. Econo-
mists, for some reason or other, want to isolate the world into only eco-
nomic issues. But it is possible—in fact, it is probable—that noneconomic
issues are going to alter what the fundamental structure of economics
looks like.

Finally, one of the things that has interested me the most in economics
is unemployment. [ have always felt that this was both an interesting prob-
lem—interesting because standard economic theory finds it difficult for
unemployment to exist—as well as an important and potentially solvable
economic problem. You want to work with problems which you think are
interesting in some way, and which you can do something interesting
with. By “interesting” I mean something other than what would appear to
someone with just good common sense. In all of the papers that make up
An Economic Theorist’s Book of Tales, irrespective of what they may come
out looking like in the end, the basic concern has been, “What does unem-
ployment look like?” “The Market for ‘Lemons’,” for example, might be
about microeconomic structures, but what got me thinking along those

DR
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lines was that I wanted to know why there was such a big cycle in pur-
chases of consumer durables. The cycle in durables is a cause for fluctua-
tions in aggregate demand and therefore in unemployment. I was thinking
about why the purchase of cars was so variable. And for that I had to
answer why in fact people purchased cars rather than rented them. If peo-
ple rented cars, then T thought—and this is probably not true but it could
possibly be true—that the purchases would be much more stable over the
course of the business cycle.

Q: I have difficulty in seeing that all the essays in your book are inspired
by unemployment. One of my favorites—“Loyalty Filters"—seems, for ex-
ample, to be much more focused on general issues of what’s right and
wrong. ,

A: I should maybe have said that almost all have been motivated by
unemployment. “Loyalty Filters” is about something else, which 1 thought
was very important and that the economists were missing. “Loyalty Fil-
ters” is about how people change as a result of their experiences. If such
changes occur, standard welfare theory is considerably altered.

Q: In one place you and Janet Yellen write that in 1982 you “provided
the first explicitly sociological model [of unemployment] leading to the
efficiency wage hypothesis” (Akerlof and Yellen 1986, 8). Could you ex-
plain what is “sociological” about this hypothesis? Also: How do you feel
that your hypothesis from 1982 is holding up in today’s debate about un-
employment?

A: What is sociological about the model is that unemployment develops
because of group behavior. In traditional (nonsociological) models in
economics, all agents {consumers, businessmen, etc.) are individually
maximizing. In my “gift exchange” model, unemployment develops be-
cause workers care about their coworkers. This limits the firm’s ability to
impose efficient contracts which would be market-clearing (with market-
clearing contracts there is no unemployment).

I believe that some form of sociological theory is necessary to explain
above-market clearing wages. Empirically, the character of wage differen-
tials also supports such a view. The popular “insider-outsider” theory is,
ultimately, based on collaboration of workers, which puts limits on con-
tracts. In sum, there is more reason to believe, in 1988, that unemploy-
ment has sociological roots than in 1982, because of a lot of good subse-
quent work on efficiency wages, including the work on wage differentials |
and “insider-outsider” theories.

Q: When I first read your book of tales, T just assumed that your special
approach to economics—“psycho- socio- anthropo-economics’~—was
applicable to all types of economic problems. But after reading the book
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more carefully a second time, I get the impression that there are only some
issues that your approach really covers. In one place, for example, you say
that “for most types of economic behavior, the economists’ model is prob-
ably quite adequate” (Akerlof 1984a, 123). So what exactly is the scope of
your new type of economics?

A: I think that the approach in my book is probably applicable to the big
problems, to the really big things that we don’t yet understand in econom-
ics. I think it is probably applicable to the question why underdeveloped
countries are so poor. We don't yet have a simple economic mode] that
explains that. There must in all likelihood be other factors which explain
this than the conventional ones. And it is the same with unemployment. It
seems to me that also here the dominant factors why these markets aren’t
clearing are sociological or psychological.

So I think that my approach can be used for the things that I really care
about in economics, which are mainly unemployment in modern econo-
mies and why poor countries are so poor. I know that many economists
care about a lot of other issues. I am actually always surprised at the range
of issues other people care about. Most of today’s economics therefore
falls outside of the two areas I am interested in. And it's exactly there that
conventional economics really works; it explains why you can always get
spinach in New York and so on. On the whole, I think that economics is
really very, very good. But economists tend to take themselves too seri-
ously. They think that economics covers everything. In my opinion, how-
ever, you will need sociology and psychology to solve questions like un-
employment and the poverty of certain countries. Still, it is unclear how
far the good use of sociology and psychology actually extends.

Last year I taught a course with Danny Kahneman on psychiology and
economics. It was actually an interesting course. I think we each had our
own misconceptions about what could be accomplished. He believed that
you could just take his type of insights and make good economic theory
out of them. So with the help of prospect theory you should be able to
make interesting economic models (for prospect theory, see Kahneman
and Tversky 1979). I believed that he did very nice experiments and inter-
view type of work, and that if we listened to him, we could carry it over
into economics. But I think that each of us had his disappointments. A
problem with his thoughts about prospect theory is that prospect theory
may be tremendously interesting, but will you get good economic theory
just by using prospect theory? Well, maybe not. What you typically would
have would be a story whereby people behave in a certain way; and then
you add this to the economic theory. So somehow what you do is you
have your old economic theory, and then you have, in addition, the fact
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that people behave in a certain way. And somehow you don’t get some-
thing new and richer just because you have added prospect theory. What
you get is what you would expect if you just add prospect theory to stan-
dard economics. ‘

So the really tough thing with incorporating psychological, sociological,
and anthropological elements into economic theory is to somehow come
up with ways in which you have something interesting to say. It is not very
interesting to say that people behave according to standard models and
that they deviate exactly the way you would expect them to deviate, if -
they behave psychologically different. That's actually where unemploy-
ment becomes very interesting. Let me explain. If standard economic the-
ory basically says that you can’t have unemployment or that it’s very hard
to have unemployment, and if sociology or psychology in that situation
explains equilibrium with unemployment, then that is interesting. You
have somehow changed the fundamental structure of the problem in an
interesting way.

Q: So what you are saying is that the basic thrust of your approach is to
take, say, some sociological ideas and then incorporate them into conven-
tional economic theory in a novel way? You can't just add economics and
sociology together; there has to be some kind of surprise element in their
encounter?

A: Yes, that is somehow what has to happen before you can get some-
thing that's interesting in some way. But it is not clear how many areas
something interesting is really going to happen in, at least not something
that is theoretically interesting. And theoretical is not the same as empiri-
cal here. I think that there are probably plenty of areas in which you can
combine economics and sociology and get lots of empirically interesting
results. Shiller, for example, is doing all kinds of interesting work on finan-
cial markets (see Shiller 1979, 1984). Just by getting himself out of the
economists’ null-hypothesis that all markets clear and that everybody is
perfectly rational and maximizing, is pushing him into all of these interest-
ing ways of asking economic questions.

Q: The way you incorporate sociological elements into economic theo- -
ries still puzzles me. In your article on cognitive dissonance, for example,
you say that it is necessary to “translate the psychological theory [of
Festinger and others] into concepts amenable to incorporation into an
economic model” (Akerlof 1984a, 124). But in this conversation, that
doesn’t seem to be what you are after. Maybe it’s a kind of “mutation” you
are looking for rather than “translation?”

A: Right, and that is probably why these analyses are more difficult than
meets the eye. Because, frequently, putting together economics and soci-
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ology doesn't yield something that is necessarily so interesting. I referee a
lot of articles, and what you often see is just not interesting. It is as if they
proposed to add “a” and “b”; and that’s exactly what you get: “a+b.” _

One thing about the economic model is that it always gives you a null
hypothesis. It gives you some kind of base, and then you can figure out
how all kinds of deviations would modify that. So, one of the reasons in
my mind why economists don't really need to think too much about soci-

‘ological and psychological phenomena—at least not from a theoretical
viewpoint—is that in a lot of cases, you simply know what the results will
be. You can take the standard economic model, and see how things will
deviate from that when people have imperfect information, when they
deviate psychologically or whatever—and you sort of know how the sys-
tem is going to work out and how it will deviate from optimality. This is a
very nice thing about economics, namely that it really gives you some
basis with which you can compare what will happen when people behave
sociologically. And in most cases, of course, you don’t get a surprise. You
get exactly what you'd expect.

But one of the problems with all of this is that economists, instead of
taking the economic model as some kind of basis against which to com-
pare the real world—which is going to be different with people acting
differently—often think that the economic model is the world. What a
very large number of economists do, and which is just beyond all bounds
of belief, is that they simply start their work as if the economic model is the
world and then go out and merrily estimate things which they should
never have thought of estimating in the first place. That's why you can get
a kind of economics which is very blind and foolish. A lot of rational
expectations economics is based on the idea that markets clear instantly
and that people have these rational expectations. But it is simply not pos-
sible to believe that people behave quite so literally according to the eco-
nomic models. The interesting thing about these models is only that in
some sense they give you some kind of backdrop against which you can
compare the real world. And in the real world people will perhaps behave
according to the model in some ways. But in many ways they are going to
behave quite differently.

Q: In the introduction to your 1984 book you say that “psycho- socio-
anthropo-economics” is not yet a field; and that to become one, it has to
get a “set of problems with a natural research agenda” (Akerlof 1984, 6).
Now, this was written about five years ago. What progress has been made
since 1984? And has your type of economics become a field yet?

A: That's an interesting question. I think that my approach has actually
had an impact on macroeconomics. I guess there are two areas where it
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seems to be important. One is macro, where I think that the Keynesian
revival—which is considerable now—is partly due to efficiency wages
and near rationality models (see Akerlof 1982; Akerlof and Yellen 1985a,
1985b, 1986). I guess that ten years ago you didn't find younger people
working on Keynesian economics. But you do now. I went to the Brook-
ings Panel Conference three weeks ago, and there were lots of people
there working on Keynesian economics. And then there is the area of
financial markets, where I think Shiller does the same type of work; he
views financial markets very much in sociological terms. There’s also Dick
Thaler, who'’s doing a lot of work which relates macro to financial markets
(see Russell and Thaler 1985; Kahneman, Knetsch, and Thaler 1986). So
he is somebody else in this field. If you went back five years ago, you
wouldn’t find things like that.

I guess that this is just the beginning of a field. It's a little bit eclectic
what people do, but that’s of course what this field is supposed to be. 1
think that the work that is being done in this field is quite good, and I think
it's quite interesting. Of course there is the question why it doesn't attract
more graduate students. I think one reason is that the work is difficult to
duplicate. It is not exactly obvious what you should do when you dupli-
cate it. Another reason has to do with the fact that graduate training in
economics is very demanding and technical. What is probably going to
happen is that we are going to get people later in life gradually deviating
into this area. I think we will be getting people who start out doing very
standard classical economics and then find it unsatisfying because it
doesn’t answer their questions that well.

Let me also add something else about the course with Kahneman. It is
clear that the idea we had that there was a simple recipe there for good
work was wrong. But there is one student, Mark Carey, who is getting
something great out of the class and who is going to do a really superb
thesis. The topic involves an interpretation of the farm crisis, which I think
will answer some very important questions. What happened is basically
that the most optimistic farmers took over the market; they dominated the
market and they bid up the land prices. The reason that they were able to
take over the market was that they were provided with almost unlimited
funding by federal agencies, which gave credit to the farmers. At the time
that they did this, the banks already knew that the land prices were over-
valued. The key idea in this analysis is perhaps that people have nonmax-
imizing behavior in some way or other; that they don’t go around maxi-
mizing all the time. I think that is a key idea and that it is going to catch on.

if you go back to the dark old days—that is, to the 1970s—it was consid-
ered that proper theory meant that people were supposed to be maximiz-
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ing. I think that what is proper theory today is that you have to assume that
some people are maximizing, so that there are some people who will take
advantage of profit opportunities if they are available. But you can allow
all other people all sorts of deviant behavior. It is usually also the case that
the maximizing people do not totally dominate the market; the nonmaxi-
mizing people have some influence too. The nonmaximizing people may
even take over the market and for a while make the market. And thatis the
proper form for an economic model today.

So I think these ideas are having an influence on macroeconomics
today and I think they are having an effect on finance. And that is a good
share of economics. There is clearly lots of economics which is still overly
dependent on maximization and a type of maximization that is much too
finely tuned. And it will probably continue to be like that for a long time.
But I think that there has also been a pretty rapid growth of nonmaxi-

'mizing economics. And partly because it makes good common sense, [
think it’s going to continue to grow. Maybe it will be a little bit harder to
do this new type of economics—because it's not out of a recipe book—
but I think it is also going to lead to good innovating empirical work. I
guess Shiller is an example of someone who's precisely doing good em-
pirical work that way. Also this thesis which I was talking about will be a
good piece of empirical work.

So on the whole I think that this new kind of economics is doing pretty

well. I think it has already changed the standards for what good economic
models are. But I guess we'll also have to wait and see.

Q: I would be very interested to hear your opinion about both “eco-
nomic imperialism” and the attempt that is presently taking place in soci-
ology to recast sociology on the basis of rationality. Do you feel it is at ail
possible to extend the economic model into the other social sciences? And
what is your opinion about this “rational choice sociology™? Is that the
kind of sociology you would use in your models?

A: You see I have gone the opposite way of Gary Becker. I have been
trying to bring other things into economics; the other people have been
trying to bring economics into the other social sciences. One wonderful
thing about Becker, though, is that he has handled the most difficult and
the most serious problems, like discrimination, addiction, human capital,
marriage and divorce, crime and punishment. These are all the areas that
I'd like to be able to work in myself. So Becker is really interesting and he
is quite successful.

Still, T guess that what I want to do is always the opposite of what
Becker does. I want to explain why the economy is not working; what
interesting thing you need to bring in, so you do nof get market clearing
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with discrimination; and so on. There is also the danger of bringing too
much economics, rationality, and this optimizing technique into all these
noneconomic fields. The technique is undoubtedly very good, but it’s re-
ally important to be aware of its limitations. And one sees its limitations,
especially when it is taken to extremes, which it sometimes is in econom-
ics. By extremes I mean for example the idea that markets are clearing at
all times; that people have rational expectations based on the information
available to them; and so on. .

The rational expectations approach is basically a too simple approach,
and it results in empirical predictions which are just false. The unfortunate
thing about economic theory, in a sense, is that there are just a few struc-
tures which lead to all kinds of interesting mathematical work. Growth
theory, which I mentioned earlier, is another example. For one reason or
another people managed to write millions of papers about growth theory.
The best of these are of course very interesting. Now;, it is a bit similar with
rational expectations. There are all kinds of little mathematical things that
you can do with them. And these are a little bit interesting, mainly as a sort
of exercise. However, important work and interesting exercises may be
two different things.

So I think that this maximization business leads to slightly interesting
exercises and it all looks very elegant when people do all this mathematics
and so forth. But it may not make people wiser. And in the last analysis we
all want something that makes people a little bit wiser. This maximization
can be taken to excess as Samuelson’s characterization of Milton Fried-
man—who nowadays appears to be quite moderate in all of this—indi-
cates. Samuelson said that Milton Friedman was like somebody who had
learned how to spell “banana” but didn’t know where to stop. I think
there is a great deal of that here; these people just don't know where
to stop.

I feel that what is good about something like economics is that it gives
you a framework within which to think and to analyze questions—ques-
tions which you perhaps wouldn't even know how to begin to analyze
without this framework. But it doesn’t tell you where to stop. There is no -
guide rule here, so people have to have some common sense. And com-
mon sense entails bringing in what the rest of the world thinks about. You
have to have a picture of the world which combines not just what econo-
mists as economists are thinking about, but also what sociologists are
thinking about, what psychologists are thinking about, and what anthro-
pologists are thinking about. And if your picture of the world doesn’t en-
compass those things but only maximization behavior, then you've got
something wrong.
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Let me also give an alternative answer to your question about economic
imperialism. Suppose there are two views of people. One is that people
‘are very purposeful, and there is maximizing behavior. Another is that
people aren’t machines in some sense. So when they are put in certain
environments, they are going to behave in certain ways which are not
maximizing. They might like to be maximizing—it might make them best
off, at least individually—but since they are not machines they may just
not do that, Now I really think it would be a shame to make everything
purposeful and neglect the idea that people are not machines and that
they often do things where they are not fully aware of what their motiva-
tions are and how they got into it. That's what “Loyalty Filters” to a large
extent is about: you get into some environment, and you simply can't
imagine how much you will change. You didn’t imagine beforehand that
you were going to be so changed, but five years later you come out a
different person. It would actually be a shame to give that up for some-
thing that is methodologically good in some areas, but which is also a little
bit superficial.

So I am not sure that bringing in a lot of maximization into sociology is
going to be a good thing. I like what [ read in sociology because people
are talking about things outside of maximization. In a way I probably al-
ready know enough about maximization from economics. Nevertheless,
it is always when people are doing things which wouldn’t come just from
maximization that I find them interesting. Maximization is fine; it is useful
and it has its place. But at some point I also find it a little bit shallow,
although it can be hard to say exactly what one means by a statement like
that.

Q: Perhaps just that the human drama extends beyond maximization?

A: Yes, maybe that’s it. I gave a talk at the American Economic Society
meetings this winter, and Robert Lucas was my discussant and Bob Barro
was there too (see Akerlof and Yellen 1987). I decided to be a little bit
more aggressive than usual. These people accuse people who do work
like me of assuming that people’s behavior is nonmaximizing. So I de-
cided to accuse them—and I think this is correct—of assuming unbuman

bebavior because according to them people are always maximizing. I
don’t think they liked that; especially Barro didn’t seem to like it at all.

Actually it might be interesting to interview one or two people who do
work on rational expectations to see why in fact they haven’t used any
sociology or why they think that that would be incorrect. Someone like
Barro would give you a very precise answer. Their view in this case is

something like the following. People don't just maximize all the time, so
of course’there is deviation from maximization. But “deviation” is a ran-
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dora term. Insofar as people deviate, it is purely random and unpredict-
able; and therefore there is no reason to bring it up in the analysis. They
claim that we don't know enough about sociological and psychological
behavior to be able to predict the random term. The only thing that we can
predict with some degree of certainty is what people will be doing insofar
as they are maximizing.

Now, I think that is wrong. I don’t see why one should assume that
deviation in this context is a random term. It is clearly dangerous to as-
sume that something that you may not know about is going to have no
effect on your system. And I don’t see any reason why it should necessar-
ily be purely random. Sociologists and psychologists usually write about
why it is not random! It can be hard to apply sociological and psychologi-
cal insights, I guess. But since somehow we know that maximization is
simpiy not right all the time, it seems to me just wrong to assume that
everybody is always maximizing.

Q: There is currently an opening up of the dialogue between economics
and sociology. I am not necessarily sure that it will succeed; these things
can be very hard sometimes. But what is your opinion? And how do you
think one could help the dialogue along?

A: Well, I think that the best way to do it would be to have a success! I
mean, somehow you have to show that you can answer some problems.

Q: Do you mean an empirical study?

A: It could be an empirical study or a theoretical one. It seems to me that
success in this context would be something like explaining financial mar-
kets or some important macroeconomic phenomenon. Somehow show-
ing that the new approach is useful for some question which doesn’t oth-
erwise have an easy answer. I think that we actuaily already are a little bit
successful in showing that it is useful for macroeconomics and for finan-
cial markets to use this novel approach. I somehow think that what is
needed is not a grand theory; it's detailed studies which show that the new
approach is in fact applicable. Then you would have these things which
will show that it can indeed be used, and people are going to think more
about how you did that.

I guess Becker is an example of somebody who did good studies like
that. He managed to do something that was perhaps convincing or at least
something that you had to think about for a long time. He got people to
think about extending economics into all kinds of other areas. I think if we
do the opposite—if we get economists to use more sociology and psy-
chology—maybe we too will succeed. But there are also problems that
need to be solved. There is, for example, the difficulty that as an econo-
mist you need to know a lot before you can do this. Psychologists teach



76 Chapter 3

one thing and sociologists teach another. There are similar problems for
the students who are not economists. There aren’t many sociologists, for
example, who take graduate courses in economics because it is difficult
and they feel a little bit uncomfortable. Likewise, when I use sociology
and psychology, 1 feel a little bit uncomfortable. I just don’t know itas well
as if I had learned it at an earlier age. There are also certain things that
people learn in the other social sciences—field methods, methods of in-
terviewing, and so forth—which are very different from our way of doing
things in economics.

But I think there will be people who do this new kind of work. I think
it will be good work and I think people will like it. And if people like it,
they will think about it and copy it. So there is hope, I think.
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Harrison C. White

A Frex THE “old economic sociology” of Parsons and his students had
faded away and lost whatever vitality it had in the 1960s, many years
passed before sociologists again became interested in economics. And
when they did, it was to a large extent due to what Harrison White had
been doing at Harvard in the 1970s—both in his own work and through
the inspiration he gave to his students. White’s work on stratification in the
late 1960s—especially his idea of “vacancy chains”—was a first move in
the direction of more economic topics. Then, from the mid-1970s on, he
made the decision to directly try to model markets as social structures.
This was an unprecedented move in modern sociology and helped to set
off a whole new trend among younger sociologists that Mark Grano-
vetter—one of White’s students—would later call “new economic sociol-
ogy.” In this interview, White describes how he came to work on eco-
nomic topics; what he thinks of contemporary economic theory; and how
he looks at the relationship between economic theory and sociology.

Harrison C. White was born in 1930 in Washington, D.C., the third son
of Virginia Armistead and Joel Jesse, a physician in the U.S. navy. He re-
ceived a B.S. in physics at MIT in 1950, and a Ph.D. in theoretical physics
from the same university in 1955. In 1960, White also gota Ph.D. in sociol-
ogy at Princeton University. Since then he has worked at Johns Hopkins
University (1955-1956), the Carnegie Institute of Technology (1957-
1959), the University of Chicago (1959-1963), and Harvard University
(1963—1986). After a brief stay at the University of Arizona (1986-1988),
Harrison White is now professor of sociology and director of the Center
for the Social Sciences at Columbia University.

Q: You began your career as a physicist and you have written on many
topics besides economics, such as French painting and kinship systems.
So how does your interest in economics fit into all of this? Did you, for
example, study economics in college?

The following interview with Harrison C. White was conducted on March 17, 1988, at the
Center for the Social Sciences at Columbia University in New York City.
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A: Yes I did. Ever since I was an undergraduate at MIT in the 1940s
I have been fascinated by the enormously complicated interaction and
chaining of contingencies. And to me economics should be thought of as
particularly concemed with long-distance chains taking place relatively
promptly in production as well as in the dispersion and spread of pro-
duction.

So I have been interested in economics for a long time. But I never took
any courses in it as an undergraduate; I actually avoided it. In graduate
school, however, I took intermediate economics from Robert Bishop, who
is a standard microeconomics theorist; he had tried in the 1930s to prop-
erly model the revolutionary insights of Edward Chamberlin, but I found
that out only much later. And then I took a year of graduate mathematical
economics from Paul Samuelson. Now that was at a time when 1 think 1
was in my third year of graduate work in theoretical physics, so it would
have been in 1952 or 1953. Taking this course with Samuelson convinced
me that that I did not want to go into economics, as it was then defined.
Samuelson’s Foundations of Economic Analysis was clearly taking over
economics in the 1950s and moving it, as far as I was concerned, in the
wrong direction. I thought I knew why, but at the time it was only an
intuitive feeling. It is only now that I am able to articulate it, I think. You
see, Samuelson had the bad luck to form his ideas in the environment of
the early 1940s, when the natural model to follow in science was field .
theory in physics. And to me that is a singularly inappropriate analogue to
economic phenomena. I just hope that there is somewhere a new Samuel-
son today, who is learning about such things as high polymer chemistry,
phase transitions, and turbulent flow. The way I see it, these are a much
more natural analogue to economic phenomena.

So I did have a background in economics. It was Karl Deutsch, the
political scientist then at MIT, who inspired me to switch to the social
sciences with the help of a one-year fellowship from the Ford Foundation
which I took at Princeton in sociology. After MIT and Princeton I went and
worked in operations research as a professional analyst at the Army’s Op-
erations Research Office in Bethesda, Maryland, in 1955-1956. Some
might consider operations research economics, but I don't, and I don't
think economists would either. Operations research is more management
science and its mathematical modeling. After Johns Hopkins I spent two
years in the famous Graduate School of Industrial Administration at Carne-
gie. Here I did a case study of innovation in a business firm which I in 1960
presented as my Ph.D. thesis in sociology at Princeton University (see
White 1980). I had chosen sociology because it seemed to me the field
which went after the fundamental questions. In those days [ was certainly
on the fringes of economics, although what I did would probably have
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been considered much closer to economics in the 1920s or 1930s, when
institutional studies were still prominent. Business schools had very little
to do with economics in those days. The reason for this was that the intel-
lectually respectable part of economics is microeconomics, and in the
view of most business school people microeconomics has demonstrably
nothing to do with observed business behavior.

On the other hand, there were people like Richard Cyert and Jim March
in the GSIA at Carnegie. In those days they were trying to do microeco-
nomics from a behavioral viewpoint and I found that much more sympa-
thetic than mainline economics. And Herbert Simon was of course there.
It was just magnificent to be a young faculty person in the same place as
him! He said something I had wanted to feel for a long time, but never
really dared, namely, “Why be in this unless you are having fun?” It was
the first time anyone had told me that it was legitimate to have fun when
you do science. In the late 1950s, Simon was still a little bit interested in
the kind of things he talks about in Models of Man and which he then
pretty much left behind. There are three Herbert Simons, you know.
There is first the qualitative one with an interest in formal organization and
public administration. Even to this day he is the best man in these areas
and his books are the best. The second Simon is the one who was inter-
ested in behavioral science and wrote Models of Man. And the third Simon
is the one who, unfortunately for most of us, has gone into psychology.
He had already started to get into psychology when I was at Carnegie.
Although with Herbert Simon it doesn'’t really matter what field he is into.
Just having lunch with him, you know, is so refreshing.

So that was one influence of economics on me. Another significant in-
fluence came when I had spent the year 1956-1957 at the Center for Ad-
vanced Study at Stanford, where Herb Simon met me during a visit with
Harold Guetzkow and offered me the Carnegie job (my only offer!). Ken
Arrow was there, and his type of economics was a whole new experience
to me. He just has a different type of mind than Samuelson. It is clear that
Samuelson is very clever at adapting other people’s formulations, but I
always had a feeling that Arrow was the more original of the two. Arrow
fited my view of a scientist as someone who looks deeply into the real
etiology of cause. And Arrow is just such a magnificent person! Another
person who was at the Center, although not officially on the books, was
Frank Knight. That was also a great experience for me, as was his book
Risk, Uncertainty and Profit. Another book in economics that was impor-
tant to me in those days was Gunnar Myrdal’s study of the foundations of
political economy, The Political Element in the Development of Economic

Theory. It contains a very sophisticated look at how economics came about.
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So in the 1950s I had learned this technical stuff from Samuelson, which
I'don'’t think accomplished very much. But it was nice to know and at least
I could talk to people. And then I had this marvelous experience with
Arrow and Knight, who introduced me to the deeper work in economics.
But I should also say that in the years after I had finished my Pittsburgh
field study in 1959 I was mostly interested in anthropology. I was inter-
ested in general sociology, but I thought that anthropology, especially in
its English version, was one of the few places where people had really
tried to do fundamental theory. So I spent a lot of time on that even at
Carnegie. And then in 1959-1963 I went into an era at the University of
Chicago when I worked on kinship models (see White 1963). This got me
on to role structure problematics, which I thought were absolutely funda-
mental.

In 1963 I went to Harvard. Here I pretty much on my own tried to
develop a kind of modern form of sociology. My view is that much of this
work is economics. I especially did some work on mobility, and Chains of
Opportunity was the byproduct of this. The fundamental work itself never
got published, because it was not correct. I was working on a general
theory called tenure-networks, which can be described as a very general
way of embedding mobility in a network formulation. But it turned out not
to work and I still don’t know why. It may actually have been because
those were still very primitive days on the computer. Anyway, when I did
some very crude analyses it was clear that my predictions were not work-
ing at all. ‘

So I gave up on that and shifted to Markov chains, which is an easy way
to work. This is when I wrote the book on vacancy chains. Chains of
Opportunity was really meant to more generally get at the nature of op-
portunity structures and how contingencies of opportunity fit together.
And this meant that my ideas were closely allied to economics. Indeed,
John Dunlop, who is a labor economist, was kind enough to have me over
for a seminar. This was at the time, 1 guess, when Richard Freeman and
many of these people were graduate students. I felt sympathetic to what
Dunlop and his students were doing, partly because they were not so
obsessed with price theory. So in a way I was at the fringes of economics
in those days, butI did not care very much. You see, what I was after were
explicit contingent mechanisms by which opportunities and chains were
coupled together. :

I then went on to do network models, which really grew out of my
kinship models. But I was now trying to generalize them and loosen them
up so they could apply to any kind of modern society. That resulted in
a chain of papers (White and Lorrain 1971; White, Boorman, and Brei-
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ger 1976; White and Boorman 1976). There were also other things I did
in those years, including running an interdisciplinary seminar for three
years on mathematical models across the social and biological sciences.
This was in 1975-1978 and I did it with NSF funding. And this was when
I got involved with economics again. A number of economists, such as
Stephen Marglin, Tom Schelling, Mike Spence, and Richard Zeckhauser,
were interested enough and fresh enough to sit in on the seminar. We
did a lot of work on phase transitions and had David R. Nelson come and
talk to us. He is a brilliant young physicist, who might very well get a
Nobel Prize one day for discovering two-dimensional crystals. We also
learned about marvelous mathematical work that is being done on how
leaves grow and how moose support themselves by foraging efficiently.
And we had game theorists visiting us. We did a lot of things, including
€Cconormics.

It was during these years that I got turned on by a book by Mike Spence
called Market Signaling. This was a bit ironical since I was primarily look-
ing at natural science models and not at economic models to get ideas.
Anyway, 1 thought that Spence’s book had an absolutely brilliant idea in
it, even if he developed it the wrong way. S0 the core of the idea—self-
reproduction through signaling—was Spence’s, but since 1 was a sociolo-

gist, I was able to broaden it out and use it as a beginning for a general ‘

theory of interfaces or social mechanisms for exerting control.
Following what was going on in economics, Spence had thought of
signaling entirely in terms of information. But in my opinion the concept
of information is one of the saddest mistakes in the social sciences since
World War II. The theory itself is so plausible that a lot of people have got
sucked into taking it seriously and spending time on it. But to the best of
my knowledge, it has never produced any useful science. It presently has
the status of the old ether theory in physics, which the Michelson-Morley
experiment finally killed off. That theory was very plausible too with its
notion that light flowed through ether. And similarly there is this kind of
myth that there is some kind of ineffable substance called “information,”
which goes very well indeed with some of the more unfortunate tenden-
cies in contemporary economics to avoid serious measurements. The
great thing about information is that everybody is willing to talk about it
that no one is willing to measure it; and that everybody is willing to forgive
you for not measuring it. Even though I say these glib things about infor-
mation, I should add that it was nonetheless in a book whose ostensible
core is information that Mike Spence presented his brilliant model of self-
“reproduction. And Art Stinchcombe is now trying to reground organiza-
tion theory on it, in a new manuscript.
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Q: Through his idea of self-reproduction through signaling, Spence
influenced your work on markets in the 1970s. But what was wrong with
the neoclassical theory of the market to begin with?

A: It’s easy to answer that. There does not exist a neoclassical theory of
the market—that’s the extraordinary thing. You do indeed have a theory
of the market and an excellent one at that, but it is misleading to call it the
neoclassical theory of the market. This is the pure theory of exchange,
which was notably developed by Edgeworth but was part of economics
well before him. A number of contemporary people have also developed
this theory further. As a theory, the pure theory of exchange has all the
desired features of a good theory to me. But it is a specialized theory of an
exchange market, that is, it is a theory of markets, where production is not
an issue. I am not an expert on mercantile behavior through the ages, but
Iwould imagine that there are historical periods where most of what you
would think of as economic phenomena were of a market kind and there-
fore could be handled by the pure theory of exchange. And even to this
day, if you take bond sales or equivalent phenomena, there is a sense in
which the pure theory of exchange is applicable to them—but not to other
markets.

So economists in my opinion have never developed an actual theory of
production markets. That is, they have never developed a theory about
the kind of market which is around us all the time and which dominates
the economy. I should say the kinds of markets, since I think there are
several species. Those economists who were not very theoretically
minded were perhaps under the impression that the pure theory of ex-
change also applied to production markets. But the more carefu] theorist
knew of course that this is not the case; the pure theory of exchange
doesn’t apply to production markets. So the only real models of produc-
tion markets you could find were these rather embarrassing things you
can find in the old kind of microeconomic textbooks. They are really a
hodgepodge of things that I don’t think anyone would call theory. An-
other thing to notice is that there are no theorists of great repute who work

on production markets. They work in the pure theory of exchange but not
on production markets. At least this was true until recently. I am not really
current with what has happened in economic theory since 1982, so there

. might be things which I don’t know about.

Q: You mention 1982. What happened that year?

A: In 1982 1 shifted my focus of interest and stopped reading The jour-
nal of Economic Theory and scanning that literature. 1 am now primarily
trying to model control processes in big organizations. That is not so dif-
ferent from what I did before since there are market interfaces within or-
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ganizations, and since control is as much an issue in markets as in organi-
zations (Eccles and White 1988; Bradach and Eccles 1989; Oberschall and
Leifer 1986). ‘

There also exist another couple of ways of looking at the theory of the
market. From one viewpoint you can, for example, say that general equi-
librium theory is a generalization of the pure theory of exchange. But you
can also say that it has something to do with production markets. And
what that means is that contemporary economics perhaps has a theory of
production markets—in plural, that is. Well, you can say that if you want
to be generous. And the theory of price has to some extent that flavor. You
don't look too much at any tangible market but rather at an interacting
system, somewhat like George Stigler does. But for me and my particular
agenda, I do not trust something in which the central object—an actual
market—was never explictly modeled.

A third way of looking at the theory of the market, although it hasn’t
affected me that much, is the line of work that began with Karl Polanyi in
the early post-World War II era. This was very instructive work, I think.
And there are today new studies on “industrialization before industrializa-
tion” by a group of East German economists (Kriedte, Medick, and
Schlumbohm 1981). So there you have some examples of a strand of anal-
ysis which tries to take economic history and really do something theoret-
ical with it rather than just treat it as a descriptive field. Polanyi and these
other people, however, were rather sketchy and they didn’t have the data
down. Still, you look at these works or you look at Finley’s (1973) resur-
rection of the controversy about the ancient economy, and it is clear that
they are important works. The best current continuation of this tradition is,
I think, in the sociological operationalizations in such work as Jacobs and
Breiger (1988).

There is finally a fourth way of looking at the theory of the market. Since
the economists had killed off the institutionalist tradition, there was in
effect no intellectual basis for young economists to grow some theory out
of a historical background without being trapped by it. It was hard for
them to approach the problem of a theory of the market historically and
see its evolutionary pattern. ButI think you can see a continuous develop-
ment of production markets beginning with the medieval Italian and Ger-
man city systems, where for the first time you have production built in as
a systematic part of the economy. So the pure theory of exchange is no
~ longer relevant for this situation, and you are beginning to need a theory
of the production market. Moving on in time through various verlager,
kaufmann and putting-out systems and towards the present time, you will
get close to a situation which a Leontief would recognize. The theory of
Leontief is the closest equivalent in economics to a theory of the produc-
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tion market or rather of a system of production markets. His relations
within the economics profession were, however, such that he was not
going to have a very great impact. I knew him slightly at Harvard, but I
didn’t have that much to do with him intellectually. Anyway, the econo-
mists were not willing to listen to Leontief. Still, that would have been
another way that a real theory of markets could have come about, and it
would have been something along the lines of input-output combined
with managerial economics. The best developer of the Leontief line today
is the sociologist Ron Burt (Burt 1983, 1987); contrast his findings with
good but conventional neoclassical work, for example Kwoka (1979).

But none of these potential theories worked out for me. So since the late
1970s I have published a series of articles that are essentially based on
Spence and in which I have been trying to construct an analytic model of
a specific market as a tangible mechanism in a production economy
(White 1981). I have bracketed and assumed markets before and after,
contrary to Leontief and to Burt, but modeled the specific market in a way
that is quite general. I actually use it today when I model other kinds of
interfaces.

Q: It would be interesting to hear a little bit about your future work on
markets. With your references to the work of Finley and these East Ger-
man scholars, it sounds as if you will be taking the historical development
much more into account. Is that correct?

A: Yes. What I have been trying to do since my earlier work on markets
is to follow the historical roots of the production market. If you read
Weber, a lot of this is prefigured, as so many things are. On the other
hand, it is true that Weber had more to say about the verlager system than
about the production market specifically. So 1 have some ideas for models
for some of these verlager systems and how they might have evolved over
a few centuries in ways that are identifiable and operational. There is also
a young sociologist called Bernacki, who has just done a thesis for Smelser
at Berkeley. He has identified some interesting contrasts between German
and British markets in the early 1900s. So there exist a number of snap-
shots, so to speak, which would then lead into something like a Leontief
input-output model, but one that is fleshed out in an institutional system.
So what I have are all kinds of bits and pieces, and I hope that some time
soon I will have time to work on it. Probably I'll start by trying to write an
article during the next year or so. That's all I can say about my future work
on markets.

Q: How have economists reacted to your theory about production mar-
kets? I saw that you and one of your students had written an article on this
topic in The New Palgrave. Doesn’t that mean it has been accepted to
some extent?
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A: Well, T am delighted that my and Bob Eccles’s article on produc-
tion markets is in The New Palgrave (see White and Eccles 1987). But I
am not so sure it means that my ideas are widely accepted. It is my im-
pression that The New Palgrave editors, many from the Cambridge Uni-
versity division of applied economics, such as John Eatwell for example,
are regarded as forming a separate school, more qualitative and institu-
tionalist.

Elsewhere there is, I guess, a scattering of little bits of interest on the
margin. The overwhelming feeling I have, however, is of a lack of interest.
Partly that is because this is a busy world and there are lots of things to
attend to. Another reason, as I have noticed when I have given papers for
economists, is that they just don’t see there is a theorizable problem in the
existence of a production market, and in its specification as an explicit
social mechanism. And among the people who are better able to cope
with it, whole series of defensive mechanisms are quickly activated. To an
extent the situation reminds me of what I know about medieval canon
law; economics has become a system that spends about half of its energies
setting up mechanisms to disallow any challenge that can be mounted to
it. One could always somehow make it come out right and ignore the
conundrums of life. Even a tangible and sober critique of policy impacts,
like that by Ramos (1986), never even conceives that it is the theory of
markets itself that is at fault.

I furthermore think that within fifteen years, by the year 2000 or so,
economics as we know it will have gone through a major crisis. And it
won’t have been brought on by outsiders like me. There will come a time
when the machine just kind of collapses out of frustration with itself. Just
look at these Nobel Prizes they are handing out every year. These sup-
posed achievements really make you wonder. I even find it hard to say
what Samuelson ever did in terms of explicit scientific discovery, even if
he is an amazingly intelligent and productive person. Perhaps he should
have been given the Prize in literature instead-—for the poetry and rhetoric
with which he has formulated a consistent system.

Q: In your opinion, when did modern economics start to go wrong? As
I recall, you said in an earlier conversation that the critical period was in
the 1930s. Is that correct?

A: Yes, the decline set in in the late 1930s and in the 1940s. There is a
declining proportion of works that have the same exciting, scientific qual-
ity after that time. The formalization process, which began at about the
same time, is a clear achievement in my opinion. Indeed, one of the rea-
sons why people didn't criticize Samuelson is that they felt the alternative
was someone like John Bates Clark, that is, the old kind of vague and
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effulgent economics. So the attempt to formalize was fine, but the formal-
ization should be specific and it should be right for the phenomena. Part
of what instead happened was just bad luck, I think. If Samuelson had
been writing in the modern era, he would probably have been tuned in to
a very different kind of natural science model and would have tried to use
that. And that would have been more effective.

The neoclassical revolution was a great step forward. In my view it is
not so much a question whether the ideas were right or not. To me Jevons,
Menger, and Walras were great figures—especially Jevons. What matters
is that someone like Jevons was part of a progressive trajectory. You can’t
read Jevons without seeing vividly that he is trying to understand the real
economic phenomena. He is a true scientist. When I read The Journal of
Economic Theory 1 don't get that feeling. But it can have changed; I
haven't read it since 1982, as I have already said.

Q: Many sociologists would be critical of the fact that neoclassical eco-
nomics, as opposed to classical economics, doesn’t pay much attention to
institutions. What is your position there?

A: Well, I like both classical and neoclassical economics. And I think that
both are needed. The important thing to understand is that the natural
development would have been to try to combine them. In my opinion
that's what Edward Chamberlin and Joan Robinson were trying to do in
the 1930s. You can argue that Keynes was probably trying to do that too.
And to this day I don’t understand how things could get so much off the
track.

Another way to put this is that it is important to build up theory from the
actor. You see, the problem is that in a sense neoclassical theory was just
right. You had classical economics, but eventually classical economics
would be a dead end because it didn't provide any significant role for the
actor. So there was no role for contingent developments, because only
people had projects of control and visions of how resources could be used
in the development of an economy. There was a kind of oppressive ap-
proach almost inherent in the classical approach, which made the econ-
omy look like an ant society. When neoclassical economics came, it was
therefore so exciting. When you read Jevons, you can't help being excited
because you have the feeling that the analysis can now be geared toward
a rather small and changing social institution, but one which emerges ina
formally specified way. It's in a way Adam Smith made operational
through self-informed actions of the actors. What happened after the
1930s is that the ideas about motivational structure became ossified and
people gave up on the essential problem, which is to simultaneously
embed and decouple the economic process.
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Q: What do you mean by “decoupling” in this context? I assume that
“embed” means about the same thing as when Polanyi and Granovetter
use it—roughly that economic actions are enmeshed in institutions, social
networks, or some other type of social structure.

A: In this context, “decoupling” means that in order to achieve a certain
production, you simply have to chop off some causal chains. You have to
somehow simplify them, to dissolve their impetus through people’s per-
ceptions. If you look at the origin of present-day production, you'll find
that it has in my terminology “decoupled” itself from a series of kinship
and political phenomena. This has been pointed out in several studies, for
example by Nadel in 4 Black Byzantium. Many people have made this
observation, and I am just using the terminology of “decoupling” to em-
phasize that it is not just a passive phenomenon—it’s an daction. People
must deliberately decouple in order to achieve some of their ends,

So that's one thing. But I shouldn't be saying that people do this to

achieve their “ends,” because these are more a byproduct than a cause, as
Jim March has long emphasized. The question is one of achieving a kind
of control. At the same time as there is a deliberate “decoupling,” there is
paradoxically also an “embedding.” I think that I use the term “embed-
ding” in the same sense as Polanyi and Granovetter. But I think it has
many levels and meanings. I don’t think that “embeddedness” should be
seen as something that is inherent or automatic. “Embedding” does not
happen by accident, and it can be part of control.

One of the many ways that control is achieved in a complex situation is
precisely through interaction in the sense that control can lead to embed-
ding on a more general level as one of its solutions, but you also need
“decoupling” here. This is the kind of situation where mathematical the-
ory or models are particularly important. A paradox is always best han-
dled by putting it in a systematic mathematical model. Because then it will
turn out that you can tame it; it will turn out that it isn’t really a paradox.

The alternative procedure to handle this paradox would be through
works like those of Habermas, Goffman, or some phenomenologists, such
as Scheler or Schutz or Husserl. These people are all aware of the paradox
of simultaneous “decoupling” and “embedding,” but they do not have the
training that would incline them to try to model it. So they just assume that
the paradox can’t be solved and instead they celebrate it. Take Clifford
Geertz. There is a sense of this in the way he deliberately engages in “thick
descriptions.” If you read his early book (Geertz 1956) on the political
economy of a Javanese village, you can see he was still in a kind of
scientific mood. You can see that in his analysis of decoupling and em-
bedding in that Javanese village and in his sense that there was a certain
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paradoxical quality to this. But after that, since Geertz didn't have a direc-
tion to go, it's as if he built a pearl around the irritant—the pearl being
these “thick descriptions.”

Q: There are presently several people who argue that one can use ra-
tional choice theory in sociology. What is your opinion of that? One could,
for example, argue that in a sense it’s an old tradition in sociology to use
a rational type of analysis: you approach something that looks irrational,
only to show with the help of sociology that the behavior is really quite
rational.

A: As long as it’s just a useful heuristic, I'm all for it.

Q: So you are for rational choice in this softer version?

A: Well, maybe it’s the harder version. But on the whole, I am a little
appalled by the recent resurrection of rational choice theory. From my
point of view, it reminds me of going into the Empire Mountains, south of
Tucson, Arizona, where there are lots of these abandoned mines, and
have some new developers persuade a number of young people to go and
invest their lives in these empty mines. We have been through all of this
before, and I am unaware of any new great idea that can justify a renewed
interest. It’s not as if an Arrow had just come up with a discovery like
social choice.

Jim Coleman has done some work along these lines, and I think of that
as a sociological version of rational choice. I can’t say it triggered anything
in me, and I didn’t see where he was going with it. But if anybody has
earned the right to be taken seriously, it's surely him. He has time after
time come up with something. I am not working along these lines myself,
but I don’t want to be put in a position of telling other people not to do it.
That wouldn’t be good science.

Q: And what is your opinion of the paralle] phenomenon in econom-
ics—economic imperialism?

A: Well, first of all 1 don’t like the term “imperjalism,” since I think that
Gary Becker should be as openly listened to in our field as I would hope
to be in their field.

Q: But it’s a term the economists have chosen themselves. Becker, Tul-
lock, and others use it. Stigler (1984) has even written an essay on eco-
nomics as “an imperial science.”

A: Even worse. But we sociologists shouldn’t call it “imperialism” in a
defensive way. And for the economists to call it that—well, imperialism
has sometimes been set off exactly by a failure of a regime on its own
ground! The formal apparatus which they have invested so much in learn-
ing is being taken by economists now into new areas, where it will pre-
sumably take us ten to twenty years to find out whether it is possible there
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at least to go beyond tautologies! Research is fortunately much more inter-
esting than these catchwords. And Gary Becker, whose latest book is on
my shelf, is always worth reading. So another thing I want to stress is that
you can get some good ideas out of this neoclassical material, as Ober-
schall and Leifer also stress in their survey. One of my best ideas came
from reading Mike Spence'’s book, which on principle I think is wrong in
at least three different ways. But [ am very glad I read it. So you should
always keep trying and look at different things, including the things that
you “oh principle” think are wrongheaded.

Q: There is presently a trend of sociologists getting hired in business
schools. There is Jim Baron at the Stanford Business School, Bob Eccles at
the Harvard Business School, Mitchel Abolafia at Cornell, and so on. Do
you think this is a good development for economic sociology?

A: Yes, very much so. I have been doing my best for some years now to
get sociologists—students as well as faculty—into the business schools. At
Harvard, for example, I helped to found a joint doctoral program between
the business school and behavioral science. So I would very much like to
see sociologists accepted at business schools and become part of them.
From what I have myself seen of two business schools—first at Carnegie
and then at Harvard—sociology is very well suited for much of what the
business school people would really like to do and to accomplish: see for
example the survey by Bradach and Eccles (1989). So business schools are
natural places for sociologists to be, and sociology is the natural intellec-
tual base in social science for business schools.

One of the things that depresses me a little is that economists are in-

creasingly moving into the business schools. I find that somewhat as-
tounding since I have spent some time with high-level businessmen and
I have yet to meet anyone who really pays any attention to the contribu-
tions of economics except in an auxiliary way, perhaps some economet-
ric “predictions.” Obviously there are some economists in the business
schools who have done good science. There is Mike Spence once again,
and Michael Porter, and many others. So despite my giobalistic statements
there are economists who have a great deal to offer the business schools.
But the business schools are increasingly importing economic theorists of
‘a rather conventional sort, who I just don't think are flexible enough. Fuss
and MacFadder for example took 2 brilliant innovation in production eco-
nomics by the U.C.-Berkeley engineer Shepard and missed most of its
power by forcing it into the conventions of economic theory. Similarly,
Baumol has been stopped by his steeping in neoclassical theory from
effectively developing the scientific potential of his market-crossing
idéas.
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It should aiso be said that if sociology is to have an impact on the busi-
ness schools, sociologists must really get to work. They must get out there
and learn business and study it. One of the reasons why I am working at
this Center for the Social Sciences is that it represents one more opportu-
nity to make sociology more oriented to field work. If there is one disas-
trous thing at the roots of what has happened in modern economics, it's
that it has cut itself off from field observation of the sort illustrated admira-
bly by Jevons's book on banking: the closest modern analogue has a soci-
ologist as author (Eccles and Crane 1988). Many economists think they are
doing scientific empirical work when they are massaging some time se-
ries, produced in unknown ways by unknown clerks in some government
agencies. But there is a bit more to it than that.

There are of course also some economists who do brilliant field work.
There is the occasional David Landes, who will go to Egypt and dig into
the archives of the banks there (Landes 1979). And economics is a big
profession with many applied areas. But on the whole there are not
enough economists who even think it is legitimate to take the time and
effort to go out and look at what is there. Look at it, study it, and then
develop imaginative ways to conceptualize and measure it—that's what is
needed in economics.

Q: You mentioned David Landes, so I guess this is a good opportunity
to ask you about the relationship between economic sociology and eco-
nomic history. Some argue that economic sociologists can probably get
more out of being in contact with economic history than with neoclassical
economics. What’s your opinion there? '

A: 1 think that economic history is very important. But sociology should
be in contact with economic theory too in order to pick up good ideas.
And since a lot of economic theory isn't very fruitful, at least in my mind,
you don’t have to spend an awful amount of time with it. What I do, and
what I think sociologists in business schools should do, is to read The
Journal of Economic Literature. That is one effective way to get tipped off
to some interesting work that is going on. But you have to be alert because
what’s interesting might not be highly regarded within the field. Still, you -
can get a clue from this journal and then you can go and read the thing for
yourself. And maybe you'll get some new ideas or ingenious formula-
tions—that's the important thing.

Remember that I have been around for a long time by now. It was thirty-
five years ago that I took Samuelson’s course and I have developed some
fairly fixed notions about economics, which it isn’t necessarily in my inter-
est to change. I may also be out of date in some respect. But even with all
those blinders, I still urge sociologists to be in touch with economic the-
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ory. Part of the reason for doing this is that economic theory is quite
ossified at the moment, so it’s not that hard to spot the new directions.
There simply aren'’t that many of them. Take for example the rational
agents approach. Even that is worth reading. There are bound to be some
clever things there and you might get an idea from it, as did Michael Hech-
ter (1987) and Siegwart Lindenberg (1988). The rational agents approach
is of course also an attempt to avoid the necessity of developing a theory
of institutions. But in my own theory of markets I am using tools that come
from economic theory to explicitly talk about how social institutions of a
particular sort emerge. We need ideas in sociology, and some economic
theorists can give us that, as for example Jerry Green.

Q: It seems to me that there is presently some kind of redefinition going
on of the relationship between economics and sociology. This is evident
among economists as well as sociologists. What do you believe would be
the ideal relationship between economics and sociology?

A: Well, first of all it should be said that that is a utopian question. We
live in the real world, where there isn’t any ideal relationship between
economics and sociology. Sociology is a small and relatively disregarded
field. It was small and disregarded even when I started and, if anything, it
is even more so thirty years later. My answer is therefore that the main
opportunity will come in something like ten or fifteen years from now,
when there will be a major loss of self-confidence in economics. I think
that such a time will come, but I don’t think it is up to us to create it. I don’t
see any point to that; it just doesn’t make sense. It’s rather up to us to get
ourselves in a position so we are ready to expand and exploit when the
opportunity comes. That's one answer to your question.

A second answer would be that the relationship between economics
and sociology is just a standard tribal problem. We should take it for
granted that we have to have a tribe called “sociology” and several tribes
called “economics.” It would drive us nuts if we didn’t; we couldn'’t run
our personnel systems, and so on. You also have to have a fair amount of
flag waving, but you shouldn’t let that muddy up your mind, because we
have no reason to think that these historically evolved fields are necessar-
ily ideal. It is quite sobering, for example, to go back to the nineteenth
century and look at the structure of the university education. When you do
that you realize there are whole chunks that have simply evaporated while
others have been rearranged. Interdisciplinary departments are no solu-
tion either. I think it is a terrible mistake to spend a lot of time to try to put
things together in some new way organizationally. That usually turns out
bad. The right thing to do is to stay in your own tribe and do the reason-
able work that’s needed to keep your tribe going. Then you can search out
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interesting problems and ideas, which are often on the margins of things,
and let your work evolve as it will through informal collaborations with
other fields.

My third answer is that things may well be changing conceptually. I
think that what you are seeing today is that you can’t just tatk about sociol-
ogy and economics any more: it s a4 triad. 1 think you have to have sociol-
ogy, economics, and political science. And I don't think the interesting
work can be disentangled any more without bringing in at least those
three. It may well be, when we get going on the historical side, that you
can’t leave out anthropology. But I honestly don't think that’s in the cards
at the moment: political science is where 1 see exciting new work (see
Padgett and Ansell 1988; Przeworski 1980).

So I don't think you can look at what’s going on in the more interesting
kinds of modern social science and pull out economics as if it was some-
thing separate. Perhaps it was unfortunate that the neoclassical revolution
separated out the political element from political economy, and maybe it
is now time for them to come together again. But political economy can’t
be the solution. You need the political, the economic, and the sociological
without sociology to provide a kind of theoretical infrastructure, you can’t
really make politics and economics work together.
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Mark Granovetter _i

at Princeton and Harvard?
T .

SINCE the late 1970s it has become increasingly common that sociologists

study economi¢ phenomena, which by tradition have interested only -

economists. The leading scholar in this movement, which is sometimes

called “néw economic sociology,” is Mark Granovetter.! His first major *
contribution to economic sociology cdime in the mid-1970s, when he pub- -
lished a small book on how people in the labor ion
about vacant jobs. The method he used, and with which his work is -

closely identified, is that of social networks. In Getting A Job, for example,
he tried to lay bare the exact ways in which information traveled from the

employer until it reached the person who was hired. Granovetter's second " -

major contribution to economic sociology has been his attempt in the

1980s to formulate a program for what a “new economic sociology” might -
look like. His main idea in this context is that economic action can be seen -

as “embedded” in networks of social relatlog,s, As he tells in this interview,
in whictrtrealso feflects on his earlier work in economic sociology, he is

now trying to complement the idea of embeddedness with the notion that -

economic institutions are “social constructions.”

Mark Granovetter was born in 1943, in Jersey City, New Jersey, the son
of Sidney and Violet Granovetter. He majored in history as an undergradu-
ate and got his A.B. in 1965 at Princeton University. He got his Ph.D. in
sociology in 1970 at Harvard University. He has worked at Johns Hopkins
University, Harvard University, and is presently professor of sociology at
the State University of New York at Stony Brook. He has also served as
visiting professor of research at Stanford University’s Graduate School of
Business.

Q: Much of the work that you do these days is in economic sociology.

Did you ever get a chance to study economics when you were a student

The following interview with Mark Granovetter was conducted on May 12, 1988, at his

home in Port Jefferson, New York.
! The following information comes from Granovetter’s vita, and Granovetter 1983, 1987
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sense out of it.

"I think that the combination of macroeconomics not making much
nse to me and microeconomics being this  very dry sort of mathematical

: AR un-

- A: T'took one course in economics as an undergraduate and that was in
macroeconomics. I then had a scheduling conflict for microeconomics in
the second term, so I couldn’t take it. This was in 1962. I remember that I
went to see William Baumol, who was at Princeton in those days as he still
is. I asked him how I could read some microeconomics on my own, since
I couldn’t take the course. He told me to read a book by Henderson and
Quandt called Microeconomic Theory. I bought the book and tried to read
it, but it was extremely dry and contained the most formalistic sort of
mathematical economics. So reading the Henderson-Quandt book made
me think that microeconomics wasn’t going to be my cup of tea after all.
In macroeconomics we used the Samuelson textbook Economics. It
didn’t make much sense to me either. Although I would riot have been
able to put it quite this way at the time, I felt that the reason it didn’t make
any sense was that I couldn’t construct any story at the level of individuals
which would enable me to understand the arguments that were made in

o link between rmcro and 1 macro. 1 cquld do the equatlons and so on and

e.what story | to tell that would make any

conomics T for qu1te a while.

HErgraduate I decided instead to major in hlstory ry because there was a

wondesful-history department at Princeton. Many people majored 1n hts-
tory, which was one of the larger ‘departments. Sociology on the other
hand was very small, and I think there were perhaps only four or five
* sociology majors in my whole class.
- Soldidn’t do any more economics in college. And I didn’t do any in

graduate school either. When I was at Harvard I just did sociology. I had
. some interests in economics, however, because I was studying labor mar-
< kets so I had to read a little bit of economics. But I really did not read that

much. So most of what I know in economics I Thave Iearmed after my Tot-
mal education was over.

classm in economic soaology How do you look at this book in retrospect?
What did you try to accomplish with this work and did you succeed?

A: Well, ina way it's an accident that I did something that is so close to
economic soc1oIogy “As 4 Student of Harrison White in graduate school, I
had become very interested in soaarwmgfﬁwmady when I was an
undergraduate in history, social networks was ‘the way [ was thinking, but
- atthat time I didn’t know it had a name. I had always been very interested
in social networks in historical contexts. I remember, for example, a book
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by the French historian Georges Lefebvre, The Great Fear of 1789, which
1 found quite fascinating. In this work, Lefebvre traced the exact social
networks through which the rumors traveled about what the aristocracy
was doing. These networks of rumor became “the great fear of 1789,”
which was a very important part of the French Revolution. IJ\@S,Q}_QQQ-

( ing., It explalned ‘workings or happenings; and it gave you the mecha-
nisms. The larger forces—social classes, the general economic situation,
and so on—were obviously not unimportant. But to get from them to what
actual people were doing, there had to be some mechanisms. And to me,
networks was one such mechanism.

Then when I got to Harvard in 1965 I found out that there was a group
of people just forming around Harrison White who were interested in

social networks. So I began to study with Harrison White and got very .

interested iR social networks. For my dissertation I wanted to choose
some topic that would illustrate the importance of social networks, and I
considered a number of p0551b111t1es 1 thought, for example of making a
study of how people found spouses. If I had done that, perhaps I would

m— be a sociologist of the family and marriage today. But in. sense it
y SQME, SENse 1

(S didn’t seem quite as rich a subject area as how people.found jobs. Iamnol

ANeuE - sure exactly why, and I think that in some ways it would probably have

po W failibeen just as_interesting. But I was also interested in inequality / and

N stratification, so perhaps that i is why 1 ended up domg my thesxs on how
NATH AR T T T T T T T T TR e
e people found [ jobs.

~~At the time I had no idea if anything had been written on this subject.
When I went and investigated it, I found that there was in fact a substantial
literature—and all by economists. Most of the studies had the same sort of
flavor, though, and found similar thlngs namely that most people did not
find their jobs through formal means but rather through what this litera-
ture calls “friends and relatives.” And with hardly any exception, as far as
I can recall, they all deplored this fact as an obvious sort of inefficien
They considered it to be a haphazard way of ﬁndmg jobs, and that it could
obviously not be allocating labor in a very efficient manner. So in their
policy recommendation sections, most of these studies suggested some
variant on formal matching schemes, In the early days they recommendéd
that the National Employment Service be expanded, so that people could
be matched more efficiently with jobs. And in the later literature they sug-
gested national computerized matching schemes. That seemed to be a
constant in this type of literature, at least until the 1970s. The fact is.also
that these kind of schemes have been tried many times and they have

cial ; network phenomenon that I found the most 1nterest1ng in Lefebvr {
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failed—mainly because matching schemes can rarely offer the
kind of intensive information usually found only through personal con-
facts.
.+ Inthe 1970s economists became a bit more sophisticated. It actually had
started already in the 1960s with ‘George Stigler's work on information
(see Stlgler 1962 Rees 1966). And then it began to seem more reasonable
through networks of contacts might in fach,L‘be.a@
inefficient as had been imagined. But I saw that there was still plenty of
- room for a sociological stidy because all the older studies, although they
- had established that people found their jobs through friends and relatives,
saw this as an essentially haphazard way of getting information about
jobs. And since this phenomenon really fell outside any sort of systematlc
~frame of reference for rational action, the economists didn’t see it as some-
< thing that could be investigated systematically. So they always just re-
ported the proportion of people who found their jobs this way and really
never looked more carefully into what this really meant, and how the
whole process actually worked. Coming from a sociological standpoint, it
seemed to me that what happened with the “frie " was far
from being haphazard and uninteresting; it would rather be very interest-
ing to look at it systematically.

So the reason I thought that there was a good study to be done on this
topic was that if you could find out exactly what it meant to find jobs
.. through “friends and realtives” and how the whole process actually oper-
ated, then you would know a lot of important thlngs about labor markets.
“So that’s what I did; I fried to find out in great detail how | people found
their jobs. )

1tried to establish the exact nature of the situation in which the informa-
- tion about a job was passed between my respondent and my respondent’s
contacts. I also wanted to find out in what way the contact person had @

-the information in the first place, so I tried to trace the infopmagon
about the job. from the employer to. the actual respondent...

. Another thing I looked at was if it mattered what part of an information 7

{v >~

) "One of the interesting findings in this context was that many people found
 their jobs through people they really did not know very well, something
. 'which I later described in an article called “The Strength of Weak Ties.”
My argument was that this was no accident, but rather that the people you
-don't know very well are probably moving in circles that are different
from your own and therefore less likely to have the same information as
you do. The people you know very well, on the other hand, know the
same people as you do and therefore have the same information.

network a person was in for a specific bit of information to flow to him. N2

Shane
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that I want for my own welfare but also the things that you want for your

elfare, Now, that is one way relationships are incdrndratedﬂtnto eco- e)w‘;&{vwoéw
omic theory. I, however, think it is very narrow for two reasons. The first é
Is that it doesn’t take into account that people have = particular. relation- t mcg,\,

ships and not just relationships like those given by general role descrip- | \, i 2ol &
ons ike mother—son, employer—worker and so on.

_People usually have a particular history in a relationship, and they deal
with each other in ways which are conditioned by the specific history of
their interaction. A structure of mutual expectations emerges, which
defines what the expectations are in that particular relationship. So my
argument is that what we have are relationships between patticular con- -
crete people rather than between abstract people as encapsulated by Gl 1::»\;
ome kind of role identification. In this sense one can say that the use of S R

le categories like employer—worker, husband—wife, and so on, which ¥ im- E"»w:* Lt
ou can find in the work of Gary Becker, Harvey Leibenstein, and other Cein s ¢ X

gconomists, is an example of an “oversocialized” view of people. By this

In Getting A Job, 1 also tried to show how people had originally been
connected to their contact person. I found that events early in their careers
were especially significant and that it wasn't just the people you knew at
the present time that mattered. Because “weak ties” are im le
you had known from earlier jobs and with whom yo ly in con
tact continued to be a srgmﬁcant source of information all through yout
career What perhaps was the most interesting aspect of all of this to me
Was that there seemed to be a kind of snowballing effect involved. People
who had moved several times early in their careers had accumulated con
tacts and been in several settings. And then the other people in those
| settings had themselves moved to new settings, something which in
creased the probability again of hearing about new ]mb_ﬁortumnesr

Bt there Weie also people WHo had ormaved early in their careers
and who typically were in firms where there were many other people who
had not moved. The opportunities for mobility of these people were very"
much truncated. I, for example had some cases of people\m
“in the same firm for twenty years and who were very happy in that firm.
Also the other people in the firm were very happy, and no one movedto
other firms. And then suddenly the firm was bought out by another firm,
and these people had an impossibly difficult time in finding new jobs :
since they didn't have any contacts in other firms that could certify that.
they were in fact good people. I also found that the employers preferred

’expressron ‘mean the tendency to treat people in a certain category as if
“they all behave in the same way, namely as they are supposed to, given
this role identification. The instructions for this role.identification may

hen come from the interests that people have in the technical division of
Ebor asin the relatlonshrp between workers and. employers or they__,ay
simply come from the general stock of 1deas Wthh  society has about the

1o hire people through personal contacts ]ust as the ‘workers themselves -
preferred to find jobs that way.
 Q: In 1985 you published ati important theoretical article on economic::
sociology in The American Journal of Sociology. The main idea wasthat
T econormic action can be seen as “embedded” in social action. What ex- v

W  { actly does this mean and what is the advantage wrtﬁhffns pg_,gectlve7
o A: What I meanb embeddedness is that the economic actlon_gj_Ln_dx-‘
(/ -y {]viduals as well as larger econonnc patterns lrke he determination of
st 4 prices and economic. 1nst1tut10ns are very unportantly affected by nef-
Mol W 1] works of social relatlonshrps ] think that for the economic action of ind--
e ]\ yiduals the embeddedness of individuals in networks of social relation-
ships is in most contexts. extremely important, and you rarely see. this-

P taken into _a_c_count in economic arg_ri‘rf\lents

\?ﬁw\dll' gt‘y”-\-d\‘ There are people likkGary Becker; for example, who talk about rela-
— ’ tionships and families . tr fo 5 incorporate these arguments into
economic theory by ry by using utlity functions in which there is interdepend-
ence. So part of my utility function in, for example the relatlonshrp in
which you are my mother and I am your son, is not only the various things

cular identity of people is not very much taken into account

-So that’s one reason why I don't think that the way economists deal with \me 1y
social relationships is adequate. The other is that when you consider these -}« Cwty
pairs of people—like husband-wife, employer—worker and so on—you XA ¢ ”f“(ﬁ‘“'
haven't really escaped from a way of thinking that makes people’s deci-+ V”“—"”‘“

ons and actions isolated from each other. All you have done is to take !

-this tendency to “atomization,” as I call it, and transfer it to a_slightly > % wt\ o (
‘ ,g\mh“f her Tevel of analysrs So instead of having individual decrsron—makers o a

u now have isolated pairs of people. But what is really crucial for many .
“purposes is the way the pairs themselves are embedded in networks of -~
social relationships, because it is that which determines a lot of social o
action and also much of the institutional outcomes. And there is really very

litde - way of incorporating this into the economists’ argument.

""Could it be incorporated? Well; thie whole apparatusof utiltty functions,

it seems to me, has in modern economics already been stretched far be-
-yond its original use as a way of representing ordinal preferences. And I

- think it would be very difficult to use this apparatus to describe networks
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of social relationships and how these produce outcomes. Not because
social networks can’t be modeled technically, but because this particular
way of modeling behavior is just not well adapted to it. I think it would be

clumsy and awkward to adaptitto social networks. So the current techni-

cal apparatus in economics is just not very well suited to talking about..

social relationships and how these have an impact on economic behavior

and institutions. A somewhat d;fferent approach is clearly needed, and] "

think that some of the arguments and “techniques of sociology wouldfé
very useful here.

Q: Is the networks perspective in your opinion an effective tool in eco- -

nomic sociology for understanding all economic phenomena? Take insti-

tutions as an example. Aren’t networks more suitable for analyzing smail

units (“micro”) than institutions (“macro”)?

A: Well, I think that there are periods in institutional development when
it is very important to look at social networks. I also think that there are
other periods when it is less unportant Take industrial organization, for
example. I have a student who did a dissertation on the electrical utility

industry and whosé name is Patrick McGuire (1986). He covered the pe-
riod between 1880 and 1930, and one of the questions that he raises is
why this industry is structured the way it is. Why is it structured as a series
of large investment companies rather than in the two other ways that in .

- i

the 1880s and 1890s Tooked “equally jlau&ble namely “the plants .
|t should be publicly ‘owned or that every large company would genéfaeits*:
| i_ngn electiicity? If either of these two possibilities had occurred; youwobvic
ously wouldn’t have an electrical utility industry of the kind that you have :

today.

What McGuire argues is that in the formative period at the turn of the ‘

century, the networks of certain crucial individuals were extremely impor-
tant in generating the ultimate shape of the electrical utility industry. This

was especially the case with Samuel Tnsull and his network. When Insull .
in 1894 came to Chicago to take over the Chicago Edison Company, wlnch

was a small and new company, he brought with him a series of very unu-

sual network contacts. He knew financiers in New York, Chicago, and '

London. He knew politicians, particularly in Chicago and New York; and
he knew inventors from both the United States and England. So he had

contacts in the financial world, in the political world, and in the technica] -

world. To make a long story short, by using all of these contacts at differ

ent times, Insull was able to assemble ways of operating, organizational -
forms, technical developments, and financial backing in a way that no

other person in the utility industry was able to do in that period, even
though some people were quite aware of what needed to be done.
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Now, I would argue that it was only as a result of Insull having this
network and the capacity to assemble all of these technical, financial, and
political resources that the industry has the form that it does today. Little
by little Insull’s activities and the activities of those that he was connected
to foreclosed the possibility of the industry going over to public owner-
ship as well as each firm generating its own power. The kind of argument
that we make—I am working on a paper on this with McGuire and my
colleague Michael Schwartz—is actually very similar to the one made by
economists like Paul David (1986) and Brian Arthur (1985). And this is that
certain forms of industrial organization, whether or not they are in fact the

‘most efficient, become Jocked in at an early stage. And once they are

locked in, they become improved upon little by little. David and Arthur
make this argument in terms of increasing returns to scale, with the in-
creasing returns to scale being the result of improvements made in a par-
ticular technology. But I think that it can also be made for organizational
forms. Other organizational forms, which do not come into existence,

. therefore do not get an opportunity to be improved upon. So the particu-

lar organizational form which was originally chosen becomes gradually

-locked in, and other forms become locked out. And this is the case, even

though it is by no means clear that the original organizational form was the
most efficient one. So the argument is that even given everything one
might have known in 1880 about technology and the economy, the out-
come—the way the electrical utility industry would be constituted—was
underdetermined.

In fact, it can be argued that what you have here is a situation which is
similar to what you often have in dynamic models, where there are multi-_
ple stable equilibria. Economists have a rvery reluctant, I think,
o deal with models that have multiple stable equilibria; and this §s or one
reason why dynalmcs is mff ._point in modern economic iﬁeory, In |

" these underdetermined economic models, it is usually very difficult to un- (

derstand why the system reached the particular equilibritim Tt dlc‘fz except
_by looking at some detailed historical accde_eQ_frgm B
one point to another. And When youfook at those historical accounts, the
factors which determine how the system got from one point to another are
usually exogenous to the economic frame of reference. Wﬂi&h’
the case with the electrical utility industry. Our argument is therefore that
thch of the“fhree stable equ111br1a this particular industry reached—
namely that _YQSLQI QﬂgTﬁHﬁes EAS O A 1arge extent determined
ly' r.he Partlcular coalitionsand networks fhat key actors like Samuel Insull

___l_lad And these networks themselves were not determined by the eco-

nomic development.
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From a sociological viewpoint, however, there is nothing peculiar in the
fact that the evolution of the electrical utility industry, from its beginnings
in the 1880s to the final outcome around 1930, depends on social net-
works. And these networks are notexogenous to the sociological analysis.
It is not only that it isn't difficuit to analyze social networks in sociology;
they are typically what an economic sociologist would want to analyz

Q: So what you are saying is that networks can help to account for some

\‘ parts of the development of economic institutions?

form of the electrical utility industry is already locked in, then the social
networks don’t matter so much. I think that one of the very_crucial t tasks
facmg economic sociologists today, if they use a structural appro oachofthe
type that 1 do, is to specify very clearly under what circumstances the
social networks approach is not very helpful.

What I have just said about the evolution of industries could also be said
about the gvolution of professions. There are several ways that these can

- 2T e ~Jdevelop as well. And also here I think that the collective action that is

|
Heno

|12

generated in networks of social relationships and which depends on the
resources that the social actors have, clearly has a crucial role to play in
1| determining which of the possible equilibria will be reached. On the other
Jhand, there are surely also situations in which there is realfy ne

stable equlllbnum outcome. And in” $ituations like that, it is probably

enough just to know the"broad, aggregate situation. It may really be the
case that the only organizational form that can arise here is in some sense
called forth by the technical situation or, as Oliver Williamson would say,
by something which reduces the transaction costs. There may well be
situations like that. So a very important part of the task is to understand

what situations are like that and what situations rather resembleé the un- |j
derdetermined : situation, where social networks play a key role. The for-

manve stages 5 of Iilost 1‘"austr1es probably resemble the underd'etermmed

‘Q"Kﬁa what about” fhe‘”tc)‘ricepf of the markem analy51s7
Would you see markets in network termis 3§ Well¥™ e
A: It would be to go too far to replace the market with network analysis,

and I think that one should rather try to combine them. I wouldn’'t want to -
say, for example, that the market situation had no impact on the electrical -
utility industry. I think that what the market situation actually does is to -

determine what the possible equilibria are. I think that the market is there-

fore very important in determining what is possible. But it does not nec--

essarily determine what the final outcome is, i.e., which equilibrium is

reached. In certain situations there is room for many different possibiltties,

tually 1t all comes tumb 'ng dow

‘Marla Granovetter 105

and these possibilities are significantly different from one another. If in
fact the electrical utility industry had evolved in the direction of public
ownership in the United States, I think it would have made an-enesmous
difference. And not only for that industry itself but also for the develop-
ment of many other industries.

Q: In an earlier answer you touched a little bit on Gary Becker’s work.
In your 1985 article, you also discuss some of the new economics of or-
ganization, especially the work of Oliver Williamson. But what is your
general opinion of economic imperialism?

A: Well, 1 think the idea that you can incorporate sociology as well as
the kinds of igﬁects that sociology studies into the framework of individ-

[val, Tational action is mistaken. Tt is mistaken because the ethodological

and mtellectual base of neoclassical economics is just too narrow; it is
even too narrow to account for the matters that economics is supposed to
be about. What happens in productlon consumption, and distribution is
very much. affected by people’s embeddedness in social relatlons And if
that's the case at the very center of economic theory, it seems to me that
ltiseasy to show that it is even more so for marriage, divorce, crime, and

my own n efforts on the more hard-core économic matters of production of
‘goods and services is partly polemical, since it seems to me that if one can
show that this imperialist project of certain economists isn’t even appro-

. priate within their own domain, then it is of course clear that it would have

much more difficulty outside of that domain, in the more traditional socio-
logical areas.

So I view the idea that people are able to make all their decisions and |

that their actions are fundamentally not affected by their interactions in
networks of social relations as an extreme form of methodological individ-
ualism. I think that any project which is based on that, as the economic

lmperlahst prolect is,. ds. bu1ld1ng an enormous sugerstructure on a.very

Q: And what would be your oplmon of the project of Coleman, Hechter,
and others to recast sociology on the basis of rational choice? Would you
be as critical of this attempt as of economic imperialism?

A: Well, although I find that Jim Coleman’s arguments are more inspired
by methodological individualism than I am comfortable with, they are
certainly less so than what you find in neoclassical economics. The argu-
_ments of people like Coleman and Hechter, I think, really depend in very
important ways on s on how people interact with one another. T iy Upinich

g,

they may not have taken sufficiently seriously the importance of the struc-
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ture of social networks and how this structure affects the whole outcome, -

but they are still much more in tune with the kind of argument I am com-
fortable with than what the pure neoclassical economists would be.

Q: And what do you think of their hope to‘tecz;,t_a']l of sociology with
the help of rational choice? In a sense they are hoping for the big break-"

through . .

S A Well, I Idon’t think these rational choice arguments are going to revo-
+ Jutionize sociolo gy “As’a miiter of fact, I don’t think that any mathematml ;

models that we are even close to right now are really fully adequate for

that kind of revolutionizing ambition. ] am certainly sympathetic to mathe--
matical models; aid T have done some myself, even some in economics:

(see Granovetter and Soong 1986). But I think that the level of complexity

wluch is required is greater than most rational choice arguments are wilk--
ing to permit. I am all for parsrmony—I think it is very important to have.
parsrmony—but I think that most rational choice arguments are still oper-

ating too much at the individual level and take too little account of social
networks to be able to explain complex institutional outcomes. So I.think
that we
man and Hechter might _suspect we are.

Q: In 1985 you coined the term “néw économic sociology.” How would:

you define this “new economic sociology’’? What differentiates it, for ex-
ample, from the old economic sociology? And what is the relationship
between this new economic sociology and networks analysis? :
A: Well, the old sociology of economic life had a number of different
incarnations. Industrial sociology was one of these, and the other main
one was the “economy and society” perspective of Parsons and his disci-

ples 1 think that although these two are in some ways very different from -
one another, they had in common that they did not really challenge the.

validity of neoclassrcal theory wrthm its own domarn Nerther @,gm

to cover the same subject matter as neoclassrcal econormcs
So industrial sociology studied workers in industrial plants, but it didn't
really study questions like how the employer could minimize his costs in

production. They looked a bit at the production process but they were in-

many ways more interested in such subject matters as what made the

workers happy; the structure of interaction within the workgroup; the -
norms about restrictions of the output; and so on. A book such as William
Foote Whyte's Men at Work gives you an idea of the topics industral-

sociology dealt with. They were more interested in all these things than in
‘the way the production in the whole plant was structured. They had very
little to say about the relations between labor and capital, and you cep-
tainly never heard anything about productron functions. So they tiptoed

Chapter5 -

e are perhaps at greater distance from the breakthrough than Cole--
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around the edges of the subjects that the economists were working on.
They were willing to say that the economic arguments about motivation
were inadequate, but they did not really make any systematic attempt to
‘replace them with something else.

The “economy and and society” perspective of Parsons was very respectful
to standard economics. In the Marshall Lectures from the early 1950s, Par-
sons was very explicit about his Opinion that within its own ' domain, eco-
nomics was fully adequate. And in Economy and Society, Parsons and }
§melser say that economic theory is not only adequate but a mo rthe
other social sciences to_follow. The whole argument of Economy and l
jety was that it was a remarkable thing that you could take economic
theory and fit it into Parsonian categories. According to Parsons-Smelser,
thls somehow validated the Parsonian categories. But of course when you
say it that way, you see right away that there is a presumption that the
Parsonian categories needed validation and that economic theory was al-

So there was a very respectful attitude in most of the old economic
sociology toward classical and neoclassical economic theory. And I think
that the single thing that most clearly differentiates what I call the “new |
econontic sociology” from the “old economic sociology” is that it is much 2
ess respectful of orthodox economics. “New economic_sociology” i

much more ready to argue that sociologists have something to > say about
tandard eConiomic pi Ome Cas

cesses and that this supplements and In'somie cases
qJﬁQ__r_e_glaces wha econormc theory has 19 say. Today’s soc1ologrsts v
partly because they are less respectful of the smnmrgu- T
MENTS, are more wrllrng to look directly at the core of cs—at pro-— AN ™ bin g
duction, distribution, and consumption—and argue that the sociological L% surin)
perspectlve has somethmg very im _portanm other
words that what economic sociology can contribuie Ts more than just the

Jast five percent tacked onto the end of the regression equation to sop up

the little bit of variance that somehow neoclassical theory missed. -

. Another important difference between the old and the new economic

(Lx}a LAk

T ore s, S
sociology has to do with economic action being embedded in social net- d:& —~
wotks. In the new economic sociology it is often argued that the embed- (. T A
dedness in networks of social relations contributes to the economic out- ¢, e hd's
come in quite fundamental ways and not just in frictional or marginal .. awc. el

«.\,

ways. Now, it is true that within the new economic sociology you have
quite a variety of works, and some of these don't use a petwarks.approach
see Abo 1984; Baker 1984; Burt 1983; Eccles '1983; Fligstein 1985;
Hirsch 1986; | Leifer and White 1987; Mintz and Schwartz 1985; Mizruchi
and Schwartz 1987; Powell 1987; Zelizer 1985). But when you look more

ARV IS .«,w p
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This type of argument is usually not applied to economic institutions,
but I don’t see any reason why it shouldn’t. Economic institutions, just like
any other institutions, are social constructions. Prices are social construc-
fions; the structure of an industry is a social construction; and professions
are social constructions. The fact that we have a specific profession, say
psychiatry, does not mean that it had to be that way. One of the important
lessons of the sociology of knowledge is exactly that very little in society
~ had to be the way it is. It is socially constructed that way, but there were
probably other ways it could have been constructed too. Part of the pro-
cess of construction is to make it look as if it couldn’t be any other way,
since society becomes more stable when people have that impression. It's
when people realize that things are socially constructed that these con-
structions fall apart.

The image you get from standard economics and from certain kinds of
sociology, on the other hand, is that economic institutions and econormic
forms are not social constructions. They are rather somehow automatic
responses to certain conditions which require the institutions or the forms
to be what they are, in order to minimize some costs or to maximize some
kind of efficiency. This perspective is exactly what I was arguing against,
when I was talking about the electrical utility industry. It is also clear that
the argument I made there is applicable to all sorts of economic actors and
institutions.

Take the profession of psychiatry as an example. The sociologist An-
“drew Abbott (1988) has written a very interesting account of this profes-
sion, which [ think gives a good account of how we come to think of any
economic institution, once it is in place, as the only way things could be.
We, for example, assume that if people have difficulties in their everyday
lives, they should of course see a psychiatrist. And this is just the way
things are. But it wasn’t very long ago that the normal assumption was that
you should see your clergyman if you had trouble in coping with every-
day life. One of the things that Abbott describes in his account of the
evolution of the profession of psychiatry is the very vigorous and some-
. times also vicious struggle between the various contending parties about
who should be in power over the new profession. Lawyers, social work-
ers, clergymen, and psychiatrists all fought with one another for the right
to treat people’s troubles. The way the competition was resolved was the
result of the various networks of collective action that the different parties
were able to call on.

In fact, if you look at the way psychiatry evolved, it is very similar to
what happened in the electrical utility industry. In the nineteenth century
there was a group of people who ran the mental institutions. They formed

closely at these, I think you will see that there is a certain affinity or simi-
larity between some of them and those thaf’ expllcnly use aq_s_g?:"’ﬂ"ﬁét
I works perspective. The reason for this is that they all come out of the
“Classical $6ciological tradition, which says that all economic action—like

any action—has a social context and that this soc1al context isa fuﬁa'amen- '

{
I
1

! tal influence on the econormc actlorf
{7 "Take for example a work in "Marxist economic sociology, such as Mi-
ﬁk Ll chael Burawoy’s book Manufacturing Consent. Now, Burawoy doesn't

== talk about social networks at all in this study. But it is nevertheless quite
| clear that he thinks that the informal interaction on the shop floot is abso-
{ lutely essential for the economic outc me. He ‘makes the same argument
\ { somewhat greater generality in The Politics of Production—and again
without explicitly talking about social networks. But even if Burawoy uses
a different language, there is still a clear affinity between what he does and
my own work on embeddedness. One of the things I incidentally like
/ about the new Marxist economic sociology, as represented y Burawoy,
Vl is that he tries to make clear that for Mar the social relations of prodﬁéhon
are“r—eally a crucial part of the production process. This is something 1

" think that most Marxist economists do not see as clearly.

So although I think there are different idioms that the new economic
sociology conducts its investigations in, they are all in some sense funda-
mentally related to one another. And somewhere down the road, we will -
pexhaps be able to translate them all into the same kind.of seciclogieal

_language.

Q: You have told me that you are presently working on a major workin -
economic sociology. Could you say a little about its content? ‘

A: Well, I have already touched on some of the topics I will be discuss-
ing in the book in this interview. I think that the subtitle will probably be
“The Social Construction of Economic Institutions” or perhaps “The Soc1al ‘
_Construction of Economic Action”—whichever’ seems broader. I wani to -
“have a subtitle which has the term “social construction” in it, because
what I want to try to argue is that the most complex economic institutions “
are social constructions. Sociologists will recognize the expression “social -
construction” in 2 way that perhaps economists will not. It is a phrase that
comes out of the sociology of knowledge (see Berger and Luckmann
1966). And the general argument is that social institutions of all kinds ap-
pear to ;somehow be exterial and objective aspects of the envxronment
they have what the Germans call a massive “facticity” to theni. This is,
however, .an illusion since they have all been socially constructed. But
part of the social construction consists exactly of making them look like -
objective and external aspects of the environment.
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an organization, because they had been talking to each other anyway. It

; was called the Association of Medical Superintendents of American Insti-

e

TR

tutions for the Insane. The group then started to bring its orgamzatlona.l

resources to bear, and eventually the association evolved into what is now
the American Psychiatric Association. So again we have personal net-
works which gradually take on an institutional form. This form then be-
comes locked in and eventually gets defined as a “profession.”

There is no doubt that this profession has been socially constructed, but

by the time the process is finished, a Williamsonian type of economist
would look at it and say, “Well, the profession of psychiatry has this form
because that’s what’s required to mim'rnize the transacrion costs.” And a

“that’s the most efficient way to deal with people’s troubles. If you want ntto

‘make an argument of this type, it is clear that you can always find some

story about why just this organization happens to be the most efficient -

way of doing things. Some of the sociological literature on the professions
has as a matter of fact very much that flavor. There is, for example, a

functionalist literature on the professions, accordmg to. which modern

professions look the way they do, because of the necessity to control ex- ’

pert knowledge High-level technical developments thus require profes-
‘SISRAIS 16 ¢ottrol professional activity. This would, for example, be one
way of explaining why the medical profession has a kind of monopoly on
who can become a doctor and so on.

But I think that a social constructionist perspective is muchﬂmﬁ\ahd,

could have been structured and that the partlcuTM r way these did come ou

is not the. only possible way. It is clear that the outcome cannot be totally

inconsistent with the nature of the economic environment. Nevertheless,
the outcome is not necessarily the most efficient one. And as they evolve,

the professmns themselves shape the economic environment in such a -
way that it becomes more suitable for their own professional needs. So it

is not as if the environment exists once and for all, and that the professions
then come into existence to suit the economic requirements of the envi-
ronment. It is rather that both evolve together, and that both are socially
constructed.

Q: From what you are saying, I get the impression that this idea about
the economy being socially constructed is really the matu 1dea n your .

_new book. Would that be a correct impression? -

A: Yes, the social constructionist perspective is the unifying theme in

the book, and T will try to treat a large variety of economic phenomena
through this general lens. I have in fact already drafted a chapter on tribal

Chapter5
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and peasant economies from this perspective, and I am working right now

ona chapter on small businesses, entrepreneurship, and family and ethnic

. relations. I also hope to have a chapter on law and economics, and how

the settlement of disputes is in fact generated ‘through social n network.un
most economic settings, rather than through formal legal | proceedmgs

TTét'me just mention one argument from thése chipters, namely that
legal institutions come from the need for economic efficiency. This idea,
which is quite popular in some circles, is in my mind typically incorrect.
The general problem with functionalist explanations of this type is that
they assume that if there is an economic problem, it will somehow auto-
matically be solved. The question that is begged is how it is solved and
under what ercumstances it can be solved. And the reason Why it is

Economlsts find it very hard to think in térms of social relatlons elther
because they are preselected into the economic profession just because
they are reluctant to see things that way or because they have been trained
not to do it.

It seems to me that economists should not worry so much whether
_ something can in fact be described within a purely economic framewesk,
_but rather pay attention to the phenomenon from whatever framework it
can be described. I don’t see why one should be so reluctant to explain

M
 econofiiicphenomena in styles and modes of explanation that originate

from other disciplines. There is no reason why disciplines need to be as
narrowly encapsulated as they are today.

Q: So whichever discipline solves the problem the best is the one that
should be used? And if sociology can analyze an economic problem bet-
ter, it is sociology that should be used?

A: Well, I think that in most concrete cases you need both economics
and sociology. In some cases you also need psychology. Now, the reward
structure of all disciplines makes it difficult to use concepts from other
disciplines. And the reward structure of economics is particularly resistant
to this, because economics has a picture of itself as a discipline which is
completely self-sufficient. It’s really a kind of autarchy, and there is no
sense at all that any other discipline has any comparative advantage on
any aspect of economic life. Young economists to whom I talk and who
are interested in sociological subjects tell me that they feel they have to be
very careful about this interest and that they should not say too much
about it in their writings. Because if they do, they won’t be able to publish

in the best journals, and they won't be well regarded in their profession.
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A sociologist, on the other hand, who makes use of economic argu-
ments, might be viewed with a certain suspicion in some circles, but will
basically not have that much difficulty in publishing in the major journals.
And there will always be some sociologists who find this type of work

interesting. So I think that sociology is more tolerant than economics in

this aspect. Part of the reason for this is that economics for a lot of very

complicated reasons has a higher status within the social sciences than -

sociology. And I think it is this high status that makes the economists feel
they are self-sufficient. The history of this self-sufficiency actually goes

back a great many years and has in part to do with the fact that economics

is a much older discipline than sociology. It also has to do with economics
being institutionalized in the universities for a much longer time; and with

economics being institutionalized outside the universities in a much more -

powerful way than the sociologists. Just look at the Brookings Institution,
the Council for Economic Advisers, and some of the larger foundations.
So there are many reasons why econornics is a higher status profession,

And being a higher status profession it has the sense that it ought to avoid -

contamination from lower status disciplines. In some sense, it should be
noticed, this feeling has perhaps served economics well, because it has
enabled it to develop in a very insulated fashion for a long time. ButI think

that by now this strategy has reached a point of diminishing returns. And -

I also think that any real progress in economics in the future is going to
require some substantial attempt to come to grips with the kinds of in-
sights that the other social sciences, including sociology, are able to
provide.

Q: In an interview from 1985, when you had just launched the idea of
a “new economic sociology,” you were very optimistic about its pros-
pects. You drew parallels between the situation for economic sociology in
the 1980s and the 1930s, when mathematics was just beginning to be in-
troduced into economic analysis. You cited Paul Samuelson, who has said
of the 1930s that in those days, “it was like fishing in a virgin lake: a whop-

per at every cast. . ..” Are you still as optimistic about the potentials of

economic sociology?
A: Oh yes, I think that everywhere you look, there are all kinds of fasci-
nating economic subjects that have not yet been given sociological scru-

tiny. So I still very much have that feeling of optimism. I don’t think that

we have got many whoppers yet, but I think that we are generating a

whole series of insights in these economic subjects that are really new and

that will make a substantial contribution to how these economic subjects
are understood in the future. We are perhaps still catching relatively
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smaller fish in this effort, but I think that the whoppers are coming some-
where down the road. So I am certainly casting my own net wider and
wider and trying to catch them!
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Oliver E. Williamson

Oz or the most powerful challenges to the traditional division.of lahor

\ m_“ISer]megglgg,sjﬁcal econoruics and sociology has come from the school
of behavioral economics or the Carnegie. School of Blisiniess Behavior.

i T el o y . . mm"""”"‘""\
The three key people here are Herbert Simon, Richard Cyert, and Jamies
behavioral theory of the firm, and many of the classical works in organiza-

E. Williamson, who can pethaps be characterized as the leading figure in
the second generation of behavioral economists. It was in 1975 that Wil-
liamson published Markets and Hierarchies, which attracted 3 great deal
of attention not only in econ

n not only in economiics but also in sociology. His analysis was
centered around the notioti 6f transaction costs, a concept that Ronald

fQ"gﬂse’iﬁ particular has worked on and which roughly can be defined as

costs other than price incurred in trading goods and services. Williamson
sontinued his work on transaction costs, and in 1985 the nex Ipw )
appeared—The Economic Institutions of Capitalism. In 1986 a collection
of his essays appeared under the titlo EconomiC~Organization. At this
time, Williamson also published a paper called “Economics and Sociol-
ogy: Promoting a Dialogue” in which he urges that the study of economic
organization will benefit from “a richer dialogue between economists and

sociologists” (Williamson 1986a, 1).

Oliver E. Williamson was born in 1932 in a teachers’ family in Superior,

Wisconsin.* He got a B.S. from MIT in 1955, an M.B.A from Stanford in
1960, and a Ph.D. in economics from Carnegie-Mellon University in 1963.

. During the period 1963 to 1965, Williamson worked at the University of

California at Berkeley; during the period 1965 to 1983, at the University of

The following interview with Oliver E. Williamson was conducted on June 7, 1988, at
Frilberghs, a mansion outside Stockholm, Sweden.

! Bounded rationality means that there exist definite cognitive limits to the capacity of
human beings for rational calculation.

*The following information comes from “An Autobiographical Sketch” in Williamson
1986b and from Blaug, Who’s Who in Economics.
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~ excellent one—did not have the applied aspects that were of special inter-

Pennsylvania; and from 1983 to 1988, at Yale University. Since 1988 he has
served as the Transamerica Professor of Economic Institutions and Corpo-
rate Strategy and professor of law at the University of California at

Berkeley.

~ unfortunately was in the process of leaving). It was quite an impressive
group. I had been awarded a Ford Foundation fellowship, which gave me
alot of latitude. You could take it wherever you wanted; it was a portable
fellowship. So although my original intention was that I would continue to
do my Ph.D. at Stanford, I switched over to Carnegie.

The Carnegie experience was extraordinary. I really so enjoyed it, and
it is sad for me that it can’t be replicated. There were also hard tim’es of
course, but it was just such an interesting place to be. Interdisciplinary
© work Was going on, and the people I was taking courses with éﬁcod;éggd
the students to be enterprising in their work. My major and“dégr'eéi were

Q: Your first degree was in engineering from MIT. What made you
switch into economics and go to Stanford? T

A: Well, after MIT I decided to get a Ph.D. in business administration.
The field was a little vague in my mind, but I had an interest in marketing.
The program I was in at MIT was actually a combined engineering and
management program, so I had been exposed to management issues prior
to Stanford, even if [ hadn’t had much exposure to economics. The Ph.D.
program at Stanford at that time was being reformed by Jim Howell and
some others. Jim was an outstanding teacher, and he was doing the basic
economics course. When I took his course I was perfectly astonished by

..

. in economics, but it really was an interdisciplinary program and included
- 200d deal of work in organization theory. Economics, quantitative the-
ory, and organization theory—those were the three fields I had to prepare
ff)r, and I had a real interest in all of them. 1 especially found the intersec-
%21};{ €conomics and organization fascinatin’g',w%l"‘flﬂc«i~ I felt r.hat? fj{é@ q‘i{QUld
what I found. Not only was economics interesting, but it had a lot more 2z @ ot of research opportunities here.
structure than I had expected. It was also much more intriguing than any
of the more applied subjects I was taking. I had a series of discussions with
Jim, who sympathized with my predilections. He steered me towards tak-
ing more economics.

During the second semester I took a microeconomics course with Ken
Arrow, which actually was an advanced ufidérgraduate course. It was
iﬁﬁffﬂ"}"' a_Henderson—Quandt mathematical microeconomics treatment,
and I enjoyed it a lot. During the second year 4t Stanford T actuattyonly
took one course in the MBA program; instead I was taking graduate
courses in economics, statistics, and mathematlcs I ggmcr th it "”Fham
been for Jim and his sponsorship, this would have been very difficult. But
that's what happéned.

At about this time I also met Chuck Bonini, who was a recent graduate
of Carnegie Tech and was an enthusiast of the program at Carnegie. In his |
view, which was an objective one really, the Ph.D. program in the busi-
ness school at Stanford needed a lot of work and was not responsive to my
interests. And the program in economics at Stanford—although it was an

your impression of them as a student?

knowledge and possesses extraordinary intelligence. Dick Cyert was an
economist with genuine interests in joining economics and orgdnization
Fheory. I'was encouraged by and enjoyed Cyert a lot. Jim March was and
1san extraordinary teacher and researcher.

I received a great deal of stimulation from these three—and from Allan
Meltzer as well. The message was: have an active mind: be disciplined; be
interdisciplinary' St ‘A‘ RERFIE S i sgbmretet vt Pind
- Q:Didyou take any courses in social sciences like history, psychology
or sociology? ’
A: Ttook several courses in organization theory. I also read selectively
’t_b_e social | psychology literature. The organization m with
* Jim March. T also took a reading course with Jim March, which was in
social psychology. And I took behavioral theory of the firm with Dick
Cyert and mathematical social science from Herb Simon.

‘ Q: Did you study any sociology? For example, did you read Weber in
- the courses on organization theory?

: ~ A:No. There certainly were outside readings in sociology in the courses
- of March and Simon, but Weber was not among them as I recall.

Q: Markets and Hierarchiesis a very famous work with a famous thesis
" Did you just have a sudden intuition that one could tie together markets:

. and hierarchies with the help of transaction costs? Or was it more of a slow
tealization?

est to me. So in the course of our discussions, Chuck suggested that I look
into the Carnegie Tech program.

Q: Did they have an economics program at Carnegie Tech or was ita -
business school program?

A: Well, it was a school in industrial administration. The people who
were then at Carnegie included Cyert, March, Simon, and Modigliani (who

N

: Simon, Cyert, and March—that’s a very impressive list. What was

- A:T'was in awe of Simon and still am. He spans an incredible range of »  ***
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_ these fitted into the organizational scheme of things. This was vas done in my my
article “Transaction-Cost Economics: The Governance of Contractual Re-:

" a further effort to understand how certain hybrid transactions—such as.

120 Chapter 6 Oliver E. Williamson 121

Markets and Hierarchies was very hard to write and I sympathize
enormously with those who have had to read it. I have actually been re-
luctant to assign it to my own students. Still, it did contain an analysis
which was not available elsewhere. And many people have felt that it
introduced certain important issues and that it had a lot of bearing on
problems they were interested in.

Q: Markets and Hierarchies appeared more th&n ten years ago. Whar‘
progress do you feel has been made since 1975 with the transaction cost
approach?

A: Let me first say that Ronald Coase is and continues to be an important
contributor to the literature on transaction costs. And “indeed there are
others, such as Victor Goldberg, who have contributed to the study of
regulation (Goldberg 1976). I think I have been centrally involved, but_
there have also been others. Klein, Crawford, and Alchian (1978) have

long-term contracts, franch151ng, reciprocity—are structured the way they
are; what economic purposes are being served by thern and why certain
hybnd contracts have more robust characteristics than I had earlier

‘thought possible.

ingin a book called The Economic Institutions of Capitalism. Some of the
material here deals with regulation and the limits of franchise bidding for

“some material on Iabor organizations and cotporate governance in this
book. These were all issues that I in one way or another had found myself
working on in the early 1980s. And although I am a believer in looking at
problems from several points of view, the point of view I most often
ended up with was indeed the transaction cost point of view. I think that
transaction cost economics actually informs all of these issues, although it
doesn’t exhaust them. Well, this is all in The Economic Institutions of Cap-
#alism.

Q: How has the reception of your work been in the three sciences that
inform it—law, economics, and organization? Has there been any critique
you have E)und particularly useful? ™"

been influential—especially since they represent “Chicago.”

Now, my 1975 book was centered on two polar modes—markets and
hierarchies—and although there were some intermediate forms, I was ex-
tremely skeptical that they were stable and could be adequately de-
scribed. Through Victor Goldberg, however, I found out about some of
the work that he and Macneil were doing on contracting. I recaitreading
a wondetful article at about this time of Macneil's that was published
1974, “The Many Futures of Contxacts I 'read it with shieer délight T3
very long article and basically a mixture of sociology and law with only
occasional references to economics. But a lot of implicit economics is ac-
tually going on in the background. Anyway, during the academic year of
1977-1978 1 was on leave at the Behavioral Sciences Center at Stanford,
and I used that time to study the contract law area and see if it could be
applied to my interests. It became clear to me that what Macneil calls
“relational contracts” were in fact much more w1despread than I had.
1mag1ned [and one could indeed develop 4 structure that wotild showtow .

although some critics have been less instructive than others. Some critics

The fact, however, is that I have spenta huge partof myt time ¢ on 1nte;m& -
. diary modes of organization. So although I surely think that there is addi-
: tional work to be done here, I find it disconcerting that critics haven't

transaction cost economics. I agree that there is a need to do this and I am
basically sympathetic to this line of argument. Some of this work has inci-
dentally already been done. And more is in progress.

. tested adequately. I am certainly persuaded of the need for more empiri-
lations,” which was published in the Journal of Law and Economicsin

1979. I think this is a key article, because although much of what is dis-"
cussed here is also discussed in parts of Markeis and Hierarchies, the*
structure is more well specified. This effort to so o speak imensionatize
_transactions” seemed to me at that time and since as an 1rnportant stES"é?I"
the road of operationalizing this whole line of study." I
Subsequently I worked on an article that was published in the Amen-
can Economic Review in 1983 as “Credible Commitments.” This is really

rable amount of testing—there must be at least sixty empirical articles out
there and more in progress. So it isn't as if there hasn’t been any empirical
~work. The empirical work to date, moreover, has been mainly corrob-
 orative.

.. There are also those who claim that transaction cost economics is too
narrow a formulation and that it only works out of dyadic relations. I am
sympathetic to that too. My inclination is to work with simple models as
‘much as I can, but there are clearly certain kinds of effects that don’t get

Theén in 1985 I pulled together the material on which I had been work- { X

say, for example, that I am still stuck in a Markets and Hierarchies setup. — -

. gaught up. Then there are critics who emphasize the need to formalize = =

“"cal work. The fact is, however, that there has already been a rather consid-

A:1don’t think I can complain about my reception in any of these areas, { { ; 7

natural monopolies. Some of it deals with the credible commitment issue; - ¥ 0 TN
.and other parts ajm to enrich the view of contractual m man. There is “also =
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ent characteristics here, we have perhaps ended up with a keyboard over
which we can't affect improvements without some kind of subsidy or
other assistance. That is, the market is unable to do it, and there may be no
way to get from here to there that yields net social gains. But that doesn’t
seem to me to demonstrate that observed outcomes are, because they are
imperfect, necessarily inefficient. Hypothetical inefficiency (in relation to
an ideal) and operational inefficiency (in relation to a feasible alternative
that can be realized with net gains) need to be distinguished. SoIjust don’t
see what the argument is here. 0

Q: Another sociological critique of transaction cost economics comes ZVRWS 4
from Charles Perrow (1986). He argues in Complex Organizations that O *«z"‘b
“power” in many cases can better explain what you try to explain with PoTeKe A
transaction cost analysis. What is your reaction to this argument? MTC 5

A: It is certainly true that power is a consideration and that is out there. < 4} ;
The thing I would urge is that just as transaction cost analysis needs to be & &V* ¥ *
operationalized, so does power. Now the definition of power, which in
my opinion comes the closest to be operationalized, is what is called “re-
source dependency” (Pfeffer and Salanzick 1978). Resource dependency
is fairly close to what I call “asset specificity” (Williamson 1985, 52-56).
But a real difference between resource dependency theory and the trans-
action cost economics is that the latter approaches the study of contracting
from the standpoint of what 1 call “contracting in its entirety”—that is, it
looks at the whole transaction including the original negotations. Re-

source dependency, on the other hand, neglects the original negotiations.

duce in Markets and Hierarchies, is what I call the “‘economics of atmo-
sphere.” My feeling when [ wiote the book was that this is an imporamt -
pheri&nenon, and my feeling is the same today. Actually, I had a col-
league who urged me vigorously to move ahead and work further on this.
And I did write a paper, which I don't think ever was published, but.it was
presented at a conference that Albert O. Hirschman organized. And I am

S oo

picked up this way and are important. One example of this, which ] intro-

still sympathetic to doing more on this. Atmosphere does not play a prom- -
inent role in The Economic Institutions of Capitalism, but that isn't be-
cause I don't think it is important; it is just that I haven’t made any head-
way with it. T
FE T N -Aﬂoﬁfgfﬂinteresting complaint along these lines is what sociologists
e refer to as network analysis. I was just at a conference this week in Italy,
FIN eI where some of these new forms of networks were under discussion that.
D ““‘& Charles Sabel and others are working on. It's my feeling that a rather
\“w o ‘e huge fraction of what is going on in these network enterprises can be
I < interpreted usefully in transaction cost terms. Actually, one-of-+he-things.
,, that is_probably frustrating to noneconomists is that ecopomics is 5o in-.
ce & credibly elastic. Once the economic content of a ¥ concept is understood,
T s W“{ economics finds a way to embrace it. So I anticipate that networks can
\_probably be incorporated—at least to some degree—into an extended
"version of trafisaction cost économics. But that's just a conjecture; I don't
really know. '
Q: One critique of the transaction cost approach comes from Mark ..

g W i WY

-

Granovetter, who is a key figure in network analysis. He féels that you,
like many economists, automatically assume that the existing economic
institutions are also the most efficient ones. According to Granovetter, the
economic institutions that are around today may have survived because of
some historical conjuncture; because they were hooked up to a very pow-
erful network at some crucial time; or for some similar reason (Grano-
vetter 1985, 1988). What wotld be your answer to this type of critique?
A: First of all I would like to say that those general arguments Grano-
vetter makes about embeddedness in networks are useful, and that it is an
issue to which we ought to be more sensitive. I agree that historical
choices matter, but this statement needs to be given a more ﬁ}éc;se con-

tent, I think that the work of Pau e

avid and others in conjunction with
path dependency is terribly useful (David 1986). There is indeed a chance
that one may end up with, say, a typewriter keyboard that is not ideal. But
the fact that it is inefficient to unpack the present keyboard and replace it
with another one doesn’t really imply a rejection of the efficiency argu-
ment. When everything is taken into account, including the path-depend-

It simply looks at the outcomes, and says, “Oh, my God! We've got a
resource dependency outcome!” .

But to get back to the power advocates: I think there is a great obliga-
tion on their part to say exactly what “power” is and how their power
analysis works. One of Perrow’s students, incidentally, told me that Per-
row had advised him that transaction cost economics was quote “danger-
ous” unquote.

Q: Dangerous in what sense? )

A: Well, presumably it was dangerous in the sense that the student
wouldn’t think about the issues in a correct way; he would have his per-
ceptions altered permanently and be intellectually crippled. I don’t think
that’s a mature way to see the subject matter. We should have all the view-
points exposed and run a friendly contest of a sort, but a contest in which
we expect to learn from each other.

Q: There is one more question about sociology I would like to ask you.
You recently wrote a paper called “Economics and Sociology: Promoting
a Dialogue” in which you say that the study of economic organization
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could benefit from “a richer dialogue between economists and sociolo-
gists” (Williamson 1986a, 1). Could you elaborate a bit on this statement?

A: One of the things that I think is vitally important and to which I think
sociology can add is a deeper understanding of process considerations. I
actually raise this issue in a paper I wrote last year to honor the fiftieth
anniversary of Ronald Coase’s classic article on the nature of the firm
(Coase 1937). My paper is called “The Logic of the Firm” and in it I urge,
among other things, that process considerations be taken into account
(Williamson 1987).

It does seem to me that sociologists have been much more alert to pro-
cess considerations than economists and that they indeed could alert us to
what some of these critical processes are—what their ramifications are;
how we should understand them; and so on. I have occasionally also
made use of arguments that something is “dysfunctional,” which is a ven-

erated sociological idea. Economists need to make greater allowance for =

unanticipated consequences. :

What I call “the fundamental transformation” is indeed a process out-
come (Williamson 1985, 61-63). Actually, the neglect of this phenome-
non—despite a long-standing awareness of what Alfred Marshall and oth-
ers have referred to as “sunk costs’—seems to me to be one of the factors
which explains the long neglect of many of the issues that come out of
transaction cost economics. S0, if sociologists had just said, “Look, there
are many trading relations that display a lot of dependency and which
don’t behave in accordance with the standard market model you fellows
are working out of,” then we would have gotten into an examination of
the relevant issues much earlier.

Another issue of a process related kind that I think is important is what
I have referred to as “the impossibility of selective intervention” (William-
son 1985, 135-38). The puzzle here is, why can't a large firm do every-

thing that a collection of small firms can do and more? If we could inter- .

vene selectively, then certainly large systems could beat small systems;
more degrees of freedom are always better than less. So why can’t we then
implement a program of this sort? Well, I think there are some basic incen-
tive reasons why that can’t be done. I have begun to work on these issues,
but there’s still a lot of work that ought to be done before we feel that we
have closure on this. I am also persuaded that there are many other pro-
cess issues that sociologists have already worked on, but which they have
not insisted that we economists attend to. We are greatly in need of a more
adequate theory of bureaucracy. So I urge that sociologists call these is-
sues to our attention, lay out their significance, and impress upon us to be
responsive.
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Q: Presently some attempts are being made in sociology to recast the
sociological analysis on the basis of rational choice. The key person here
is James Coleman in Chicago. What would your attitude be to a project of
this sort?

A: In general I think a lot can be said for moving towards more of a
rational action basis in sociology. This does not imply hyperrationality of
the kind that is associaied with much of economics. Herbert Simon’s
definition of bounded rationality is perhaps the most suitable, and it is also

e one that I myself have found the most useful—rational behavior is
behavior whicli 18 “#iféndedly rational, but only limited so” (Simon 1976,

- xxviii). This definition emphasizes intentionality and how people try to

cope. But equally it emphasizes cognitive limitations.

We need to understand these limitations and ascertain what their organ-
izational consequences are. This is something I think sociologists could
help us more fully to understand. They could also.advise us about what
organizations can do to be responsive to this, including the p
certain biases sometimes get introduced which we ought to be alert tQ.

Now, one of the things that happens s that orice we are aware that there
are these systematic biases, organizations will be designed with this in
mind. For this reason, I suppose, there might be some concern among
sociologists that by apprising others of these systematic features, they
would just become handmaidens to the organizational design specialists,
who are simply going to factor these biases into a larger treatment of the
problem. But I don’t see that that should be a matter of great concern to

sociologists. It seems to me that our knowledge of complex organizatians

is so primitive in relation to the complexities that are out there, that we are

not going to work sociologists or anybody else out of a job for the next
couple of decades.

“Q:"And what's your reaction to economic imperialism and Becker’s
work? Does that represent a good research strategy for economists and
sociologists?

A:_Gary’s view is that one should push the apparatus of his particular
type of economics as far as it will go. I think that’s an interesting and useful
strategy. At the same time one of the things one ought to be prepared to
do is to acknowledge when it has reached its limits and when we have to
bring in other points of view. And I certainly think that the behavioral
assumptions are ones that we ought to be keenly aware of, and it doesn’t
seem to me that they are featured as strongly in Gary’s work as might be
appropriate. But, again, well-focused strategies are the ones we want to
favor in general, and Gary’s work certainly has the nice property of being
sharply in focus. Now, I think that transaction cost economics has that
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The evidence is impressive when we come to bounded rationality. But
this certainly doesn’t exhaust “human nature as we know it.” What you
find in Frank Knight and in transaction cost economics is a parsimonious
description. But I think that there exist many other attributes as well, and
some of these have important consequences for the analysis. So they need
to be identified and factored in. And I would invite myself, my students,
and others to do that.

Q: In one of your latest books you say that transaction cost economics
has “enormous explanatory power” (Williamson 1986b, xviii). Could you
say a little about what kind of areas you expect the transaction cost ap-
proach to be applied to in the future?

A: One of the things that is happening today is that there are a lot of
young economic theorists who are interested in what is called “incom-
plete contracts.” Now I think you can discuss “incomplete contracting”
apart from transaction cost economics, but the critical assumptions that lie
behind most incomplete contracting are (a) bounded rationality; (b) op-
portunism; and (c) the condition of asset specificity. So the carryover of
transaction cost econormics into the formal modeling of incomplete con-
tracting is substantial, and I am delighted and encouraged to see that this
is happening.

The study of process, which I have already mentioned, is another issue
to which many people could contribute, and I would expect sociologists
to be among them. There are other issues as well, including one that I
see a lot of promise in and that I have begun to work on myself. That
is'to dimensionalize governance structures. Transactions have to be as-
signed a governance structure, and we have been less specific here than
we should have been about what the characteristics of governance struc-
© tures are. This represents an opportunity to do a lot of good work. If we
are successful here, it will definitely also have a lot of impact on organiza-
tion theory.

There are also good opportunities to work on issues that are referred to
as strategic business behavior in business administration and to reconcep-
tualize business strategy from a transaction cost point of view. Several
people are already working on this, and others are picking up on it. Polit-
ical scientists and economic historians have also been applying transac-
tion cost economics arguments to political institutions—both domestic
and international. There are also issues having to do with marketing, net-
works, and contract law. So altogether we observe new theory, new appli-
_ cations, and new empirical work taking place. There is reason to be opti-
mistic about the future of transaction cost economics.

quality to it as well—it continuously emphasizes that economizing is cen-
tral, and it pushes that as far as it will go. But again, I don’t think that
transaction cost economics tells us everything that is interesting about or- .
ganizations.

Q: The behavioral assumptions that you make in your analyses are built
on what you often refer to as “human nature as we know it.” This is actu-
ally a quote from Risk, Uncertainty and Profit by Frank Knight (Knight
1971, 270). But isn’t a statement like this a bit thin to build a theory on?
After all, we know somewhat more about human nature than Frank
Knight did when he wrote his dissertation in the 1910s.

A: Well, Frank Knight does believe that we can use introspection (o -
some extent. And he also makes specific reference to moral hazard, which
is a technical variety of opportunism. Tjalling Koopmans has also urged
that introspection is undervalued. Bounded rationality, in relation to hard
problems, is something we have a lot of experience with. And both history
and everyday life remind us that opportunism is out there.

Q: But Knight was hardly a psychologist and to refer to him as an au-
thority on human nature just seems a bit thin. '

A: Well, opportunism is a relatively unflattering behavioral assumption
and it gives outrage to a lot of people, including my colleagues. There is
actually corroborating evidence from H.L.A. Hart—but again you might
say that he is not a psychologist, so why should he be quoted as an author-
ity on these matters? Hart is a legal philosopher and he has thought quite
a bit about how we characterize the human actor for purposes of trying to
do legal analysis and legal philosophy (Hart 1961). He really doesn’t iden-
tify opportunism as such, but he identifies a condition which is very akin
to it and which I think is useful, because it takes some of the edge off of
it. I myself dor’t assume that most people are opportunistic most of the
time; I assume that some of the people are opportunistic some of the time
and that it is very difficult to sort those who are opportunistic from those
who are not. And one of the concerns that I have—and which H.L.A. Hart
also has—is that the world should not be organized to the advantage of
the opportunistic against those who are more inclined to keep their prom-
ises. I would simply say that introspection supports this view. And all of
Shakespeare’s tragedies and comedies support it. The alternative to op-
portunism is saintliness, and since we are not prepared to embrace that,
then opportunism is something we have to come to terms with. Maybe a
distinction between strong-form—continuous—and weak-form—occa-
sional—opportunism is needed. If so, I refer to opportunism of the weak-
form kind.
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I should add that I am in the process of moving permanently to the
University of California at Berkeley, where they have created a new field
in the economics department called “the economics of institutions.” Stu-

dents will be able to take this as a field of concentration. My new appoint-

ment is actually a joint appointment between economics and business (it
includes a law school affiliation as well). This means that there will be
excellent opportunities for me to bring students from both of these fields
together—students who are principally trained as economists and who
are interested in institutions, and students who have a background in busi-
ness but see economics as a productive way of working and who feel that
the “New Institutional Economics” is the way to go. I am encouraged by
all of this, but it of course remains to be seen how well this new program
will work out.

Q: What about the institutional aspects of transaction cost economics

itself? Do you envision it as a distinct field or as a science of its own in the
future?

A: I guess I don't see transaction cost economics becoming its own
science. I basically think that it needs to be supported by law, economics,
and organization theory. But I also think that there will be important feed-
backs from transaction cost economics to these three sciences. Organiza-
tion theory has already been responsive and will probably continue to be
responsive. So has antitrust and aspects of contract law. Economics, how-
ever, has been skeptical in certain respects. But I think that economists are
terribly practical fellows and if you take a phenomenon which they admit
is interesting, and you tell them things about it that they didn’t know and
the data are corroborative, then they are going to pay attention.

Q: So the bottom line is that you are optimistic about the future of trans-
action cost economics? '

A: I am an enthusiast and very optimistic. The aspiration to create a new
“science of organization,” to which Chester Barnard made reference fifty
years ago, is beginning to be realized. But I would emphasize that this is
an interdisciplinary undertaking. Behavioral economics and the spirit of

Carnegie are very much alive today.
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Kenneth J. Arrow

K.ENNETH Arrow has made extraordinary contributions to the very foun-
dations of economic analysis several times during his career. It is therefore
with extra interest that one wants to hear what he has to say about the
relationship between economics and sociology. In this interview, Arrow
tells about his encounters with Talcott Parsons and other sociologists at
Harvard and Stanford. He suggests topics that might be suitable for sociol-
ogists to work on, such as the reason why some ethnic groups are more
successful in economic terms than others. Arrow also discusses some
methodological difficulties involved in the problem of fitting microecon-
omic analysis and a more sociological perspective together; and he out-
lines how, in three major ways, the economic system is dependent on the
social system in order to function properly. In many of his answers Arrow
uses the example of unemployment to illustrate a more general point. A
certain skepticism toward sociology, combined with imaginative ideas
about the role that sociology could actually play in economic analysis, can
be said to characterize Arrow’s statements in this interview.

Kenneth Arrow was born in New York City in 1921.! He received his
undergraduate degree in 1940 from City College, and his M.A. in 1941 and
Ph.D. in 1951 from Columbia University. He first worked at Stanford
(1949-1968), then went to Harvard (1968-1979), and is currently Joan
Kenney Professor at Stanford (1979-). His most important contributions to
economics consist of his formulation of the social choice problem; his
co-invention with Gerard Debreu of the general equilibrium analysis; and
his theory about the economic consequences of asymmetric information
among economic agents.

Q: You did your undergraduate work in the late 1930s at City College
and your graduate work in the 1940s at Columbia University. During this

The following interview with Kenneth J, Arow was conducted in his office at Stanford
University on April 28, 1988,

! The following information comes from von Weizsicker 1972; Blaug 1985; Arrow 1986a;
Lipset 1987, and Who's Who in Economics.
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time, did you take any courses in the social sciences, especially in sociol-
ogy? Or perhaps you read some sociology on your own?

A: No, I am afraid I did not read any sociology on my own, at least not
that I remember. I didn't take any courses in sociology either. I had some-
what more of an interest in anthropology. I can’t remember all that I read,
but at least some of the more semi-popular books. I certainly read Marga-
ret Mead and Ruth Benedict and probably also some works by Franz Boas.
So I approached social science much more from the anthropological side
than from the sociological side.

Q: And what about Marx and Weber? Did you have any opportunity to
read them during this time?

A: I read Marx as a graduate student. But what I read was mainly Das
Kapital, which 1 suppose is in some sense a sociological work even
though the main emphasis and the basic structure are really much more
economics. But there is of course a lot of sociological richness mixed in as
well. I don't believe that 1 read Weber at all at this time. I did read Weber
ten or fifteen years later, probably some time in the 1950s. I then mainly
read what he had written on specific topics, such as The Religion of China
and Ancient Judaism. | also read some of his shorter pieces. It must have
been The Methodology of the Social Sciences, which appeared atabout this
time in English translation. I found this work more problematical. It raised
deep issues of value-neutrality and of the ways we understand motives
and intentions without giving the clear answers apparently supplied by
logical positivism with which I was then enamored.

Q: Since you got your Ph.D. in 1951, what kind of contact have you had
with sociology? Have you, for example, been interested in following what
is happening in the field? Or have you collaborated with sociologists on
any project?

A: My contact with sociology has been more through people. My main
exposure 1o it took place in 1956~1957, when I spent a year at the Center
for the Advanced Study in the Behavioral Sciences here at Stanford. You
should remember that the main figure in its organization was Paul La-
zarsfeld, who was actually there during that particular year. He was in fact
also there a year or two before, but 1 saw especially much of him during
the year I was at the Center myself, and we became quite friendly. So 1 had
a fair amount of contact with Lazarsfeld, although it was more personal
than intellectual. In the course of this I followed some of his work, mainly
what he had done in statistical methodology. But I also read some of his
more sociological books like the one he wrote with Katz, Personal
Influence. 1 remember that I was quite impressed by this work and it gave
me an interesting idea, which I have never really followed up intellectu-
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ally. It is that somehow in a large amorphous economy—the sort of thing
that economists postulate—personal reactions and interactions play a dis-
tinct role. Now, Lazarsfeld of course looked at the spread of opinion, but
I must say that the following question occurred to me at the time: “Why
shouldn't this also apply to economic relations?”” Although, as I said, I have
never followed this up, it has remained a nagging point in the back of my
head that there is something else of a much more micronature in market
transactions than what I and others allow for in our models. So [ would say
that Lazarsfeld's impact in this aspect represents the strongest influence of
sociology on me.

Q: What about Parsons? You were at Harvard in the late 1960s and the
1970s, when Parsons was there. Did you two have any interaction at all?

A: During the time 1 was at the Center in the 1950s and had this expo-
sure to sociology, I did get interested in Parsons and Shils. But this was the
period when they were producing works like Working Papers in the The-
ory of Action, and I was quite turned off by that. I actually thought that the
whole content of Parsons’s work was very empty and grandiose. I remem-
ber hearing him speak at the Center. In fact, he was there the very same
year I was. Anyway, I am afraid I did not come off with a very favorable
impression. I thought that these universal fourfold categories and so on
were just preposterous. And the whole thing seemed to be void of all
empirical content. He had simply constructed one of those tautological
schemes that are really not very useful.

Q: What about Parsons’s sociological analyses of the economy, such as
Economy and Society, which he wrote with Neil Smelser? Did you ever
have an opportunity to read that? ,

A: Yes, 1 read it. But it just cast no light whatsoever on any kind of
problem that I was interested in. Let me put it this way. I was really quite
turned off and repelled by Parsons's emptiness and grandiosity. I will say
this though. A few years later, when I was writing on health care I knew
that Parsons had once worked on this. So I went back and read what he
had written, and I remember feeling, “Now, thisis interesting” (see Arrow
1963b; Parsons 1951). Parsons was dealing with a concrete subject here,
and he was very insightful. 1 think this was before he got involved in grand
theory making, so it represented a relatively early stage of his career. The
analysis of the medical profession was totally different from this book with
Smelser, which was just awful. I like Smelser personally and I think he is
a bright man, but Economy and Society was not a useful book.

Q: Given the fact that you have had a certain exposure 1o sociology over
the years, what is your general impression of it? Is it an immature science,
an exciting science—how do you look upon it?



136 Chapter 7

A: One problem with sociology that I noticed particularly through my
contacts with the Harvard Sociology Department, where I knew a number
of people, was that no two people seemed to be doing the same thing,
First you have someone like Parsons, who was getting close to retirement
at that time. And then you meet someone like Daniel Bell. Bell is classified
as a sociologist, but it seems to me that his kind of essay writing on, say,
the character of late capitalism doesn't belong to the same category as
Parsons’s works. Furthermore, you have the statistically minded people at
Harvard like Lee Rainwater. 1 think his work is quite interesting, but I
didn’t see any connection between that and what the others were doing.
Sociology just seems to be a very disparate field.

On the more mathematical side of Harvard sociology, the only one I
had any contact with was Harrison White. Obviously he and I in some
sense spoke a closer language than the others. I could understand what he
was doing all right. It was just as though every sociologist was starting the
subject from the beginning. I hope I am not too cruel here, but it didn't
seem as if all these people were building on something. They would bring
together some quantitative methods; they would make a model; or they
would just do straight empirical work; or whatever it was. But it didn’t
seem to build on any previously established generalities of sociology, as
far as I could see.

Q: You sometimes touch on social themes in your writings. Is this in-
spired by your readings in social science—including sociology—or is it
more due to the tendency among today's economists to tackle social prob-
lems with economic methodology?

A: In my case it is more due to the former, and then especially to anthro-
pology. There are also these general ideas of social thought all around
you, which you just pick up.

Q: And how do you see the tendency of contemporary economists to
apply straightforward economic methodology to social topics? Take
Becker, for example, who is the leading figure here. What do you think of
his approach?

A: [ think that the way I would like to see the relationship between
economics and social science is rather different from what I take to be
Becker’s program. I have not really tried to read everything Becker has
done. But it seems to me that the attempt to explain all social interaction
as economic interaction in a generalized sense of the word “economic,”
only represents one side of the coin. The other side is that a lot of the
environment in which economic transactions take place is social and his-
torical in nature. I don't know exactly how to fit these pieces together, but
there are for example accounts of how special groups have played a dis-
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tinct role in, say, trade. You have Chinese middlemen in Asia; Jews at
certain times; Quakers during one period; and so on. And it is clearly their
social characteristics that matter. In the case of the Quakers, as [ under-
stand it, the general idea was that a Quaker would keep his word, and he
was therefore a very useful intermediary. He would deal with other Quak-
ers and trade over long distances, where trust was important.

In a rational type of analysis it will be said that it is profitable to be
trustworthy. So I will be trustworthy because it is profitable to me. But you
can't very easily establish trust on a basis like that. If your basis is rational
decision and your underlying motive is self-interest, then you can betray
your trust at any point when it is profitable and in your interest to do so.
Therefore other people can't trust you. For there to be trust, there has to
be a social structure which is based on motives different from immediate
opportunism. Or perhaps based on something for which your social status
is a guarantee and which functions as a kind of commitment. How all this
works is not explainable in Becker-type terms.

Q: You have written on many different topics in economics, including
some that touch on social matters. Your work on social choice is a case in
point. Clearly, the idea that individual preferences somehow have to be
aggregated into a collective choice is also of interest to sociology. But
which of your writings would you consider to be social analyses?

A: I don't think that I have done a great deal of what I would consider
to be a social analysis of economics. In a couple of places in rather pro-
grammatic papers I have uttered the plea that more should be done in this
direction. But that is quite different from doing it yourself. So I don’t think
that I can point to any specific work which represents a genuine social
analysis. In one paper, which originally was a lecture and later was pub-
lished as “Social Responsibility and Economic Efficiency,” I discuss the
idea that the system of self-seeking individuals needs some commitment,
which is not of the self-seeking type, in order to exist. The general equilib-
rium story that I tell really can’t exist without some substratum which is
outside the system itself. There can, for example, be unconscious agree-
ments not to exploit particular opportunistic considerations and the like. -
I firmly believe that this is an important fact but I have never been able to
make a theory out of it. Now, I make a distinction between an insight—a
statement so to speak about what a theory ought to do—and the theory
itself. And I am of course prejudiced in favor of the idea that one should
have a theory and not just talk about it. Which I don't—and therefore 1
have been relatively silent on these questions.

Q: From your answer it is clear that you do not consider yourself to have
done any social analyses of economics. Maybe I phrased the question
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poorly; to rephrase, how do you view your analyses of discrimination,
learning, and social choice? Don't they constitute social analyses of the
economy in some sense?

A: There is no question that my work came up to the edge of social
analysis, though I don't think I crossed. Whenever an economist deals
with externalities, he or she is concerned about social interactions. It is
implicit that the externality is mediated in some way, though the way may
be simply the absence of any social control, as in the case of pollution. As
I recall, in my paper on medical care, I noted such social organization as
fee differentiation by physicians according to patients’ income and charity
hospital care, both publicly and privately provided (Arrow 1963b). In the
case of racial and sexual discrimination, one assumption I explored was
that of tastes for discrimination (following Becker), so that the utility func-
tion of workers included a distaste for working with blacks or women.
This is social interaction, but—in typical economists’ fashion—the behav-
ior it explained was individual.

In a paper on what I called “learning-by-doing,” i.e., the improvement
of productivity through repeated production, I assumed that the learning
was social (Arrow 1962). That is, the productivity of individual firms de-
pended on the total amount of experience in the society. But I supplied no
mechanism by which the experience of others was transmitted.

Social choice is, in my intention, a different matter. The theory was
intended as a contribution to social ethics, that is, it was normative rather
than descriptive. It dealt with the question, how should a society deter-
mine its social actions on the basis of individual preferences. It presup-
posed that there was a range of social actions, i.e., decisions which had to
be made by a collectivity. It might suggest descriptively how social deci-
sion mechanisms have to avoid problems which might lead to clear viola-
tions of widely accepted norms for settling conflicts, but so far the theory
has not moved in that direction.

Q: What then would be the proper way of relating economics and soci-
ology to each other? Robert Solow, for example, argues for a position that
used to be common among economists, namely, that there is an economic
core surrounded, so to speak, by institutions. But Solow also says that
most of today's pace-setting economists view economics as a hard science
like physics. And in this type of analysis there is no or very little place for
a social analysis, at least in the conventional sense. What is your opinion?

A: The answer will have to be programmatic. [ think there are 2 number
of elements involved, so there cannot just be one kind of connection be-
tween economics and sociology. One of the aspects is the fact that the
transactions, which are modeled in ordinary economic theory, depend for
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their validation in several senses on a larger social system. By “social sys-
tem” I mean a shared set of symbols, a shared set of social norms, and a
set of institutions for the enforcement of the norms.

For example, one of the units in the economy is the contract, In eco-
nomics we don'’t go into the details that surround the various transactions,
but in order for me to be able to sell you something, there of course has
to be a contract. There is frequently a time dimension in the contract, so
there is delivery in the future. And there are elements of trust in it. In
economic theory, however, we simply say “it will take place.” But the
question of course is, “Why will it take place?” Or, “What are we depend-
ing on for it to take place?” Well, the first thing is that the commitment has
to be made in a way that is understandable. So there is the question of
language in the very broad sense of the word “language,” in order for a
commitment to be meaningful.

Secondly, there is the idea that there has to be some kind of commercial
morality for the contracts to be executed. There is an inextricable mixture
of self-interest and morality here because presumably if you don’t honor
your contracts, there will be a long-run penalty to it. I should add that the
idea of reputation solely being in one’s self-interest is not really an ade-
quate one, because the economic part only works in conjunction with the
social. There are technical reasons for this, which I don’t want to go into
here. Let me only say again that a theory which depends merely on repu-
tation is not enough because there will always be circumstances where it
pays to violate the rule. The workings of the whole system depend on the
fact that these contracts indeed will be executed. I am making commit-
ments today on the assumption that they will be honored. T'll be pretty
damaged if they are not. '

And the third part of the social system are the institutions like courts and
so on, which in fact enforce mechanisms like the contract and see to it that
they are obeyed. The courts are indeed outside the economic system.
That’s a point which economists often overlook. The courts themselves
are taken to be part of the economic system, as if the judicial decisions
were just another commercial item. When you have a court you don't just
try to bribe the judge—that’s not going to make the original contract very
reliable. So the assumption is that at least in the short run and for certain
purposes, the social system is working in ways which in itself are not
regulated by the market. That is, people follow norms, which are different
from market norms. So the economic system—the self-seeking laissez
faire system—would not work without the presence of these non-laissez
faire, non-selfseeking norms. They might be self-seeking in some very
long-run sense, but not in the time span we are talking about here. My
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view is also that you cannot simply talk about punishment; the legal sys-
tem only works if most people obey it to begin with, and if its sanctions
are only needed occasionally. There are plenty of examples of criminal
law which show that if people don’t want to obey the law, there is no
amount of enforcement that is going to make them do it. So contracts are
obeyed, and by and large you only need the weapon of judicial proce-
dures in exceptional circumstances.

My point is that you need all three elements of the social system for the
economic system to work: the element of communication, such as codes,
symbols, and understanding; the element of shared social norms, which is
the reasonable expectation that the norms will be followed even if it
would be profitable not to follow them at least in the short run; and
thirdly, the existing institutions for enforcement, which themselves oper-
ate outside the market system and are needed for enforcement purposes.

Q: If I understand your argument correctly, these three elements consti-
tute some kind of preconditions for the economic system to function. So
in a sense it is up to the social sciences other than economics to analyze
them. However, another consequence of this kind of argument is that the
economic system itself should be analyzed exclusively according to the
principles of economics. Does this mean that something like an economic
sociology is not a viable option in your opinion?

A: Well, one thing that I have found when I, for instance, look at old
institutional economics is that it is not so much that it isn’t viable; it is
rather that it doesn’t answer the same set of questions as conventional
economics. If I want to know, for example, if a price is liable to go up,
then I'll analyze the trends of supply and demand and look at the reasons
why this good is wanted or not wanted; I'll see if some new substitute has
been developed; and so on. Now in a social analysis you typically
wouldn't look at these things. And if you did, you would have to incorpo-
rate what I would call straight economic elements into it.

But there are places where a social analysis is needed. For example,
take something like the emergence of the corporation. Now, there you
have an interesting bit of history. There was a period when the corpora-
tion was pretty rare in the United States as an economic entity. That was
in the middle of the nineteenth century, and each one had to be incorpo-
rated separately. There were only a few in existence, such as Union Pacific
Railroad and some others. After a certain period, corporations, however,
started to spread, and you can see this as the emergence of a new institu-
tion. I think this is a pretty important topic but economics has not, as far
as I know, analyzed this terribly well. The tendency of economists, I feel,
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is to regard this as a peripheral matter; it's just an epiphenomenon. The
real question is about supply and the flow of goods, and that is what we
economists are interested in. So the economists would just as well give it
to someone else to work out.

Now, if you look at the works by institutionalists, there is a lot of talk
about the evolution of the corporation. But I am not sure that they give
you that much of an analysis of why the corporation emerged. And the
corporation definitely has its own social structure and its own ways of
being, which are really different from those of private firms. The conven-
tional economist would probably say that economics of scale was the
cause, and let it go at that. “Let’s just not worry about the corporate form!”
But incorporation clearly changes the whole notion of liability. It also
changes the relations between the owners of the corporation in the old-
fashioned sense, namely the stockholders, and the people who run the
corporation. And at least it has opened up the door for a divorce between
the two; it has happened in some cases, and in many others it hasn't. The
main point being that the story of the corporation hasn't really been ex-
plored by economists.

Q: A couple of years ago I also asked you some questions about eco-
nomics and sociology. You answered that “One must draw a distinction
between an ideal analysis of social factors in economics and a realistic
account of what sociology as it is now constituted can contribute” (Arrow
1986b). Does this mean that social factors do indeed play a very large role
in the economy but that the real problem is how to incorporate these
social facts into the economic analysis?

A: When it comes to the incorporation of sociology or anything else,
there are two things which I think are important. The first is not to let
difficulties interfere with doing what you can do. And the second is that it
is as important to remember what you have left out in an analysis as what
you have included. You should never be content. So my answer to your
question is ambiguous. '

I definitely think that it is important to model what you can model, and
the fact that the model doesn't take care of everything that is relevant
shouldn’t stop you. If you insist on explaining everything, you will get
nothing done. This is true in sociology, and I am sure it is true in any field.
It certainly is true in economics, where it is my experience that you can get
quite far by modeling and leaving certain things out, either by taking them
as given or by ignoring them. You then try to draw very sharp conclusions
from your simplified model. These may be unrealistic, but can still contain
insights. And at least you know that the model is set; and if the conclusions
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are false, something has been left out. I also think that even if you have a
reasonable explanation, you should not be content, as long as you know
that something has been left out.

As usual in science, what you are after is a parsimonious account with
considerable insight. A danger I have often found in various social analy-
ses of the economy is the following tendency. You have a phenomenon,
and therefore you introduce a cause. But the cause is often nothing more
than the labeling of what has been found. You recall the dormitive princi-
ple in one of Moliére’s plays. It says that opium puts people to sleep be-
cause it contains a large amount of dormitive principle. During the course
of a day the dormitive principle accumulates within you, and when you
sleep it gradually goes away so you can wake up the following moming.
I am sure that this was a satire by Moliére on the science of the day. Any-
way, its thrust was that a scientific explanation can be outright trivial in the
sense that it just repeats the phenomenon it is supposed to explain.

Q: Perhaps we can switch to a concrete problem like unemployment.
Would you say that social factors do indeed play a huge role here and that
the real problem is how these social facts can be incorporated into the
economic analysis?

A: Well, I have always been intrigued by the hypothesis that wage rigid-
ity is partially caused by a feeling of justice. It also intrigues me that em-
ployers are really restrained from cutting wages. And that even when
there is a big mob of unemployed workers right outside their doors which
they can hire, they nevertheless don’t cut the wages or they don’t cut them
as much as they might on the ground that somehow they cannot bring
themselves to pay such low wages.

Q: So you are saying that the solutions to the problem of unemployment
would be along the lines of a sociological analysis of fairness? Would that
be right?

A: Well, the reason I have never done anything more with this is that
this argument seems merely to say that the wages have not fallen as much
as you would expect them to do. The question is really whether you have
any statement there, more than that the wages have not fallen as much as
they could have. I think that from a theoretical viewpoint you want at least
two phenomena which can be correlated. That's what we want, and that
is perhaps why the idea of a dormitive principle isn't as funny as Moliére
might have thought. Because it is quite clear that we do attribute causation
to variables which cannot be directly observed. We do this all the time.

Just take gravitation, to go back three hundred years! You can't see gravi-
tation; there is nothing directly to observe. But it is a very powerful hy-
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pothesis in the sense that if you postulate the existence of this nonobserv-
able quantity, you will be able to explain quite a few seemingly diverse
phenomena. If the utility function worked, it would be an example of
another good hypothesis. But of course it is not a very good one, because
it doesn’t explain very much.

In other words, if I say that there is a sense of justice and that people’s
economic behavior is limited by certain feelings of what is just and unjust,
then I would like to be able to deduce several things from this one state-
ment. Otherwise, if all I explain is one phenomenon, then I have not ad-
vanced my statement very much.

You see, what you really want to infer from the existence of what is
hidden is that two observable quantities are related to each other. They
are not related to each other as cause and effect; they are related to each
other as the common effect of two causes. I want to get a statement which
has some sharpness to it; which can be tested, refuted, and so forth. So
therefore, when arguments are used which say that employers don’t cut
wages because of social disapproval, social disapproval better have some
other consequence that someone can observe! Otherwise the argument
runs the risk of being essentially tautological.

Q: How would you look on the insider-outsider theory of unemploy-
ment with its emphasis on harassment: the workers who do have jobs (the
insiders) supposedly would harass the ones that don’t (the outsiders), if
they offered to work for less than the going wage?

A: Well, I'd like to see some evidence that harassment took place. You
see here is a theory which might even be testable. Is it really true that the
insiders harass the outsiders? That argument has incidentally been used to
explain race discrimination in hiring years ago by Finis Welch (1967), and
his argument was really a social statement. He said that when you have
white and black workers together, the white workers make life very hard
for the black workers. The employer would consequently find it ineffi-
cient to have integration. Welch’s article would perhaps have been better
if he had presented some direct evidence that the white workers were
harassing the black workers. Still, it seems to me that it is an argument that
is very similar to the insider-outsider argument.

Q: One of the various stereotypes that sociologists have of economists
is that they rarely do empirical work. They build a very elegant and logical
model, and that pretty much is the end of the analysis. Would you find this
characterization true, say, in relation to the various theories about unem-
ployment that exist today, such as the insider-outsider argument, effi-
ciency wage-theory, and 5o on?




144 Chapter 7

A: Your question raises a lot of questions; and the answer is neither
“yes” nor “no.” I think the fact is that the efficiency wage hypothesis has
been subject to a lot of empirical tests. Quite a lot of literature has been
devoted to it, and not all of it theoretical by any means. So there have been
some empirical studies. The real question is rather what empirical evi-
dence you use. Economists always tend to fall back on data on wages,
employment, output, and so on. They do not make any attempts, for ex-
ample, to directly estimate motives. Motives are only inferred by these
external data.

Let me in this context mention an episode with a sociologist here at
Stanford. It took place some years ago when the state passed the so-called
Proposition 13, which put a ceiling on property taxes. The proposition
passed in almost every county and city except for here in Palo Alto. Palo
Alto was one of the few places which had a majority against it. Some
economist claimed that this was obviously due to the fact that there is a
very high percentage of people in Palo Alto who are beneficiaries of the
government, either as civil servants or otherwise. Now this is a straightfor-
ward economic analysis. The sociologist, however, was outraged by this
statement and wanted to know why we didn’t go out and ask the people.
Why didn’t we take a poll and ask the people, “Did you vote for the prop-
osition and are you a beneficiary of the government?” You can obviously
be more subtle about the way you ask about this. But the point is that the
economist felt that here was a hypothesis, which lead to certain easily
observable behavior, so why do something else?

Economists tend to go in for easily observable behavior. They feel that
if you have this correlation, and it obviously fits the model, then the model
must be right. Sociologists will say, “You'll want to look more at individu-
als and their attitudes.” The economist is scared of this. He’ll say, “What do
you expect people to say if you go around asking them questions? They
are not going to say that they did something for selfish reasons.” So econ-
omists regard that kind of verbal evidence as beside the point.

Q: What would your own position be here? Couldn't it be useful to ask
why people do something, if only to see if the answer differs from what
you'd get through some other method?

A: Well, my sense is that economists have narrowed the range of their
data very excessively. Take one simple example. There are a number of
economists who deny that there is something like involuntary unemploy-
ment. Some of us find that preposterous. Even without detailed sociologi-
cal research we know that people are unemployed involuntarily. We see
this all the time, and we are quite sure of what we see. There is also some
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scattered evidence. For example, you advertise a job and two hundred
people turn up, something which doesn’t suggest to me that they are vol-
untarily unemployed. Some economists will then say, “Yes, but that’s re-
ally because they are asking too high wages,” or something like that. This
is a basic methodological issue in economics. These people will say,
“Well, we have a hypothesis”—everybody is always proving a point—
“and we expect all unemployment to be voluntary. People think that if
they wait, they’ll get a better job.” Or it will be that people have been
earning money for the last few years and now they want a little time off,
and this may be a good time because wages will be higher next year than
they are now. I am sure you have seen the stories of people like Lucas and
that school. One of my colleagues here at Stanford has been working for
years on intertemporal substitution in labor; or to what extent do people
work harder or less hard because of expectations of future wages? It is
extremely sophisticated econometric work. But the real question is maybe
that people aren’t working this year because there are no jobs. Lucas and
others will then say, “What do you mean there are no jobs? There are
always jobs at a sufficiently low wage.” Well, somehow there 7sa wage at
a certain level, but it is hard to explain. So sometimes you have the most
obvious data, which nevertheless the economists ignore.

The people who don't believe that involuntary unemployment exists
are in a way more in the full mainstream of economics than those who
believe that it does. Probably a majority of economists believe that there
is involuntary unemployment all right. In terms of the underlying logic of
the economic analysis, the people who don’t believe in involuntary unem-
ployment are clearly pushing the logic of the economic analysis to its
extreme—but it is still in the tradition. By “logic” I here mean empirical
logic or the fact that they only look at a restricted range of data and do not
g0 beyond that data on the ground that these are hard facts while all the
rest is soft stuff. But there are of course also lots of economists who fre-
quently use sociological data or survey data in a way that wouldn't qualify
as strictly economics. So I don’t want to generalize; there are empirical
economists who are certainly going much further in this field with their
sources than the more traditional ones. .

Now, I partly attribute this by the way to the economics of economics.
Economics differs from almost all the other social sciences in that there are
certain kinds of data which are provided free of charge by the govern-
ment, as a byproduct of its activities. In this sense economics is like de-
mography. The result is that you have this rather big batch of data, and
you easily develop an aversion to going out collecting anything else be-
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cause anything else will be quite expensive and you also have to rethink
the whole issue. Instead you have this whole machinery analyzing gov-
ernment data on wages, prices, unemployment, and so on.

Anyway, that is my interpretation. What happens is simply that econo-
mists gravitate towards cheap data sources. And since these official data
are by no means ridiculous data sources—it’s not as if they were way off
base—they serve very well indeed. But I think they are also ignoring all
sorts of things. And I realize there are problems about eliciting motives, as
at least some sociologists do. Although I have to say that every time I get
a sociological survey, my main complaint is that I can’t answer the ques-
tions as asked. I think the questions are often wrong. They give you five
categories and none of them fit!

Q: But there are various techniques to counter that. There is for exam-
ple participant observation. You spend enough time with people to know
what they mean by certain expressions, and then you put together your
questions.

A: But sociologists are subject to this economic problem too! They will
just send their questionnaires out; participation is a very expensive op-
eration.

Q: Involuntary unemployment represents one area where it might be
good to draw on both economics and sociology. Are there any other areas
that you would recommend sociologists look at? Gender, for example?

A: I can think of quite a few places actually. But they do not belong to
a single family; they are of different kinds. One of them is the one I sug-
gested at the beginning, which is the question of the influence of the so-
cial structure on the workings of the resource allocation mechanism. For
example, does the fact that Japan is a very homogeneous society while
there is much more cultural diversity in the United States have anything to
do with productivity? Even if economic theory doesn't allow for it, some
kind of an economics of communication-information might at least offer
an entering wedge here. You know, something along the lines that maybe
communication is in some sense cheaper because people trust each other.
Or that they can communicate more efficiently because they come from a
background with common cultural norms.

A second area which economics has done very badly with is that we
have large differences in performance among ethnic groups. Now, some
of these differences may be there because of all sorts of classifications. I
think that ethnic groups often get a certain prominence because they are
simpler to identify. I am sure, for example, that among people that appear
to be homogeneous there are very different levels of aspirations. Children
who say this or that are encouraged to stay in school or encouraged to
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drop out. This is-important not only for ethnic groups but also for gender
differences. The economic career patterns of women are certainly differ-
ent from those of men; and historically this has been even more so. I
suppose this is sociology but maybe it is getting into psychology too.
Some of this can be due to individual differences, even if some of it clearly
must be social.

If you look at ethnic groups, it is clear that you are dealing with some
kind of construct, which is somehow connected to persistent differences.
Take the European countries. Somebody once remarked that if you took
the Austro-Hungarian Empire around 1850 and looked at the relative in-
come levels of its different peoples, it was about the same then as it is
today! The Yugoslavs are also a very interesting group in this context. This
country was created after World War I and the income levels of the groups
within it are very different. The Croats and the Slovenes are at the top and
the Macedonians are way down at the bottom. Now, I have heard the
explanation that why the Yugoslavs went in for a decentralized economy,
unlike the other Communist economies, was that this meant that you
couldn’t blame the central government for the regional inequality of
income!

So one of the questions is, why are these groups different? India, for
example, provides a lot of examples where small groups have become
very successful in ways which are totally out of proportion to their num-
ber. The Parsees is one of the extreme cases, but also other groups—just
fifty miles apart, you know—repeat the same process. Presumably there is
some social development inherent in these groups. But that is all very
vague; that is just talk. Why does it happen? What is it that explains that
these groups have such different performances?

The ethnic groups among the immigrants to the United States have also
developed in quite different ways. Part of this is of course due to discrim-
ination. You can for example see what a total transformation it was when
discrimination against the Orientals ceased. Some people think that the
Japanese-Americans today have the highest level income among ethnic
groups in the United States. Figures on that kind of stuff are pretty poor,
but nevertheless they tell you something. Now what is it about the Japa-
nese or about the Jews that sets them apart in this way? Or what accounts
for the difference between West Indian blacks and native blacks? The dif-
ference between these two groups is incidentally quite strong, and West
Indian blacks are typically about average income level in the United States
or higher. Also in the so-called Hispanic community, there are certain
groups which are much better off than others. The Puerto Ricans and the
Cubans that come to the United States are very different, but both have
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lived under Spanish rule for four hundred years in communities based on
a mixture of Indians, blacks, and some white immigrants. So what can
account for the differences in economic performance between these vari-
ous ethnic groups? I really don’t know. But what I am saying is that there
must be some kind of transmission mechanisms of attitudes or of some-
thing else that makes a difference. The whole problem is very sociological
and totally inexplicable by any ordinary economic theory.

Q: I have a further question on the relationship between economics and
sociology, more precisely on the use of rational choice in sociology. There
is presently an attempt going on in sociology to extend the concept of
rationality from economics into sociology. You have written quite a bit on
rationality and sometimes you talk of “social rationality” (Arrow 1963a;
1974, 13-29). Do you think that a rational choice sociology would be a
good idea?

A: I think my answer is that one shouldn’t express an opinion here until
one has seen the results. The rational choice model certainly contributes
to our understanding, and I don’t see any reason why rational choice
should be confined to economic phenomena. The rational choice hypoth-
esis is, however, a very weak hypothesis and the trouble is not so much its
correctness or incorrectness, but that it says relatively little. What it says is
that in and of itself there is consistency in choices made under different
circumstances. In the modern point of view, it says a little bit more. What
it says here is essentially that you learn from your experiences and use
these in a kind of rational way to modify your beliefs. Rationality in belief
formation is probably a stronger and more meaningful hypothesis than
rationality in choice. And of course the learning process in turn affects the
choices, because you are now making choices with a new set of assump-
tions about the world.

So I think the hypothesis of rational choice is certainly a reasonable
one, and one undoubtedly sees rational behavior in people. You see a lot
of other things too; and it is really just one factor. And even if rational
choice theory was totally correct, it would only be part of a theory because
the theory also has to tell you about the environmental background in
terms of the choices made. The opportunities for an individual are proba-
bly self-created over time, so they are the result of previous choices. Now,
you can have rational choice which nevertheless turns out to be bad in a
world of uncertainty, and irrational choices which turn out to be good.
Furthermore, learning is in many cases ambiguous. What you learn from
your experiences may not be very clear; people learn different things. I
think that rational learning, for example, does not fit into certain economic
markets very well. The idea that the securities market is a totally rational
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market seems to be contradicted by observation, and therefore we expect
this to be the case even more so with more complex social systems. The
reason is that people are not only learning in a rational way; they are also
forming beliefs in ways that cannot be described as thoroughly rational.
So what I am arguing is that your first problem is that you are going to find
that the rational choice model is not going to explain very much. And the
second problem is that you are going to find some contradictions to ra-
tional learning.

Q: What is your sense of what will happen in the future when it comes
to economics and sociology? Will economists perhaps start 1o take sociol-
ogy more into account? Or will they they rather continue to create their
own version of sociology, like Becker and his followers?

A: Frankly, predictions of that kind are usually not worth very much. If
anything significant happens, it is going to be a surprise! And if you knew
what was going to happen, you would already have done it! So let me
not answer your question but give you a different answer to a different
question.

My view is that the problem of the interaction between economics and
sociology is not going to be solved by simply adding a few sociological
variables to the already existing models in economic theory. It is going to
be done by restructuring the question in some way that we have not yet
fully grasped. Now, my guess is that the answers are not going to come
out of the general equilibrium theory or something of that sort, but rather
out of the more microscopic analysis which is implicit in some parts of
game theory—what'’s called game theory with imperfect information. The
reason is that game theory provides a somewhat better language for incor-
porating social elements or at least the social elements that are involved in
direct social interactions like networks and things of that kind. It seems to
me that there is a more natural fitting in between game theory and social
analysis.

The link between game theoretical analysis and classical economics is
a methodological problem. I think that if you developed a theory of this
kind, the link to the traditional kind of economic analysis will run in terms -
of certain aggregates and not in terms of individual behavior. It is an ag-
gregation problem, which I guess could be solved or at least approxi-
mated if we understand the microphenomenon. Whether we are about to
take off or not, I don't know. I see very little evidence of it frankly. What
I do see is rather a little more use of ad hoc social hypotheses in specific
cases.

One of these ad hoc hypotheses has lately attracted some attention
among a number of economists. What they have been trying to do is to
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explain savings—a very concrete problem. We are getting better and bet-
ter data on savings. Of course every time that you get new data, whole
theories are refuted. That is essentially what has happened. The dominant
paradigm was that people essentially saved to spend in their lifetime. But
today the evidence seems to be accumulating that this hypothesis is not
true, and everybody seems to agree that you cannot explain savings solely
on a life cycle basis. So the question is now why people die wealthy, when
they could have lived better. Part of the explanation is probably an altruis-
tic concern for the future. Another and somewhat more cynical explana-
tion, that appeals to economists but which really is a sociological hypoth-
esis, is that aging parents want control over their children. One paper 1
read did actually have data on visits by children to their parents, and it
turned out to be correlated to the wealth of the parents! Now, that's an
example where you try to fit sociological motives and economic behavior
together.

So, to conclude, I think that the key thing when it comes to the relation-
ship between economics and sociology is the willingness to look at new
kinds of data, like in savings. I think that once you do that, you are auto-
matically going to be forced to consider social elements. Just ask different
questions, and I think that you are going to be forced into considering and
drawing upon sociology. And you will probably be contributing to sociol-
ogy as well.
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volved in the struggle against fascism. He fought in the Spanish Republi-
.can Army and later with the French Army until its defeat in June 1940. In
the United States, where Hirschman emigrated in 1941, he first spent some
years as a research fellow in international economics at Berkeley. He then
worked for the Federal Reserve Board (1946-1952) and as a consultant in
Colombia (1952-1956). After this period, Hirschman worked in various
U.S. universities, such as Yale University (1956-1958), Columbia Univer-
sity (1958-1964), and Harvard University (1964—-1974). Since 1974, he has
been professor of social science at the Institute for Advanced Study at
Princeton.

Q: Your concept of economics is quite different from the one found in
mainstream economics; it is basically broader and more interdisciplinary

The following interview with Albert O. Hirschman was conducted on February 10, 1983,
at the Institute for Advanced Study in Princeton, New Jersey.

! For Hirschman’s career, see especially Blaug 1986, 403—4; Coser 1984; McPherson 1986,
1987; Meldolesi 1987.
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in nature. Can you say a little about how you came to develop this notion
of economics? For example, would it be correct to say that the political
and economic events of the 1930s were of decisive importance to you?

A: You are right about the last point you mentioned: the depression. I
think that the reason why I got into economics was the experience of mass
unemployment and political convulsion in the 1930s. I also had to think of
making a living when I was a refugee in Paris and went to the Ecole des
Hautes Etudes Commerciales. This is still the best school for business ad-
ministration in France, but in the 1930s it had a very primitive curriculum
in economics proper. One learned a lot of accounting and there were
some good courses in economic geography, money and banking, and also
up to a point in international trade. But on the whole, the education in
economics was rather poor.

My eyes were really opened to economics during this one year—in
1935-1936—1 spent at the London School of Economics and during which
I picked up a great deal from the various people who were teaching there.
I was also already at that time writing on certain research projects of mine.
Anyway, 1 did absorb a great deal, and I had some friends with which I
discussed economic things. It was also during this year that Keynes’s Gen-
eral Theory came out. 1 remember queuing for a copy at the London
School of Economics and then going home, trying to absorb the message
of the great man.

In Italy, to which I went after England and a few months in France and
Spain, I was very much on my own because in order to get my doctorate,
I primarily had to learn certain legal material which I had to make up for.
Otherwise I had a lot of equivalencies, and I only had to finish my disserta-
tion. The thesis was based on a research project I had undertaken in Lon-
don, and which I now translated into Italian.

Q: What was the topic of your thesis?

A: It was about French monetary policy from the 1920s to the 1930s, so
it was about recent monetary problems. I am very largely self-taught be-

cause, again, when I came to Italy [ wanted to discuss Keynes and some

other people, but I was the only one who had a copy of The General
Theory. So 1 ended up discussing with myself.

Then after various upheavals I came to California in 1941. There it was
a question of whether I should sit down to a regular course of graduate

studies in economics or whether I should perhaps rather pursue some .

ideas about international trade, power, and that sort of thing which I had
carried with me from Europe and which I had begun to think about. My
professional activities as an economist started during the year of 1938 in
Paris, just the year before the war broke out. I came back from Italy in the
middle of 1938, so I had about one year before I volunteered in the French
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Army in 1939. There were maybe about fifteen months that I worked as a
freelance economic journalist or economic researcher in Paris. I was lucky
in terms of getting in contact with a New Zealand economist, Jack Cond-
liffe, who later on was at Berkeley as a professor in international eco-
nomics and international trade and who actually got me the visa when I
was in Marseilles in 1940. In Paris, just before the war, I worked for a
project of his on exchange control. There was supposed to be a confer-
ence in Bergen, Norway, in 1939, which never took place. But I prepared
a number of memoranda for this conference. They have never been pub-
lished except for one on exchange control in Italy, which has just come
out in translation in an Italian book, as my Italian friends have taken it
upon themselves to publish some of the things I have written about Italy,
both before and after the war.

Then at Berkeley in 1941 I took a few seminars in economics in order
. to find out what was going on, so to speak. But very soon I primarily
concentrated on getting out a2 work of my own because I realized that with
the war going on (or in fact it was just starting for the United States), my
life was probably going to be interrupted again. And indeed it was; in 1943
I was drafted. In the two years I was at Berkeley I finished the manuscript
for my first book, National Power and the Structure of Foreign Trade. So
I did not get my American Ph.D. I decided that after all I already had a
doctor’s degree, and that that was good enough. This was a slightly risky
decision, but one that turned out to be rather good in the end.

Q: From what I understand you read quite widely in the social sciences
during your years of education—not only in economics but also in politi-
cal science and sociology. Did you take any courses in these two disci-
plines or did you mainly study them on your own?

A: I essentially read them on my own. In Germany I started to read very
widely in Marx, Engels, Lenin, Kautsky, and things of that sort. I remember
that one of my first experiences in economics was to listen to a very inter-
esting lecture by Otto Bauer on long waves. He came to Berlin and was
very much taken by this long wave theory; I still remember his lecture very
clearly. A number of experiences of this sort were probably important to
me. I also had some friends and older people who influenced me in terms
of what I was reading. And I was in the Socialist Youth Movement and in
the Social Democratic Party, and there we discussed quite widely.

I also read quite a bit of Hegel in Germany because I had an older friend
of mine who was a philosopher, and he started a kind of Arbeitsgemein-
schaft or work study group when we were still in the last year of high
school. I blasted my way through Hegel's Phenomenology, you know. So
when I came to France, it was a real relief to read people like Pascal and
Montaigne. . . . .
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Q: Was Durkheim one of the people you studied in France?

A: No, 1 did not read Durkheim at that time. I read rather the moralists.
I enjoyed very much reading La Rochefoucauld, Pascal, Diderot, and the
whole eighteenth century. I also had a very strong intellectual friendship
with an Italian philosopher my sister had married, by the name of Eugenio
Colorni, who later was killed by the fascists just before the liberation of
Rome. I have written about this Italian part of my life in a small speech I
gave in Torino in October 1987 on the occasion of receiving an honorary
doctorate (see Hirschman 1987¢).

Q: How about Max Weber? Was he among the people you studied dur-
ing your years in Europe?

A: I read a few of Weber’s famous speeches. I read them in Germany,
still under the influence of the mentors I had in those days. I did not read
broadly in Weber, but I read The Protestant Ethic as a boy.

Q: I would now like to ask you a question about the very specific way
that you do economics. In A Bias for Hope (1971, 8), you call what you do
“political economics,” and you write that only “a few mavericks like my-
self’ are working along these lines. In Journeys Toward Progress (Hirsch-
man 1963, X), it says that there exists a2 “no man’s land” at the intersection
of economics, political science, and sociology; and it is clear that you
situate yourself here. Finally, in Essays in Trespassing (1981, 13), you
speak of the necessity of having “a certain turn of mind” to do your
specific type of analyses. All of these statements clearly add up to quite a
specific attitude toward how to do economics. So my question is: How
would you characterize your vantage point and what leverage does it give
you when you look at a problem? .

A: I really must say that [ have always started my books with one small
beginning, with one kind of insight perhaps, which I felt was worth ex-
ploring and which opened up a little bit like a Chinese paper flower that
you put into water. In the case of National Power and the Structure of
Foreign Trade, there were some statistical ideas that came to me, while I
was working in Patis for this Bergen Conference. But primarily, of cousse,
I was concerned about the the potential of economic relations for the use
of power, for exploitation. It was not clear to me that I would be able to
come up with something that was going to be both good and new. It is
always possible that what is good is not new, and what is new is not good,
you know! But I had some feeling that the economists were sticking too .
much to the purely economic explanations of things. And political scien-
tists saw only their side. There was no sense among either that there exist
interesting areas of junction between the two—and without any loss, so to
speak, of the independence of either science. Originally my ideas were
almost primitive in the sense that this kind of concentration of trade that
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Germany achieved in the Balkans and so on during the 1930s had not
been measured, had not been noticed; it was not seen as an important
development. I guess I have a kind of way of generalizing from very
limited observations, which is something that is important in my work. I
remember that my first interest was just in the percentages of the distribu-
tion of trade among different countries. The distribution differed from one
country to another, and nobody had looked into that. All the other consid-
erations came out of this first insight. Incidentally, the index of concentra-
tion that I invented became very well known later on (even if under a
different name, which is another story). I remember that I invented this
index on the boat that took me to New York from Lisbon in 1941, and then
presented it to a friend to see what he thought about it.

I want to give you another example that might be of interest. It is from
Colombia, where I was economic adviser for four years, from 1952 to
1956. It was when I looked at Colombian economic development—how
certain functions are carried out or are not carried out or poorly carried
out—that I made one of my first or most basic observations. It concerned
the difference in performance of the airlines and the highways. Airlines
perform better than highways for the reason I explained in The Strategy of
Economic Development, that the penalty for not maintaining planes is far
more serious and immediate than that for not maintaining highways
(Hirschman 1958, 133-53). It was a very simple observation, but I think
that the talent I have is not just to come up with an interesting observation;
it is more a question of going to the bottom of such an observation and
then generalize to much broader categories. I suppose that this is the na-
ture of theorizing.

I have been lucky that way a number of times. Again, later on in Exi,
Voice, and Loyalty, there was the example from the Nigerian railways
where I noticed something strange. The railroads were since a long time
being outperformed by the trucks but did not at all respond by improving
their service. So, first you have to be surprised by something you notice;
and then you develop a fairly general and broad concept from there. That
has happened to me a few times. It has also happened in other forms in
my later works on the history of ideas that I meet with a quote from Mon-
tesquieu or from someone else; and that it strikes me very strongly. Then
I carry it with me for years and years, till I finally make something fairly
imposing out of it. But first of all it is the capacity to be surprised, which
is important. '

Q: The way you phrase your answer, | feel unsure whether your way of
analysis is an art or a method. Is this “trespassing” from economics into the
other social sciences and then back again something that really can be
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taught? Or is it rather just your own very ingenious way of approaching
social phenomena? Is it an art or a method?

A: Well, T think it is 80 percent art and perhaps 20 percent science or
whatever you want to call it. Again, it is a certain refusal to generalize too
much from a principle that belongs entirely to any one category or disci-
pline. My contribution, as you know, has been—I think—to point out to
economists that political science concepts or sociological concepts can be
usefully employed also in thinking about economic problems and not
only the other way around, the way some of my friends do it. I think [ am
still at the point at which I was when I wrote the introduction to A Bias for
Hope. There is no master key, no master way of integrating the social
sciences; it is a matter of case by case invention essentially. This is not
satisfying for my colleagues or for younger people—I realize that—be-
cause one would like to have a more unified and systematic way of going
about it. When I do an analysis myself I never think of economics as a
whole and of sociology as a whole and how the two can meet; where are
their interfaces; and so on. I do it in connection with specific phenomena.
And almost inevitably I find ways in which it is the intermingling that
explains. I of course do try to hone my mind by becoming familiar with
the thinking of people in the other social sciences. Here at the Institute I
have become aware of the interpretive approaches of my colleague Clif-
ford Geertz and so on. I am interested in following other ways of thinking,
but I do not do it systematically. It is rather something in the back of my

" mind which I take advantage of. But the actual breakthrough occurs when

a specific problem is attacked; when I see that there is one way or another
in which the problem escapes the shackles of the discipline.

Q: You talk about escaping the shackles of economics. Now, it seems to
me that the border lines between economics and the other social sciences
have changed quite a bit during the last decades. If one reads Schumpeter,
for example, it seems that in the 1940s economists were much more will-
ing to think in terms of social institutions even though their main emphasis
was directed at developing economic theory. Today, on the other hand, to
judge from what people like Robert Solow tell me, the pacesetting young
economists show no interest whatsoever for social institutions; they be-
have as if their models were applicable to all societies alike. Would you
agree that a change like this has occurred in economics, and how would
you say it has affected your strategy of “trespassing’’? '

A: My problem is perhaps at this point that I am not in tremendously
close touch with what is going on in the economics profession because 1
am at this rather isolated place in Princeton, where I am surrounded by
political philosophers, anthropologists, and social historians. I do bring in
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some economists every year, so that I can keep somewhat in touch—or at
least I have done so till my recent retirement. But even when I lived
mainly among economists, I always had a strong urge to escape from
“pure” economics and to explore the connections between economic and
political phenomena.

You see, when I returned to this country after the war, I got myself a job
in the Federal Reserve Board. I was dealing with the problems of recon-
struction in Europe, primarily on the financial and monetary side. 1 be-
came sort of an expert on these things. But there again, it was the political
problem of reconstruction—the question of the uniting of Europe—that
was very much in the forefront of my work. I was one of a small group in
the U.S. government that was trying to think of ways in which one could
create various instruments, such as the European Payments Union, that
could bring the European countries closer together and prepare the
ground in a kind of gradual way for closer political association.

Then I went to Colombia as an economic adviser and there the question
was economic development. But very soon it became evident to me that
the important question was not just the need to adopt certain reforms but
how to implement the reforms, how to get certain reforms through the
political system which was changing rapidly from sort of semi-democratic
to dictatorial and back again. So there again the question of political feasi-
bility and so on intruded very strongly into my thinking. You can see this
in my article on inflation in Essays in Trespassing.

And then again in the succeeding years when all the democracies in
Latin America were destroyed by military regimes, when they were taken
over one after the other in the 1960s and 1970s—starting with Brazil in
1964—the question came up whether the way in which these countries
had undertaken economic development had anything to do with the
weakening of democratic institutions and the rise of dictatorial forms in
them. This was a topic that was primarily treated by political scientists
with a very limited knowledge of economics, and they came forward with
a number of fairly primitive hypotheses. 1 entered the debate with a rather
long article in the late 1970s about this problem and developed some
ways one can conceivably think of these connections (see Hirschman
1981, ch. 5).

Q: Today there exist quite a variety of strategies for how to “trespass.”
The one that is probably the most popular is “economic imperialism,” and
I would like to ask you what you think of this school of thought, if one can
call it that. When I read your work, I get the impression that you are some-
what critical of it. Is that correct?
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A: I would put it in much stronger terms and say that I am definitely
hostile to that approach. Not because I am hostile per se but because of
my own ideas, as developed for instance in Exit, Voice, and Loyalty. It
started with this work, where I made a contribution exactly to show that
when one thinks of the efficiency of institutions, one has to take recourse
to both economic considerations (or, let us say, to rational actor type of
considerations) and to the possibility of exercising political power or
“voice.” Both of these can make a contribution to the workability of social
institutions and to their performance. I was then in a sense attacked, pri-
marily in a review article of this book by Brian Barry (1974), on the ground
that I had not taken enough account of the argument of Mancur Olson in
The Logic of Collective Action. | knew about the Olson book at the time,
and I had actually read it. But it is true that in my book I had perhaps
shoved his argument aside a bit, as sometimes happens when one tries to
develop one’s own argument; one can not take all possible objections into
consideration at that point. And later I developed some ideas in response
to this critique.

Mancur Olson’s idea of collective action just struck me as nonsensical.
He argues for the impossibility—not the logic but the illogic—of collective
action. According to him, collective action should never happen since
people act like rational actors: they always want a free ride and so on.
Since my own experience of having participated in collective action was
such that I found it very important, this construct of Olson just struck me
as obviously absurd. There is of course some amount of evidence in favor
of Olson’s thesis, but there is also a great deal of evidence to the contrary.
And over the years I have tried to develop, in various forms, a counter-
explanation to this version of rational choice explanation.

Q: 1t strikes me that Shifting Involvements can be seen as a kind of
dialogue with Mancur Olson. Would that be correct?

A: Yes, to a considerable extent. You see, what [ have genera]ly done is
to just develop my own point of view. And then I have realized that my
own point of view is different from some orthodoxy or ruling group of
ideas, and then I have some kind of Auseinandersetzung or dialogue/’
discussion with that point of view. When I wrote The Strategy of Economic
Development, there existed a certain orthodoxy. Today everybody talks
about privatization; at that point everybody talked about planning, about
the importance of planned growth, about planning for planned growth,
and so on. My own experience of economic development was that this is
not the way it happens in the real world; and I tried to show why it hap-
pens the way it happens—and not the way people say it should happen.
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Q: Today one sometimes hears the argument that it would be possible
to reorganize all the social sciences—including sociology—on the basis of
rationality. This way, it is said, one would get rid of some of the more
artificial boundaries between the various social sciences. What is your
reaction to this line of thought?

A: Well, I think that you can get rid of some of these borders but only at
the cost of tautology. In other words, you then have to include certain
things into the motivation of the rational actor that are normally left out-
side. In “Against Parsimony,” I mention the idea of collective identity,
which I take from Alessandro Pizzorno. If you accept that it is rational for
an actor to build up his own identity or to consolidate some collective
identity, then participation in collective action and the refusal of any “free
ride” become perfectly rational.

In my article I speak about this on purpose as an “investment.” I do this
just like people say “investment in human capital,” which is considered
very rational. Previously one would say, for example, that people behave
very much in a puritanical and thereby economical way; that this consti-
tutes a moral attitude; and that it constitutes its very own moral precepts.
Well, according to Gary Becker and company, you just say that all people
are doing is to “invest in human capital”; and then you have explained
everything very “economically,” with a kind of rational actor explanation.
This means that conflicts such as the one between desire and duty and so
on disappear. But is there really any point in doing away with these older
categories? They are much more realistic and much more true. Now, if you
accept the concept of “investment in identity” in addition to “investment
in human capital,” it is clear that the former represents an earlier stage: in
order to accumulate capital, you must first have an identity on which this
capital so to speak can be heaped. But then behavior like participating in
a demonstration without any regard to private gain, or not wanting a free
ride, become part of the identity. And you behave exactly in the opposite
way to what a rational actor 4 la Olson would do. But you make it look
like a rational action—and the whole thing with rational action becomes
totally meaningless.

Q: Some people argue that there is a definite affinity between economic
imperialism and the political conservatism of the 1970s and 1980s, and I
would like to hear your comment on this. I recall, for example, that you
once said that development economics was destroyed by a combined ef-
fort by the Marxist left and “the neoclassical right.” Do you believe there
is a link between economic imperialism and political conservatism?

A: Yes, absolutely. But some doubts about economic imperialism are
beginning to emerge. At one point, there was for example the idea that in
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order to make people behave properly, all you needed to do was to raise
the price or the cost. This was Becker’s idea of crime; all you needed to do
was 10 increase the monetary cost in the form of fines and so on. And
certain things are more effective than others, depending on some func-
tional relationship that Becker figured out. It was all very useful, and it
certainly can be of help in the social analysis of certain situations. But it
does not take into account, for example, the effect of other more impor-
tant things, such as what makes people change their values. Here you find
very unexpected and strange things that psychologists have looked into.
I have long been interested in this but I have not written much about it. If
you, for example, deter action with penalty, you do not internalize the
values. Another paradoxical effect is that if you, for example, can induce
people to act in a certain way without rewarding them, then the values
they will follow are more firmly established than if they were rewarded in
the first place. Rewards and penalties are consequently not exactly in-
ducive to a change in values.

A propos the tendency to start criticizing the economic approach, there
was a rather interesting article by James Q. Wilson (1985) some few years
ago in Public Interest. He says that playing on people as if they had some
kind of demand function for crime by raising the price or cost does not
work. What you have to do is something else: actually change their values.

Q: Sometimes when 1 listen to discussions about economic imperialism
I have the impression that there is a new Methodenstreit going on, even if
it is less visible and maybe also less noisy than the original one in the
1880s. Do you see any similarities between what is happening today and
the battle that Menger and Schmoller fought out a century ago? In brief, is
there a2 new Methodenstreit going on today?

A: I do not think that the situation today is that similar to the German
Methodenstreit, which was mostly a question of theory versus accumula-
tion of facts. I think that today you rather have one kind of theory versus
another kind of theory. Perhaps one could say that what you have is an
imperialist pretension to rule all of the social realm by means of one sim-
ple paradigm versus people who say, “No, it's more complex than that.”
These latter try to maintain the theoretical structure of the field, and claim
that you can understand what happens in society only by building up
contending theoretical structures and see how far each one goes in terms
of explaining society. There is a recent article by Mark Granovetter (1985) .
on the “embeddedness” of economic action which is an interesting at-
tempt in this direction. He precisely looks at different structures—at struc-
tures coming from the rational actor approach as well as categories from
the traditional, Durkheimian sociological perspective. I would also men-
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tion the work of my colleague here at the Institute, Clifford Geertz. It is
informed by a structure of thought where there is a certain amount of
dispute about the sharp distinction between explanation and description
in social science. All of this, I would say, adds up to a bit more than the
German Methbodenstreit.

Q: By bringing up the name of Mark Granovetter, you remind me of my
intention to ask you about your relationship to sociology. A little earlier
you mentioned that as a young man in Germany, you studied the writings
of Max Weber. And in your works there are sometimes references to soci-
ology: fo Simmel, for example, and to reference group theory. I see some
books by Robert Merton on your bookshelves, and I recall that you have
even received the Talcott Parsons Award! So my question is what have
you found useful and valuable in the sociological literature? Has any par-
ticular sociological work influenced your thinking?

A: Well, I am probably inadequately read in the sociological literature
but whenever I read it, I find things that speak to me—Durkheim and
Simmel in particular, but also Weber and some of the later people. I tried
to blast my way through Parsons at one point, but I had a kind of hostile
reaction to his tendency to always think in terms of dichotomies: “tradi-
tional societies” versus “modern societies,” and so on. I had a hostile reac-
tion to this from the beginning, although I must say that some parts of 7he
Strategy of Economic Development were nevertheless influenced by this
dichotomy.

I have also had very good relations with a number of French sociolo-
gists. I found a considerable convergence between Michel Crozier's The
Bureaucratic Phenomenon and my own Journeys Towards Progress. This
had to do with how certain reforms come about; how the idea of crisis can
be a positive factor in terms of breaking down certain structures; and
so on. Later I also became interested in a number of other French soci-
ologists.

Q: When I read your work I also find a certain convergence with con-
temporary sociologists other than Crozier. And on a more profound level,
there is even more affinity of thought . . .

A: Yes, exactly. I have recently, for example, found a considerable con-
vergence with the work of Pizzorno on the creation of political identity. I
also find Granovetter's work very interesting. He was here at the Institute,
you know, for a year and wrote his article on embeddedness. This article
was very much written as a way of counteracting Oliver Williamson’s at-
tempt to create a comprehensive explanation of how organizations be-
have. I find Granovetter’s critique of this imperialist ambition on the part

of Williamson quite appealing.
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So I do find a great deal of interest in the works of sociologists. Then
there is also the tradition of grand theorizing—f{rom Daniel Bell to David
Riesman—which comes more easily to sociologists, or to some sociolo-
gists anyway. I do not do this kind of theorizing myself—it is not my
style—but I always find it interesting as a kind of background. It is good
to have around; and it is important that some people try to make sense of
the larger issues.

Q: In the past few years, Granovetter has been talking about the need
for “a new economic sociology.” The main idea is that sociologists should
start analyzing central economical phenomena and not just marginal ones
like in the “old economic sociology.” What is your gut reaction as an
economist to this type of endeavor? Will it mainly be economists who also
do the good work in economics in the future? Or perhaps is mainstream
economics structured in such a way that social sciences other than eco-
nomics can make important contributions as well?

A: Well, it is true that some of the most basic and important problems
have always been left behind by the economists because they cannot be
handled so easily. As a result there has been a kind of thinning out of
economics. In effect, as I have written in my article on “interests” for the
New Palgrave Dictionary, economists in a sense opted for formalism in
their science (Hirschman 1987a). They did this because they couldn’t han-
dle all these powerful ideas—from Freud to Durkheim—that appeared
toward the end of the nineteenth century and which were informed by
the new discoveries of the irrational in human action. So they left all of
them behind and tried to get away from psychology because they didn't
know beans about it, as we say in the States. They just didn’t know any-
thing about psychology. Pareto is an interesting case in this context. He
had one foot in the irrational, “nonlogical” camp of social science. But
the other foot he put very firmly into the formalistic camp: he reformu-
lated utility into ophelimity in order to get rid of psychology, and so on.
It was an intentional impoverishment of economics. It was made in order
to let economics continue as a science—but at the cost of contact with
reality.

Q: Can you think of any specific topics that would be especially con-
genial to your method of “trespassing” and that you have not written
about? I ask this question because I feel that there are many young schol-

ars who are very interested in your work and who would like to follow in

your footsteps.

A: Well, almost any interesting and complex topic would be suitable.
There are, I suppose, still topics in international trade. Or take the ques-
tion which I discuss in my latest paper on Latin America: At what point
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should a developing country take on such an industry as, for example, the
computer industry? (see Hirschman 1987b). There is currently a big dis-
pute between the United States and Brazil because Brazil has tried to de-
velop its own computer industry and has invented a new form of protec-
tion; the Brazilian state simply preserves the market for the country’s own
industries for a number of years. I talk about this as a new way of trying to
create a novel kind of international division of labor.

In many topics you find the need to combine approaches. Take what
happened in the Crash of 1987. I suppose again that you cannot just ex-
plain it by purely economic factors; there must be certain other factors
involved. Again there is the question of how far you can get with one type
of approach and how far with another. And again I think that you have to
keep your mind open to precisely complicating your analysis rather than
pretending to understand everything and explain everything.

So I believe there are certainly a lot of discoveries still to be made in
economics. The concept of contestable markets, which is probably an
important contribution, is one. But even here I have a feeling that by de-
veloping this new concept you may create a certain indeterminacy, which
can probably only become determinate as a result of noneconomic phe-
nomena.

Q: In “Against Parsimony” you speak, just like now, about the need to
introduce more complexity into the economic analysis. But there also
seems to be an important ethical dimension to your “trespassing.” This is
connected, 1 think, to a notion of man with a very strong emphasis on
moral dignity. You speak, for example, of man’s “passions” and “inter-
ests” and of his “disappointment”—all rather old-fashioned terms but with
a certain moral tone to them. Is this a correct reading of your work?

A: Yes, you have caught something of my intent because I also believe
that we have a certain contribution to make in terms of treating human
beings as something fairly precious and not just as something you can play
upon. You see, if you ever could figure everything out, if you ever could
have a social science that really is a science, then we would be the first
ones to be disappointed. We would be dismayed because if man becomes
like that, he could be figured out. And that means that he is not worth as
much as we think. So in this sense I resist these attempts at reductionism,
to use a nice term for it. People like Gary Becker and so on don't like to
think of this as reductionism, they think they are all fantastic theorists who
are building up science. I think that we must be prepared to see social
science fail. . .. Were we ever to succeed, then mankind would have

failedt
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Mancur Olson

MANCUR OLsON, an economist by training, has several times made forays
into the other social sciences.! The first effort was with his Ph.D. thesis,
later published as The Logic of Collective Action. In this work, which has
already become a classic, Olson proposed a whole new theory of groups
and organizations, centered around the problematique of the free rider. A
few years later he helped to publish Toward A Social Report, which was to
be an equivalent of the annual Economic Report of the Council of Eco-
nomic Advisers. His next major work, The Rise and Decline of Nations,
addressed such problems as stagflation and economic growth. Again
Olson suggested innovative solutions by extending the economic ap-
proach to the social domain. During the last few years he has been work-
ing on two books, which are soon to appear: An Encompassing Econom-
ics, and Beyond the Measuring Rod of Money. In the interview, Olson talks
about these new books, and he also touches on other topics, such as inter-
disciplinary work and how he came to write The Logic of Collective Action.

Mancur Olson was born on January 22, 1932, in the tiny town of Buxton,
North Dakota, in a family of farmers. He first studied at North Dakota State
University, where he earned a B.S. in 1954. He got his M.A. at Oxford
University in 1960, and a Ph.D. in economics at Harvard University in
1963. He first worked as an assistant professor at Princeton University
(1963-1967). He then moved to Washington, D.C., where he was deputy
assistant secretary (Social Indicators) at the Department of Health, Educa-
tion and Welfare for two years. Since 1969 he has worked at the University
of Maryland, where he is presently Distinguished Professor of Economics.

Q: Beginning with your first writings, you displayed an interest in topics -

that go beyond traditional economics, in interdisciplinary work if you so

The following interview with Mancur Olson took place on February 23, 1988, in Was}ﬂng—
ton, D.C., in an office Mancur Olson uses when he wants to write and not be disturbed.
! The following is based on Mancur Olson's vita and Blaug 1985.
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chose. Was this something you developed on your own or did you pick it
up from your teachers at Oxford and Harvard?

A: T am unusually indebted to my teachers, but not for inspiring that
portion of my work that has some constituency beyond economics. What
I wanted and obtained from Harvard was a rigorous professional training
in economics. Naturally, most of the economics faculty did typically spe-
cialized economics and encouraged their students to do the same. Indeed,
two of my teachers there, Paul Samuelson and Robert Solow, were the
leaders of the tendency in the discipline towards writing directed for tech-
nically specialized readers. Though Samuelson and Solow normally
taught at the Massachusetts Institute of Technology, in my first year of
graduate study two of the Harvard faculty who normally taught the first-
year courses were on leave and Samuelson and Solow temporarily took
their places. The superb instruction they and my other teachers at Harvard
gave me shows up mostly in those aspects of my work that are usually
only of interest to other economiists.

Now I should also point out that before I obtained my degree, the Eco-
nomics Department at Harvard did bring in one professor who is impres-
sively interdisciplinary—Thomas Schelling. Because of an unlucky acci-
dent, I did not have any association with him until the first draft of my
thesis (which was eventually published as The Logic of Collective Action)
had been written. The United States then had conscription, and when I
had been an undergraduate I had picked up a commitment to two years
of military service through the Reserve Officers Training Corps (ROTC)
program. The government did not choose to exercise its indenture of my
time until 1961-1963. Though I had worked out the basic ideas of my
thesis well before this, I mainly wrote it during those two years while
serving as a lieutenant in the Air Force, and without having any thesis
adviser. When I had a draft that [ thought was ready for approval, I asked
Otto Eckstein, from whom I had taken an interesting advanced course in
Public Finance, if he would read it and serve as the chairman for my thesis
committee. He kindly also sent the thesis on to Thomas Schelling, whom
I didn’t know because he had come to Harvard when I was in the military.
Tom Schelling sent me by mail superb, severe, and detailed criticisms and
required two thorough revisions of the thesis. My debt to him for this is
simply profound, but he has had no influence on the choice of any of the
topics I have chosen to work on.

My dons at Oxford also had a great influence on me. There I faithfully
went to the lectures of two of the most famous economists of the time,
John Hicks and Roy Harrod, and happily profited also from the kindly and

Mancur Olson 169

articulate help of my tutors. But no one that I studied under at Oxford
emphasized or normally did interdisciplinary work.

Q: Did you take any courses in political science or sociology during
these years? In The Logic of Collective Action, for example, you mention
Talcott Parsons. Did you take any courses with him?

A: No, I did not take any courses in sociology or political science at
Harvard, but I did occasionally have useful talks with faculty there in soci-
ology or political science. I talked with Talcott Parsons once or twice by
visiting his office. He was at that time, at least as it appeared to graduate
students at Harvard, perhaps as famous as any other social scientist in all
the world. Parsons was kind to me and amazingly generous with his time.
I tatked more often with some political scientists. Probably this is partly
because they were in the same building—the Littauer building—at the
economics department and the reading room for its graduate students. But
partly it is because I have always loved to talk politics. Two professors of
government at Harvard, Samuel Beer and Robert McCloskey, befriended
me and made encouraging comments on some notes I had written up at
the end of the 1950s on some ideas that eventually appeared in The Logic
of Collective Action.

I had a little formal training earlier, in my time as a Rhodes Scholar at
Oxford, in political history and in philosophy. One took economics there
through the Philosophy-Politics-Economics (PPE) degree, which required
examinations in eight subjects, at least two of which had to be from each
of the three disciplines. Though I greatly enjoyed and valued the philoso-
phy and politics at Oxford, I nonetheless took the maximum of four exam-
inations in the economics subjects. _

Q: With these broad interests in noneconomic topics, why did you still
decide to concentrate in economics? ‘

Q: One reason for my choices about what to study and to read over the
years has been the observation that the economists who do the work that
is of the most value to those outside our discipline are those who have the
deepest understanding of economics itself. If a person can ultimately
reach the point where the hypothetico-deductive reasoning of the disci-
pline becomes part of the software of his mind, he will naturally use this
capability on a vast array of problems. Then there is a good chance that he -
will generate results that prove valuable to people outside his discipline.

As I see it, the record suggests that this has been supremely important
in generating good interdisciplinary work by economists. John Stuart Mill
and Karl Marx were past-masters of the post-Ricardian economics of their
day and they also did work that had an appeal beyond the discipline.
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More recently, economists like Kenneth Arrow, Gary Becker, James Bu-
chanan, and Thomas Schelling have also made contributions that tran-
scend the boundaries of economics, and I believe this is partly because
they have assimilated economics so well. Conversely, it is those econo-
mists who do not have quite the command of the subject needed to tackle
big problems that most often belittle interdisciplinary work.

Maybe what I have just said will seem preposterous to the many people
who have sampled economics and found it depressing. I plead with them
that even if economics seems, when first entered, like a dark cave, it is a
cave that, if followed allthe way to the end, leads to the other side of the
mountzin, and to a magnificent view that includes even terrain that we
conventionally associate only with other social sciences.

The second thing that T have thought deserved the top priority in my
education and reading is getting some basic factual knowledge of many
different societies and historical periods. Here I have not learned a frac-
tion as much as I should have, but I did take in some lectures and courses
in economic history at both Harvard and Oxford, and all my life 1 have
tried to read about other societies. I have long wished that I had the wide
erudition that Joseph Schumpeter had. His great contributions to econom-
ics and to the other social sciences would not, I suspect, have been possi-
ble without his broad learning. Unfortunately, many economists today
seem to think that it is enough to test any model on the U.S. government
data since World War II. This parochial perspective is, in my opinion,
causing enormous mischief, especially in macroeconomics.

My sense is that this problem of the lack of even the most rudimentary
knowledge of other periods of history and of other societies is not nearly
so widespread in the other social science disciplines as it is in economics.
Probably some sociologists or political scientists are teaching courses that
could pass on to economists some appreciation of the value of the incred-
ibly broad learning that Max Weber had, and convey some sense of the
value such learning would have to a technically skilled and imaginative
modern economist. Every economist ought to take such a course.

Q: Did your upbringing have something to do with your broad interests?
During lunch you mentioned that you came from a left-wing family, and
it is my experience that lively discussions of many different topics are
often valued in such families. :

A: Yes, my family and perhaps above all my father was formative here.
My father was an immensely curious man, interested in everything includ-
ing politics. He was not at all highly educated in a formal sense; indeed,
he had not finished high school. He was a very successful farmer and a
man of extraordinary intellectual powers. And from the ea-liest moments
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I can remember, he was discussing ideas and discussing them with his
own children. He had the habit of stopping any conversation that he was
having with other adults to let me or his other two children—two other
boys—talk. And he always treated our speech as though it came from an
adult. So there was the sense that there is nothing more important than
ideas and talking about ideas. The idea that one must make sense, even if
one is a child talking with aduits, and contribute at their level—that was an
idea I picked up at my father’s knee.

Q: The Logic of Collective Action is a book that is centered on one very
powerful idea: the notion of the free rider. Could you say a little about
how you came to realize that the free rider was so important?

A: Let me answer like this. Partly because I have always been interested
in politics and public affairs, I had not originally planned to be an econo-
mist. [ had thought of other careers until by chance I happened to read
some economics in college. The attraction of an argument with logical
structure and logical subtlety and at the same time application to the real
world was so great that from then on I was hooked on economics. And
that attraction has still to pass. So what took me to economics was the
method and the logic.

In some sense, however, I was even more interested in the substance of
politics, perhaps because of my background. At one time of my youth I
had even thought that I might become a politician. So when a chance
arose for me to combine the intellectual attraction of economics with my
interest in things political and governmental, I took it. Thus, when I read
Paul Samuelson’s articles on public goods in the 1950s, they struck me as
tremendously interesting; and they stuck to my mind especially well. At
the same time 1 thought—no doubt because of my farm background—
about how the farm organizations, which I knew so well from the Upper
Midwest, managed to support themselves. How, for example, did they get
members? Well, one thing [ knew as if I had taken it with mother’s milk

‘was that the farm organizations were linked with farm cooperatives and

insurance companies; and that the dues in farm organizations were sub-
tracted from the patronage dividends of the farm cooperatives or added-
on to the premiums of the mutual insurance companies. So I related these
facts T knew as a child to the theory of public goods from Samuelson and -
then tried to ask how one could make a general theory of this.

Knut Wicksell—and I admittedly read Wicksell after Samuelson—had
looked at the problem of how a government can rationally allocate re-
sources. And long before Samuelson, he had worked out a rudimentary
theory of public goods, so that he could answer the question, “When shall
we stop spending more out of tax revenues on something?” Samuelson



172 - Chapter 9

then looked at this problem and saw that there was a difficulty of getting
people to reveal the true value to them of public services. So, starting with
this situation where governments exist and asking questions like, ‘“What is
the optimal level of expenditure?”, the theory of the difficulties of govern-
mental provision of public goods got started.

But governments didn'’t exist before human beings did, so I took as my
task to say, “How do we deal with collective action generally, which man-
ifests itself not only in governments but in many different forms of organi-
zations?” Further, “How do things like size or the number of people who
cooperate affect collective action?” Samuelson, Wicksell, and everybody
else who had been working on this topic took it for granted that the prob-
lem involved governments over millions of people—a large group or a
“latent” group in the sense of The Logic of Collective Action (Olson 1971,
50-51). But one other thing you have to do if you think in a more general
way is to ask, “What if there are only ten people or three large firms that
want to collude? How is the problem different for them?” It is of course a
lot different—and hence The Logic of Collective Action.

Q: You mentioned earlier that you believe economics indeed has practi-
cal consequences, an opinion that is also evident from your career. You
have been deputy assistant secretary at the Department of Health, Edu-
cation and Welfare, and you worked on Toward A Social Report. Is it cor-
rect to state that in your opinion economics should be linked to practical
problems?

A: Yes. If economics is not of use to man in practical affairs, then I don’t
know what purpose it has. To the extent that we are concerned about
esthetics (which we should be), I would suggest that other disciplines like
philosophy, pure mathematics, or poetry have the greatest appeal.

Q: Let me return for a moment to the social report. In the 1960s you
argued very strongly for having a social equivalent to the economic report
that the Council for Economic Advisers every year presents to the presi-
dent. Do you still feel that way? And also: what happened to the idea of a
social report? Did it just die?

A: The work on the social report began in the administration of Lyndon
Johnson, just after the United States had passed the Voting Rights Act,
which first made it possible for all blacks to vote, and the Civil Rights Act,
which destroyed the Jim Crow system of segregation in the South. It was
also a time when a vast array of social legislation was being passed and
when a high rate of economic growth was taken for granted. There had
been rapid growth in the United States from World War II through the
1960s, not so rapid as in Germany and Japan but more rapid than before.
So the attitude at the time I went into government to take on this assign-
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ment was one which took economic growth for granted and high levels of
income for granted and which looked on the social and environmental
problems of the country as more difficult, more urgent, and more impor-
tant than the economic ones. The administration of Lyndon Johnson
ended in January of 1969. We had thought that possibly Hubert Hum-
phrey would be elected, but in fact he was defeated by Richard Nixon. So
I resigned at the beginning of the Nixon administration. We would have
liked to have a president issue our report, say in 1970 or 1971; and we
assumed that the president had originally planned to do this with lots of
fanfare. But our project was not the kind of thing that another administra-
tion would carry on. So we had to finish Toward A Social Report early,
which we did. It was published in January 1969 after the defeat of
Humphrey and just before the inauguration of Richard Nixon. The world
was looking at Nixon’s inauguration and not at the issuance of this report,
so it didn’t become exceptionally famous. Indeed, it was disappointing
that it didn’t get a wider attention.

Q: So the attempt to introduce social reports of this type died in the
1960s?

A: Yes and no. Naturally things have to be given a different name, if
they are to be continued in a new administration. There was one element
of continuity, and that was Daniel Patrick Moynihan, who was a consul-
tant in our effort and who then became counsellor to Richard Nixon in the
White House. He got Nixon to put forth a project under the late Raymond
Bauer of the Harvard Business School that carried on this activity. But
Raymond Bauer’s work apparently did not meet with favor from Halde-
man and Ehrlichman. So it did not get much attention, and that was the
end of that activity. Then there were some statistical activities in the Office
of Management and Budget that grew out of our work on a social report.
These were published for a few years and have now gone to the U.S.
Department of Census. The presentation of British statistics was substan-
tially affected by what we did, and I went to London in 1967 or 1968 to talk
to them about what became their counterpart effort to ours.

Q: Would you still support the idea of a social report—that there is a’
need for a social counterpart to the standard economic figures on eco-

nomic growth, inflation, and the like?

A: Yes. On the whole I would have more or less the same view today.
I suppose that I would then have put the priority of growth measured in
per capita relatively less high than I would now after the country has gone
through bad times since about 1973. That is to say, a country can afford
more environmental quality, more social expenditure, and so on, if its
economy is doing well. And since our economy is not doing as well now
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as it was then, that naturally affects one’s priorities a little. But basically my
views would be the same now as then.

Q: Your next major work was The Rise and Decline of Nations, which
you describe as “an outgrowth of The Logic of Collective Actior” (Olson
1982, 12). And just like The Logic of Collective Action, this work has been
much debated. Some people argue that the whole free rider idea is wrong
(Marwell and Ames 1981), and others claim that it is perhaps not wrong,
but that you overly emphasize the free rider (Barry 1983; Kindleberger
1983). What is your reaction to this debate over The Rise and Decline of
Nations? Do you see any merit to the criticism? I think that the rather soft
criticism of Barry and Kindleberger is reasonable.

A: On the whole I haven't spent a lot of time with criticisms after some-
thing is published, because I get a lot of criticism beforehand. I also want
to get on to the next project. So I can't claim exhaustive knowledge of all
the literature growing out of these two books. My general reaction is that
the readers have been marvelously indulgent. On the whole I don’t com-
plain at all about the criticisms. I gather that there are some people who
say that the whole analysis in The Logic of Collective Action is all wrong
and who will cite the occasional experiment that they think supports this.
I don’t know the whole experimental literature on this, for there is quite a
lot of it. The sample of it that I have seen tends to fit in—broadly speak-
ing—with my argument. I have been a great appreciator of Professor
Marwell’s work, and we often correspond. Some of his recent work on
collective action I have particularly recommended to journals and to oth-
ers that have asked for my assessment. But I wouldn’'t want to get into
details on the literature growing out of my work, because I am not that up
on it.

As for the soft criticism you speak about—that other things besides the
free rider problem are also terribly important—I would say by all means.
I would say be wary of pushing any one consideration too far, including
the considerations that Olson has called attention to. As to Barry and Kin-
dleberger, I would say read them and give their work a lot of attention, as
surely there is something in what they say.

Q: One of the things you are working on is something you call “encom-
passing economics.” The main idea here is that a unified approach is
needed in economics and the other social sciences. You have told me that
you actually had a manuscript on “encompassing economics” prepared in
1972. What stopped you from publishing it at that time?

A: WhatI like to think was rightabout what I said then was that we need
to look at all of reality—at all of social human reality—in a unified way;
and that we need to have a framework of analysis that enables us to think

Mancur Olson 175

in a conceptually comprehensive way about the whole domain of eco-
nomics and the social sciences. But this is easier said than done, and in
1972 1 didn’t have the necessary theorems; I didn’t have the additional
tools of thought that we need to see what we loosely call “economic,
social, and political reality” all at once and in general. It is true that I could
do this in particular cases, 45 I had done in The Logic of Collective Action.
When I tried to look at things in a more general way, I however came to
feel that I wasn't going deep enough. What I said was right but not deep
enough—or mainly right and mainly not deep enough. I didn’t then know
how to do it right, and it wasn’t the sort of problem that I could solve just
by thinking harder for a few days.

So, notwithstanding nice offers of publication and so on, I let the ideas
that I had at that time ripen in the mind. And they didn’t ripen quickly.
Then I got terribly interested in The Rise and Decline of Nations, and it
took me away from these matters for a long time. Now I am back to them,
and I have been working on them today. I feel that I have now developed
the tools that are needed to get a little deeper with this broad vision, and
that is why I am working onit.

Q: The only thing I have read of your work on “encompassing econom-
ics” is an article that was distributed in connection with your speech at
Harvard on December 1, 1987, entitled “Toward a Unified View of Eco-
nomics and the Other Social Sciences.” From this article plus the speech
itself, T have the impression that the key idea is the notion of “indivisibili-
ties.” By this you basically mean that something can’t be measured easily
(or at all) and that this creates theoretical difficulties. So “indivisibilities”
can obscure the production function as well as the utility function. Is this
reading of your work roughly correct?

A: Yes, but unfortunately the ideas don’t lend themselves to short sum-
marization. The book that literally has the titte An Encompassing Econom-
ics is a book of essays on a vast variety of topics and, though there is a
single method that led to all the essays, the conclusions on diverse sub-
jects cannot all be summarized in a few sentences.

The notion of “indivisibilities” that you mention plays a much larger
role in my other nearly finished book, Beyond the Measuring Rod of
Money: Toward A Unified Approach to Economics and the Other Social
Sciences. Relentlessly single-minded as this latter book is, it unfortunately
also defies summarization in a few lines. But so far as you can put the.
argument in a sentence, you are right: it deals with what I call “indivisibil-
ities.” Some of these indivisibilities put human values or preference order-
ings in a shadow, and when we get around them we can understand why
there is such a paradoxical amount of discontent and disaffection in mod-
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ern high-income countries and also in traditional societies that experience
rapid economic growth. Some other indivisibilities obscure some cause-
and-effect relations, such as those between the inputs used by a large
bureaucracy and its output or performance, and when we appreciate this
we can see why bureaucracies have a lot of red tape and are also “bureau-
cratic” in other ways. :

Q: The titles of both your books are very ambitious; in one case you
speak of “encompassing economics,” and in the other, of a “unified ap-
proach to economics and the other social sciences.” But isn't it overly
optimistic to think that one could find oneway that would help solving not
only the perennial economic problems but also questions relating to class,
ethnicity, gender, bureaucracy, and so on? But maybe I am jumping to
conclusions. First I should ask if you are trying to lay the foundations for
a whole new approach in the social sciences, or if you are just trying to
explain a few aspects of reality, as in The Logic of Collective Action?

A: Neither. I am so taken by the cumulative nature of science that it
would be almost beyond my imagination to think that I would recast all of
social science. I remember being much influenced by reading Einstein on
Newton. Einstein’s general modesty was momentarily overcome when he
pointed out that he would get exactly Newton’s results, when he consid-
ered the commonplace conditions that Newton took for granted. The re-
sults were a special case of his own theory and Einstein was rightly very
proud of this. So the idea of recasting economics and the social sciences
is repugnant to me in the same way, I suppose, that the idea of recasting
physics in a way that made Newton all wrong would be repugnant to
physicists. The modern physicist couldn’t imagine a physics that did not
build on what had gone on before, and I could scarcely imagine an eco-
nomics that didn’t build on what came before. As I am so fond of saying,
following Newton and others: the economist stands on the shoulder of
giants. '

What I hope to do is not to destroy or recast what came before but to
add something. Given that I am standing on the shoulders of giants—and
if I might continue my favorite simile: I am standing on a pyramid of gi-
ants, in which giants are standing on the shoulders of other giants—then
my claim is that what I add is not so very much in relationship to the height
of this great pyramid of giants. It is indeed not much at all compared to
that. But with what I add, plus the much, much vaster amount that we
have inherited from the men of genius of the past, we can help solve all
these problems. With thatwe can analyze absolutely all the problems you
mentioned.
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Q: Including class, ethnicity, gender, bureaucracy .. .?

A: Exactly. That doesn’t mean that there is no need for further theoreti-
cal advances and for more empirical research; those things will be needed
forever. But in a way, my claim is that what I am trying to do is to help
everyone get on top of the shoulders of giants. And when they are stand-
ing on the top of this pyramid of giants, I only claim to have added as it
were a guy wire or a rope, which enables one to look to the side without
falling off.

Q: Let me now switch over to another topic and ask you a question
about the way you go about analyzing problems. You basically seem to
make two moves in your analysis. First, there is the element of methodo-
logical individualism,; that is, you start with an individual facing an incen-
tive of some sort. And second, there is a bold, ingenious idea, like the free
rider in The Logic of Collective Action, or “indivisibilities” in your forth-
coming book. Is this also how you see yourself as working, and is this the
way you would suggest that others work as well? Is this your equivalent,
50 to speak, to what Albert O. Hirschman calls “trespassing”?

A: 1 would not start with any desire to “trespass” in any discipline nor
even to do interdisciplinary work. I have no particular belief that such
work is superior to disciplinary work. I have never tried to be interdiscipli-
nary; much of what I do is not interdisciplinary at all. Neither would I
believe in avoiding interdisciplinary work. I'd rather like to start with
problems that are important to human beings and to countries; problems
like what makes some nations decline and others advance.

But just as important problems can fall into a given discipline, some-
times they don’t. The angle one should approach a problem from depends
on the problem; and the best angle is the angle from which one will make
the most progress. It is my belief that one should not have any preconcep-
tions about necessarily being either disciplinary or multi-disciplinary. The
quality of work depends on the importance of the problem and the depth
of the analysis—not on how it is classified.

Another part of your question had to do with scientific methodology
and the role of methodological individualism. Now, I believe that to make
progress in any science, it is best whenever possible to get down to prim-
itive entities, to get down to units so primitive or simple that it is not
necessary to go inside of them. I like to get down, whenever possible, to
the primitive entity of economic and social life: the individual. Getting -
down to primitive entities does not mean that one is advocating or buying
ideologies like rugged individualism; one is simply trying to get down to
fundamentals. So if someone says that Italians don’t believe in divorce
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because they are Roman Catholics, one makes an assertion that is very
vague even though it could have some truth to it; there are many different
Italians, and they don't all think the same thing. If someone says that the
working class voted communist to further its interests, that overlooks the
fact that there are many different people in the working class and they
don't all have the same views, That is one reason why I like to get down
to individuals and very much accept methodological individualism.

I would not, however, accept the characterization that one always be-
gins with the rational actor. That is to say, the degree of rationality—or for
that matter, of self-interest—is not something that is given at the outset of
the inquiry. These two assumptions—the assumption of rationality, on the
one hand, and the not-identical assumption of self-interest, on the other—
are not inherent to the method I like to use. That is to say, the degree of
rational calculation may be very slight for certain purposes, for certain
people, and for certain circumstances. And in certain other cases, the de-
gree of self-interest may be very limited. If you and I walk along the side-
walk, and we assume that the concrete beneath us will hold our feet and
that the sidewalk is really made up of concrete rather than paper painted
to look like concrete, then we are making an assumption because our
habits probably induce us to make that assumption. Now these habits are
of course the result of earlier experience and of our rational adaptation to
that experience. Still, the fact remains that each time we take a step we
don’t calculate whether the sidewalk is of concrete or of paper painted
like concrete.

So, I would try to take the degree of rational calculation and the amount
of information that is used in making decisions as something that is open
to empirical investigation. And the amount of information and of rational
calculation it is best to assume in a given inquiry depends on the particu-
lars of that inquiry. If one is talking about decisions that people make
repeatedly, and decisions that are fairly important to them (and decisions
where the individual bears the costs and benefits of the choices he or she
makes), then I have found it useful to assume a high degree of rationality.
If we are talking about decisions that are made rarely and that are also
relatively unimportant, then I would say that individuals are much less
likely to do a lot of calculation and research. In certain cases, as I have
argued in some of my publications, we should assume “rational igno-
rance”’—that ignorance is the normal state of affairs with respect to certain
matters, because there are no incentives to gather information.

Self-interest, which is not entailed by the assumption of rationality, is a
tremendously important force in human interaction. But I normally as-
sume that if I am lost and need directions, people will give them to me for
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free. If I see someone bleeding to death in the street, chances are that
someone else has already offered to help before I get there—again for
free. So, it is part of my methodology that one should try to get down to
primitive entities; and it is part of my methodology that one should take
problems as they come and use whatever assumptions and disciplines are
needed to deal with them. But it is ot part of my methodology that one
should begin with an irrational passion for dispassionate rationality, or
with the assumption that human beings are always and everywhere totally
self-interested.

Q: Many attempts have been made during the last ten to fifteen years to
extend the neoclassical type of analysis to areas where it by tradition has
not been used. Do you see your “encompassing economics” as part of this
trend?

A: I would say that if you go back to the beginnings of economics—to
the first one hundred years or so of the subject—the assumption was that
the economist would use the tools of thought he had in a conceptually
comprehensive manner. Thus, Adam Smith analyzed phenomena like in-
centives for lecturers at universities to teach or not to teach. He also
looked at the incentives for clergymen to work or to loaf. This is all in The
Wealth of Nations. Needless to say, John Stuart Mill wrote beautifully on
representative government as well as on international trade. So the kind of
thing that I like to do is what my intellectudl grandparents liked to do. It
is true that in the generation of my intellectual fathers—the economists
who were one generation earlier than I am—economics came to be taken
as a much narrower subject. From Alfred Marshall until the 1960s or so,
economics became much narrower. But now it is widening, and it has
widened a lot in the 1960s, 1970s, and 1980s as economists have tackled
the problems of politics and created the fields of “collective choice” or
“public choice.” I would hope that when I have finished the book I am
doing on Beyond the Measuring Rod of Money, there will also be a little
more interest in an integrated view of economics and sociology. Other
people of course, like Gary Becker, are also working toward an integrated
view of these two fields. A “new social economy” is emerging that paral-
lels the “new political economy” that got moving in the 1960s. There is
more nearly a common approach now to theory in all the social sciences
than there was, say, when I was a graduate student.

When I had those conversations with Talcott Parsons that you asked .
about, what most sociologists were doing could not be integrated with
what economists were doing because a lot of the work was simply at cross
purposes. Some of the things that economists were doing and some of the
things Talcott Parsons was doing could not both be right. Similarly, in
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political science there was an utterly different approach than in econom-
ics. But if you look today at the work of saciclogists—at the writings, for
example, of James Coleman—and if you look at the work of a variety of
political scientists, such as many of those who lately have been added to
the Department of Government at Harvard, you see a methodology which
is really the same methodology as the economists use. So I see this as the
age when from all sides we are slowly coming together on one unified
approach to all of the social sciences.

Q: Sometimes the intellectual movement we are talking about is re-
ferred to as “economic imperialism.” George Stigler, for example, talks
of economics as an “imperial science.” What is your reaction to this “im-
perialism”? Is perhaps your “encompassing economics” a less aggressive
version?

A: I would say that none of us should engage in imperialistic aggres-
sion. Nor should we worry about any noncoercive imperialism. The right
attitude to take intellectually is the same attitude I claim is the correct one
in international relations. I oppose strong countries engaging in aggres-

sion against weak countries. The relationship among peoples ought to be

those relationships that arise out of mutually profitable interactions as in
trade, tourism, and exchange of ideas. I am fotally opposed to imperial-
ism, when it means, as it often does, aggression. No dean or chair of a
faculty should ever use his power to impose the economists’ method on
those who prefer some other method.

There are, however, some people who label too many things “imperial-
istic.” One can go to developing countries, where there is talk of “cultural
imperialism,” “economic imperialism,” and so on. There are, for example,
efforts to exclude Western news agencies like Reuters or the United Press
from some developing countries because these news agencies may carry
stories that are negative about the local dictator. So, [ am also weary of a
too loose and pejorative use of this word “imperialism.” If a word ends
with “ism,” it is very likely to be used too loosely.

Let me add that I don't worry about Japanese economic imperialism in
the United States. I think that if the Japanese make a product that gives
better value, we should buy it. And if I were in any discipline—say if I am
in economics and see a tool coming from mathematics or physics—I
would say that we shouldn’t restrict our use of it because it comes from
another discipline. And if I were a sociologist or a political scientist, I
would say that we shouldn’t dream of discriminating against an idea be-
cause it comes from economics any more than one should refuse to buy
a car because it comes from Japan. Now, even with the broader concept

of imperialism, it is also important 1© note that imperialism is impossible

unless you have an advanced odiare next 10 an wnderdeveloped one.
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Even if imperialism comes by force (which it shouldn’t), it will almost
never involve powerless cultures defeating powerful ones. When there is
intellectual freedom, there is no danger, at least in the long run, that poor
research strategies will drive out good ones. So, I think we shouldn’t en-
gage in or worry about economic imperialism in this sense. And this is a
special case of my view that one shouldn't strive to be interdisciplinary,
multidisciplinary, or in this or that discipline: one should strive to tackle
the problems that are important and get the answers right. If you do that,
it is all you need to do—you don't need to worry about colonizing or
resisting imperialism. ;

Q: You mentioned that roughly between 1900 and the 1960s econo-
mists showed little interest in social institutions, but that this is changing
today. How widespread is that change, in your opinion? Professor Solow,
for example, has told me that in his view most of today’s pacesetting

" young economists show no interest whatseever in social institutions.

A: I'would have to answer you by using a tool of economic theory that
Adam Smith emphasized. Adam Smith said that the main source of eco-
nomic growth is the division of labor. He examined this, for-example, in
a pin factory. One of the main reasons he was opposed to tariffs and other
forms of protectionism is that it diminished the degree of specialization or
the division of labor. The division of lahor, as he said, is limited by the
market. The market is bigger with free trade than with protectionism. So
with a big market or a big discipline we get more and more specialization.
There is more specialization than there was thirty years ago; there is prob-
ably even more in the English language world than there is on the Conti-
nent. And probably this specialization is at its'most extreme in the United
States. And that does mean, “Yes, it is true that the average American
economist is interested in a narrower slice of réality now than an earlier
generation of economists were.”

Interestingly enough, Adam Smith not only discovered the enormous
potential for human betterment from specialization, he also pointed out its
main disadvantage. He said that the division of labor tends to make peo-
ple dull and to render them incapable of thinking very well, for example,
about the larger interests of their country. So Adam Smith was for it; but he
realized that the division of labor had a cost, honest man that he was. And
I'am for it too: we need this specialization, and it is mainly a good thing. No
one who teaches students how to do research can fail to note the impor-
tance of getting people to focus on narrow and manageable questions.

But itis also true that this wonderful thing “specialization” has its costs:
it leaves us a little dull. So what do we do? Struggle, I guess, and work
harder. And we should indulge the occasional person who specializes a

lile in being unspecialized. I think that the world is fair-minded about
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this and also indulgent. I thought, for example, when The Rise and De-
cline of Nations went to press that critiques would say, “Olson is so auda-
cious, so arrogant, so unmindful for the need for specialization, that he
deserves to be attacked with all the forces we can muster.” I expected that
and I was prepared for it. But my general impression is that people have
been wonderfully indulgent; that they sense that we also need to struggle
to overcome the disadvantages of specialization even as we harvest the
benefits.

Q: In some of your writings you stress the need for more communica-
tion between economists and sociologists. But what exactly does this
mean? Does it mean that sociologists should listen to and learn from econ-
omists? Or does it mean that there should be a two-way communication
between economists and sociologists? If the latter is true, what do econo-
mists want to learn from sociologists?

A: I wouldn’t exclude or be astonished at sociologists coming up with
any kind of achievement. If an Otis Dudley Duncan comes up with some-
thing on the problem of identifying demand and supply curves in econo-
metrics, it is likely to be good. I wouldn’t exclude anything nor would I
urge sociologists to stay away from anything.

Q: You mention demand and supply curves a propos Otis Dudley Dun-
can. Are you saying that sociologists should have a go at economic prob-
lems?

A: Oh yes, some of them should. We could use another Herb Simon. He
came out of political science rather than sociology, but we can always use
more people with that level of insight, wherever they come from. of
course, most sociologists naturally will not work on economics. But my
advice to all sociologists is: look for a problem that is interesting and im-
portant; never mind how it is classified; and tackle it. That is my advice to
Mancur Olson, and that is my advice to everyone else.

Q: So you do think that it is a good idea that sociologists work on eco-
nomic topics?

A: Yes, absolutely. Statistically speaking, there will of course be some
areas where it is more likely that the great discoveries will come from the
sociologists. I am struck with the tremendous amount of goods that are
produced by relatively stable, nonfleeting social interaction; the goods
that families, friends, and social groupings produce for one another. To
take a very prosaic example: suppose we look at all the meals produced
in homes. We then value these meals fairly and compare them with the
value of food produced in restaurants. The value of meals produced in
homes will then turn out to be of very great value; not to mention other
things, like emotional support, which are less prosaic and harder to put
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one’s finger on. So the amount of production (if I may use an economic
term) that is done through close social relationships is enormous. Though
I don’t know enough about sociology to say for sure, I have the impres-
sion that sociologists are attuned to this; they are alert to this; and they are
less likely to forget or ignore this than other people. So I would think that
this traditional sociological area is one that is not by any means played
out. Indeed, this is a great and mainly still unexplored continent, even by
sociologists. And there are lots of things to be discovered.

Q: How do you feel that your way of doing economics (“‘encompassing
economics”) can be furthered on an institutional level?

A: 1 would say that we do indeed need to make special institutional
provisions for overcoming the costs of specialization. We should be sym-
pathetic to interdisciplinary programs in the social sciences, just as in the
physical and natural sciences. These institutional arrangements are neces-
sary to overcome the costs of the inevitable and unbalanced—though de-
sirable—specialization. My experience and observations suggest that,
alas, activities outside the traditional disciplines usually have poor quality
control. If you, for example, look at area studies programs in the United
States, they on the whole don’t have the same quality control as the tradi-
tional disciplines. If you look at the new public affairs and public policy
programs in this country, their quality control is also on the whole less
reliable than in, say, economics, history, and physics.

So, when we set up fresh institutions to look at new specialties or to
combine specializations or disciplines, we have to realize it is hard. We
should look especially hard at quality control. We should realize that there
has been a high proportion of failure, but we should keep on trying to do
it better.

Q: If you were to give any advice to young social scientists today, what
would that be? Should they head in the direction of “encompassing eco-
nomics” rather than opt for mainstream economics?

A: Yes. And this is just as the best stocks to buy in the stock market are
not necessarily General Motors or IBM but the companies that are maybe
smaller but who have ideas which have not already been pushed to the
point of diminishing returns. So, I would say to the young scholar, “Yes,
invest in growth stocks.” Of course, the young scholar has to be aware that
there is a slower reward for things that are a little off the regular path. So,
if you have a very, very high interest rate and only short-term payoffs
matter, then you can of course not do this. People with weak hearts
should obviously do something that is conventional and will be respect-
able right away, whether they are physically weak-hearted and will die
soon and can’t wait for long payoffs, or whether they are temperamentally
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weak-hearted and cannot take the danger and the delay. But the strong-
hearted would be wise to make an investment in an innovative venture
that can pay off in a big way in the long run.

Q: All your writings, it seems to me, are basically attempts to answer
one question: What assures the well-being of collective units, especially
nations? How would you summarize your thoughts on this topic today?

A: Twould go so far as saying that the main reason, as far as my studies
have been able to determine, why a country is relatively prosperous or
relatively poor, is the quality of the policies and institutions of that coun-
try. It is not natural resources that made Japan or Germany great manufac-
turing countries. And it isn’t natural resources that have made Hong Kong,
Singapore, Korea, and Taiwan grow so rapidly. It is the institutions or
policies that they have or have had. If one goes from Mexico to Texas,
crossing the Rio Grande, one does not suddenly find that natural re-
sources are more bountiful. So luck and natural resources, though they
play a role, are secondary. It is institutions and policy that mainly deter-
mine whether nations are rich or poor; whether life is good or bad;
whether a country is a country that people are trying to get into or that
they try to flee from. It takes walls to keep people away from good institu-
tions and from leaving bad ones.

The question then is what makes for good institutions and good policies
and what makes for bad institutions and bad policies? Well, most of my

. writing on this subject has been about the influence of gradual accumula-
tion of organizations for collective action to engage in redistributional
struggles. The gradual accumulation of that sort of activity in a country
ultimately means that the energies of the country are to a greater extent
wasted in distributional struggles rather than devoted to production or to
mutually beneficial ‘exchange. So my prior work is not mainly on the
influence of ideas on institutions and policies but on the influence of or-
ganized interests on institutions and policies. But the ideas, even though
I haven’t myself written much about them, are terribly important in deter-
mining the quality of institutions and policies; and thus in determining
whether countries are poor or rich, whether they are places to leave or
places to move to.

The problems caused by the accumulation of organizations for collec-
tive action, which engage in distributional struggles, are mainly problems
caused by tiny organized minorities. And these organized minorities can
only cause problems because the majorities do not understand the prob-
lems involved. But majorities outvote minorities; they outnumber them.
So the whole problem is that majorities are being ripped off and don't

understand that this is happening. They are, moreover, getting ripped off
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in ways which have a huge excess burden or social waste attached to
them. With better research and writing in economics and in the other so-
cial sciences, this will eventually be understood. So, better ideas and bet-
ter research will sooner or later have an influence on policies and institu-
tions. And policies and institutions will determine, more than any other
single thing, whether life is good or bad.
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Thomas C. Schelling

I ot of his collections of essays, Thomas C. Schelling describes himself
as an “errant economist."! The metaphor is apt and captures an important
side of his work: the attempt to use economic analysis to shed new light
on topics that most other economists have tended to avoid. In The Strategy
of Conflict, which is perhaps Schelling’s most famous work, he analyzes
bargaining, conflict, and strategy with the help of game theory. And in
Micromotives and Macrobebavior he discusses such issues as segregation
by race, sex, and age. Another side of Schelling’s work that is equally
characteristic is the method he uses. It should be noted that his method is
very different from, say, the way the “economic imperialists” go about
their analyses of noneconomic topics. The typical Schelling analysis usu-
ally builds on the key insight of game theory, namely that an actor’s be-
havior is directly influenced by the way the other actors behave. To this
description of Schelling’s method, it must immediately be added that he
executes his analyses with rare subtlety and elegance as well as with a
never-ending series of fascinating examples from the most diverse areas.
Given Schelling’s emphasis on the interaction between actors, one
would think that he would have been influenced by sociology, at least in
its Weberian version where “social action” is defined as behavior that
takes “account of the behavior of others.” In this interview, however, he
says why this is not the case; and he discusses what he believes sociology
lacks. He also describes how he came to write The Strategy of Conflictand
Micromotives and Macrobebavior, and he discusses the work of Gary
Becker. Finally, he tells about the focus for his new research in the past
few years, namely, addiction and other phenomena which include certain
“lapses from rationality.” '
Thomas C. Schelling was born in 1921 in Oakland, California, the son of
a naval officer. He got his B.A. at the University of California at Berkeley
in 1943, and his Ph.D. in economics from Harvard University in 1951,

The following interview with Thomas C. Schelling took place onMay 16, 1988, in his office
at the Kennedy School of Government at Harvard University in Cambridge, Massachusets.

! The following is based on Who’s Who in Economics, McPherson 1984; and information
from Thomas Schelling.
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During the period 1948 to 1953, he worked for the U.S. government. He
then became a professor of economics, first at Yale University (1953
1958), and then at Harvard University (1958-), where he currently is Lu-
cius N. Littauer Professor of Political Economy.

Q: It is clear that even though your production is very interdisciplinary
in nature, you have always seen yourself mainly as an economist. What
was it that initially attracted you to economics?

A: 1 originally got interested in economics in college, at Berkeley, be-
fore the war. I was fascinated by the depression and full employment, and
I thought that economics was the most important subject. I then took a
couple of years off to go to South America and came back in the middle of
the war. My most influential teacher was William Fellner, who died about
four years ago. I took three semesters of graduate theory with him in
classes that, because of the war, numbered from five to fifteen people. He
was a gentleman, and he showed so much respect for his students and he
was so honest and open in his thinking aloud rather than lecturing, that he
could give his students an awareness of participating in the solution of
theoretical problems. Working with him I just came to believe I was an
economist.

I finished my studies, did some graduate work at Berkeley, and went to
Washington. There I worked at the U.S. Budget Bureau for Arthur Smith-
ies. I came to Harvard in 1946 for graduate work. I was fairly close to Alvin
Hansen during these years. I actually was a teaching fellow both for him,
for Edward Chamberlain, and for Gottfried Haberler. But nobody at Har-
vard was terribly influential, except for contemporaries—I learned a lot
from other students like James Tobin, James Duesenberry, and Carl Kay-
sen. But I had already studied enough of economics, so I wasn’t learning
much from the lecture courses. I recall that Leontief taught a very helpful
course in mathematical economics.

Q: Schumpeter was at Harvard in the 1940s, when you were there. Did
you take any courses with him? ’

A: We knew each other, but I don't think anybody got much out of his
courses. By then he had become a showman more than a teacher; maybe
he always was. Anyway, in 1948, when I had finished off all my course
work, 1 joined the Marshall Plan. 1 spent a year in Denmark, a yearand a
half in Paris, and three years back in Washington. I might have stayed
indefinitely in the government, but I was getting tired of it. So when Yale
University offered me an associate professorship in 1953, I decided to take
it. So there 1 was—in an academic environment in economics. And that
confirmed my being an economist.
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Q: In between your joining the Marshall Plan in 1948 and accepting the
job at Yale, you also wrote your thesis. What was it about? International
€economics?

A: No, it was a book called National Income Bebavior. ] wrote it nights
and weekends in Europe. The book began at the suggestion of a student
who was struggling verbally with problems that yielded to very elementary
algebra; when I showed him, he urged me to do a short pedagogical paper
on how to use algebra in national income analysis. I started, and it grew
and grew and Seymour Harris got me a contract with McGraw-Hill and it
continued to grow until it was everything you needed to know about the
algebraic analysis of national income behavior. By the time the book was
published, the market had largely evaporated; the mathematically illiter-
ate generation of economics graduate students who returned right after
the war gave way to a new generation that already had some mathemati-
cal technique. The book was sufficiently comprehensive as to be faiily
widely used for several years, but as pedagogy it became obsolete.

Q: During your undergraduate and graduate studies, did you take any
courses in social sciences other than economics? In sociology, for example?

A: No.

Q: In 1960 you published The Strategy of Conflict, which has become a
classic in its field. Could you tell a little about how you came to write this
book? And how do you look on it today?

A: When 1 was in graduate school here at Harvard I got a little interested
in game theory and actually started to write something about bargaining.
1 showed it to Leontief, and he said that I should wait until I had read von
Neumann-Morgenstern's Theory of Games and Economic Bebavior. Then
I left Cambridge and joined the Marshall Plan. Most of the time I was in the
government I was dealing with negotiations. These were international ne-
gotiations, where you used promises of aid, threats of withholding aid,
and things of that sort. So when I went back to academic life in 1953 at
Yale I had pretty well decided that something like bargaining was what I
was interested in. I soon perceived that military strategy was like a form of
diplomacy and therefore was a good field of application for me. So I read
memoirs from World War IT and so on, and started to write what I thought
was a book. When it had reached about 200 or 250 pages, I decided that
I could boil it down. [ compressed it as carefully as I could, and it became
“An Essay in Bargaining,” which is a chapter in The Strategy of Conflict.
then worked on another essay, which I had in my mind at that time, and
it became the third chapter in the book, “Bargaining, Communication, and
Limited War.” Kenneth Boulding liked this third chapter, I recall. I had
sent the first article to The American Economic Review and the editor had
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asked Kenneth Boulding to referee it. He liked it so much that he got in
touch with me and asked me if I was also doing anything else. So I sent
him the second article, which he put in the inaugural issue of The Journal
of Conflict Resolution.

By that time I had decided that this was a fruitful field and that I wanted
to stay in it. I bad a year’s research leave and I ended up with a very long
article, which later became a whole issue of The Journal of Conflict Reso-
lution and eventually also chapters 4, 5, and 6 in the book. Then, in 1958,
[ went to the Rand Corporation for a year and continued pretty much with
the same thing there. Originally I had not written any of these articles to be
in a book, but at Rand there was an editor who thought that I might put it
all together into one volume. I did, and [ sent it to the Harvard University
Press, where they liked it.

By then—this was in 1959—I had resigned from Yale and was headed
for Harvard. And from then on for the next ten years 1 worked on military
strategy and arms control. I wrote Strategy and Arms Controlwith Morton
Halperin, and later, Arms and Influence. 1 got out of this business in 1970,
partly because I ceased to be a consultant for the government. I no longer
had access to information, and I no longer had an audience.

How do I look at The Strategy of Conflict today? I still think it is a good
book. I use three or four of the chapters in my lectures. Most of it is still
useful. Some of the more applied chapters are perhaps a little out of date;
surely the first chapter is completely out of date. But I think that chapter
3—"Bargaining, Communication, and Limited War"—is still cited a lot.
The ideas in that chapter are pretty well embedded these days in political
science, sociology, and to some extent also in economics. And I think the
second chapter, “An Essay on Bargaining,” is as good an introduction to
bargaining as there is.

Q: It seems to me that in your works you have increasingly stopped
referring to game theory. The core of game theory—that one actor’s be-
havior is dependent on the other actor’s behavior—is, on the other hand,
still very much with you. Were you more optimistic about the use of game
theory in those days than you are today? :

A: I believe that in those days I was only optimistic about the usefulness
of the very rudimentary or elementary game theory. In fact, I think that
some of the very best game theory I ever did didn't use any para-
phernalia—no matrices or anything of that sort. It was just a way of think-
ing about a problem. ‘

Q: You mean like your idea in the essay on bargaining that one can
precommit oneself, or “bind oneself,” as you put i, in order to exclude
certain options from being negotiated?
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A: Yes. And in that essay I just had some diagrams at the end, sort of
thrown in as an afterthought. But I didn’t have any matrices in it. And
chapter 3 was really about the concept of “the coordination game” (or
what I later realized was the “zero-difference game”), which I still think is
a worthwhile and important concept. In fact, it has been taken up and
used by others. I teach a course here at the Kennedy School in which I
have a lot of very elementary game theory and I still find it useful. Of all
the things I have ever taught, I think it is these elementary concepts that
have been the most influential. I still get letters from people who took the
course fifteen or twenty years ago which tell me that it has influenced the
way they think about things.

So I am still optimistic that game theory is intellectually useful—but, as
I said, only at the most elementary level. Martin Shubik at Yale does very
interesting work in game theory. He is one of the few people outside of
pure mathematics who has continued to develop and apply game theory.
I however don't find that I can use much of his work in my teaching. It is
of help mainly to people who are professional theorists. I try to get my
students comfortable with very elementary concepts.

Q: Which would those elementary concepts be? And which are some of
your favorite examples when you teach these concepts?

A: I suppose the most elementary and pervasive concept, the one 1
began playing with before I left graduate school, is that binding oneself,
eliminating or penalizing certain options available to oneself, can change
another’s expectation of what one will do and change that other’s decision
what to do, to one’s own benefit. Burning one’s bridges may deter an
enemy'’s advance. Another relates to communication: being unable to re-
ceive or to comprehend an extortionate threat, if that inability is appre-
ciated, may make the threat ineffectual so that it doesn’t occur. The
occasional need to combine threats and promises—the blackmailer’s di-
lemma—shows up in problems of deterrence and surprise attack. And the
need for clues and signals to coordinate expectations in both tacit and
explicit bargaining is something of ubiquitous interest. Finally, the payoff
matrix itself, though devoid of conceptual substance, is an extraordinarily
powertful tool for displaying the rudiments of a two-party interaction,
powerful the way double-entry bookkeeping is, or even the equation in
mathematics.

Q: In 1978 you published Micromotives and Macrobebavior, which is
your second classic. The topic is different here—you analyze things like
sex, race, and so on—but the general approach seems similar to The Strat-
egy of Conflict in the sense that behavior is still very much explained by
the fact that when people act, they take other people’s behavior into ac-
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count. How did you come to switch over from international politics and
economics to more sociological topics? In brief, how did you come to
write Micromotives and Macrobebavior?

A: T sort of fell into it. I wanted to include something about the inter-
action between micro and macro in a course I taught, and I decided
that racial segregation would be a good illustration. I spent a summer

~at the Rand Corporation in 1968, which had a pretty good library. I de-

cided to take advantage of the library and go through journals in sociol-
ogy, looking for articles I could use in my teaching. I went through two or
three sociological journals for a ten-year span. And I found absolutely
nothing.

I then decided that if I really wanted to teach racial segregation, I would
have to produce the material myself. I began to play around with “tipping
models,” but it was hard. It was a struggle before I was able to formulate
diagrammatically what I was trying to do. At about that time I flew away
somewhere—I think it was to Michigan or Chicago—and when I got on
the airplane to go home, I had nothing to read. I had to do something to
amuse myself. I had a pencil and paper, and I began to toy with little
crosses and dots on the lines. I soon found that there was more there than
I could handle just with a pencil and paper. So when I came home, I did
tabletop exercises, using some coins. The whole thing was still just in one
line. Then I finally decided that I could also do it in two dimensions if T had
blank spaces. That intrigued me. And finally I put it all together in an
article, which was published in The journal of Mathematical Sociology
(see Schelling 1971a). The journal was just being started by Bernhardt
Lieberman, who had earlier worked with me. He was the editor and he
asked me for the article.

It is interesting to me, as I mention somewhere in one of my books, how
much of what I have written has been on somebody else’s suggestion.
Emmanuel Mesthene, who was director at a Harvard Center for Technol-
ogy and Society, contracted with me to write a paper for a book he was
doing, called The Corporate Society. That paper was called “On the Ecol-
ogy of Micromotives,” and I put it in The Public Interest, where it got lots
of attention (Schelling 1971b). Then Julius Margolis, at the University of .
Pennsylvania, asked me to give an annual lecture series that would be
published as a book. So I decided I would stay on this subject. I gave the
Fels lectures in 1975 and spent two years writing them up. The essay on
age, chapter 5 in the book, I might have done anyway; but somebody
asked me to contribute to a Festschrift for Willi Fellner, so I did that.
Where the idea came from for the last chapter—“Hockey Helmets, Day-
light Saving, and Other Binary Choices”—I don’t remember at all.
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So there they were, and I decided to just pile all these different things
into a book. I thought that Micromotives and Macrobebavior would be a
popular book—I actually thought it would make money. It didn’t. Some
people like it very much, but it never sold much. 1 often think that I should
have picked a snappier title.

Q: Well, I think it is a pretty good title. And books like that usually get
a second wind. Anyway, let me ask you a question on sociology. You just
told about your failure to find any relevant sociological work on racial
discrimination when you worked on Micromotives and Macrobebavior.
But in Choice and Consequence one can find some traces of influences
from sociology on your writings. The discussion of self-fulfilling prophecy
is one, and the references to Erving Goffman another. So let me ask you
for your general opinion about sociology.

A: When I looked into sociology, which was in the late 1960s, I was
struck by the absence—perhaps not total absence, but at least great scar-
city—of models of microbehavior influence. There were no models on the
interaction of individuals with the collective. And I remember thinking,
“That’s funny, because that’s all economics really is about.” But I didn’t
find any of it in sociology. And since economics is mainly concerned with
transactions involving prices, there was a huge gap in the research. There
was very little on the interactions that don't have explicit prices. But it was
clear to me that these should be susceptible to the kind of models that
economists build, and I thought that sociologists ought to learn how to do
that. So if you were to ask me what audience I had in mind when I put
together Micromotives and Macrobebavior, ] would say that it was mainly
graduate students in sociology and political science. They were not being
taught this kind of analysis and they could learn it; it’s easy.

I tried hard to make Micromotives and Macrobebavior into an attractive
book. I tried, for example, to use vivid and familiar examples as much as
I could. I think that by now a lot more economists are actually getting into
this area. I even think that to some extent these days, if economists get
into, say, traffic patterns on a highway, they have begun to call that eco-
nomics. The implication being that economics is whatever an economist
can do; and since economists can do that kind of economics, that makes
it economics! I myself, I should add, would rather try to find some other
place to draw a line around economics.

Jack Hirshleifer at UCLA does work somewhat along the lines of Micro-
motives and Macrobebavior. And George Akerlof at Berkeley has gotten
into some similar issues. But I think that my book has become more of a
hit outside of economics than in economics. My original thought was that
economists don't really need to read this, since they understand this kind
of thing already. Not that they do much with it, but it is still along the lines
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of economics. In this sense my book was a little like Mancur Olson’s book.
I was Mancur's thesis adviser when he was writing The Logic of Collective
Action, and I remember predicting that it would make no hitamong econ-
omists because economists only need to read the first chapter; the rest is
self-evident to them. Mancur’s book is centered around a very simple idea,
and it didn’t seem to require a genius to produce that idea, even if nobody
had quite done it before. And if you do something which has not been
done before but which is sort of self-evident when you do it, you don't get
much credit for it. Mancur Olson became 2 hero in political science and
sociology, but economists disdained his first book. The Logic of Collective
Action didn’t contain any surprises for them. And I felt that way about
Micromotives and Macrobebavior. An economist can read it and say,
“Very cleverly done, but we already knew all of that.” S0 at least the basic
idea or the basic approach was already well known, when my book ap-
peared. _

Q: It really surprises me to hear that economists would have such a low
opinion of your and Mancur Olson’s books. I would not have thought that.

A: Another example is Albert O. Hirschman, a trained economist whose
work reads like anthropology, sociology, and political science. Econo-
mists have not taken Hirschman's work nearly as seriously as other social
scientists. His Exit, Voice, and Loyalty is now a classic among other social
scientists, who have contributed bookfuls of commentary. The very sim-
plicity of the ideas in that book makes them exciting to other sociologists
but unexciting to most economists. An exception is the book by Richard
Freeman and James Medoff, on labor unions, but much of their own book
would riot be recognized as strictly economics (see Freeman and Medoff
1982).

Q: Since it seems that we have gotten into the general topic of the ten-
dency of economists to go into areas which by tradition sociologists, polit-
ical scientists, and so on have had a monopoly on, I'll take this opportu-
nity to ask you about economic imperialism. What is your opinion of, for
example, Gary Becker's work? )

A: Gary Becker has had an enormous influence, especially on people
who were his students. It is really quite exceptional how many people, |
when they get around to writing a book of their own, refer to Gary Becker
as such an inspirational teacher, way back even when he was at Columbia.
Since you are Swedish, I'll take The Harried Leisure Class by Staffan Bu-
renstam Linder as my example. He was one of Becker’s students, and
makes many references to Becker’s influence.

I myself don't find Becker’s work so helpful. The difference between us
is that he is completely satisfied with the traditional economic model of
rational behavior, while I am not. I sometimes think he lacks curiosity in
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the phenomena that he studies. One of his early books was on racial seg-
regation. It was called The Economics of Discrimination, and it reminds
me of an expression Schumpeter once used when he lectured on Adam
Smith. Schumpeter had no respect for Adam Smith, and I remember him
saying something like, “Adam Smith, in whose wooden hands no plant
would grow.” Well, I felt something similar about Becker. I felt that he had
a piece of machinery that was cranking out results, and that he wasn't
sufficiently interested in racial segregation to look and see what was really
going on. He just decided to throw a parameter into a preference function,
giving everybody a “taste” for being with or not being with people of
another color. I thought that book just didn’t get anywhere. 1 also feel that
what he has been doing lately on addiction is similarly uninspired by any
real interest in the subject. What he is primarily interested in is showing
that traditional economic models are all you need.

To some extent this is also true of Becker's Treatise on the Family, al-
though I find this work to be much, much richer than most of the other
work. But sometimes what annoys me about Becker, and maybe your
term, “imperialism,” somewhat catches it, is that he doesn't appear to
think there is anything to learn from outside economics. He is not inter-
ested in coupling the methodology of economics with the methodology of
sociology. His interest is showing that he can handle new things with
traditional economics. And I think, as you can tell from my attitude on this,
that this approach is very limited in what it can accomplish. I think, for
example, George Akerlof is more creative. He has a great curiosity. I think
that what George Akerlof does is almost the opposite of economic imperi-
alism. He looks into sociology for concepts that he can import into eco-
Nomics.

Q: There exists today a movement in sociology that is somewhat paral-
lel to economic imperialism. It is a group centered in Chicago that tries to
argue for the radical remaking of sociology on the basis of rational choice.

What would be your opinion of an attempt to remake sociology along
these lines? And can the social sciences be unified on the basis of ratio-
nality?

A: 1 think that rationality can be one unifying element but not more than
that. I don’t think it is a complete and sufficient approach to any of these
subjects. The assumption of rationality has been very powerful in eco-
nomics. It has been so powerful that many economists think you don’t
need anything else. But I also think that when economists are attacked for
their obsession with rationality, say by someone like Amitai Etzioni, the
attacks are usually intended to be completely destructive. Etzioni consid-
ers rationality so far off base that you may as well throw it out and start all
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over again. And of course no economist who has invested a career in
models of rationality is going to discard all of that investment and look
around for some place to start over.

What I would rather hope for in economics is that people might learn—
a little like George Akerlof does—that there are maybe ways to couple the
rationality assumption with some other phenomenon, so they can be
compatible and complementary with each other. I also enjoy the work of
Dan Kahneman and Amos Tversky. They are not economists but they
know economics very well. They are interested in what you might call
“departures from perfect rationality.” And I think that because they accept
a general model of rationality, they can also enrich it. They do this by
relaxing rationality in certain systematic ways.

- On the other hand, I think that some people, at least in political science,
may have become a little too euphoric about what the assumption of ra-
tionality can do for them. That may be all right; it may be that there has to
be an initial discovery stage in which people find a new tool. Robert
Solow once said that if you get a new electric drill for Christmas, you'll go
all around the house looking for holes that can be drilled. And I think
some of my colleagues at Harvard, like Morris Fiorina and Ken Shepsle,
tend to be what I would see as overconfident about how far rationality will
take them. But rationality is still insufficiently familiar in political science
and sociology, so a certain evangelical enthusiasm is a good thing, as long
as it doesn’t go too far.

Q: In what direction would you rather see research going? Would it
perhaps be in the direction of “egonomics” or “self-management,” that is,
the various ways in which persons try to deal with their own behavior?

A: My personal feeling—and this comes when I think about what I call
“self-management”—is that I would like to see economics pay more atten-
tion to the notion of the brain or the central nervous system as a biological
organ that has evolved over millions of years. And it probably has evolved
into a design that for some purposes may be unrational and for others
antirational.

Q: You mean that the bram cannot handle certain problems in a rational -
way because of its historical evolution?

A: Yes. I'll give you a couple of examples. I think that if a person is
thirsty enough and has been told that a drink of water will kill him, and if
there is water at hand, he will eventually drink the water and die. He will .
do this, not because he has such a high discount rate that he will give up
his whole future for a drink of water, but because the brain is programmed
so that when an animal is thirsty enough, it will disregard all other goals,
threats, and objects. Because, for animals and primitive people, if you
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don't drink, you're dead. It probably never suits the purpose of an animal
to forego drinking when it is thirsty. And therefore, in order to protect the
whole organism in the presence of dehydration, the brain programs the
person to look for water and to drink it. And also to put everything else out
of mental reach. Or, to put the same thing differently, if you knew that
water would kill you—which you knew a little while ago—you would still
not be able to retrieve this from memory because the brain is not inter-
ested in retrieving that kind of information from memory when you get
thirsty enough. And I think quite possibly, with respect to a lot of addictive
behavior, one needs to look at the stimuli that will cause the mind to focus
selectively on certain desires and to neglect certain inhibitions.

Take another example. One would expect from evolutionary theory
that fighting for the privilege of mating and procreation would be a stable
instinct in the population because if some will fight in order to mate and
others will not fight, the nonfighters will have no offspring. Only the
fighters will have offspring, and their offspring will inherit the genes that
make them fight. This suggests that creatures, which normally avoid dan-
ger, are programmed by evolution to ignore certain dangers in the interest
of procreation. Now, it wouldn't surprise me if some of that also remains
genetically programumed in human beings. So one of the reasons why sex-
ual indiscretion may be common is that under certain stimuli—perhaps
especially if one has alcohol in the bloodstream, which will anaesthetize
selectively the more recently developed parts of the brain, leaving com-
paratively unanaesthetized certain drives—the brain is programmed in
some way that in the presence of appropriate sexual stimuli, you’ll simply
forget the consequences. Or maybe it is that the consequences of sexual
indiscretion are somehow so deep in the memory that they are just not
accessible, when the sexual stimulus is right there. It is even conceivable
that there are olfactory stimuli that we are unaware of. There are in insects,
and it is believed that there are in some animals. In fact, when the bitch is
in heat, dogs are attracted from miles by chemical signals; and by the time
they arrive, they are ready to fight. I would consider the possibility that
something similar is true of human beings, but sufficiently attenuated in
human beings that it would only show up in some cases, not in 4ll.

If I were to start all over again, I think I would ask for several years to
study recent developments in brain science. Most of the work that attracts
attention now in cognitive science is pretty much by its nature in the ra-
tionality tradition, but I don't think it has to stay that way. I think that one
can also model other behavior just as one can model a rational creature
that responds directly to stimuli. Take the moth, for example. It is believed
that the reason why a moth circles the light is that light stimulates some-
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thing inhibiting in the wing muscle on the side that the light hits and there-
fore—like a person whose right arm is stronger than his left arm and who
is rowing a boat—you move in circles. So you don’t need the moth con-
sciously circling the light; it can’t help doing it. And I think that there may
be some value in trying to think about certain kinds of human behavior in
that way.

Q: The way you define rationality in your major works is mainly in
terms of actors taking each other into account in predictable—and thereby
rational—ways. This is a theme that goes through The Strategy of Conflict
as well as Micromotives and Macrobebavior. But in this latest research of
yours I can’t see any of this. Does this mean that you are replacing ratio-
nality with a2 more biological viewpoint?

A: I wouldn't abandon the rationality approach at all. I would instead
like to enlarge it or enrich it by systematically relaxing certain assumptions
of rationality. Because if I abandon the concept of rationality, then I have
almost nothing left over. There is nothing to which I can attach any ideas
I might have about, let us say, the biological basis of behavior. I can only
get interested in the biology of the brain, if I begin with a disciplined
concept of rational behavior. Then I can impose some constraints or relax-
ations to get more out of it than the pure rational model will give you.

Q: In your recent research on “self-management,” you sometimes raise
moral questions. I am especially thinking of the Tanner Lectures on
Human Values, which you gave in 1982 (see Schelling 1984b). Does this
mean that “egonomics,” or “self-management,” has a moral as well as
biological side? The reason I ask this is that both Amartya Sen and Albert
O. Hirschman seem to be interested in resurrecting a rather old-fashioned
but dignified type of moral discourse within the framework of economics.

A: My interest in what I usually call self-management is not primarily an
interest in moral questions. The only reason that I got caught up in moral
issues was that I gave the Tanner Lectures on Human Values in Michigan.
I decided that, since I was working in this egonomics area, I would think
about some suitable ethical and legal issues. And I found them fascinating.
But my main interest was and still is in the ways in which people cope
with their own behavior problems. I like to describe this by saying that, if
you will just admit certain specified kinds of nonrational motivations, then
you can have more fun with your rational model, because you can have
people rationally coping with what they know will be lapses from ratio-
nality. Jon Elster is primarily interested in temptation, weakness of will,
and I think that is partly because of his philosophical tradition. But I tend
to be equally interested in problems of, let us say, behavior when drowsy,
behavior in panic, coping with phobias, how people who mustn't fall
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asleep manage to stay awake, and so on. When I want to talk about the
brain being momentarily not rational, I think of people who, when the
alarm clock goes off, are somehow incapable of reflecting on how impor-
tant it is to get out of bed. And I would prefer to say in this case that the
brain isn’t working in a disciplined way, rather than that people have a
very high discount rate. There is also another interesting thing that takes
place the night before, when you know you must get up in the morning.
Namely, how do you try to arrange it so you can make yourself get up in
the morning, when you know that you are not going to want {o?

I think that the rational, systematic ways in which people try to cope
with their own lapses of rationality are both important and fascinating. But
1 find that hardly anybody in economics likes the concept of “lapses from
rationality.” They almost always think that somehow you can take care of
it through some discount rate.

1 imagine that this is what I will still be working on for a few more years
because it is an area where some of the more important discoveries are
still to be made. The economic approach is clearly a powerful one, but it
also needs to be coupled with other approaches, be they sociology or
biology.
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Neil J. Smelser

IN MANY WAYs, Neil Smelser is the grand old man in economic sociology.!
When U.S. sociologists made their first attempt to systematically analyze
economic phenomena in the 1950s, Smelser, by coauthoring Economy
and Society with Talcott Parsons, became one of the key participants. Dur-
ing the rest of the 1950s and in the early 1960s, Smelser continued to
produce a series of valuable works in economic sociology on his own.
When this first attempt to promote economic sociology waned in the
1960s, Smelser turned his attention to other topics. However, since the late
1970s Smelser has again been doing some work in economic sociology. In
this interview, Smelser tells about his cooperation with Parsons in writing
Economy and Society when he was a young student at Harvard; he dis-
cusses his other works in economic sociology; and he addresses the ques-
tion of what economic sociology should be studying today.

Neil Smelser was born in 1930 in Kahoka, Missouri. The family was
academically oriented; his father was a junior college teacher and his
mother a secondary school teacher. He received his undergraduate de-
gree from Harvard in 1952, and his Ph.D. in sociology from the same
school in 1958. During the period 1952 to 1954, Smelser was a Rhodes
Scholar at Oxford, where he earned a B.A. from Magdalen College at Ox-
ford University. In 1958, he moved to the University of California at
Berkeley, where he is currently employed. In 1971, Smelser graduated
from the San Francisco Psychoanalytic Institute. He has also been very
active in the administration of the University of California at Berkeley, in
the Social Science Research Council, and in many other institutions.

®
Q: You are a sociologist who has made many contributions to economic

sociology. Did you ever study economics in college or was this something
that you picked up on your own?

The following interview with Neil Smelser was conducted on April 29, 1988, at the Center
for the Study in the Behavioral Sciences at Stanford, California.

! The following information comes from Parsons 1986; Smelser 1969, 1981; and Who’s Who
in America.
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A: When I was an undergraduate at Harvard in the early 1950s I took
two economics courses. One was the equivalent of the first year econom-
ics course, which was offered by a number of professors on the Harvard
faculty. It was in that course that I got my basic education in economics.
1 also took a course which was offered by James Duesenberry and Francis
Sutton called Economic Sociology. That was not a very good course. They
did not know what to assign and they were both too polite to one another.
So while I learned some additional economics and quite a bit about some
of the sociologists’ work in the area of economic institutions, the course
was still something of a loss for me.

I was also an undergraduate a second time at Oxford in 1952-1954, and
there I read economics along with philosophy and politics. I decided to
give special attention to economics. The two required courses in econom-
ics were Economic Theory and Economic Institutions, and naturally I had
tutorials in each of these areas, and I was brought up to date on a great
deal of contemporary thinking on the part of English economics with re-
spect to both of them. I did something quite practical for my third paper
in economics: I decided to read economic statistics. That and logic be-
came my two elected fields of study. Both of them were very technical but
gave me a better sense of the way of thinking in economics and philoso-
phy. The economic statistics was something of a loss in one aspect
though, because it overlapped so much with the statistics I had had before
at Harvard. The main thing I learned from the course was the diversity of
time series, something which helped me out later on.

Q: Ecornomy and Society, which you coauthored with Talcott Parsons,
is a landmark in economic sociology. At the time the book was written, you
were a twenty-four-year old undergraduate and Parsons was fifty-two years
old and probably the most famous sociologist in the world. How did you
two come to collaborate? What's the story behind Economy and Society?

A: Talcott Parsons was a teacher of mine as an undergraduate. I took
courses in Social Institutions, American Social Structure, and in The Soci-
ology of Religion for him. He became aware of me as a student, even
though I was not very active in his courses, and he was my sponsor in"
1951 to go to the Salzburg seminar in American studies. I was studying
economics in Oxford in 1953, and that year Parsons was also named as the
Marshall lecturer. That meant that he had to give some lectures in econom-
ics. He was a very brave man because he chose the relationship between
sociological theory and economic theory as his topic (Parsons 1986). I say
brave because, while he had made enormous advances in sociology, he
had not kept up with the economics literature. The only person that he
had read in preparation for the Marshall Lectures was john Maynard
Keynes. And, as many have said, Parsons didn’t get Keynes right.
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Our collaboration was initiated by Parsons himself. He sent me a copy
of the Marshall Lectures and asked me to comment on them. This was a
very big challenge for me, because, while I was very much up to date on
the economics literature, I certainly was not up to date on Parsons’s socio-
logical thinking. And my tendency, since I was only a very young person
of twenty-four years, was to be somewhat cautious in my criticisms and to
give Parsons some economic arguments which I knew that he wasn't fa-
miliar with. Well, this proved to be helpful to him, because he was basi-
cally ighorant about contemporary economics, particularly English eco-
nomics as manifested in the works of Harrod, Hicks, and some Cambridge
people. So I basically gave him a bibliography and suggestions for how to
improve his treatment of economics, and not embarrass himself by being
so out of it with respect to economics.

The next thing that happened was that Parsons came to see me in Ox-
ford and we spent several hours together in that initial meeting in the
winter of 1953. Then, within a matter of weeks, my college roommate—
William Moffat—came to England and lived around the corner from me.
He was a graduate student in economics at Harvard and I showed him the
Marshall Lectures. Moffat was astounded at how inadequate Parsons’s
treatment of Keynes was, even though the idea of Keynes having made
certain assumptions about the parameters of economics seemed like a
good idea to him. But Parsons’s treatment was so limited that my room-
mate and I were able to basically rewrite one of the sections of the
Marshall Lectures. We showed Parsons how he had got Keynes wrong,
and how he—if he had read Keynes right—would have to revise his
whole notion of boundary interchanges between economy and society.
We wrote this in a long letter in March 1954 to Parsons, in Wh.lCh we
explained what was wrong (Smelser 1954).

Parsons responded with great enthusiasm and he invited me to come to
Cambridge to talk about this as well as about other things. At the time, I
was applying for a junior fellowship in the Society of Fellows at Harvard,
and I was trying to figure out what I was going to do my work on. So we
had a multiple agenda when I went to Cambridge during the spring. But
Parsons had read our letter very, very carefully and he was prepared to
move ahead in terms of his interpretation of Keynes. So we set out to do
that. We spent the whole day together, and we started reformulating not
only Keynesian economics but its implications for the theory of action.
Parsons had this tremendously active mind and he responded very posi-
tively to our comments, so by the time the weekend in Cambridge was
over, Parsons and I had basically reformulated the whole idea of bound-
ary interchange and the nature of economic theory as it had developed
since neoclassical times.
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Then, because of the very close tie that by now had developed between
Parsons and I, he asked me to come to Salzburg, where he was teaching
that summer. He paid me five dollars a day for ten days to come to Salz-
burg. He was teaching only a couple of times a week, so we were able to
spend almost the whole day every day together. It was there in Salzburg
that the book Economy and Society was invented. It was there that we
picked up on Schumpeter’s notion of development; and it was there that
we reorganized the idea of factors of production and what parts of society
are responsible for organizing these. So by the time we finished, we conse-
quently had more or less completely reworked that fundamental diagram
on boundary interchanges between the subsystems of society in chapter 2
of Economy and Society (Parsons and Smelser 1956, 68). We also began to
look forward to writing on economic fluctuations as well as on economic
growth, even though our ideas were not too developed at this point.

After Salzburg, I made the decision to return to Harvard and to enroll as
a first-year graduate student in sociology. I did not take any further
courses in econormics, even though I presented the graduate records ex-
amination from Oxford as my credentials to get into Harvard. I did not
score very well on that incidentally, because it was on English economics
and not on American economics. Nonetheless, it didn't affect my standing.
I was a student of Parsons in the required theory course at Harvard in the
first year of my graduate work, and Parsons more or less invited me to
write a term paper which had to do with the character of economic fluctu-
ations and how these should be analyzed. In the meantime he hired me as
a research assistant with respect to working on his book on the family
(Parsons et al. 1955). And he also asked me to continue my work with him
on Economy and Society.

Within one month after we had returned to Harvard, he had asked me
to be a coauthor of Economy and Society. That was a justified request or
invitation, I felt, because I had already worked out a fundamental change
in our ideas and I was beginning to reformulate our ideas on fluctuation
and growth. I was also prepared at that time to write the additional chap-
ters that were not included in the Marshall Lectures. So we made an agree-
ment that we should coauthor the book, and we decided on a division of
labor whereby I would be responsible for certain drafting and he would
be responsible for certain other drafting.

We closeted ourselves during that entire year, which was very intense
for me because I was also preparing for all the rest of my examinations.
We completed the manuscript in the summer of 1955, but I took it with me
to-Martha’s Vineyard for a couple of weeks. I told Talcott that [ was going
to rewrite the whole thing and put it into better English. He was very
gracious about it and said, “Fine. Try it. We’ll see how it looks.” So I
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rewrote all the chapters from my viewpoint as a journalist (I had worked
as a journalist before going to college, you see) in an effort to make the
material intelligible. And as I say, Parsons was a tremendous gentleman
about accepting my revisions. It was only on one point that he objected.
It had to do with chapter 5 on economic growth, which was a chapter he
and I had jointly drafted. When I rewrote the chapter I tried to change its
character in a fairly fundamental way. And when I showed the result to
Parsons, he said to me, “Are you sure that you want to rewrite it in this
manner?” And typically Parsons, he did not say that be objected to my
rewriting but that bis daughter objected: she didn't think it helped very
much. However, I stuck to my guns and argued that my version was supe-
rior from the standpoint of readability. And Parsons accepted every
change that I had made. From that point on it was simply a matter of
getting the thing into production, reading the page proofs, and having the
pleasure of seeing the book published when I was working away on my
doctoral dissertation in England.

Q: From what I understand, it was quite exciting for you to work with
Parsons on Economy and Society. Did you have a sense that you were
making a breakthrough?

A: Yes, the whole thing was enormously exbilirating. And not just be-
cause I was a young person who had been singled out, prematurely you
might say, in his career by someone who at that time was regarded as fhe
sociologist of the twentieth century. No doubt, there was that personal
dimension of it. But on top of that, there was also this tremendous excite-
ment about ideas. The whole thing had an engaging quality that one does
not very often experience in life. The ideas would flow and we would
make a discovery. We would talk about Schumpeter; we would talk about
Keynes; we would talk about the classics; and then we would go back to
the beginning and then everything would boil over!

Q: More than thirty years have now passed since Economy and Society
was published. What is still alive in it, in your opinion? Why should one
. read Economy and Society today? '

A: Well, I would say there are several reasons. The first has to do with
the fact that it is the only real statement characterizing economic theory as
part of the theory of social systems. And while the theory of social systems
has come under some criticism from various people, it was an absolute
stroke of genius from Parsons’s side to formulate economic theory as a
special case of social systems theory.

At the time Economy and Society appeared, the economists were a little
bit unfriendly to it. They didn't see what the whole point of it was. Over

time, however, economists have become more friendly, and in particular
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as economists have begun to engage themselves in the study of economic
institutions. That has been one of the major changes in economics within
the past five years. In particular, the economists are interested in the insti-
tutional parameters of economic activity. Many of them have undertaken
to do small group experiments in which the conditions of exchange are
systematically modified. And those conditions of exchange are nothing
more than the changes in the institutional definition of exchange. For ex-
ample, is the exchange regarded as taking place within a barter system or
within a long-term risk situation? In reconstituting the institutional para-
meters of economic action, the economists have discovered that the utility
functions of individuals will also change in terms of their choices. This is
very exciting stuff.

Q: And this line of argument, in your opinion, constitutes one of the
major contributions in Economy and Society? '

A: Yes, very much so. These economists are taking institutional varia-
bles into account and that makes it “society.” Parsons and I did a thorough
analysis of economic institutions in our book, and we tried to lay out the
fact that exchange relations would be very different according to the insti-
tutional setup. We analyzed the consumer market, the labor market, the
market for capital, and so on, while making clear that there are very differ-
ent functions and utilities that go into these different kinds of exchanges.
Economists are finally beginning to listen to that, and to modify their own
assumptions, so that their vision of the economy has now become a view
that the economy is definitely embedded in institutions, and that eco-
nomic motivation cannot be understood without reference to the societal
context in which it is analyzed. :

So I would say that those are two of the reasons why Economy and
Society ought still to be read: the characterization of economic theory as
part of the theory of social systems, and the analysis of how economic
action takes place within the context of economic institutions. A third rea-
son is that Economy and Society is a landmark in the work of Talcott
Parsons. He and I crystallized out the notion of system and subsystem in
that work. The book was truly an important event in Parsons’s way of
thinking, and it never changed after we had crystallized out the ideas of
subsystems, boundary exchange, and so on. All of his formulations subse-
quently were elaborations on what he said in this work. I should remind
you, however, that our formulation was not entirely new. The idea of
systems and subsystems, exchanges and equilibrium had been put forth
already in Parsons’s writings with Shils and Bales (see Parsons, Bales, and
Shils 1953). But we brought it up to the social system level and we made
it more concrete,
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Q: After Economy and Society you kept working in economic sociology
for about a decade. This was in many ways a pioneering work: you pro-
duced the first textbook in economic sociology as well as the first reader
(Smelser 1963, 1965). And there was also your thesis, Social Change in the
Industrial Revolution, which can be characterized as an example of his-
torical economic sociology. Are there any differences between your ver-
sion of economic sociology and the one that can be found in Parsons?

A: Well, with respect to my dissertation, [ was responding to two types
of criticism of Ecomomy and Society. The first was that some people
thought that the notions we put forth in Economy and Society could not be
made empirical; that there was no way to operationalize them in terms of
definite hypotheses. I was aware of these criticisms and they made a dif-
ference to my own thinking. The second criticism of Parsons’s work was
that there was nothing dynamic about it, that he could not analyze histori-
cal changes. So my work on my dissertation was such that I was able to
make definitive empirical hypotheses and bring together a great amount
of empirical material. My thesis is also a historical piece of work. As a
matter of fact, historians liked it better than economists and sociologists.
The book made a mark on the study of social change, and those who work
in such areas as the sociology of the family, marriage, and the like often
cite it.

Q: It seems to me that the attempt that Parsons, Duesenberry, Sutton,
and others made in the early 1950s to get economic sociology going failed
in the sense that whatever interest there was just died away in the mid-
1960s. Why do you think that happened? And is it correct to see your own
works in economic sociology as the end line of that attempt?

A: Yes, that is correct. One important factor is that we failed to interest
economists in our own mission. And they tended to go their own merry
way with respect to econometrics and other specialties in economics. And
secondly, I think that there was a kind of end of the road, as far as our own
efforts were concerned. Take my Sociology of Economic Life. It is widely
regarded as a kind of definitive statement of the idea of structuring of
economic behavior and institutions. In it, I pretty much exhausted the
empirical literature on things like consumption, labor markets, and so on.
And the question was, “Well, what do we do now?” Everybody loved it,
right? But the question was, “What next?” And nobody seemed to know
the answer.

Q: During the last ten or so years, you have become interested in eco-
nomic sociology again. What particular topics have you looked at here?

. A: The major rebirth of my interest in economic sociology came in my
consideration of certain issues in higher education in the 1970s. More par-
ticularly, I was taking a look at the patterns of growth in higher education
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in California (see Smelser and Almond 1974). I was very much interested
in the role of resources in the continuing growth of this system and in the
competition for resources among the various sectors. I was absolutely as-
tounded at the level of resources which were given to higher education in
California and at the level of growth that each sector could sustain, given
this pattern. At the same time I was also very much interested in how a
social system, such as a system of higher education of this magnitude,
could maintain itself and how competition for resources turned into a
profitable line of development. So this was a continuation not only of my
interest in economic resources but also of my interest in how social sys-
tems can grow and how they can come into conflict with each other when
they are becoming more specialized.

Later in the 1970s, I took an interest in the market for Ph.D.s and I
undertook to make an examination of that market (Smelser and Content
1980). It is a terrible market in many respects, because it doesn’t behave
like other markets. Practically everybody is a trade union unto himself in
this matter, because the positions that academics have are so highly spe-
cialized. I was especially studying the transition from a seller’s market to
abuyer’s market; I was studying the impact of affirmative action; and I was
studying the fact that some academics were being organized into unions
on that market. But above all, I wanted to make a special case study of
how someone who is operating in that market is able to make strategic
decisions with respect to the hiring of personnel in a department. So what
I did was to analyze both the general market for academic services and
then to undertake a case study as to how it worked and with respect to the
filling of special positions in a specific department. So this was economic
sociology from a new angle for me. '

I'am currently working on a very long-term project on the development
of education in nineteenth-century Britain and in the United States, and I
will be making much reference to the economic influences in that period.
In particular, I will be interested in the family economy, and the way it
shaped educational demand (or lack of demand) in that period.

Q: There is presently an attempt to revitalize economic sociology or to -
create a “new economic sociology.” Is there something going on in eco-
nomics that you think these “new economic sociologists” should be espe-
cially aware of?

A: Yes. We have a number of economists who are really raising the
basic questions of our time in my opinion. And these include the question
of economic interdependence, the question of the multinational corpora-
tion, and—above all—the question of international debt and its manage-
ment (see Makler, Martinelli, and Smelser 1982). This means that the
whole question of dependency is raised again as well as the international-
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ization of the world from an economic point of view. The economists are
doing a lot of work in this area, but it is not altogether satisfactory because
they are using the nation state as the basic unit of analysis and that is no
longer advisable. However, they are particularly interested in the interde-
pendence of economic institutions, and the role of the state in mediating
these interpenetrations. And sociologists and political scientists better be
aware of this development.

Numerous sociologists have undertaken to reexamine questions of de-
pendency theory and questions of the impact of the international econ-
omy on social classes, social growth, regional differences, and so on. So
economists and sociologists are really going in the same direction; they
are just analyzing different facets of the same phenomena. It is also my
belief that both sociologists and economists should regard the major social
system of the world as the world system. Both need to point out and to
analyze the ways in which this system puts constraints on national sys-
tems, and the way in which national systems cope or adapt to the exigen-
cies of international trade and international finance. So economists and
sociologists are really working hand in hand on these problems.

Q: And how do you look at “economic imperialism”? Are Becker and
others making a valuable contribution in your opinion?

A: I think that particular line of analysis is fundamentally misguided.
The economists of the Becker school start out from certain fundamental
premises when they analyze matters like the choice of spouses or the
choice of whether or not to commit a crime, and so on. That way, they
impose very unrealistic assumptions on the decision-making patterns of
the individuals involved. Becker, for example, believes that there is com-
plete knowledge in the market for spouses. Every spouse who is looking

“for another spouse knows the market and will make his or her judgements
accordingly and with respect to the economic benefits that are derived.
Now, this is patently ridiculous, if you will excuse my language. In a con-
versation [ had with Becker, I asked him, “Do we know how frequently
the choice of a spouse is associated with residential propinquity or that a
person is in a certain neighborhood?” You see, the pattern of spouse se-
lection is almost completely determined by who’s available and not in
terms of calculations of a more or less economic sort. The calculation of
whether to have children is equally nonrational from that standpoint, even
though there is some reason to believe that people’s calculation of
whether or not to have children is economically driven.

Q: And what would your opinion be of the equivalent to economic
imperialism in sociology—the rational choice type of sociology that Cole-
man, Hechter, and others are interested in?

Neil J. Smelser 209

A: Economics has normally involved patterns of individual choice. So
economics has to do with the analysis of what is possible in life. Sociol-
ogy, by contrast, has been mainly interested in examining the constraints
on choice and has therefore been more geared to specifying what people
cannot do or what cannot be done. Now, the move on the part of econo-
mists and others to bring rational choice back into the picture means that
we have now to judge people as behaving in a rational manner and as
taking their own resources and opportunities into account. I think there
will be a certain amount of profit that can be gained from this type of
analysis with its focus on individual and collective choice. At the same
time there are great limitations to it.

James Coleman has indeed asked that sociology be rewritten, analyzing
people’s choices from the standpoint of rationality. T had a conversation
with Coleman in Germany about a year ago in which we disagreed about
this. I had written a paper in which I was making an argument that people
coping with the external environment could be analyzed in the same
terms as people coping with their own internal defenses. When I brought
this to Coleman’s attention, he resisted this line of analysis very much.
Instead he made an effort to make me say that even though people were
engaging in denial and repression and so on, they were still fundamentally
behaving in ways that could be seen as rational. My response to that was
that in that case surely everybody behaves rationally, because everybody
is engaging in whatever line of action is possible for them. So I think that
we cannot get away from the notion of the intrusion of fundamental
nonrational elements in choice behavior, individual as well as collective.

Q: The concept of rationality is a key concept in economics, while it is
less used in sociology. In an article you wrote some years ago, entitled
“On The Relevance of Economic Sociology to Economists,” you argued
that there exist several notions of rationality and not just one. Could you
explain that a bit?

A: T regard economic rationality as what I would call a creative sim-
plification of the motivational characteristics of individuals. It's a sim-
plification in the sense that it allows the economists to calculate on the .
basis of economic variables alone. And in this sense, systems of rationality
have a real place in the world, even though they are based on a number
of simplifying premises.

In the article you referred to, I came out with the view that “economic
rationality” is only one form of rationality and that there also exist other
forms. In particular, I picked up on Weber and took the view that there
exists such a thing as “communal rationality” or that people in certain
cases will behave on the basis of their particularistic ties to others insofar



210 Chapter 11

as the allocation of goods and services is concerned. The best model of
this is of course the family, but there also exist other modes of communal
rationality. Another type of rationality would be “ecological rationality,”
which would be aimed at preserving economic resources in the face of
overutilization. My conclusion in that article was that because there are so
many forms of rationality, the key problem for social science investigators
is to see how these rationalities mesh with one another; how they conflict
with one another; and how new kinds of rationality may emerge because
people always have to weigh their priorities.

It’s just not possible to simply rely on the results of economic rationality
to understand the processes of collective choice and so on. You also have
to take into account that there is a whole range of rationalities and that this
range is such that, in order to understand how people behave in the mod-
ern world, you have to develop a superrationality. I have not found this
view to be challenged by anybody, and I regard it as the key to our under-
standing of most decision making within social systems these days.

Q: You are the author of one of the few studies in economic sociology
of a more historical type, Social Change in the Industrial Revolution. How
do you see the relationship between economic history and economic soci-
ology?

A: I regard economic history as being the history of economic institu-
tions, and we simply cannot understand the character of institutionalized
economic life without taking into account the history of banks, the history
of firms, the history of families, and so on. Economic theorists have not
been very good as historians. They tend to regard history as something
which is a parameter to their own activities, and they have just not taken
it seriously. I believe that a true economic sociology has to engage in the
study of historical specifics and in the evolution of economic institutions
in relation to other institutions.

Q: From a historical viewpoint, there have been two attempts to get
economic sociology going: one around the turn of the century and one in
the 1950s. Both of these failed. Today there’s a third one going on. What
needs to be done, in your opinion, in order to ensure the success of this
third attempt?

A: I regard the future of economic sociology as resting mainly in the
analysis of international economic institutions. We who work in the field
of social analysis have forever regarded the basic unit of analysis as being
“culture,” “the nation,” or “the state.” But it is becoming increasingly clear
all the time that these are not the basic units of analysis any more. The
world is nowadays to a large extent organized on the basis of economic
institutions that are international, and there are new levels of cultural and
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normative understanding with respect to international interaction and co-
operation. There has also been an enormous spread internationally of the
culture of modernization. It seems to me that when we, as social scientists,
get a proper hold of the internationalization of the economy, we will be
able to dig in and understand the true dynamics of economic life in the
modern post-capitalistic world.

Note that everybody is involved in this process of economic interna-
tionalization. You do not find one nation in the world, including the Soviet
Union, which doesn’t partake of the world of international institutions
because insofar as they buy into these institutions, they become part of
them. The Soviet Union may fairly well dictate the price of grain in the

- world, but insofar as it has to pay for this grain with dollars, they are

forever sensitive to changes in the international market and forever in-
volved in making their institutions more internationally competitive, The
same is true for the other socialist countries and also for Japan. I believe
that it is not an oversimplification to say that we are living in an interna-
tional world, and that we have to understand the character of international
institutions in order to determine the fate of the world. And this represents
an opportunity and a challenge to economists and sociologists and politi-
cal scientists alike.
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2 Daniel Bell

Ix many of his well-known sociological works from the 1950s and there-
after, Daniel Bell has written on key economic issues in contemporary
society.” Two of his many contributions in this respect are The Coming of
Post-Industrial Society, and The Cultural Contradictions of Capitalism. In
1981, he and Irving Kristol edited a book of contributed essays on the
theme of “the crisis in economic theory.” In his own article in this volume,
Bell suggests that an “interpretative economic theory” may be needed for
the reconstruction of economic theory. And such a theory, he says, “might
have to consider that its own analysis only makes economic sense when
joined to sociology.”

In this interview, Bell tells about the various stages in his education in
economics—as a young boy reading Marx, as a graduate student at Co-
lumbia University, and as a junior faculty member at the University of
Chicago. He discusses the strengths and weaknesses of neoclassical the-
ory, as well as his own “interpretative economic theory” and its relation-
ship to “the public household.” Bell also addresses the question of what
he considers to be the most crucial social and economic issues of the
future.

Daniel Bell was born in 1919 in a working class family. He earned his
B.S. from City College in New York in 1938, and his Ph.D. in 1960 from
Columbia University. In the early 1940s, Bell was first staff writer and then
managing editor of The New Leader. He taught at the University of Chicago
from 1945 to 1948; from 1948 to 1958, he was Labor Editor of Fortumne
magazine, and was an adjunct professor at Columbia from 1952 to 1956.
In 1958, he returned to full-time academic life, first at Columbia, from 1959 °
to 1969, and then as a professor at Harvard University where, in 1980, he
was named the Henry Ford II Professor of the Social Sciences.

The following interview with Daniel Bell was conducted on May 10, 1988, in his office in
William James Hall at Harvard University in Cambridge, Massachusetts.

! The following information comes from Brick 1986; Bell 1979; and Who's Who in
America.
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Q: Although you are a sociologist, 1 get the impression that you have
always been interested in economics. Actually, a couple of days ago I met
one of your biographers and he told me that you had already read John
Stuart Mill's Principles of Political Economy at the age of twelve!

A: Well, that's somewhat off. I got interested in economics for a very
obvious reason, namely, I joined the socialist movement at the age of
thirteen. I was living then in New York, on the Lower East Side. My father
had died when I was an infant, and my mother worked in a factory. She
was a member of the Ladies' Garment Workers Union (ILGWU). The
home milieu was socialist and trade union. My mother was not active
politically. She was an immigrant Jewish woman who was literate in Yid-
dish, though not in English. But she was a member of the union, and the
union, so to speak, was a natural fact of my life from the beginning.

So at the age of thirteen I joined the socialist movement, and inevitably
one goes to socialist study groups. And here I read various works, such as
Fred Henderson's Case for Socialism. Some pamphlets by Marx were also
obligatory. The two 1 especially remember are Wage-Labor and Capital
and Value, Price and Profit. At that time I also lived near a public library
called the Ouendorfer Library, which had open stacks. And here I
browsed, coming across John Stuart Mill, Herbert Spencer, and other au-
thors. 1 would take them out and read them because that is part of the
impetus of a socialist study circle. I also went to the Rand School, which
was the socialist school in New York. It was on Fifteenth Street, near Fifth
Avenue. Its full name was The Rand School of Social Science, and it had
various types of classes: adult education classes, classes for the young,
and so on. It was a full educational venture. There was one course in
Capital which 1 took and where we read an abridged version of Marx’s
work, done by a man named Julian Borchardt with an introduction by Max
Eastman (see Marx 1932). I remember this edition vividly because the
abridgement tended 1o concentrate on the descriptive material—on the
lengthening of the working day, on exploitation, on agricultural labor,
and so on. This made it all very vivid, of course, but I would think, “What
is going on here? What makes it a system?”

Q: Did you ever get an opportunity to study economics when you were
a student at CCNY and Columbia?

A: There were two main immersions in economics, so to speak. The first
was during the years I was a graduate student at Columbia, and the second
some years later at Chicago. When I began in 1939 at Columbia, one was
required to have a minor field as well as a major concentration, and my
minor field was economics. I took several courses in economics at Colum-
bia. I took courses from John Maurice Clark, the son of John Bates Clark,
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from an English woman named Eveline Burns and her husband Arthur R.
Burns (not the more flamboyant Arthur Burns of later fame). These two
were also connected to the National Bureau of Economic Research, which

" had been started at Columbia by Wesley Clair Mitchell. I also took work

with a2 man named Leo Wolman, who had begun as an economist for the
Amalgamated Clothing Workers Union, but had turned very conservative.

So 1did get a background in economics as a graduate student. This was
at the time before mathematical economics had come into the picture. In
fact, two of my City College classmates were William Baumol and Kenneth
Arrow, both of which I only knew vaguely. Arrow went to Columbia, but
was very dissatisfied with the courses because of his mathematical back-
ground. Except for Harold Hotelling, there was no one at Columbia who
did mathematical analysis. Hotelling's work was basically in statistical the-
ory. People at Columbia were quantitative but in the empirical Mitchell
style. Simon Kuznets, for example, did quantitative and empirical work
and so did Milton Friedman at the Bureau. I remember Friedman did a
famous study of the income of dentists as a National Bureau study.

Independently of my work in economic theory and probably because
of my background and interest in Marxian theory, I also developed a fasci-
nation with economic history during this time. There is especially one
book I remember very vividly: Karl Bicher's Industrial Evolution. This
was the classic work in historical economics and 1 remember it as a kind
of proto-Polanyi. No, it would be wrong to say that; it’s rather the other
way around: Polanyi was influenced by Biicher. I also read Sombart’s 7he
Social Movement in the Nineteenth Century, and other of the early Som-
bart’s great works. :

A third influence at Columbia was through a man whose name is almost
entirely forgotten, but who was a very brilliant person: Alexander von
Schelting. Von Schelting was a sociologist and a student of Max Weber’s,
who had written one of the first major works on Max Weber’s methodol-
ogy (von Schelting 1934). He was at Columbia in 1939 and I was fortunate
enough to have him as a teacher. We spent the entire term on the two first
chapters of Weber's Wirtschaft und Gesellschaft, mostly on the definitions
of economic and rational actions. I learned from von Schelting something
which few people know, namely, that these chapters were written last and
that they were basically efforts at formalization. While people always
think of Weber in terms of subjectivity—the notion of Versteben—what
Weber was doing was to set up an objective set of “meaning"” categories.
There are the four basic meaning complexes—wertrational, zweckra-
tional, affectual, and traditional—towards which all action is oriented. In
effect, Weber had moved away from the “subjectivity” which is how most
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commentators still read Weber, to some logical constructs of “meaning”
And he thought that these categories could encompass all the relevant
kinds of meaning and be the basis for a “general” theory of action.
Through von Schelting I had this detailed immersion in Weber. And this
was independently of Parsons, who incidentally reviewed von Schelting’s
book for The American Sociological Review (Parsons 1936). But other-
wise, von Schelting left no trace behind in the United States. He taught for
a year at Columbia and then he went back to Basel, Switzerland. Von
Schelting subsequently wrote a book, Russland und Europa im russi-
schen Geschichtsdenken, which is still a useful book to read since it works
out—one of the very few books to do so—Weber's remarks on the charac-
ter of patrimonial bureaucracy which was the dominant feature of Russian
society.

My second immersion in economics came when I went to Chicago in
1945 to teach. My appointment was in the College, which had a unique
arrangement. There were no “departments,” but one was a member of a
divison such as “social sciences,” “humanities,” etc. And there were no
individual courses, but common staff-designed courses. In the social sci-
ences, there were three year-long courses which students took in se-
quence. All atended the common lectures, which were given by the staff;
all read the same books, though each instructor had several small discus-
sion sections. Those were heady years because of the caliber of the staff
that had been assembled. In the Social Sciences 2 course—Michael
Schudson subsequently wrote a history of that endeavor—there was Ed-
ward Shils, David Riesman, Milton Singer, Morris Janowitz, Sylvia Thrupp,
W. W. Cooper, and others (Schudson 1989). Shils gave the Weber lectures,
Riesman the Freud lectures, and I gave the Marx lectures.

The syllabus was divided by semesters. The first part of the course was
basically great theorists and their ways of thinking, We read Malthus on
demography, Veblen on technology, Weber on values and the Protestant
ethic, Marx on social structure, and I think Maine on law. That was the first
semester. The second semester was on economic analysis. The basic read-
ings included two things by Frank Knight. First there was his marvelous
brochure called The Social and Economic Organization (see Knight
1965). Its main theme was very much like Parsons’s idea of functional
requisites. What Knight argued was that in every economy certain main
functions have to be performed—such as the organization of production,
of distribution, and so on. We also read parts of Risk, Uncertainty and
Profit. To some extent, Knight himself had a skeptical view of classical and
neoclassical economics. In fact, in the election of 1932, Knight voted com-

munist. That was during the Depression; people don't know this.
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Well, Knight was a very extraordinary man. And there were others like
him in Chicago, who were unorthodox in their own way. Henry Simons,
for example, wrote on syndicalism and wage theory (see Simons 1944).
We also read Hicks's book on national income analysis, where the Ameri-
can part was done by Albert Hart (Hicks and Hart 1945). I think it was the
first time that national income analysis was taught in an American college.

So for three years I taught economics at Chicago. I was always just one
step ahead of the class, my head swuffed with cobweb models, the twrn-
pike theorem, multipliers, and all that. And 1 learned a fundamental les-
son: if you want 10 Jearn something, teach! Simply having to prepare for
class forces you to think through what is the essential part. People have
asked me over the years, “What do you teach?” And I say, “I teach what
want to learn, and 1 write what 1 have learned.”

Q: In some of your writings you are quite critical of neoclassical think-
ing. So where does neoclassical economics go wrong, in your opinion? Is
it by ignoring certain important topics—say, economic change, which you
have written quite a bit about—or is it rather by using too unrealistic as-
sumptions?

A: Well, 1 don't criticize neoclassical economics; 1 appreciate it very
much. In fact, 1 always insist that my students learn some economics, be-
cause neoclassical economics is the one discipline in the social sciences
which has a self-contained set of concepts and a basic logic, which is
organized in a deductive form. And therefore it is an important way of

Very early 1 also realized one fundamental fact—and this I think is the
difference between sociology and economics or at least neoclassical eco-
nomics—and that is that neoclassical economics detaches itself from insti-
tutions. What's involved is the shift from “moral economy” to “political
economy” to “economics.” And by detaching itself from institutions, eco-
nomics follows the model of classical mechanics in the sense that you
don’t deal with concrete bodies but with abstract properties—mass, veloc-
ity, etc.—and the equations among these, which can then be applied to
any concrete body. Now, in detaching itself from institutions in this way,
neoclassical economics becomes a very powerful body of concepts. The
real problem is the way back. How do you go back from the model, with
its self-contained system of premises, and apply it to the real world?

If I can generalize, there are several problems with neoclassical theory,
if one is using it for analysis and policy. The first (as I argued in Deutsch,
Markovits, and Platt 1986), is that a model is not a map. A model gives one
powerful simplifications, but unless one can assume that the model can be
used as a “zoom lens,” as in fractals, for economic policy you want a map
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rather than a model. You are, so to speak, on the ground and not in the
sky. The second, more important problem, is that a model—for that matter
any science—assumes stable relationships that hold over time. Utility
preference theory and rational choice theory assume stable relationships
in their assumptions as to how people act, namely the principle of order-
ing preferences, or optimization and the like. Yet one of the difficulties in
formulating economic policy in recent years is that the “traditional” stabil-
ities have not held. For example, Milton Friedman has argued that the
quantity theory of money is a “law,” the closest thing in economics, in fact,
to a law in physics. This is why he formulates the policy that any govern-
ment should regulate its money supply by a fixed rule. Yet some recent
studies by Benjamin Friedman of Harvard have shown the collapse of
relationships connecting money to both income and prices. The fastest
money growth since World War II, maintained for more than half a de-
cade, occurred in conjunction with the greatest postwar reduction in
inflation. As Ben Friedman points out, inflation predictions based on
money growth failed altogether to anticipate the most significant mone-
tary policy successes (see Friedman 1988).

These are some of the reasons why I have argued—in my essay on
“Models and Reality in Economic Discourse” (Bell 1981)—that we ought
to think of neoclassical theory as a a kind of als-0b, an as-if, an ideal type
of rational behavior, what economic life would be like if people acted
that way, or as a “standard” against which to measure actual behavior.
Note, however, that sometimes people may act in ways that match the
ideal either because they are socialized into such behavior, or because the
system rewards them for acting that way. But that does not mean that such
behavior is intrinsic to social actions.

Now this argument about intrinsic behavior goes back to some episte-
mological issues, with which 1 have been occasionally concerned in re-
cent years (see Bell 1978b). It is an effort to use a distinction that goes back
to Kant, or the reworking of Kant, that phenomena are either constitutive
or constructed. (Kant used “regulative” for the latter, which is more am-
biguous or sociologically more amorphous.) Constitutive phenomena
have an intrinsic order which are “in the nature of things,” though they
may be difficult to discern, such as the periodic table in chemistry or the
particle structure of matter, while constructed phenomena are socially
defined. Thus, sex is constitutive in that it is anatomically based, though
gender, the roles that people take, are socially defined. Economists tend to
act as if the economic phenomena are constitutive of reality, and this is
certainly true of the positivists like Milton Friedman, with his statement,
for example, about the quantity theory of money. Yet economic behavior
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is more widely variable, as economists have found out when dealing with
labor markets, wage theory and the like, where terms like babits, tradi-
tional arrangements, institutions, creep in by the back door. True, the
social world is not entirely constructed. There are constraints which limit
the range of actions. Much of economic behavior is shaped or limited by
those constraints. But culture is much less so.

Q: So one could say that you are an institutionalist economist with sym-
pathies for neoclassical economics?

A: Well, when I think of my own relationship to economics, I would say
it is different on different levels. 1 am clearly interested in institutional
settings: I am interested in the history of institutions, in the development
of institutions, and in the ways in which they shape or reward preferences.
Economists now begin to think more and more in these terms and move
towards that perspective. But by and large they take preferences as givens
and do not ask about the way they are formed.

Economic theory interests me most as a kind of als-0b, as an ideal type
against which one can measure empirical aspects of social life. This goes
back to something I think Samuelson has written about, namely, that eco-
nomics deals with rational action while sociology deals with nonrational
action. Now, that's a too simple distinction, but it is useful in that it at least
points to some of the differences which are involved.

The one man that tried to bridge that gap between economics and soci-
ology, interestingly enough, was Pareto. And he did it, of course, because
he began as an engineer before he became an economist. As an econo-
mist, succeeding Walras at Lausanne, Pareto formalized the general equi-
librium theory (pace Arrow and Debreu) and felt he knew all about the
circulation of goods. He then turned to sociology to use the same methods
to chart the circulation of elites. Pareto felt he could classify and map the
sentiments and derivations and residues—the sources of nonrational be-
havior—to create a general theory of sociology. But the entire effort fell
apart and what remained was a rich pudding of illustration and observa-
tion and generalization, but other than the scaffolding, no coherence.

Q: Isn't Pareto’s argument about the difference between economics and -
sociology misleading in the sense that sociology only gets to deal with the
nonrational sides of social life? Weber's argument that one of the key cate-
gories in sociology is rational social action seems superior to me.

A: True. But there is also an element in Weber, which is implicit and
rarely explicated—except toward the end of some of his books—that
there is always an irrational component to rational action. One finds it in
the very concept of rationalization—that everything is becoming rational-
ized. When all behavior becomes completely rationalized, it often loses its
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bearings or ultimate meanings, because everything becomes subordinated
to those “rational means.” That is the meaning of the distinction between
Wertrationalitdt and Zweckrationalitdt. Someone like Kar Mannheim
accepts this distinction and concludes that it is “functional rationality” and
not “substantial rationality” that is ruling the world. Or the Frankfurt
School’s argument that functional rationality dehumanizes people.

So what Weber says is that rationalization carried too far becomes irra-
tional. To some extent this is also central in Dewey, namely, in Dewey's
distinction between means and ends; or when he makes the obvious point
that means and ends are inextricable from one another. When means be-
come ends in themselves, they begin to have a nonrational element to
them. So it is indeed true that Weber has all these notions of rational law,
rational economics, rational accounting, and so on. But there is also the
implicit notion that if these are too strongly followed, so to speak, they
will in the end become nonrational.

Q: In your essay “Models and Reality in Economic Discourse” from
1981, you speak of the need for what you call “an interpretative economic
theory.” What exactly did you have in mind here? Perhaps a form of eco-
nomic sociology?

A: No, I don't think I had economic sociology in mind when I wrote
that. It was basically an effort to shift the starting point back to values in
economics, to normative theory, and to say in effect: if you are going to
have an ideal type model of rational action, why the conventional one?
What other ones would be possible, if the value systems of society were
somehow different? In a sense, all of this goes back to this idea of mine of
a “public household,” which is ultimately inspired by Aristotle (see Bell
1978c). Aristotle is writing a “moral economy,” in which the family or the
domestic household is the ur unit that should be replicated in the larger
economy. That is what I call “the public household"—that we should con-
ceive of our sense of obligations to each other as being members of a large
communal body. Thus, it is not the conventional distinction between pub-
lic and private, but a concept that embraces both, at least in the economic
realm.

My ideas here are connected to the fact that I am a socialist in econom-
ics, a liberal in politics, and a conservative in culture. I am a socialist in
economics because I believe that people can only identify with society if
the society feels a responsibility to them. As a starting point, no society—
to the extent that it is possible—should allow involuntary unemployment.
So there should be a priority in the social policy to limit involuntary unem-
ployment. What about the argument that one first needs to create wealth?
Well, at various times wealth creation becomes a more important point if
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you have gone too far in the other direction. But the idea of public house-
hold basically means that the claims of the community are prior to other
claims.

Q: So the theory of the public household is directly tied to a form of
responsible capitalism?

A: Well, I think of it more as a socialist market model. I do believe in
the market, but only within the framework of social goals. I have been
influenced on this point by Abba Lerner, whose work I came in contact
with in the 1940s, when I was the managing editor of The New Leader. 1
ran five articles by him in The New Leader in which he put forth various
ideas that became elaborated in his Economics of Control. But the idea
itself also has obvious parallels in Catholic social theory with its notion of
ajust price, a family wage, and so on. I may not share the exact premises
of Catholic social thinkers like Heinrich Pesch and others, but at least they
try to think in terms of other kinds of economic systems. So the important
thing for me is to try to focus on a set of values, which I call “the public
household,” and on the institutional structures which could reinforce
these.

Q: What is your opinion of economic imperialism and its prospects?
And as an intellectual historian, what is your reaction to the argument that
economic imperialism is an ideology of the conservative 1970s?

A: Well, I have never liked that type of easy correlation between context
and ideology. It can be misleading because the ideas may have had a long
history. The problem is rather, why has it got attention at the time it has?
There is also the fact of the exhaustion of old ideas and the power of the
new one. (In painting this happened when Cézanne broke the whole no-
tion of the picture plane.) And even though Gary Becker is a conservative
as such, I am sure that the crucial impetus in his case has been the possibil-
ity of developing a powerful idea. The basic appeal of Becker's model is
its simplicity. So much of behavior is reduced to a utility preference, cost-
benefit assessment. One need not worry about culture or politics; itis very
economistic. Thus, his work may appeal to people with an anti-sociologi-_
cal bias, who will read it and say, “Well, here we are!” I remember an
argument I had many years ago at Columbia with Sidney Morgenbesser
who, always playing the devil, said, “I can destroy all of sociology with
utility theory! All I need is a good ordering of the utility preferences and
that takes care of everything!” Well, this is obviously the appeal of eco-.
nomic imperialism: it is a powerful idea with a lot of applications. And
therefore it gets a lot of response.

Will it last? Here it seems to me it is a question of what it finds out. There
is always a danger of over-enthusiasm. An obvious example of this is
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game theory. Years ago people thought that game theory would be the
answer to everything. Its appeal was enormous and people like Lloyd
Shapley went gung-ho with it. Serious writers like Tom Schelling applied
it to international relations, Martin Shubik thought one could model al-
most all economic behavior in game theory terms, and Kenneth Boulding
sought to elaborate a general theory of conflict on the basis of game the-
ory. But pretty quickly you find that the best part of a theory gets absorbed
into language and people say, “So, what’s the big deal?” The theory loses
its ability to shock and surprise. That's what has happened with much of
Marxism: to think of the world in terms of power, property, and class is
nowadays more or less taken for granted. And I think the same will hap-
pen with Becker and with rational choice. Ultimately, intellectual power
is in the strength of the idea, its rigor, logically formalized. But so often the
results of these revolutionary ideas do not always live up to their prom-
ises. And in this specific case I think the limiting factor has to do with what
I said before about the difference between the constitutive and the con-
structed order. If you have a constitutive order you can show functional
relationships, but otherwise you need great stability over time.

And this stability is absolutely crucial. Let me illustrate this with an anec-
dote. Some years ago—I can't remember exactly what year it was—the
Bank of America asked Otto Eckstein to do a simulation of the American
economy at a ten percent inflation rate for ten years. Everybody said, “But
that's crazy! A ten percent inflation rate for ten years!” But Otto did it, and
then they asked him and two other people to interpret the results: myself,
Otto and Andrew Brimmer from the Federal Reserve. And Tom Clausen
from the Bank of America said to Otto, “I know what you do. You give me
all these equations that break my skull.” And then he turned to Andrew:
“And I know what you do too. You come from the Federal Reserve and
you'll tell me why the Fed is not going to like what we are going to pro-
pose.” And then he turned to me and asked, “What do you do?” And I said,
“I am the exogenous variable.” So he said, “What's the exogenous situa-
tion here.” I replied, “The falsity of the question is to ask for a simulation
rate of ten percent inflation rate.” He said, “Why? Is the figure wrong?” So
I said, “No, it’s not that the figure is wrong. The problem is not so much
the level or the rate, as the stability. The real problem with inflation, espe-
cially in this country since people have never had any experience with it,
is its up-and-down quality, its yo-yo effects, its uncertainty.”

This is, in fact, what gave rise to the rational expectations approach. The
wedkness of the existing econometric models is that they use lagged vari-
ables, and assume that the behavior of the past will remain stable in the
future. Having done work in forecasting, one of the first things you learn
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is that there are systems breaks and all kinds of surprises. So what Robert
Lucas therefore tried to do was not to use lagged variables but to put very

_ sophisticated forms of expectations into his models which would negate

or not negate each other through market clearing mechanisms. But there
is a difficulty even here, and to put it in my own language: if the political
discount rate is higher than the economic discount rate, then you are in
trouble! You may raise the discount rate even to 15 percent, but if people
know that in the next election you are not going to stick to it, there will be
trouble. So until the political discount rate can match the economic dis-
count rate, economics is not going to work or the various econometric
models are not going to work.

Q: And what is your opinion about the attempt by people like Jim Cole-
man and others to introduce rational choice into sociology? Will they be
able to make the breakthrough they are hoping for?

A: Well, I haven't really immersed myself in the rational choice litera-
ture. On one level, however, I think rational choice sociology can be seen
as a move from metaphors to formalism. There are sociologists as well as
other people—Clifford Geertz would be the obvious example—who
think in terms of metaphors or symbolic rules. And there are others who
try to formalize and who are more logically inclined. Coleman is an exam-
ple of the latter, coming as he does out.of an engineering background.
Elster is another. But you see I never felt—and this might be where I am
a man of my own temperament—that one is wrong and the other is right.
The problem for me, and this goes back to my epistemological concerns
I mentioned earlier, is that it is not a matter of eitheror, of an interpreta-
tive versus a behavioristpositivist approach, but which kinds of problems
and issues lend themselves to what approach. Where phenomena tend
towards the constitutive, and one can discern lawlike behavior, one can
use a positivist methodology. Where the phenomena are largely socially
constructed or symbolic, one may seek an interpretative approach. It may
be that my distinctions are correct. Or it may also be my “Menshevik”
temperament that seeks such accommodations!

To my mind it is also clear that the assumption of rationality is culturally”
shaped, and the way someone like Jim Coleman is moving away from this
standpoint would be a problem for me. When you look at the values that
are usually associated with the assumption of rationality, you clearly have
to ask: Would these be valid also in other societies? Would they for exam-
ple be valid in Muslim societies, which are strictly religious and orthodox?
I'would have to say “no,” because they have different criteria of rationality
in these societies and therefore use different rules. So rationality is quite
specific to the cultural milieu.
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In fact, there is a footnote in Weber's General Economic History in
which he raises this exact question (Weber 1961, 265, 276). If you want to
build a railroad in modern Western society, how do you do it? Well, it’s a
straight line. But what if there is a cemetery in the way? What do you do
then? In traditional China, for example, you go around it, because you
have respect for your ancestors. Is that nonrational? Well, from the view-
point of the criteria that are usually put forth in rational choice, it is. And
yet it is rational within the context of the Chinese way of life. This doesn't
mean that rational choice is wrong. But it limits the applicability and
power of this kind of approach.

But something else is at stake in the turn to the “rational choice” ap-
proach, if I think of Coleman, or Jon Elster, or Michael Hechter among its
practitioners; this is the appeal of “methodological individualism” and the
rejection of “collective concepts.” Clearly, if one is oriented to behavior or
actions, then it may be more fruitful to think of actors (even collective
actors) in individual terms, for there is a danger of falling (as Durkheim
almost did) into the fallacy of a “group mind.” And the orientation to ac-
tors is the influence of microeconomics, which has become central once
again for the economists. But if one thinks of “ritual” or “traditions™ or
“styles” or “collective memory"—the nutrients of culture—to which indi-
viduals respond, then a rational choice is somewhat deficient in under-
standing the deposits of human actions. To me there is something ironic
in Jon Elster “making sense of Marx” in terms of methodological individu-
alism (pace F. A. Hayek). It is like going from the “macro-Marx” to the
“micro-Marx.”

Q: If you were to compare economists and sociologists, what would
your opinion be? For example, are economists better and brighter than
sociologists? )

A: 1 don't know if they are better and brighter. But they have a set of
problems, which they can define in more exact ways, and they also have
a set of tools, which they can apply to these problems. And therefore they
can come up with answers. The tricky problem is of course how long and
how well will these answers hold up? But regardless of that, economists
can come up with answers better and faster than other people. Through
the help of indifference curves, inelasticities, and so on, you can begin to
deal with behavior much more quickly than sociclogists, who are doing
survey research, for example. The fact that you can put the economic
problem more directly in mathematical form also allows you to manipu-
late the relations more directly.

It seems to me that economics has two advantages over sociology,

"though these have their limitations as well. One is that economics has a
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convertible metric: one can take the price of a pound of potatoes and a
pound of automobile and put these into a single index to make compari-
sons over time. But what metric is there for the “convertability” of wealth,
status, and power into comparative measures of relative standing? The
second is that, not only is there a metric, but one can make the units
homogenous, aggregate these, and in respect to the rates of change use
the calculus. The limitation, however, is that it is difficult to build hetero-
geneity into such models. I recall a correspondence with Robert J. Gordon
a number of years ago, following an article by him (in the journal of Eco-
nomic Literature, 1 think), where he was grappling, unsuccesstully he ad-
mitted, with building heterogeneity into wage theory and labor markets.
But I should also add that I think that there is a hierarchy of simplicity,’
so to speak, in the sciences. Maybe this will startle people. Anyway, I think
that intellectually the easiest subject is physics, because you are dealing
with a very complicated puzzle but it is not going to bark at you and bite

" you. And if you are a very ingenious puzzle solver, you can work out all

the equations. Economics is below physics in what I call the major consti-
wtive phenomenon order, because also here you can make things ho-
mogenaus; you can aggregate them; you have a metric; and so on. Sociol-
ogy, on the other hand, stands outside this order.

Now, people like Coleman and others are understandably trying to con-
vert sociology into the same order of things as physics and economics.
And so did Parsons, you know. But Parsons did it on the level of meta-
phors—with his AGIL scheme, pattern variables, etc.—and he lacked the
metric and the element of homogeneity. But the logic was the same; the
idea was to detach the sociological analysis from institutions and to geta
set of concepts which would apply to any set of institutions.

To me the main difficulty here is that [ don’t think that sociology should
do this and can do this. Or rather the other way around: it can't and it
shouldn’t. Sociology, in my opinion, is caught in between economics on
the one hand, which can formalize, and history, on the other, which is
ultimately idiosyncratic and particular. So sociology is therefore what [
would call “sociographic,” which means that it has to be soft and imper--
fect (see Bell 1978b). _

Q: But doesn't sociology also have certain advantages over economic °
theory? One would be its sensitivity to the social elements—something
that neoclassical economics seems to lack.

A: Well, 1 would differ in this respect: economic theory, curiously
enough, is very sensitive and responsive to social elements. It reacts to the
social in interesting ways, which also reveals some of its limitations. It is
true that when I studied economics as a graduate student, it was at a time



228 Chapter 12

when economics seemed to be almost sterile. You read people like John
Bates Clark on marginal productivity and so on. It was all very abstract,
and economists like Eli Ginzberg and the empiricists were very impatient
with it. But what happened after that, it seems to me, is that economics has
been very sensitive to social developments in ways that sociology has not.
Much of it was due to postwar developments once the economists felt
confident that they could “manage” economies.

Let me give you two illustrations. The first is growth theory in econom-
ics. ‘Economic growth has been a major area in economics. After World
War II there was a huge spate of development plans, and people like
W. Arthur Lewis, Hicks, and Kuznets were doing work in this field. Now,
sociology responded with modernization theory, which was just a vague
sort of ragbag of things. [ am not saying that growth theory is successful,
but the economists worked at it more assiduously than the sociologists
did. '

The other area, of course, is welfare theory. Here Pareto did pioneering
work, which was almost entirely forgotten till Abe Bergson rediscovered
it. So he and Ian Little and various other people did a huge amount of
work on welfare theory. The tools they used were very powerful, but
limiting because again there was this exclusive concentration on the allo-
cative means problems while the contextual element of the values and
other social elements, which inform the way people behave, was ignored.
Still, interestingly enough, the economists went into growth theory and
welfare theory well ahead of the sociologists. And some of the best work
today on social behavior is being done by economists. I think of the work
by Thomas Schelling on self-command as one example.

Q: Since forecasting is one of your specialties, I would like to ask you
which economic problems you think will be the most important cnes in
the future. And are economists and sociologists likely to cooperate in their
attempts to understand these problems?

A: Well, that's the same as asking, “Where do you think the world is
going!” Let me start with recalling some lectures I gave at Keio University
in Japan about ten years ago. In these I said that the big problem for
sociology at the beginning of the twentieth century was why capitalism
had been so successful in the West, and not in the Orient. Max Weber of
course gave the answer: you needed something strong enough to break
the bonds of traditionalism and to foster individualism, mobility, and so
on. The question at the end of the twentieth century is a different one. It
is: Why is capitalism so successful in Japan? Japan is traditionalist; there is
little mobility; and the culture is not individualistic. The rise of East Asia as

" an economic force in the last quarter of the twentieth century raises, once
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again, the relation of culture to economy. Weber's answer may have been
true for the West, but it does not apply to Japan and China. We need some
new structures of explanations.

Given that context, let me say something about two other problems,
which are very different from each other. One is the new framework of
economic relations in the areas of production, trade, and capital. If one
looks at production—and here I follow the work of Charles Sabel—the
new production technologies are breaking up the old industrial society
(see Piore and Sabel 1984). The new production technologies emphasize
small scales and regionalization, customization, and adaptability. But the
structure of trade and exchange, of capital and currency, on the other
hand, are becoming more worldwide and integrated. So what you have is
a mismatch of scales. Actually, it is even more complicated than that. Pro-
duction is becoming more local and regional, trade is becoming more
continental, and capital and currency markets are becoming more inter-
national. S0 you're going to get continental economies of scale, regional
economies for production, and international economies for capital and
currencies. And where will the national state be? It is caught in between all
these conflicting elements,

The real problem here, from an intellectual viewpoint, is to develop
some conceptual tools which can deal with these processes operating on
different scales. And few sociologists are working on this. That's a pity
because this is an area where you could actually have a really fruitful
interaction between economics and sociology in a way that was not possi-
ble earlier. Both are needed to understand different aspects of this new set
of phenomena. _

The second area represents a totally different kind of problem. It is
actually a very old problem which is returning in post-industrial society in
a much sharper form, namely, how do you value what people do? How do
1 determine what your labor is worth, and what my labor is worth? A cou-
ple of years ago, for example, there was a case that went to the courts in
the state of Washington. The nurses said that the teamsters were getting
twice as much as they were; what's the comparable worth of our labor’
against theirs? Well, you say, you can apply market principles. But the
problem is that what the teamsters got wasn't a market price; it had been
negotiated on the basis of the monopoly power of the union.

The question that is raised here is the larger question of what are the
mules for rewards on a just basis in the court of the good society? The
market gives you efficiency in terms of relative scarcity and such, but is it
just? Well, that's a question. If you use administrative mechanisms, how do
you determine salaries? Are there technocratic rules for measurement
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which say: This job is worth X points and that job is worth Y points? If you
just take monetary awards: Should the executive get fifty thousand dollars
more than the common laborer? Should the general get thirty thousand
dollars more than the private?

Well, these, it seems to me, are issues of the type that will increasingly
come forth. They have come forth most strongly among women, because
of the historical discrimination against women in terms of wage structure,
and therefore the question of comparable worth has become a focal ele-
ment in the equality for women. But there is also a more general principle
involved here, which goes back to the Catholic theory of a just price ver-
sus a market wage and a market price, what in post-industrial segments I
would call a2 knowledge theory of value.

So in response to your question, those would be two main areas that
need work. One goes back to the normative question of rewards and dis-
tribution, based on the reciprocity between individuals. And the other is
essentially about the organization of society under the impact of the new
technologies and the new scales. There will be conflicts between the dif-
ferent production systems, the different trade systems, and the different
capital systems. And it will be especially hard for the polity. It will face the
pressures of markets and economic activities which no longer mesh har-
moniously with what they do. So something is bound to crack.

Q: Is there some final summary to this?

A: Yes. It goes back to my gnomic statement that we need some new
conceptual frameworks to understand world society in the next century.
This past spring I gave a paper at Cambridge, England, with the cheeky
title of “The Irrelevance of Marx, Weber and Durkheim” (Bell 1988). It is
not that I do not have piety for my forebears. 1 do. But I think that our basic
categories are increasingly inadequate. They arise from Western modes—
from Greek concepts and Christian eschatology. Hegel, in the Philosophy
of History, ruled out all non-Western social development on the ground
that these societies had not entered “into History,” which was for him the
unfolding of a principle of rationality, the outcome of which would be a
single unified consciousness or, in the secular version of Marx, a single
world society, then a universal order, or socialism. Yet our concepts of
consciousness, development, rationality—the very term “modernity”—
have become questionable and limited.

On the methodological level, I do not think we can understand society
in terms of ftotality or integration, as Marxists and Functionalists do, since
society is not a “system.” An economy may be a system, but there is no
necessary connection between economy and culture. There is, as I have
argued, a “disjuntion of realms” (see Bell 1978b). On the ground level of

e
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the empirical terrain, the idea of class becomes shriveled, legitimacy and
charisma become expanded without recognition, and we do not know
very much about the nature of social cobesion in the face of the multifari-
ous civil strifes that have engulfed all societies in the last half century. And
finally, I do not think we can escape the normative issues which are inex-
tricably woven into all the questions of analysis that we have to confront.
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Jon Elster

I: MAY BE sAID that Elster's contribution to the debate between economics
and sociology has been to help break down the resistance among sociolo-
gists and other social scientists to methodological individualism, to game
theory, and, first and foremost, to the very idea of rational choice.' He has
done this in a series of brilliant works, which have been pouring forth
since the late 1970s and whose importance extends far beyond the debate
between economics and sociology. Perhaps the two most important of
these are Ulysses and the Sirens and Sour Grapes. The main idea in the
former work is that certain forms of irrational behavior can sometimes be
handled by precommitting oneself to a certain form of action; and in the
latter, that one’s preferences may be formed by the very constraints under
which the choice is made.

Through his cosmopolitian education and wide ranging intellectual in-
terests, Elster is well-equipped to play the role of a middleman in the
debate between economics and sociology. In the interview, he tells how
his education has taken him from his native Norway to France and to the
United States; and from French and mathematics to philosophy, econom-
ics, and Marxism. Elster also discusses the relationship between methodo-
logical individualism and rational choice, and between rational choice
and social norms. He also touches on the problems of interdisciplinarity.
He ends with a plea for social science research where the focus is on
mechanisms rather than on theories—be they rational choice, functional-
ism, or some other form.

Jon Elster was born in Oslo, Norway, in 1940. He got a graduate degree
in philosophy at the University of Oslo in 1966, and a doctorate in social
science in 1972 from Université de Paris V. During the early 1970s to the
early 1980s, he worked in departments of history, philosophy, and politi-
cal science in France, Norway, and the United States. Currently he teaches
at the Department of Political Science at the University of Chicago (1983-),

The following interview with Jon Elster was conducted on May 2, 1988, in his office in Pick
Hall at the University of Chicago.
The following information comes from Elster’s vita and Elster 1985b.
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while also holding a part-time position at the Institute for Social Research
in Oslo (1984-).

Q: When one reads your works, one is struck by their interdisciplinary
and cosmopolitan quality. Does this reflect your education?

A: I did my undergraduate work in Oslo, Norway, where 1 studied
French and mathematics. I then wrote what is more or less the equivalent
to a Master's thesis in philosophy. The Norwegian system is actually such
that the degree is somewhere in between a Master’s degree and a Ph.D. To
write that dissertation I went to France, and I wrote it in French under the
partial supervision of Jean Hyppolite. The main supervision I had was by
some Jesuit philosophers, who were specialists on Hegel. My dissertation
was on Hegel's phenomenonology of mind. It was called Prise de con-
science dans la Phenomenologie de L'Esprit de Hegel (Self-Consciousness
in Hegel’s Phenomenology of Mind).

I wrote that dissertation in 1966. Then I got a fellowship from the Nor-
wegian Research Council and decided to go to France to work with Hyp-
polite. But he died just a few weeks after I got to Paris. And then I first
thought of working with Althusser. You know, this was in the heydays of
Althusserian Marxism. Well, luckily for me he was not technically quali-
fied to supervise my dissertation. Through my old Jesuit friends I got in
touch with Raymond Aron. So I went to Aron’s seminar and stayed there
for three years and wrote my dissertation. He didn’t take a very active role
in supervising my thesis, but he read the chapters and made encouraging
noises. Then I put the whole thesis together and defended it in 1972. It
was called Production et Reproduction. Essai sur Marx, and technically it
was a thesis in sociology at the Université de Paris V. So that's my training:
undergraduate work in French and mathematics, a master’s thesis in phi-
losophy, and a doctoral thesis in sociology.

Q: Did you study any economics during these years? My memory is that
at one time you were a professor in economic history in Norway.

A: That’s not exactly wrong, but it's not quite right either. What hap-
pened is that when I was working on Marx I had to teach myself both a bit
of economics and a bit of economic history, since Marx was both an econ-
omist and an economic historian. I then wrote a little book in Norwegian
called New Perspectives on Economic History. It really was more of a book
on methodology, and for a few years I was working in Oslo with a number
of economic historians, partly on methodological issues and partly on
substantive matters.
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Q: In the 1970s, there was a sudden growth of interest in rationality in
sociology and in social science in general, and your works surely have
helped this along. But your own interest in rationality goes back much
further. What exactly was it that originally interested you in this topic? Was
it a specific teacher? Or the rationalistic French intellectual culture?

A: Tt was definitely not the French culture. I think that French culture in
the 1960s and the 1970s/was actually strongly anti-rational choice and
anti-methodological individualism. No, it was all very simple. When I had
to read Marx, I had to understand Marxian economics. And to understand
Marxian economics, I had to understand economics in general. And to
understand economics, I had to understand the foundations of econom-
ics—which turn out to be rational choice. I guess the book which sort of
opened my eyes to all of this was Games and Decisions by Luce and
Raiffa, which I read some time in the 1960s. It is a great book, and it has
stayed with me ever since as a bible. A lot of things have happened since
the book appeared, of course, but it is still splendid. What Luce and Raiffa
especially have got right and which almost nobody gets right is the exact
combination of rigor in the exposition and conceptual skepticism in the
argument, in the sense of willingness to explore the conceptual problems
embedded in the formulas. So they are not just mindless theorem provers
but very thoughtful about what they are doing. And that is very rare in this
field.

Q: What do you think is behind this wave of popularity in social science
for rational choice which started in the late 1970s and which still seems to
be going strong? There is, for example, a rather vulgar theory which says
that the radical 1960s have been replaced by more conservative times, and
that's why there is such an interest in rational choice. One could also argue
that the idea of rationality was just overdue; it had proved its usefulness in
economics, so why not also use it in the other social sciences? What's your
opinion?

A: I don’t really know. As to the first theory, it is indeed vulgar in the
sense that it rests on a clear fallacy. Let me explain. There are actually
three distinct issues here. There is rational choice theory; there is method-
ological individualism; and there is political indvidualism. Methodologi-
cal individualism is the position with which I identify myself the most
clearly. Now, rational choice theory presupposes methodological individ-
ualism—but not the other way around. You can be a methodological indi-
vidualist and yet not believe or believe wholeheartedly in rational choice
theory. That is increasingly the way in which my own thinking has been
developing over the last few years. I still think rational choice theory is
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very important. But I also think that the theory of social norms is very
important, and [ have been working and writing on that for the last couple
of years. And I think that any acceptable theory of social norms has to be
stated within the framework of methodological individualism.

Now, political individualism—let’s say liberalism—has nothing whatso-
ever to do with methodological individualism. They are totally independ-
ent of each other, and you do indeed find all possible combinations of
them in reality. It is true, empirically speaking, that in a fourfold table
which you could easily construct, some cells would be more populated
than others. And it is indeed true that in this sense, liberalism and method-
ological individualism go together more frequently than, say, socialism
and methodological individualism. This is true, and it is an interesting
sociological fact, which cries out for an explanation. But there is no logical
connection there whatsoever. Already Schumpeter (1908), who coined
the term “methodological individualism,” insisted on this point.

So what you find in France in the 1960s and 1970s, to go back to that
example for a moment, was a massive combination of three things: there
was a rejection of rational choice and emphasis instead on social norms;
there was a rejection of methodological individualism and emphasis in-
stead on methodological holism; and there was a rejection of political
liberalism and emphasis instead on some kind of leftism. I think these
three should really be decoupled. And as [ said, you can be a methodolog-
ical individualist and still take the theory of social norms seriously, just as
you can be a methodological individualist and still not be a political lib-
eral, So the problem with all these discussions at this very general level is
that people lump things together conceptually that have been empirically
associated with each other. So that is the response to your question about
the possible relationship between rationality and conservatism.

It can also be pointed out that rational choice has sometimes already
been used outside of economics. In anthropology, for example, I think the
evolution has been more in the opposite direction, in the sense that there
is less rational choice now than there was some years ago. In the 1950s
and 1960s, there were some very good people in anthropology, who were
writing within what one today would call a rational choice framework.
There was Raymond Firth and even more importantly, there was Fredrik
Barth. But today it seems to be culturalfunctionaliststructuralist explana-
tions that really dominate the field.

I am also not so sure that rational choice is as hegemonic today as your
question seems to imply. There is also a question of what level you are
talking of. If it is at the level of the Zeitgeist, I am not so sure it can be said
to be rationalistic. If you read, for example, The New York Times Book
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Review, which is a kind of middlebrow expression of the Zeitgeist in the
United States, you won't find much of rational choice social science. They
review social science books, but not those that are inspired by rational
choice theory. If anything, I would say that the communitarian vision is
stronger than rational choice here. But I also must say that I find these
generalizations hopeless to discuss. The only thing that really interests me
are the issues. And besides that, who cares?

Q: When one reads your works, it is clear that you have made several
important contributions to modern social theory: there is your distinction
between parametric and strategic rationality; the idea of precommitment
as a way of handling irrationality; the notion of multiple self; and so on
(see Elster 1984, 1986a). Is there an underlying theme or some hidden
agenda in your work?

A: No, there is no preexisting agenda in my work. I think that the
agenda is rather being constantly reconstructed ex post. I don't know ex-
actly how to put this but I am just driven by sheer curiosity, I guess. Plus
by a little bit of serendipity; you need a bit of serendipity. I think it would
be true of many scholars to say that you can only have a small number of
good ideas in your life. If you have ten, you are lucky. Two or three is
more common, of course.

Q: Which would you consider to be your good ideas?

A: The notion of precommitment would be one. The idea of endog-
enous preference formation is another, and there is also the notion of
states that are essentially byproducts (see Elster 1983, 1984). And perhaps
Thave got a couple more; I don't know. But the point is the following. You
start with a couple of ideas—let us say three—and then you put something
together. And then perhaps you get a new idea, so now you have four. But
that does not simply mean that you have got a new idea; you also have
three possible connections between that new idea and the three previous
ones. So instead of getting just one good idea, you are actually getting
three new things as well. And then you get a fifth idea, and then of course
you don't just have that idea but four possible connections to your earlier
ideas. So in a way you are building up a conceptual network, and it is
somehow done from the inside,

Philosophers who wrote about growth in the seventeenth century had
a phrase which is not used very often any more—intussusception. What it
means is growing in the way a tree grows, from the inside—not just the
way a crystal grows, by accretion. So the point is that the tree grows in all
places simultaneously, not just at the outside. And I think that similarly a
conceptual network expands, but not just at the outside. Every new idea
adds something to it; when you have a new idea, you go back and revise
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what you did earlier. And in that sense the whole program or agenda is
constantly being rewritten.

During these last few years I have, for example, had this interest in the
theory of social norms. I think that I now take them more seriously than I
used to do. And I can go back and revise and rethink some of my earlier
work in the light of this new interest. Anyway, that's the way I think about
the way my work develops.

Q: What is your sense of the present state of interaction between eco-
nomics and sociology? It seems to me that some important changes are
taking place today, and that basically the border between the two disci-
plines is being redrawn. So at the moment we are somewhere in between
the old and the new. There is, for example, Gary Becker with one type of
approach; and there is someone like George Akerlof with another. . . .

A: 1 think you are getting it right to cite Becker and Akerlof here because
they represent two different trends. There is the imperialist trend of eco-
nomics, which I would say just ignores sociological theory in its attacks on
sociological problems. And then there is the trend that Akerlof represents,
which takes sociological theory seriously and uses it to study economic
problems. I must confess that I find the Akerlof approach much more
interesting. The reason is that I have come to believe that there is a whole
range of phenomena, traditionally studied by sociologists, which are quite
resistant to the traditional economic approach. This is, of course, just an-
other way of saying—for the third time in this interview—that one needs
a theory of social norms to understand many of these problems. This is
something which also Akerlof is referring to through his use of “custom”;
he is essentially saying the same thing (see Akerlof 1980). Many phenom-
ena, which are related to social norms, are just very difficult to make sense
of in rational choice terms. Norms of revenge is an example.

But I don't mean to say that the Becker approach isn't useful. It is; of
course it is useful. His work on the family is especially important and
valuable. People obviously do make choices—for instance in respect to
how many children to have; when to have them; and so on. Becker's
analysis is very important. And I think it is good to have someone like
Becker around, who really takes rational choice to its limits and beyond.
He is constantly pushing the theory to its obvious limits of application. If
he didn’t exist, someone would have to invent him!

But I also see a danger in the mindless application of rational choice
theory to everything. And therefore 1 think the presence of people like

Hirschman, Akerlof, Leibenstein, and a few others who take sociological -

theory seriously is very important. They are willing to learn from sociol-
ogy and not just steal the problems of sociology and incorporate them into
their own domain.
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Q: Let’s agree that economics has lost a bit by being cut off in such a
radical way from sociology, as it has been during much of the twentieth
century. Doesn't the same also apply to sociology—that sociology has lost
something by not being in better contact with economics?

A: I think that especially the Durkheimian tradition has had quite disas-
trous consequences for sociology and perhaps even more so for anthro-
pology. We were just talking about mindless rational choice theory, but
there has also been much mindless functionalism in sociology and anthro-
pology. This went on from Durkheim to the 1960s or so. Functionalist
sociology was quite intoxicating because it seemed to offer a possibility of
explaining everything. But it was too easy in a way because if you were
sufficiently clever, you could always find some consequences of a given
phenomenon that were beneficial for someone or for something or in
some respect and so on. You could always find something. And then you
could say, “This explains it!” Now, that opened up the possibility for intel-
lectual sloppiness, laziness, and irresponsibility. The best people in this
business knew of course what they were doing; I'm not saying that every-
body who did this type of work was uncritical and basically irresponsible.
But they were not good because they had a good methodology; they were
good in spite of their methodology.

Q: What about the role of Marx in the current debate between econom-
ics and sociology? None of the key participants are Marxist or seem to
have much of an interest in Marx. But you do, and you recently published
a work entitled Making Sense of Marx. So does Marxism have a role to
play in this debate, and if so, what would it be?

A: The Marx that deserves to be remembered is the one in which the
distinction between economics and sociology is transcended. The chap-
ters in the first volume of Capital that show Marx at his very best are the
ones in which he looks at the interaction between class struggle and
profit-maximization within the firm. Long before, say, Akerlof and Stiglitz,
he understood that rational entrepreneurs will adapt to the normatively
motivated behavior of the workers. By contrast, the chapters in the third
volume in which Marx attempits to do pure economics are rapidly on their
way to a well-deserved oblivion. This being said, one of the unfortunate
legacies of Marx is the view that rational-choice analysis is somehow sus-
pect, because it accords too much importance to subjective matters and
not enough to material factors. In particular, Marxists tend to say that pref-
erences are unimportant compared to the objective social processes by

which they are generated. To this claim, one can only respond by saying
that the problem of endogenous preference formation is on everybody’s
research agenda, but that nobody, and certainly not Marxists, have made
much headway on it.
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Q: Would it be your opinion that economic problems are best analyzed
by neoclassical economics? Or is there a place also for other perspectives,
such as economic sociology?

A: My basic attitude towards these disciplinary distinctions is that they
are pointless, boring, unproductive, and indeed counterproductive. So my
basic inclination is to refuse to answer the question. That being said, I'll try
to answer it. So let me back up a little and say something about interdisci-
plinary work in general.

What I just said about disciplinary distinctions could, I guess, be seen as
a plea for nondisciplinary work. That is, let’s just forget about the disci-
plines and focus on the problems. Who cares about the disciplines? But it
is a bit more complicated than that because one of the things we have
learned, 1 believe, over the last twenty years is the danger of premature
interdisciplinary work. You cannot, for instance, teach students to be in-
terdisciplinary. There have been experiments in this direction at some
universities. There is, for example, a university in Denmark at Roskilde,
that really tries to train undergraduates to be interdisciplinary. But I don't
think it works, and I don't think it could work, because it seems to me that
to be good in interdisciplinary work, you already have to have very solid
foundations in one discipline. The main reason for this is that it is only by
working with some depth in one discipline that you in a sense learn the
ethics of science. That is, you learn how to be responsible; how to take the
works of other scholars seriously; how to make trade-offs between
breadth and depth; and so on. Yes, I think that's the besi way of putting it;
that to learn the ethics of science or how to be intellectually responsible,
you must know everything about something. People who try to start out
by learning something about everything will not get anywhere. So I cer-
tainly think that an academic community of specialists is much more desir-
able than one that is made up of all-round amateurs.

On the other hand, 1 also think that these specializations are harmful in
their own ways. Both the best and the most interesting work is often done
by people who couldn’t care less about where they come from. But they
have nevertheless internalized this ethics of responsibility, which has o
do with these familiar things, such as actively seeking out counterexam-
ples to what you are doing; listening to what other people are doing;
playing the devil’s advocate; not seeking out originality for its own sake;
and so on. And once this ethics has been internalized, people tend to

forget where they come from and just focus on the issue at hand. And
that's why—to come back to your question about economic sociology—I
would still say that it shouldn't really matter that much if you come from
economics or if you come from sociology. The important thing is that you
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come from somewhere and that you have internalized the ethics of sci-
ence. I am not at all sure it matters if Art Stinchcombe is a sociologist or an
economist; if Jim March is a political scientist or an economist; and so on.

Q: Maybe it does. Economists and sociologists have different ways of
looking at things and will sometimes come up with different answers
when they look at the same problem. Let's take Stinchcombe as an exam-
ple. He is a sociologist out to his fingertips, something that is quite obvi-
ous in his analyses. He is also very much aware of the differences between
neoclassical economics and sociology, as when he, for example, says that
economists treat rationality as an assumption, while sociologists see it as
a variable (Stinchcombe 1986, 5-7).

A: That's not how I read Economic Sociology (1983). As far as I remem-
ber i, this book is basically all about choice, scarcity, and of course institu-
tions. The focus more precisely is on the joint impact of institutions and
scarcity of choices. Now, it is some time since I read that book and I don't
have it uppermost in my mind, but it doesn't seem that rationality is much
of a variable in it. Is the quote from Economic Sociology?

Q: No, it's from the introduction to an anthology of Stinchcombe's es-
says, Stratification and Organization. But let me ask another question,
which is related. According to the principle of charity, you say that one
should always start an analysis with rationality as the working hypothesis
(Elster 1984, 154-56). In other words, however strange the behavior to'be
explained may seem to be, one should assume that it is rational. One
example that you mention in this context is that peasants in underde-
veloped nations often resist the introduction of better technology. My
question is, then, isn't it possible that economists and sociologists use ra-
tionality in different ways? Perhaps you need two different concepts of
rationality: one that is economic (rationality as an assumption), and one
that is more social in nature (rationality as a variable).

A: T think it is one and the same notion of rationality that you use, inde-
pendent of what discipline you are in. The strategy of finding different
concepts of rationality in different areas is a strategy which I think one
should oppose very strongly. There is one force of gravity and there is one
concept of rationality. You shouldn’t multiply entities beyond what is nec-
essary, even if you of course can make different uses of the same concept.
The example I was using about the peasants is a standard example from
economics, and it has to do with risk aversion. Apparently conservative
irrational behavior in this case becomes perfectly rational and intelligible
once you introduce the element of risk aversion. So that example is not
something which can be used in support of there being a difference be-
tween the sociological and the economic concept of rationality.
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You see the way [ use the notion of rationality, I just don’t think it can
be a variable. Rationality is very simple. It is the following: rationality
means using the best means to realize your ends. Now, let us suppose
someone says, “T am irrational,” and points to the fact that he consciously
and deliberately does not choose the best means to realize his ends. Well,
that kind of reaction would make me question if that indeed is his end.
Because it seems to me that the central evidence for imputing ends to
other people is their actions. And if they choose means that are not condu-
cive to a given end, that's the best evidence to think that they don’t have
that end. So it’s not as if we had a choice, as it were. We have to assume
that people are rational in order to impute ends and goals to them. This is
incidentally not my idea—it basically comes from Donald Davidson (see
1980)—but it seems to me to be compelling. And I therefore think that
there is no difference in rationality crossculturally and no differences
across the disciplines. Rationality is in this sense just a basic fact of under
standing another person.

Q: So in other words you can use rationality in sociology?

A: Yes, you have to.

Q: You write very little about Max Weber. That puzzles me a bit, espe-
cially since you at some point say that “the two main theorists of rational-
ity are Max Weber and John von Neumann” (Elster 1979, 68). Weber is
also quite relevant in this context we are discussing since it was he who
most forcefully and creatively argued that rationality is part of a society’s
culture and ways of doing things.

A: Let me just say one thing first, to get it out of the way. The fact that
culture shapes ends does not mean that rationality is a cultural variable.
So, it is still the same notion of rationality that you need. And you find it
everywhere; people use it in their daily life to understand each other. Any
person who tries to understand another person just has to assume that that
person is rational. Otherwise you'll never be able to make sense of some-
one else’s behavior. Now, what sense you make—that is something which
of course depends on the culture.

Insofar as Weber is concerned, 1 actually do cite him here and there. I
have lately also been thinking about his typology of social action (see
Weber 1978). There are, as you know, four kinds of behavior according to
Weber. “Instrumental rationality” or “ Zweckrationalitdt’is, I guess, pretty
straightforward, and I think that game theoretical rationality or what I call
“strategic rationality” is just an extension of that. The reason is that strate-
gic rationality is indeed instrumental; it is “2weckrational.” Then there is
“affective behavior.” Well, Weber does not have too much to say about
that. I think the role of emotions in social life is actually very little under-
stood. Then there is “traditional behavior,” and finally there is “value ra-
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tionality” or “Wertrationalitdr” Well, I am not that happy with the con-
cept of “value rationality.” I am not quite sure what it means, and how it
differs from the other three. Let us take the example of voting. Why do
people vote? The problem does not make any sense 6n instrumental
grounds. Is it then “traditional behavior"? Or is it “value rational”? What is
it? I don’t think that Weber spells out these notions in sufficient detail and
in sufficiently precise ways to even allow us to decide.

What I think is the answer to all of this—and I am sort of obsessed with
this question—is that there are really just two basic motivations of human
behavior. I think that the most important is rationality, but social norms
are in many ways equally important. In my opinion, social norms combine
elements from “traditional behavior,” “affective behavior,” and “value ra-
tionality.” They do this because social norms are non-outcome oriented;
they just tell people to do things—not to do something to achieve some-
thing else. So what 1 am saying is that the theory of social norms incorpo-
rates elements of “value rationality” by this emphasis on the nonconse-
quential character of social norms; of “traditional behavior,” since norms
are very often perpetuated by tradition; and also of “affective behavior,”
since a very important mechanism in the operations of social norms are
the emotions of shame and guilt, which in various ways are associated
with the validation of the norms. So I really think that the fourfold
Weberian classification collapses or should be collapsed into a twofold
classification. It took me a long time to find this out. I have been struggling
with Weber’s fourfold classification for many years, but I could never re-
ally make sense of it. It never seemed like a natural classification to me.
And I think it becomes more of a natural classification if you collapse it
into just these two categories: instrumental rationality, on the one hand,
and noninstrumental social norms, on the other,

Q: According to an old stereotype, women are irrational and men are
rational. Does this mean that there is a sexist dimension to rationality? Or
is that a nonsense question?

A: Yes, I think it is a nonsense question. That women are irrational just
sounds like a stereotype to me. I think there are obvious differences be-
tween the sexes and the kind of irrationality and emotive behavior you
can find displayed there. But I don’t think men display less irrational be-
havior than women. I think they probably display different kinds of irra-
tional behavior, I, however, only have a distant or thirdhand impression of
the debate on this question, and all my instincts tell me it is a pseudode-
bate, so I haven't really gone into it. But according to my distant impres-
sion, it seems to me that there are two issues which are involved. One is,
should female scholars or do female scholars work differently? Do they
follow a different logic than male scholars? So, that is one of the issues.
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And the second is whether women, as objects of social science, behave
differently. Perhaps these two issues are somehow linked to each other or
perhaps they are just mixed up with each other. Anyway, I think that both
issues are largely pseudoissues.

Once again, there of course exist differences between the two sexes,
but these are much more specific than what is implied by big statements
like “women and men have different forms of rationality,” “there is a
specific feminist form of rationality,” “women are more irrational,” and
the like. I think these propositions are too course-grained and basically
too ideological to lend themselves to scientific investigation. So I sort of
tend to resist that line of argument. That's why I never discuss these ques-
tions in my writings and never will.

Q: Wouldn't at least the ideology that women are more irrational than
men be worth studying?

A: Yes, 1 think that ideology would be worth studying. It is a topic at
about the third level of importance though.

Q: When I read your earlier works, I get the impression that you origi-
nally were very optimistic about the use of game theory in social science.
I am thinking of your article on game theory and Marxism in Theory and
Society in 1982. The impression I get today, however, is that you are less
optimistic. Is that correct?

A: I would stick to all I have said about game theory because it seems
to me that you can't understand social interaction without game theory.
Game theory really has a very privileged status because it is the obvious,
natural conceptual structure within which to explore what I see as the
three main forms of social interactions: between actions and outcomes;
between the outcomes themselves (because these can be related to each
other through mechanisms such as envy and altruism); and between the
actions themselves (and that is the strategic interdependence aspect of it).
Game theory simply provides the natural unified conceptual framework
for studying these interactions.

But in a way game theory is more a language than a theory, by which 1
mean that its basic theoretical postulate is simply the assumption of ratio-
nality. That assumption can be applied to different contexts, some of
which are strategic. And to spell out what a strategic context is, you need
the language of game theory. But it is not really a theory; it is more a
language for making some necessary distinctions. So the point is not
whether game theory is true or not. The point is really whether the ratio-
nality assumption is verified when it is applied to these strategic game
theoretical contexts. That is the way I would put it, although I am not sure
it's necessarily the best way of putting it.
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I suppose that what I am saying is that I still believe that rational choice
theory for various reasons is privileged. It is more fundamental for several
reasons, one of which I mentioned earlier—you need it just to make sense
of other people’s behavior. But that perhaps only proves some overall
priority of rationality. In any specific case, it is clear that you still have to
inquire whether the rationality assumption really is verified. And then you
have to look at the game theoretical context—at the strategic interaction—
and ask whether those are contexts in which the rationality assumption is
routinely verified. Perhaps I would also say today—and here I might have
changed my mind somewhat—that strategic interaction is a context in
which the rationality assumption is perhaps somewhat vulnerable. I say
this simply because I am more impressed today than I used to be by the
many cases in which the rationality assumption in strategic contexts yields
indeterminate outcomes.

For a theory—or for an assumption like the rational choice assump-
tion—to be really useful, it should ideally yield unigue predictions. It
should say: a rational actor in this situation will do this. Now, because of
the complexity of strategic interaction, rationality quite often yields inde-
terminate predictions. And then, of course, itis not very helpful. SoI guess
I am more impressed with that than I used to be, although I do think 1
mention some cases of this sort in Ulysses and the Sirens. So in a sense it
is not so much that it is a new thing, but rather that I have become more
impressed with this problem over the last few years. This development is
also linked to my interest in social norms, because game theoretic and
strategic reasoning cannot generate stable expectations about other peo-
ple’s behavior. And where do we get these expectations from? We get
them from social norms.

Q: Isn't there a danger that norms will end up as a kind of residual
category in that line of argument? In my interview with Kenneth Arrow, he
said that the problem with using social norms as an explanation—we
were talking about involuntary unemployment—is that it is just a word; it
explains nothing. What would your reaction be to an argument like that?

A: The real problem is whether you can identify the social norms inde-
pendently of what they are supposed to explain. Let me give you a simple
example of a social norm that leads to predictions that differ from what
you would expect from rational choice theory. Suppose you have a little
game between two persons, he or player I and she or player II (see fig. 1).
Player I can choose between aand b. If he chooses g, the game is over. If
he chooses b, player II can choose between cand d. Now, the payoffs are
clear from figure 1. In each case the first number is the payoff for player I
and the second number, the payoff for player IL.
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Fig. 1. A Two-Person Game with Social Norms

Now, let us first study the game from the point of view of rational choice
theory. If player I chooses option g, he gets 1. If he chooses b, it is up to
player II. In this situation, player IT will obviously choose d. Player II will
now get 2 and player I will get 2. So player I anticipates that player IT will
go there, and player I will also prefer that, because then he will get 2
rather than 1. So the rational choice solution is that player I chooses b.

From player II's perspective, this is, however, not the best it can get
because she can conceivably get 3. Now why would player I want to give
3 to player II? Perhaps because player II can threaten player 1. But the
problem is that this threat is not credible. The notion of credible threat is
central to rational choice theory. So even if player II makes 2 threat, when
player I gets down to choose, he will not listen, because the threat is not
credible. The threat is like cutting off your nose to spite your face, or, “If
you don’t marry me, I'll kill myselfl”—well, it won't work. So player I
would just ignore the threat. Now, let’s suppose that player Il is a member
of the mafia. Members of the mafia are strongly committed to a code of
honor or to norms of revenge, which tell them never to make an empty
threat. If you ever make a threat, you should carry it out even if it is to your
own detriment. So if player I is your standard American citizen and player
I is a member of the mafia, suddenly the threat has become credible. And
the reason for this is that it is backed by these social norms. Now, the
interesting thing about this example is that player Il—the mafioso—is not
consequential when it comes to social norms; she’ll carry out her threat
regardless of the social consequences. And that nonconsequentialist norm
has very good consequences for her, because she now gets 3 instead of 2.

So this little game should give a better illustration of the difference be-
tween social norms and rational choice than just some abstract definitions
of the two. It also shows how the predictions of rational choice theory can
be changed by the introduction of social norms.
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Q: If you look ahead, what do you see in terms of rational choice theory
and the interaction between economics and sociology? Do you think there
will be some kind of breakthrough? Or will things pretty much continue as
they are now?

A: Do you know the answer of Humphrey Lyttleton, the British jazz
trumpeter? He was once asked, “Where is jazz going in your opinion, Mr.
Lyttleton?” He answered, “Well, if I knew where jazz was going, I would
already be there.”

Q: Let me rephrase a bit. People like you, Jim Coleman, and a few
others are in a sense holding out the hope that social science—and sociol-
ogy in particular—can be profoundly restructured with the help of ra-
tional choice theory. We already know that this perspective can result in
exceptionally fine works—your own and Jim Coleman’s are surely exam-
ples of that—but is the rational choice approach really strong enough to
accomplish a fundamental change in sociology and the other social sci-
ences?

-A: T think Jim Coleman’s and my perspectives are very different. Let me
as a way of answering the question say something else about the change
in my perspective that T have experienced over the last few years and
which goes together with the change that I just mentioned on the issue of
rationality. I think that the greatest problem in the social sciences today is
that of unrealistic expectations. I think there should be a shift in emphasis
in the social sciences from theories to mechanisms. By this I mean small
and medium-sized descriptions of ways in which things happen. A mech-
anism is a little causal story, recognizable from one context to another.
“Sour grapes” and “The grass is always greener on the other side of the
fence” embody mechanisms of this kind. A theory has greater pretensions:
it is supposed to tell you which mechanisms operate in which situations;
when, for example, people adjust their desires so as to desire only what
they can get and when they adjust them so as to desire only what they
cannot have. We should be very wary of grand theories, whether they be
rational choice, structuralist, functionalist, Parsonian—you name it.

Ilike to read people like Tocqueville, Hirschman, Tversky, or Schelling
because they are people who really have an acute eye for mechanisms. I
think social science should become more ideographic—not going all the
way to history, because I certainly think that there is a great scope for
generalizations. But I think that the generalizations should take the forms
of mechanisms, not theories. When you read someone like Tocqueville,
he doesn’t have theories; he has mechanisms. He describes causal struc-
tures, which are such that when you read them, you say, “But this is ex-
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actly like something I saw the other day in a book about China!” So I do
advocate a regression here, which in my sense would represent a prog-
ress. That is, more realistic expectations will generate better social science
than the grand theoretical ambitions that have been around for so long.
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Amartya Sen

Aarrya Sen is known for having made original contributions to numer-
ous areas in economics, ranging from technical matters to topics such as
famines and welfare economics.! Most readers would be familiar with
such works as Collective Choice and Social Welfare and Poverty and Fam-
ines. A theme common to many of Sen's works is the attempt to unite
economic and philosophical questions. One of his latest books—On Eth-
ics and Economics—is entirely devoted to this topic. By 1987, Sen had
also published about one hundred and seventy articles on a similarly wide
range of topics.

Amartya Sen was born in 1933 in Santiniketan in Bengal, India. His fa-
ther Ashutosh Sen taught chemistry at Dhaka University (now in Bangla-
desh), and he spent his childhood in Dhaka, Santiniketan, and Mandalay
(where his father went as a visiting professor). He earned a B.A. degree at
Presidency College in Calcutta in 1953. He then went to Cambridge, En-
gland, for further studies. Here he was awarded a B.A. (1955), an M.A.
(1959) and a Ph.D. (1959), at Trinity College. Since then he has worked as
a Fellow at Trinity College (1957-1963), and as a professor of economics
at the University of Delhi (1963-1971), the London School of Economics
(1971-1977), and Oxford University (1977-1980), and as Drummond Pro-
fessor of Political Economy and Fellow of All Souls College, Oxford
(1980-1987). In the fall of 1987, he was appointed Lamont University Pro-
fessor at Harvard University, where he now gives courses in both the De-
partment of Philosophy and the Department of Economics. Sen has been
president of the Econometric Society (1984), and is currently president of
the International Economic Association (1986-1989).

Q: You have written on a variety of topics in economics: technology,
famines, gender, social choice, welfare economics, and so on. What ac-

The following interview with Amartya Sen was conducted on March 1, 1988, in Professor
Sen's office in the Littauer Center at Harvard University in Cambridge, Massachusetis.

! The following information comes from Professor Sen's vita; Who's Who in Economics;
McPherson 1984; Ramachandran 1986; and Harvard Gazette 1987.
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counts for this broad range of interests? Is it because you were involved in
politics in your youth, perhaps? Or is there some other reason?

A: Well, first of all I am not certain that it is so unusually wide because
I think that a great many economists are extremely broad in their interests.
If I think of some of my teachers—like Piero Sraffa, Maurice Dobb, or Joan
Robinson—all had rather wide interests in different areas. Also, some of
the economists T came to know better later, like John Hicks, have written
in many different fields. This is also true of many younger economists,
including economists of my own generation.

Regarding my own inclination to step beyond the boundaries of eco-
nomics, I think that to some extent it is indeed connected with, as you
have suggested, my interest in politics. I have alsoc been interested in phi-
losophy—in an amateur way—from very, very early on in my life. And, in
a sense, philosophy leads you to take an interest in a variety of other
things. I think that both the driving force of politics and the driving force
of philosophical inquiry reinforced my interest in other areas, including
history, mathematics, and of course, the sciences. But, to repeat, I don't
believe that there is anything particularly remarkable about the range of
interests I have.

1 guess 1 should also mention that in a sense the view that economists
are rather narrow in the range of things they are concerned with is really
based on concentrating on modern economics. If one looks at the classical
political economists—whether it is Adam Smith or Marx or John Stuart
Mill—I don’t think there is any question that they had a tremendous lot of
interests in different areas, dealing with some of the subjects you men-
tioned and also with others. Adam Smith, of course, was primarily in-
volved in moral philosophy, but he was also concerned with history, pol-
itics, and many other matters—nutrition and so forth—in addition to
fathering modern economics. John Stuart Mill was both a political philoso-
pher and an economist, who wrote on such subjects as the position of
women in society as well as the role that liberty plays in our lives and the
role that it should play in them. In some ways I think that the subject of
economics also lends itself to having broad interests. If some modern
economists deny that explicitly or seem to deny it implicitly in terms of a
narrow focus on their spheres of concentration, I think that this is a recent
development, and I would say that that is not how the discipline of eco-
nomics should be judged.

Q: Poverty and Famines is dedicated to Amiya Dasgupta and you say,
to quote the book, that it was he “who introduced me to economics and
taught me what it was about” (Sen 1981, v). Did you have Dasgupta as a
teacher? And what exactly was it that he taught you? I looked through a
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Festschriftin his honor and I got the impression that he was both a techni-
cally skillful economist and a very stringent thinker.

A: 1 think you are quite right: he is a wonderful economist and a very
stringent thinker. I was not taught by him at Presidency College in Calcutta
though; he never taught there. I had some distinguished teachers in eco-
nomics at Presidency College (such as Bhabatosh Datta), but Dasgupta
was not there. I knew him personally because our families knew each
other. He was a colleague of my father at Dhaka University, and a very
close family friend. And he was in fact very instrumental in making me
decide to move from mathematics and physics—in which I had begun my
college education—to economics.

When I was doing this shift, I was very concerned with politics and in
a sense extremely skeptical of economic theory. What that dedication, to
which you referred, is pointing at, is really a combination of two things.
First, Amiya Dasgupta taught me the importance of theory at a time when
I was particularly skeptical of theory because it seemed rather remote. 1
was much more concerned with things that looked immediately applica-
ble and perspicuous in their relevance to the real world. He made me see
that one could make a terrible mistake even in terms of any relevance
one’s work might have for practical policy making, by going too directly
atitand by not paying sufficient attention to the role that theorizing inevi-
tably has to play in setting the problem right and in preparing us for facing
practical problems.

So that was one thing that he taught me. The other thing, which is
superficially thought to be contradictory and to go in the opposite direc-
tion, was his insistence that in pursuing economic theory, we have to be
very concerned with the kind of problems that ultimately are of impor-
tance to us. There is a kind of schizophrenia which operates in much of
India’s economic education or which used to operate in the days when I
was a student in Calcutta. Our theory was basically derived from standard
Western textbooks. It dealt with problems that had some immediate rele-
vance to the problems faced in advanced capitalist economies. But it did
not have a great deal of bearing on the situation with which we were
familiar in India. We took an interest in practical Indian problems, but at
the same time, our theory did not seem to relate to that. So, to some extent,
what Amiya Dasgupta was arguing was that it’s not that one has to turn
against theory—quite the contrary. The real issue is to see what the point
of delivery of the theory is as to where it is going to relate to the real world:
whether it is going to be somewhere around Chicago or whether it is
going to be somewhere around Calcutta. Now, in the book with the dedi-
cation you referred to, I was using a somewhat theoretical approach in
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trying to understand famines, and I felt that it had some merit in perhaps
providing a bit of a correction in terms of the emphasis that was then
prevalent in studies of hunger and famine. But its concentration was very
much on the kind of problems that one finds in India or South Asia or in
Africa; and these had tended to be neglected in standard economic theory
because they are not serious problems in Europe and America any more.

So in both these respects [ was very strongly reminded of my early
education from Amiya Dasgupta, and I therefore felt that it was appropri-
ate to dedicate the book to him. Indeed I am very grateful to him for
having introduced me to economics and for having taken me in that direc-
tion. So it was also a wonderful occasion for me to be able to say *thank
you” to him in this form.

Q: When you talk of some of the other people who have influenced
you, you mention Sraffa, Robinson, and Dobb. It is thus clear that you
have been exposed to Marxist thought of a very high caliber. But what
about sociology? When I go through your works, I find no references to
Max Weber, for example. Did you ever have an opportunity to study the
classical sociologists and the later American sociologists as part of your
education?

A: I have read some of Weber and some of Durkheim. But you are quite
right that I can probably make my work somewhat richer—or somewhat
less poor, let’s put it that way—by taking more explicit note of their writ-
ings. I think that part of the problem arises from the fact that by the time
I came to Weber and Durkheim and the other sociological thinkers, my
basic training was to a great extent already over. I think that this is often
the case with people who have been brought up in India. The strong
influence on Indian thinking comes basically, on the one hand, from cer-
tain aspects of English academic background. So I had a fair acquaintance
especially with utilitarianism—with Bentham and Mill—and also with
other things that the English took seriously. This included a certain
amount of grounding in the Western classics, including Aristotle and
Plato.

On the other hand, given the preoccupations of politics in India, stu-
dents got tremendously exposed to the Marxian tradition. The politics of
student life—perhaps more in Calcutta than anywhere else in India but to
some extent everywhere in India—takes tremendous note of the Marxian
tradition. Now this happened when I was very young. I studied for my first
degree in Calcutta at a time when Marx, Mill, Bentham, and Aristotle
played a major part in one’s thinking. By the time I came to Cambridge in
1953, I was, however, concentrating much more on what you might call
economics in a relatively narrow sense because there were a lot of things
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that I needed to study in economics and which I also did study at that time.
So in a sense that time in the mid-1950s in Cambridge was not a time when
I was exploring much outside the rather narrowly conceived boundaries
of economics.

The time when I was able to take an interest again in wider things was
when I was a young teacher in Cambridge in the late 1950s. I then did.read
some of the works of Weber and Durkheim and some other sociologists,
and in a sense they were influential in my thinking. Still, they never stuck
to my mind as firmly as those works with which I grew up. When I am
thinking, for example, of a particular point and I find it similar to a point
made by somebody else but not quite the same, then my natural reference
is to those things over which I have better command. And this command
was acquired at a time when my receptivity was greater, namely when 1
read Marx or Mill, rather than later on when, as it were, the foundations of
my own mental makeup had already been largely made up.

This is not to indicate that I did not get a great deal out of reading the
sociological literature. I should also, by the way, mention that the gap
between the sociological literature and the economic literature is partly a
modern phenomenon. Weber and Durkheim might be ancient in terms of
modern sociology, but they are very young in comparison with the eco-
nomic writers, And one of the reasons why that is the case is that quite a
lot of what would be called “sociology” today was of course then part of
the writings of Bentham, Mill, Marx, and Smith—Adam Smith in particular.
There isn’t any particular point in asking the question as to whether this is
really “economics” or “sociology” because in a sense it was both. So in
some way, as far as the classical tradition is concerned, it had sociological
elements in it as well as what can be seen as narrowly conceived eco-
nomic elements.

Q: Some of your works deal exclusively with economic matters. There
is your first book, Choice of Technigues, which you describe as an exam-
ple of a “formal economic analysis” (Sen 1960, 7). Your second book,
Collective Chuice and Social Welfare, has a broader scope. The focus here

is mainly on social choice, and at one point you say that ethics and politi- °

cal science must be brought into the analysis. But what about sociology?
Are not the questions that are discussed within the framework of social
choice also of relevance to sociology?

A: Well, I would think they must be. Their relevance is very clear and

immediate to sociology, it seems to me. I guess one reason why I perhaps

didn’t mention this in my book is that it seems that if there is some subject
to which social choice would immediately apply, one would clearly think
that it is sociology. So in a sense it was almost the most obvious thing to
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say. And what I was really in a sense battling to establish was that social
choice is of greater relevance to economics than some welfare economists
would seem to think.

By the time I was beginning to write on social choice theory, it had
already existed for about a decade but its formal impact on welfare eco-
nomics had been very little. So partly I was arguing that social choice is of
particular relevance just to welfare economics. But on top of that 1 was
complaining of the fact that, while there was a certain amount of sympa-
thy for social choice among modern economists, who on the whole take
sociology seriously, there was a great reluctance to go into philosophy,
which was regarded in a sense as being too remote from economics. Now,
you have to bear in mind that when I first started doing social choice
theory—I guess my first paper on this topic was published in the early
1960s and I wrote it in Cambridge—sociology was of course part of the
economics tripos, so it was seen as belonging to the same general area as
economics whereas philosophy was not. Earlier on, of course, it had been
quite different, since economics had emerged as part of the moral science
tripos. Anyhow, in the economics faculty in Cambridge, 1 was among the
few who were very much involved at that time in ethics and who felt that
we could not do serious welfare economics without addressing the ethical
question more explicitly than we were doing. Therefore, I had a kind of
program at that time of trying to put social choice work together with
welfare economics work, on the one hand, and with moral philosophical
and ethical writings on the other.

This is the way I saw it then. Sociology came into the story, but it did so
as part of the broad basket which had come under the umbrella of eco-
nomics. Looking back at it, I think that this is probably not the right way
of characterizing it because, for one thing, sociology has become more
specialized. Economics has also become very narrow, so I think the need
to signal the importance of studying sociology is much clearer to me now.
But at that time it did not seem to me like that. It seemed to me that the
need to emphasize the necessity for looking at ethics was something
which was terribly neglected and not perceived as clearly as it should be;
and I was trying to make that particular point with as much force as I
could.

Q: Many sociologists would probably regard Poverty and Famines as
your most sociological work, In particular, the way you criticize the idea
that it is not what you call “food availability decline” (FAD) that causes
famines would seem to open up the analysis to a sociological approach.
Yet if one looks more carefully at your alternative to FAD—the “entitle-
ment” approach, or the idea that one is entitled to a certain amount of
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food through ownership or work—it becomes clear that this is more of a
legal than a sociological concept. Why did you decide to focus so strongly
on the legal aspect in Poverty and Famines® And in some of your latest
work on hunger and famine, you have begun talking about “legitimacy.”
Does this mean that your analysis is now becoming more sociological?

A: The first thing [ would like to say is that Poverty and Famines is of
course concerned with a very simple but neglected problem. My later
work related to legitimacy actually tries to grapple with a much more
difficult problem, going into such questions as the distribution of food
within the household and so on. In the case of Poverty and Famines, | was
not deeply concerned with that particular and more complex issue; I was
rather concerned with the fact, which I had found in a number of famines
I studied, that there were millions of peaple who died without there being
any decline in food availability. | was trying to explain this phenomenon
in terms of the failure to command food rather than in terms of the decline
of the supply of food. That naturally means the command as it is related to
ownership in a private ownership economy. But also in a socialist econ-
omy you ultimately own the food that you eat, so in a sense the notion of
ownership—and therefore the legal sense of entittement—became the
natural focus in that more elementary work.,

Now, all of this is very elementary because once it is clear that food
availability cannot possibly be the only direct factor affecting starvation
but that entitlement and ownership are involved, then there isn't any great
mystery about famines despite high food availability. I consequently see
Poverty and Famines as a very elementary work. 1 was at that time also
very much concerned with the question of measurement of poverty and
the distribution of income among the poor. The latter question, which
involved measuring poverty in terms of an index of deprivation, is the
kind of question which also sociologists have been interested in. That
particular issue was also very important for understanding famine, be-
cause often the very genesis of a famine may be connected with redistri-
bution processes in which some of the poor groups actually gain while
others go through the wall and indeed perish. :

So in a sense I saw a connection between entitlements and famines
which I had not seen earlier. I was quite involved with this issue, and I
tried to write it up in my book. But I knew then, as I know even more
clearly today, that I was really looking at the most elementary aspect of
poverty, hunger, and starvation; and that in order 1o go beyond this part
1 would have to get into issues which are not so clearly economic and
legal, especially the notion of legitimacy. “Legitimacy” is a particularly
important and difficult concept, and it has a certain connection with legal-
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ity as well as with economics. If you, for example, take the issue of the
deprivation of women within the context of the relative distribution of
food within the family, it is quite clear that sometimes women get de-
prived because the idea of what is “appropriate” or what is “right’"—
which has some similarity with what is legally acceptable, that is with
“entitlement” in the legal sense—often tends to favor the men rather than
the women and the boys rather than the girls. Men are seen as the “bread-
winners,” and as those who bring the earnings from outside the house-
hold into the home. This fact has an important impact on the notions of
legitimacy as to who should get how much within the household in the
division of food and other commodities, including the health care and
medical attention that the family can provide.

In this way, the notion of “legality,” which is implicit in the problems of
ownership and the distribution between the families, has to get extended
to the notion of “legitimacy,” which includes legality between the families
but also issues of perceived appropriateness in the form of notions of
legitimacy in the distribution of food and other commodities within the
family. So that was the linkup to which I came somewhat later. And then
of course the sociological aspect became much more explicitly important
in my work than it had been at an earlier stage, when I was mainly con-
cerned with the distribution of food between families rather than within
families.

So in a sense you are quite right to say that Poverty and Famines was
dealing with problems with which sociologists would be familiar and in
which sociologists would be interested. But I think that I actually failed to
go into these problems in depth because I was really more concerned
with some very elementary economic and legal issues. I think the book
had an important point to make, and I did try to make it in as straightfor-
ward a manner as possible. In fact, in the original version of the book I had
several chapters where I went into various ideas on perceived notions of
rights. One part of a paper, which I later published under the title “The
Right Not to Be Hungry” and which goes into some ethical issues as well
as some sociological ones, was originally part of the book. But then I took
these sections out of the book because I got very afraid that my main
point, which is an elementary and simple one, might get lost if I also tried
to address the more complicated and controversial issues involved. So I
really wanted to keep it simple. As it turned out, however, I did not suc-
ceed in avoiding controversy; there was quite a bit of debate around Pov-
erty and Famines. Nevertheless, the book at least has the virtue of being
concerned with a very simple point.

Q: Many people probably do not know that you have made important
contributions to the study of women in the economy, a topic that is cur-
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rently becoming more popular in economics as well as in economic soci-
ology. I especially recall a very fine paper of yours from 1985 entitled
“Women, Technology and Sexual Divisions.” Could you tell us a little
about the way you view the connection between gender and the economy?

A: 1 would be very happy to do that, and 1 am honored that you think
well of that paper. In it I was really concerned with the question that
group associations involve elements of cooperation as well as conflict
when people work together—whether it is working together in a family or
ina factory or in any other kind of association. There are gains to be made
by different parties through different alternative positions in these group
associations. Some of these are more favorable to one of the parties, and
others are more favorable to the other party; therefore, there are elements
of conflict as well as elements of cooperation in these associations.

Now, all of this is for example quite explicit in the context of factories,
where the relationship between the trade union and the employer's or-
ganization expresses the conflicting element. The cooperative element is
present in the productivity and profitability of the firm and in the employ-
ment it can provide. But in the case of the family, the combination of
cooperation and conflict is much more hidden. The cooperative elements
are important and they are rightly emphasized, because families survive
on the basis of mutual help. But embedded in the cooperative element are
also elements of conflict. And that comes out, when the food supply is
short, as to whether the boys will get more than the girls and how the food
is divided between the men and the women and so forth. Now, given the
very nature of the family—that people live together constantly, that they
share the same room, the same cooking pot, sometimes even the same
bed, and so on—it is very hard for the conflicting elements to be faced
starkly. To do that would seem to be antithetical to the very nature of the
family.

So the conflicting elements in families tend to be hidden, and people
don't see them. What therefore happens is that there is a kind of agreed
upon perception as to how these conflicts should be resolved, and this
usually takes the form of some kind of legitimacy notion, which every- -
body accepts. In sexist societies it may take the form that the men get
more than the women in the division of food or health care, and that the
boys get more than the girls. But even if there is an unequal solution, this
is not seen as a resolution to a conflict because the elements of conflict
have to be kept below the surface. Instead, it looks as if it is just the natural
order, indeed “the only sensible way” of thinking about it. That being the
case, the combination of cooperative and conflicting elements must be
laid bare in a somewhat different way in the family than in other groups.
In particular, one has to take note of the objective reality of the subjective
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perception that people have, namely, their notions as to what is right, who
is how well, and who deserves how much care, and so on. All these sub-
jective perceptions have an objective role to play in the actual division of
advantages within the family.

So what my 1985 paper did was to outline a mode| whereby the division
of the benefits jointly produced in the family—through mutual coopera-
tion with some people working outside, others inside the family and each
in a sense being parasitic on the other—is dependent on a variety of para-
meters, including perceptions as to what is legitimate. To just mention one
of the influences I discuss in that paper, namely the earnings that different
members of the family have from outside the family. These are very per-
spicuous, very noticeable, and can be seen as “here some income from
the outside is brought into the family.” That this is the fact has a very major
role in my judgement to play in the division of benefits within the family.
Those who work outside the home—and that tends more often to be the
men rather than the women—often happen to get a disproportionate
share of the joint benefits.

Now, the amount of outside work, and earnings, of women vary of
course between societies. And one of the things 1 tred to show in my 1985
paper is that in those societies where women are more involved in outside
activities, like in Subsaharan Africa in contrast to Northern Africa or South-
ern Asia, they also tend to do relatively better in terms of the distribution
within the family. 1 have tried to develop the empirical side of this argu-
ment in a later paper called “Gender and Cooperative Conflict.” This new
paper really tries to take a close look at what influences the relative distri-
bution within the family and the factors that are involved in this, including
the intermediary role of perceptions. There is of course the objectivity of
earnings from outside the household, even though the work inside the
home is as important or even more important for the welfare of the family.
But it is the perception of who is doing the earnings and the perception of
legitimacy that relate the objective factors in the division of employment
to the objective factor of the division of food, health, medical care, and so
on. It is exactly that close connection which I have tried to explore in the
new paper on gender and conflict.

Q: If one looks at economic theory, it soon becomes clear that women
play an extremely minor role in it, if any at all. Is this “invisibility” of
women in economic theory due to sexism, or is there perhaps another
explanation?

A: Well, 1 think it's difficult to say. I think you are right that women's
issues have received relatively less attention in economics than one would
have thought, given the importance of these problems. They do get some
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attention in what is sometimes called “family economics,” but the domi-
nant schools in this field have in my judgement been very narrow in their
outlook. There is first the common tendency—also in the work of such
great economists as Paul Samuelson—to make the assumption that the
earnings of the family get distributed within the family in a way that essen-
tially maximizes the equal welfare of everybody within it. There is also
another approach, which has been pioneered by Gary Becker and a few
other people. Here, family economics is seen either in terms of there
being an authoritarian head of the family, whose values are shared by
everybody in the family, and where things get distributed according to
those values. Or, alternatively, the assumption is made that there is an-
other market within the family; and that it is this added price mechanism
which determines the distribution of benefits within the family. Now, both
of these approaches represent very limited models, and I don't think that
either of them give very much insight into what actually happens in the
family. They particularly do not explicitly face the issues of perception
and the impact of notions of legitimacy on the distribution of benefits
within the family. So what we have is a situation where families are seen
in standard economics in a rather stylized manner. They are either unim-
portant in the analysis or they become important—but only within a very
narrow and stylized framework.

On the other hand, there are, of course, a lot of recent contributions to
women'’s questions, but these tend to come from somewhere else than
standard economics. There is a considerable influence from Marxian eco-
nomics, and there is also much interest among sociologists for problems
of this sort. But usually these issues are not seen as part of mainstream
economics. By having separate sections of women’s studies, they in a
sense also get compartmentalized and fail to get absorbed into main-
stream economics. Since 1 see myself on the whole as a mainstream econ-
omist, I think my attempt has really been to make mainstream economics
take more note of these problems and not just assume them away, or deal
with them in such a stylized manner that you end up with losing the very
essence of these problems. There are many other persons who have also
beeninvolved in this enterprise. Still, it is an enterprise which in my judge-
ment is well worth being involved in. '

The sociological influence and the influence from Marxian political
economy are important things to take note of also in mainstrearmn econom-
ics. They are indeed part of it. Or at least they should be part of main-
stream economics, not only in the context of women's questions but also
in other contexts. This integration is in my judgement a very challenging
issue with which I am very much involved.



260 Chapter 14

Q: 1 would now like to switch over to another topic about which you
have written extensively and that is of much interest to the emerging dia-
logue between economics and sociology, namely rationality. One of your
arguments—for example in your famous essay “Rational Fools"—is that
the concept of rationality in mainstream economics is too narrow; it has to
be made more complex. You often stress that it is by addressing ethical
questions that the concept of rationality can be given more structure. But
what about also addressing social questions? Wouldn't that be equally rel-
evant?-In your recent book On Ethics and Economics you say that you
are currently working on a book tentatively entitled Rationality and
Society. . . .

A: Well, I think the content of rationality for human beings living in
society—that is, for a/l human beings—has to have an inescapably social
component to it. You mentioned my essay “Rational Fools,” and it is inci-
dentally not one of my favorite papers. It avoids all the main issues, and it
simply grumbles at the narrowness of the formulation of motivation in
economics; it is a very negative paper. But even in that negative paper
there is at least a thought which can be referred to, namely that our behav-
ior pattern can be affected by certain motivations, which can be called
“commitment” and which do not necessarily relate to the pursuit of self-
interest, not even to sympathy for the well-being of those who are close to
us, such as family members, and so on.

There exist many kinds of commitment, such as political commitments,
ideological commitments, and so on; and it is not possible to go into the
substantive content of these without bringing in social considerations. My
future book you referred to—and which I sometimes call Social Rational-
ity and sometimes Rationality and Society—is concerned with taking this
issue more head on. I try to argue that it is a mistake to think of our sense
of identity as merely one of self—say, those associated with the proper
names Amartya Sen and Richard Swedberg, respectively. Instead, we see
ourselves and we see our identities as members of particular groups. And
there are of course intersecting groups: we are members of a family, a
class, an occupational group, a nation, a race, a community, and 50 on.
Each of these contributes a little to our sense of identity. So in order to
pursue what the role of self is in rationality—and I think the role of self is
a very important one in any notion of rationality—we have to look into the
issue of our identity much more closely.

This perspective provides a much richer outlook on the demands of
rational action, in my judgement. It also helps to resolve some of the para-
doxes of rationality, which people have earlier discussed within the con-
text of games, such as the “prisoners’ dilemma,” where each individual is
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worse off if what looks like individual rationality is pursued. The very
recognition that this is the case of course influences what we think the
appropriate action should be in this context. And that is not unrelated to
our identity as members of certain groups.

There is actually a very complex issue here. There is one sense in which
“Tam I” and “a group is a group,” but there is also a sense in which I am
amember of a group. One consequently has to take a much broader view
of the concept of the self and of the heterogeneity that is inescapably
implicit in the notion of the self, in order to understand the demands of
rationality. This is of course a subject on which many people have written
in the past, including Adam Smith, Marx, and Aristotle, just to mention a
few names. These three are of course philosophers and economists, but
you could also think of them as sociologists, because sociology was not a
separate discipline in their days. They were as concerned with what is
now the subject matter of sociology as with what is now the subject matter
of economics.

In my case, studying the classical tradition has proved to be very valua-
ble. In fact, I could only begin to understand the depth of some of these
problems by seeing how long these issues have been studied in different
societies, which are often rather different from ours, and how these prob-
lems have been treated with much greater richness in those days than is in
some of the formulations of rationality that we today can find in standard
economics. The social element in rationality is something 1 am indeed
very much involved with just now, since I am trying to write this book on
social rationality at this very moment.

Q: Some sociologists—and especially Jim Coleman—are arguing very
vigorously that the concept of rationality can and should be used also as
the foundation of sociology. What is your reaction to this idea? And can
rationality, in your opinion, be used as the basis for all the social sciences?

A: Well, in a general sense I do believe that it can because 1 do think we
have a reason for most decisions, and we indeed do use reasoning. But I
think the important thing to avoid is to identify the use of reasoning in our
decision making with a very restrictive model of rationality. There exist
narrow models of rational choice, and very often these have fairly arbi-
trary restrictions which sometimes happen to be fine but which at other
times are extremely misleading. There is therefore a certain risk that it will
not be useful to rely on the concept of rationality. And whatever benefit
one might have derived from paying attention to reasoning will be ne-
gated by the use of a narrow concept of rationality. Just take the example
of what many people take to be the content of rationality, namely, certain
conditions of internal consistency. I try to argue in a paper called “Consis-
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tency,” which was my presidential address to the Econometric Society in
1984 and which will eventually appear in Econometrica, that there are
no internal consistency conditions which can be thought to be invariably
appropriate, irrespective of the context. In fact, the internal consistency
conditions that we can insist on as part of rationality of behavior are thor-
oughly dependent on the external context. The idea of endogenous inter-
nal consistency is, I try to argue in that paper, in fact bizarre. Each time,
there is a particular context to look at and what counts as consistent will
depend on it. And quite often that context, to come back to the earlier
discussion we were having, is a social context.

The idea of bringing in rationality in analyzing human behavior,
whether in an economic or in a sociological context, is in my opinion a
good idea. But at the same time that idea becomes productive rather than
counterproductive only if more elbow room is given to the notion of ra-
tionality and if it is recognized thal reasoning is not just following certain
arbitrarily imposed consistency notions, but rather being alive to the de-
mands that are part of reasoning, namely: What is it we are trying to
achieve? What are the goals we have? What are the values we have? And
what instruments do we think we have; and how do these relate to each
other in a society where we all live together? Reasoning therefore takes a
very complex form in integrating these various factors, and I think that if
we understand rationality in this broader sense, then I would be sympa-
thetic to the point you quoted Coleman as making. But at the same time,
if it looks as if rationality is going to be used in a very narrow sense, in a
rather mechanical way, I must say I would be very worried about it.

Q: Some of the things you have been saying remind me of Max Weber's
theory of rationality, especially his distinction between “substantive ra-
tionality” and “formal rationality”. Economists, however, rarely refer to
Weber and to this specific distinction when they talk about rationality.
Why is that so, in your opinion?

A: Maybe it is just a mistake on our part not to take Weber more seri-
ously! [ think that part of the reason may be that these two particular
concepts, as [ understand them, have had a fair amount of discussion in
the philosophical literature which economists nowadays take more seri-
ously than they used to. This is true both for the issue of “instrumental
rationality”—which I think relates to “formal rationality"—and for ratio-
nality in a broader sense, which includes “substantive rationality.” These
have been discussed quite a bit, even by economists. Somebody like John
Broome, for example, has been concerned with this question (Broome

1978). But he has come to it more from the philosophical end. In a sense,
one reason why influences from the outside very often tend to come from

Amartya Sen 263

philosophy rather than from sociology in the case of economics is that
philosophy is the older of the two disciplines. The issue of ends and
means is for example something which already Aristotle discusses exten-
sively.

In fact, by the time Weber was writing on that subject, plenty of authors
had already written on it. It may still turn out to be the case that Weber's
analysis is the clearest and the best—I just don't know. But if that is so and
if we have neglected Weber, we have indeed made a mistake. We do
make lots of mistakes in economics, and this may be one of them! But on
the other hand, I think the main reason why this particular type of distinc-
tion has not been attributed to Weber is because most of us have encoun-
tered it in some form in writings predating Weber by a couple of thousand
years.

Q: Arnother topic on which I would like to hear your opinion, is “eco-
nomic imperialism.” The impression 1 have from reading your works is
that you are fairly critical of it. In Collective Choice and Social Welfare, for
example, you criticize Buchanan and Tullock for some of the points they
make in Calculus of Consent, such as their insistence on unanimity as a
basis for collective action. You say that you find this demand “grotesque”
and point out that if this reasoning had been accepted, Marie Antoinette
could have saved the French monarchy (Sen 1970, 25). And in a paper
from the early 1980s on family economics, one can find some fairly harsh
formulations about Gary Becker. For example, you say that “what Gary
Becker does is to convert a wisecrack into a theory of all marriages and all
family relations” (Sen 1983, 373). And you sum up your critique of his
work like this: “What would have been a witty and insightful aphorism
thus becomes [in the case of Becker] a rather odd general theory.”

A: Well, let me first of all say that I would not identify the writings of
someone like James Buchanan with that of Becker because I think Bu-
chanan is very impressive in terms of the breadth of his interest. In my
judgement he has done more than most to introduce ethics, legal political
thinking, and indeed social thinking into economics. I have the greatest
respect for Buchanan, even though I may disagree with him on a particu-
lar point. It is true that 1 did criticize a particular criterion, namely, the
unvarying need for unanimity in collective action, put forward by Bu-
chanan and Tullock in The Calculus of Consent. Today 1 think I was too
quickly dismissive of it. If I were to rewrite my book, I would still be
critical of it and reject it—but in a more reasoned and careful way.

I don't think that Becker’s case is quite the same. The reason for this is
that what Becker actually has done is to take a very limited set of tools that
economists sometimes use and then applied these to other subjets. The
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thing about this “economic imperialism,” as it is sometimes called, is not
that these tools don’t apply very well outside of economics. The main
trouble is that they don't apply very well inside economics either! The
situation is comparable to what would have been the case if Alexander
marched off to Persia without first having established control over
Macedonia. Becker's tools have been chosen on the ground of their al-
leged success in economics, but they are narrow and do not have much
predictive and explanatory power even in economics.

Having said that, I must add that I have a certain amount of admiration
for Becker’s project of trying to unify the analysis in the social sciences. I
think that project is right. Whatever tools prove to be appropriate in eco-
nomics would in my judgement also have relevance in sociology because
our subjects are so close. Sociological variables are very important in eco-
nomics, and economic variables are also important in sociology. There
will of course always be some differences between economics and sociol-
ogy due to the particular concentration and emphasis of each. But on the
other hand, the tools they use will also have much in common.

Insofar as Becker is concerned, the trouble is really that you cannot first
ignore the enormous impact of sociological factors in economics and
think that you have succeeded with the economic analysis, and then try to
apply this narrow economic analysis outside the field of economics. The
project of unification is right; the particular method of unification Becker
has chosen is not. His method is based on certain very narrow and limited
technologies, which have not been all that successful in economics and
which will not be successful outside it either. Still I would say that there is
a need for integration and that this is certainly an important project.

Q: My last question has to do with what you would consider to be the
best way to go about the integration of economics and sociology. You
often refer to the great eighteenth- and nineteenth-century economists—
Smith, Mill, and Marx—as if you wholeheartedly agreed with their view of
economics. But hasn't there been a great deal of progress in social and
economic thought since then? And is your own concept of economics and
the way you think this integration between economics and sociology
should proceed really that similar to theirs? Doesn't your own vision,
which is profoundly moral and centered on man as a reasoning creature,
actually extend in both a somewhat different and more modern direction?

A: | take your point. I think indeed that there are lots of interesting and
rich things to do just now in economics and where the past writings of the
eighteenth and nineteenth centuries are not of great help. I think we un-
derstand much more about the nature of society today. This is partly be-
cause there have been more empirical studies and partly because the na-

e
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ture of society has changed, so the empirical studies that were made in the
eighteenth and nineteenth centuries may not be of that much relevance
any longer. So there are some problems where it certainly would be a
great mistake to rely too heavily on the writings of even as wonderful
writers as Smith or Mill or Marx.

But on the other hand, there are other general problems which these
authors addressed extremely well, and these have tended to be neglected
in modern writings. In some fields they have a kind of relevance today that
is perhaps no less than what they had earlier. To give a few examples, in
The Theory of Moral Sentiments, Adam Smith analyzes the role that the
rules of conduct play in our lives and how they affect our perception of
what is the right thing to do, given our own perception of our selves. I
think this is a very important analysis. Similarly, there is Marx’s notion that
our identity is a socially determined identity and related to our member-
ship of particular groups. There is also Mill's notion about the pervasive
importance of liberty in our conception of a good life. This is again some-
thing that is very important. And I think all three of these analyses have
tended to be neglected in modemn economics even though Smith, Mill,
and Marx still receive attention in histories of economic thought. These
important ideas of theirs have had very little impact on modern economic
theorizing.

Perhaps I could put my answer as saying the following three things.
First, these ideas of Smith, Mill, and Marx—and of several other classical
authors—remain important and should be listened to, Several problems of
social living were analyzed very well by these authors, and one can
benefit from reading their works. Second, since these people were actu-
ally economists—even though they were also moral philosophers, politi-
cal theorists, or political activists (as in the case of Marx)—it is in a sense
easier to integrate their ideas into economics. They also did a certain
amount of integration themselves. The Wealth of Nations was an integrat-
ing effort on the part of Smith which he saw as an elaboration of a small
part of The Theory of Moral Sentiments. And similarly, Marx's Gapital
draws—often implicitly—on the philosophy of Hegel, and many others,
including Aristotle. The third reason why I tend to emphasize the eight-
eenth- and nineteenth-century economists has, I am afraid, more to do
with my own intellectual history. I am simply a little better read on these
authors than on many other major writers.

But I wouldn't deny at all that if we were only to rely on these authors, -
we would make terrible mistakes. And I think you are absolutely right that
there is always a danger of falling prey to the past. These works may be
relevant to some parts of modern economic theory, but much has hap-



266 Chapter 14

pened in the field of modern knowledge about which the past writers,
even the greatest among them, had little clue, So I am not unsympathetic
to the point you are making about the need for a more modern way of
integrating economics and sociology than the one advocated by Smith,
Mill, and Marx. But I would still make a qualified plea for relying a great
deal on the classics.

Coming back to the general question you have asked about the integra-
tion of economics and sociology, the most important point is that they
both have to come to terms with the complexities of social living. Indeed,
both subjects are about human life in society. Economics is ultimately not
about commodities, but about the lives that human beings can lead. These
lives include making commodities as well as using them, but they are not
the same as commodity production, exchange, and consumption. The in-
terest in the world of commaodities is a derivative one, and the ultimate
concern has to be with the lives we can or cannot lead. That is, of course,
a complex concern, and the working of these lives cannot really be under-
stood without bringing in the society in which all this takes place. One
can, in fact, say that ultimately economics and sociology look at different
aspects of the same phenomenon, viz. the lives of human beings in soci-
ety. I believe that the task of integration of economics and sociology
would be much easier if we recognize clearly how large an area of con-
gruence we have. The immediate objects of attention are much more dis-
parate than our respective ultimate concerns. It may, in fact, be more
important to seek a fuller understanding of the commonality of our foun-
dational interests than to seek a formal integration of the two disciplines.
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Robert M. Solow

Roserr Sotow is known primarily for his innovative work on capital
theory and long-term growth in which the role of technology is empha-
sized.! When he was awarded the Nobel Prize in 1987, it was this achieve-
ment in particular that was cited. He has also made important contribu-
tions to such areas of economics as fiscal policy, urban economics, and
the economics of resources. “Most recently,” Solow says, “I have concen-
trated on the ways and reasons why labor markets do not function like a
classical spot market.”

In this interview, Solow mainly discusses his general interest in social
institutions and social norms, and how these affect economic life. Solow
had previously discussed these kind of questions in connection with a
session of the American Economic Association in 1984 on the relationship
between economic history and economic theory. He criticized the way
that many economists ignore the role of social institutions and try to treat
economics as if it were “a hard science” rather than a “social science.”
Solow has also referred to this critique on other occasions. In his own
work as an economist, it is first and foremost in his work on unemploy-
ment that he has introduced social factors into the analysis. The main
problem he is struggling with here is how unemployment is at all possible.
Why is it, he asks, that workers do not underbid each other rather than go
unemployed? Solow’s own answer is that social norms—perceptions of
what is fair and unfair—must somehow be involved. That Solow’s interest
in this topic comes close to the concerns of sociologists is exemplified by
the fact that, in 1988, he was invited to hold the prestigious Paul F. La-
zarsfeld Lecture at Columbia University.

Robert Solow was born in Brooklyn, New York, in 1924, the son of
Hannah Gertrude Sarney and Milton Henry Solow, a fur buyer. He re-
ceived his undergraduate degree in 1947 from Harvard, where he also got

The following interview with Robert M. Solow was conducted in his office at MIT on Apiil
26, 1988.

! For his two classical papers in this area, see Solow 1956, 1957. The following information
is based on Blaug 1985, Parker 1986, Who's Wha in Economics; Sweezy 1987, Feder 1987,
Martthews 1988; and Prescott 1988,
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his M.A. in 1949, and his Ph.D. in 1951. In 1950, he began working at MIT.
He has basically worked there since that time, with an occasional break as
visiting professor elsewhere. In the early 1960s, he was also a staff mem-
ber of the President’s Council of Economic Advisers.

Q: When you were an undergraduate at Harvard in the early 1940s, your
first field of concentration was a combination of sociology and anthropol-
ogy. Could you tell a little about how you chose to study these two topics?

A: Yes, but you have to realize that all of this is filtered through nearly
fifty years of memory. I came to Harvard College in September 1940 at the
age of sixteen with no very well defined interests. I can tell you what my
courses were during my [reshman year—that I remember. I had a year of
psychology. The first half was perception, 1 think, and Edwin Boring was
the lecturer. The second half was psychology of personality, and Gordon
Allport was the lecturer. I took a year of an elementary economics course.
1took a year of biology; 1 think I had notions of becoming a biologist. And
1 took German.

During all this I was interested in social science in general, and in my
sophomore year I became a major in a field called “the area of the social
sciences.” It was sort of interdisciplinary social science, and I adopted
that. During this sophomore year, I took courses with Talcott Parsons and
Clyde Kluckhohn. I was probably steered into those courses by Marion
Levy, who was then a graduate student in sociology and a student of Par-
sons. Levy was a friend of my roommate in college, and that is how I got
to meet him. He came to pay a call to my roommate one day, and we got
to be friends.

I also took social science courses—all this happened in about two
years—with George Homans in sociology, with Henry Murray in psychol-
ogy, and with Carlton Coon in anthropology. I became a friend as well as
a student of Clyde Kluckhohn, and we saw each other on a social basis,
especially after the war. Although I went to occasional lectures in sociol-
ogy, the only sociologist I studied with any intensity was Talcott Parsons.
I became friends with him too, although it is not so easy to imagine be-
coming a close friend of Talcott's. He was shy and formal, and I was al-
ways conscious that I was speaking to someone much older and more
eminent than myself. I don't believe that he put that on. It was rather that
he was such a self-conscious person, choosing his words very carefully
and 50 on, that it was impossible to forget that he was a distinguished
scholar. Clyde Kluckhohn, on the other hand, was a2 much more spontane-
ous type of person.
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Q: What was your general impression of Parsons's sociology? Did you
ever come across what he has written on sociology and economics?

A: Very early I read The Structure of Social Action by Parsons. In fact,
since I got all A’s during my freshman year I was entitled to a book prize,
as I think Harvard freshmen all are. 1 could have chosen any book I
wanted, but I got a copy of The Structure of Social Action, which was a
very thick and expensive book for a poor boy.

As to Parsons and economics, one of the chapters in The Structure of
Social Action is about Alfred Marshall. There is also one on Pareto. At that
time, however, I was not aware of how distinguished an economist Pareto
was. For the longest time I only thought of Pareto as the author of what is
translated into English as The Mind and Society—his Trattato. It wasn't tll
many years later thatI realized that Pareto was an extraordinary, important
nineteenth-century economist, and a mathematical economist at that.

So 1 knew that Parsons had an interest in economics. Of the courses that
I took with him, I especially remember one in the sociology of the profes-
sions. There was also a whole one-year course; 1 think it was called “Soci-
ology 6" or “Social Relations 6.” When it comes to Parsons—and I don't
know whether I am reading this back into my mind or not—but I think I
remember feeling, even as a seventeen- or eighteen-year old junior, that
Parsons was surprisingly at his best when he was being concrete and less
interesting when he was being a theorist. I thought his course on the soci-
ology of professions was fascinating, but it was exciting because Parsons
was a very sharp observer of the behavior of these professional people.
He would typically observe something special about the way doctors or
lawyers behaved, then think about it and interpret it. And I thought that
was fascinating! But when he tried to do general social theory, I found it
less exciting, a little dry. And as time went on, I felt that more and more.

[ actually remember having a big argument with Talcott much later. This
must have been in the late 1950s, so I was already a professor. It took
place in Palo Alto at the Center for Advanced Study in the Behavioral
Sciences, where Talcott was giving a talk on Weber and the Protestant
ethic. As it happened, one of my colleagues that year at the Center was

David Landes, the economic historian. He had told me about some corre-
spondence, which he had access to, of some textile manufacturing fami-
lies in two towns in Northern France called Roubaix and Tourcoing. What
David had found in his research was that these people, who were Catho-
lics, sounded very much in their letters like Weber's Calvinists (see Landes
1957, 1976). They had, according to Landes’s evidence, a kind of ethic that
was very similar to the Protestant ethic. So I raised this question with Tal-
cott after the talk. I said, “Look, Weber must in a certain sense be wrong,
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because this set of ideas that he discusses isn't as closely tied to Protes-
tantism as he thought.” Talcott answered, “Well, you mustn’t interpret
Weber as meaning that the Protestant ethic has anything in particular to do
with Protestantism. It has to do with some more general class of religious
orientations and what not.” And I remember saying, “Talcott, you are turn-
ing Weber into dishwater! Either he means Protestantism or he means
nothing!” And Talcott was very angry with me. It was lése-majesté: [ had
suggested that Weber might be dishwater in Talcott’s interpretation. Nev-
ertheless, we remained friends.

On the whole I think that Parsons tended to generalize too much. And
when some set of facts contradicted his generalizations, he would gener-
alize still further instead of saying, “Well, how should I alter what I've
said?” He would try to weaken the assumptions to include all the embar-
rassing facts. And I think that is a bad way to do sacial science. When I
later read the various works on general social theory which Talcott has
written, it struck me that all these “systems” and “system boundaries”
were very bad metaphors. I was really quite unhappy with this part of
Talcott’s work.

Q: As a young student who had sampled a bit of all the social sciences,
what made you turn to economics? What tipped the balance in its favor?

A: It's hard to say. And I am not that sure how much the balance was
actually tipped. I left Harvard College halfway through my junior year and
joined the army. This was when I became eighteen at the end of 1942. So
I'was at Harvard only for the academic years of 1940-1941, 1941-1942,
and then the fall term of 1942. 1 left simply because I wanted to fight Hitler.
I decided I would rather be a soldier. :

1 did take a certain number of economics courses before I left. But I am
not sure I did it because economics was particularly exciting. [ was a fairly
left-wing person, so 1 was interested in those things. For example, [ was
strongly influenced by Paul Sweezy’s course on the economics of social-
ism. And that led me to study some labor economics. I did a lot of eco-
nomics, but I don't recall that I felt committed to it. And when I left college
for the war I was still, I guess, in this interdisciplinary major. When I came
back from the war, I really didn't know what to do. I actually think that I
chose economics, at least in part, because the girl I married had done a
degree in economics. Her experience had been favorable. So 1 figured,
you know, maybe it would suit me too.

Q: Your wife, Barbara Solow, is an economic historian, right?

A: Yes, but at the time she had just finished her undergraduate degree
in economics. We got to talk, you know, about what I should do. I was
discharged from the army in August 1945 and I was going to start college
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again in September that year, so 1 had to make up my mind. And it was
true that I had enjoyed economics. If I were to tell you that what atracted
me to doing economics was the prospect of doing a social science that
was more rigorous and more like a science than the other social sciences,
I would probably be exaggerating the clarity with which I saw things in
those days. That would be my preferred interpretation now though. Butat
the time, I think I knew very little what I was doing.

Q: Since you have had some experience with both economics and soci-
ology, how would you compare the two? And are there big differences in
their professional cultures?

A: I don't know exactly how to put this, but I think that the difference
in professional culture really has to do with the fact that in economics an
analysis has to be reasoned out in a rigorous way and impressionism is just
not a valid way to reach conclusions. Most of the sociology I read and the
sociologists I talk to are more given to what used to be called “verste-
hende Soziologie” or “interpretative sociology.” Here you rather attempt
to think your way into or intuit situations. Economists have found a way
to think very rigorously about the economic system as a whole; while I
have found sociological thinking of society as a whole not to be satisfy-
ingly rigorous. I don't think that this is necessarily the fault of the sociolo-
gists. Possibly it just can't be done. Maybe there are no comparably simple
and approximately valid principles for society, apart from economics.

Q: Sometimes I get the feeling that economists look down on sociolo-
gists. Do you find that to be true?

A: Yes, economists do look down on sociologists. 1 myself seriously do
not. But economists as a class do. They regard sociologists—and this goes
along with what I have just been saying—as soft intellectuals; and they
regard economists as hard intellectuals. And “hard” is better than “soft.”

Q: So I take it that economists would feel inferior to physicists, biolo-
gists, and so on, since they are even “harder.”

A: Yes, they do.

Q: According to a stereotypical belief you sometimes find among soci-
ologists, economists don't really study reality. They build abstract models
of how the economy works and then they feel that the analysis is finished.
As an economist, what's your reaction to this description of economists?

A: I think that what you have just described represents an incorrect
impression. But I also think that the truth about economists is almost as
damaging. First, it's a mistake to think that economists don’'t do empirical
work. In fact, I think they do too much empirical work! No, not that they
really do too much; it's rather that they can talk themselves into believing
any empirical conclusion, where a critically minded person would find
the evidence unconvincing.
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Where your sociological stereotype goes wrong is on the following
point, I think. There exists a type of economic work, which is exactly as
you describe it: you think of a situation; you build a mathematical
model—and that's the end of the article. But there exists a much larger
class of articles in economics, where you do the following. You think
about a problem; you build a model; you linearize it—you treat everything
as linear—and you do formal statistical analysis of real economic data; and
you estimate the parameters of the models or you test hypotheses; and
then you do formal statistical tests; and then you state conclusions—
and that is the end of the article. This way of doing things is beyond any
shadow of a doubt empirical work.

The problem with it, I think, is rather that it's too rare for economists to
ask themselves seriously, “Will the data bear the conclusions that I want
to push upon them? Am [ asking questions so subtle that the statistical
methods will give answers which depend on trivial characteristics of the
data?" They don't ask, “Is the period of time from which I have taken the
data really homogeneous? Might the relationship 1 am estimating have
changed its form somewhere during this period?” They don't ask whether
the assumption that this function is linear so that I may do standard statis-
tical estimation on it is a reasonable estimate. They don’t ask themselves—
and I think this is the worst sin of them all—whether there doesn't exist a
different model that would fit the data equally as well, and what does that
tell me? So I think that the problem with economists is that they do too
much uncritical empirical work, and that they deceive themselves with the
refinements of their methods.

Q: When you talk about economics, you sometimes contrast “econom-
ics as a social science” to “economics as a hard science” (Solow 1983a,
19880c). It’s clear that you prefer economics to be a social science and not
of the physics-like variety. But what exactly does it mean to you that eco-
nomics is a social science? The institutionalists would probably agree that
economics is a social science, but their definition is not likely to be very
much like yours.

A: I suspect there is a whole continuum of views about the nature of
“economic science.” But what I personally have in mind is that I would
like to do as rigorous theoretical and empirical economics as possible. 1
want to preserve the analytical structure of economics, and I would also
like to improve it by including or somehow incorporating into it the un-
derstanding that the objectives of individual economic behavior are
modified by social institutions. Instead of supposing that the motives of
workers are adequately described by pecuniary maximization of some
kind, I would like to include in the very analytical description of the be-
havior of workers and employers the fact that they have notions of what
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is appropriate behavior in some contexts and might be inappropriate in
other contexts. I would like to give effect to the force of social institutions
in modifying or governing the behavior of participants in the economy.
But I would definitely not simply want to give up the idea of doing a
rigorous analysis of markets!

Q: And how do you view institutionalism? Does it represent a viable
alternative in your opinion?

A: [ am not certain that “institutionalism” is a coherent point of view.
Perhaps it is; then I do not know exactly what it claims. My impression is
that self-conscious “institutionalists” are anti-theoretical. They don't be-
lieve that generalization is possible at all. Description of institutions is all
there is. I do believe that economic theory is possible and useful as a
foundation for applied economics. My complaint is about much of the
particular theory we have.

Q: Could you describe in greater detail what you mean when you say
that economics is a social science? Incidentally, wouldn't George Akerlof
use exactly the kind of mixture of rigorous economics and social
influences that you seem to advocate?

A: Oh yes! George was a student of mine and a favorite one at that. And
I think that George thinks he is doing the kind of economics I'd approve
of—and he is right!

But to get back to the question of economics as a social science. One
often hears economics being criticized on the basis that homo economicus
is an excessively simple and unrealistic construct. And also that it is poor
psychology. My answer to that has always been that economic man is not
a psychological concept at all; it is a sociological concept. It is sociological
in the sense that in our society there are certain aspects of behavior in
which it is approved of as well as routine to decide things on the basis of
narrow, even pecuniary self-interest. In fact, I think I once wrote, “When
we say of someone that he is not in business for love, we're stating the
obvious. Nobody is in business for love. Being in business is something
different from being in love.”

So there exist classes of human behavior, especially economic behav-
ior, where economic man is a valid concept. And it is valid, not because
anyone is born like that psychologically, but because the social norms
encourage that kind of behavior. On the other hand, there also exist situa-
tions where the choice appears quite differently. If it turns out that in
choosing and deciding whom to marry I am only interested in the wealth
of various women, then I would be thought of not only as strange but also
as unattractive.

Q: Is the viewpoint that you are talking about—economics as a social
science—popular in the economic srofession, or is it a minority view?

A: I think it is a minority view. It is a minority view, at least among those
who publish papers in economic theory, that is, the pacesetters. If we take
the economics profession to be the twenty thousand or so members of the
American Economic Association, 1 have no idea what they would think.
Probably more of them than the elite would adopt the view of economics
as a social science.

Q: If we now switch to your second category of economics—economics
as a “hard science”—What exactly is wrong with this approach?

A: Let me put it to you this way. Assume that [ am a physicist and that
Iam studying the decay of electrons. You put me on an airplane, blindfold
me, fly me somewhere, and parachute me to the ground together with my
equipment. Now I could, if I so choose, just continue my study of the
electrons without ever asking, “Where am I?” But if I am an economist
who studies the labor market and the same thing happens, then it is really
necessary, when I land with the parachute and propose to study the local
labor force, to ask myself, “What kind of society am I in? Is this an African
tribe? Are these people Australian bushmen? Are they Europeans or Japa-
nese?” A physicist might be curious whether he is in Japan or in Australia,
but he would really have no reason to believe that his results would differ
or that the way he should go about doing his research would differ, de-
pending on where he is.

I think that many economists would like to think that economics is a
universal science, just like physics, and that all the sociological stuff is
pointess. People maximize this or that; and that is really all you need to
know. That is why I disagree with the notion of economics as physics.

Q: So, by default, those who see economics as a hard science like phys-
ics would constitute a majority of today's pacesetting economists?

A: Yes, [ think so.

Q: It seems to me that the traditional border between economics and
sociology is presently being redrawn. There are several ways of doing
this, and the one I would like to ask you about is “economic imperialism.”
What opinion do you have of the work by Becker et al.? Does it fall into
your category of “economics as a social science,” or into its opposite,
“economics as physics”? :

A: My impression of the body of work you are referring to here is that
ittried very hard to turn economics into the physics of society, to explain
as much as possible using only narrow economics-like assumptions. 1 am
not at all attracted by the kind of work that Gary Becker is now doing, 1
think that something interesting will come out of it, however, because
Gary Becker is a very smart person, and even when a very smart person
goes down the wrong road, something of interest will come out of it. 1
have read some of the literature on economic imperialism, but I haven’t
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read it exhaustively because it doesn't interest me particularly. As I read
Becker’s stuff on the family, marriage, divorce, and all that, I feel that he
is trying to force quite different and maybe also more complicated forms
of behavior into the mold of behavior that we economists feel to be par-
ticularly suitable for economic analysis. That means: maximizing well-
defined functions (of a certain kind) subject to well-defined constraints (of
a certain kind). My nagging feeling is that what he gets out of this oscillates
between the obvious and the false.

Q: Poor Becker!

A: Don't say, “Poor Becker!"—he is very successful with his own seri-
ous research project. And he will one day win a Nobel Prize for his work.
In terms of high-quality thinking, there is no doubt that he is very, very
good. I just find that when I read him, my response usually falls into one
of two categories. Either I feel that I do not need all this apparatus to reach
these obvious conclusions. Or I say to myself, “How could anyone believe
this to be true?”

Much of the work by people like Becker—and by others 100, probably
including myself—falls into a certain trap, which incidentally is not a trap
peculiar to economics; it's just as typical for other social sciences. The trap
is this: I have a model with some parameters, and if I choose the parame-
ters correctly, I can make the model fit some facts. That is, there is some
evidence in favor of the truth of the model, but it is not very strong evi-
dence unless I have some way of convincing myself that I have not done
what somebody else could do with any one of thirteen different models of
the same phenomena.

Q: In sociology there is presently a parallel movement to what Becker
is doing in economics. It is sometimes called rational choice sociology,
and the leading person is James Coleman at Chicago. The basic idea be-
hind this movement is that you can recast sociology on the basis of ra-
tional choice. What would be your reaction to this attempt?

A: Oh, I would certainly be sympathetic to it in the sense that I think one
should see how far you can go with rationality in sociology. I would apply
the same rules to Jim Coleman as I would apply to myself or to any other
economist, namely that before I go on modeling behavior in this sphere as
rational—as obeying, that is, the axioms of rationality—I want to ask my-

self, “Do I really think that behavior in this sphere of social life follows that
sort of rules?” And while I am sure that some social behavior indeed is
rational, I am not at all sure that @/ noneconomic social behavior is ra-
tional. Just as I am not sure that all economic behavior is rational.

There is a subtlety here that I have never been able to get straight for
myself. If you are imbued with the economists’ way of proceeding, you
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first of all ask: “What are these people trying to accomplish?” This usually
means, without much loss of generality, “What are they trying to maxi-
mize?" And then secondly you ask, “When they make their choices to
maximize whatever it is they are trying to maximize, what constraints do
they see their choices as subject to?” That's the economists’ reflex way of
going at any problem of human behavior. Now, there are two ways of
modifying a theory like that. One is to say to yourself, “What else might
they be maximizing, other than the normal economic thing?” And you can
also say, “What constraints do they feel subject to other than the normal
€conomic ones?” You can often accomplish very much the same thing by
either method. Now, I prefer and I also feel more comfortable in modify-
ing the constraints. There are two reasons for this. The first is that it is
intellectually too easy to assume that they are maximizing something else.
Suppose you have what looks like some peculiar behavior, and you
would like to understand it and produce a model of it. It's very easy to
explain this peculiar behavior if you feel that you have a free choice in
terms of the goals of the people, whose behavior you are trying to explain.
If people stand on their heads all the time, you may say to yourself, “Aha!
What they are trying to achieve is an upside down view of the world!” But
that's too easy and it usually doesn’t lead to anything interesting.

The other reason why I prefer to modify the constraints is that, to my
mind, it is a good way of doing sociologically interesting economics, It's
neater as well. And itis also, I think, more realistic and sound to say differ-
ent social institutions impose different constraints on what constitutes ac-
ceptable behavior,

Q: What would the constraints be in your example with people standing
on their heads?

A: I don’t know, but it might be that it's impolite to have the same verti-
cal orientation as your social superior. It’s not so much that they want to
be standing on their heads as the fact that they must do it or otherwise they
would be violating some norm.

Q: In your work, you have made contributions to several different areas
in economics, such as mathematical economics, economic growth, capital
theory, and a few others as well. In all of this—and your work on unem-
ployment exempted for a moment—have you had any help from sociol-
0gy ©r in some way introduced social influences directly into the analysis?

A: Only in one context that I can think of just now. And that's something
I have never writien about. I don't know if this is the kind of thing you
have in mind, but let me describe it to you and you can judge. I used to
teach a course for the graduate students at MIT on the theory of capital.
Now, the mainstream theory of capital has often been criticized from a
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Marxian or semi-Marxian influenced point of view by some people, who
say that the normal theory of capital ignores the class structure of society.
This always comes up because in the simplest orthodox model of the
capitalist economy, it really doesn’t matter whether it is the capitalists who
hire the workers or the workers who rent the capital. Those are two equiv-
alent setups.

Q: I guess [ belong to the people who have always found that a bit
weird.

A: Well, it's weird because markets are not so simple. And it is not easy
to find out what the right modification is. But in order to convince myself
and to convince the students of this kind of capital theory, I used to try to
construct a model of a class society in my lectures. Instead of making the
assumption that there are only households and firms, I would start with
the assumption that there are two kinds of households; and that these two
classes of households differ, perhaps systematically in their tastes for
goods, in their access to credit or in some other way. And then I would try
to see, in a simple mathematical model, how much difference this makes.
Obviously, a society in which there are two classes of people with differ-
ent tastes will not give exactly the same results as a society in which there
is only one class of people with only one set of tastes. But does it funda-
mentally alter the basic metaphor of capital theory? Well, there are differ-
ences, of course, just as if people could live without food, the results of
economic analysis would be different. But nevertheless, the fundamental
type of conclusions one would come to, namely, that increased willing-
ness to save will lower the return on capital and perhaps even lower the
income of the capitalist class—they would still hold.

Q: Let’s switch to unemployment. This is a problem you have worked
on for a long time and which seems to interest you very much. By 1964,
you had already published a book on unemployment; in 1979, you de-
voted your presidential address at the American Economic Association to
it; and just a couple of weeks ago when you gave the Lazarsfeld Lecture,
you chose to talk about unemployment. Do you have mainly an intellec-
tual interest in unemployment, or is it rather political-social?

A: It's a mixture of both. It's first of all a social interest—I don’t know if
“political” is 2 good word in this context—and in this sense it's non-
intellectual or only partially intellectual, as is clear from my Lazarsfeld
Lecture, 1 think I have had this interest in unemployment from the very
beginning—since I was a child during the Great Depression. The 1930s
were the years when I was becoming conscious of what was happening
in the society around me, so | think of unemployment as the characteristic
pathology of the capitalist economy.
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Q: I also have the impression that you find unemployment a very in-
triguing intellectual problem, in the sense that the normal market model
doesn’t work here. Is that correct?

A: Yes, that is the intellectual side of it.

Q: There currently exist several different theories in economics for
how to analyze unemployment: efficiency wage theories, insider-outsider
models, and so on. Where do you place your own research in all of this?

A: First of all, you have to understand that the way an economic theorist
works is maybe different from the way a sociologist works. Precisely be-
cause mathematical model building is the natural mode of doing theory,
it is much easier for an economist, I suspect—I don’t know this for sure—
to say, “Let’s try this; let's try that; let’s try something else! Let's try one
modification after another of the conventional Walrasian market-clearing
model to see what set of assumptions, what set of postulates or axioms
will give us a story which looks as if it corresponds a bit better to the things
we are trying to understand.” So I have written papers on efficiency wage
theory; 1 have written papers about insider-outsider modeis; and 1 am
presently writing a chapter together with Frank Hahn which is trying to
say that the really important way in which the labor market differs from
the classical economic market is that there is an understood concept of
Jfairness, which steers the behavior of the workers and even of employers.
So normal market behavior is constrained by the fact that there are things
that a worker will not do because he or she thinks it would be an improper
way to behave; it would be unfairto one’s mates or colleagues.

So there exist three different models, and I have written papers about
all of them and always in the spirit that the labor market is clearly not like
the market for fish. Well, let's be more precise. How is it unlike the market
for fish and which of the ways in which it is unlike the market for fish
seems most likely to give a believable account of unemployment? I think
that there is a little bit of truth in all these three stories, but I have beliefs
about which aspects of the problem each of these stories is most suitable
for.

For instance, the efficiency wage story is a story which says that unem-
ployment can be an equilibrium state of the labor market, essentially be-
cause without it, firms would have no way of inducing the workers to
perform, to extract labor from them or forcing them to perform. I think
there is something to that, but I think that it has mainly to do with the
long-term level of unemployment. And 1 do not believe that business
cycle fluctuations in unemployment can be explained in this way. On the
other hand, I think that the insider-outsider models are more appropriate
or more plausible as a way of explaining the cyclical level of unemploy-
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ment or fluctuations in unemployment, So I don't think of these models as
exclusive alternatives, but rather as different aspects of the same thing.

Q: And where does sociology come into all of this? In an earlier conver-
sation we had about Schumpeter and economic sociology, you described
yourself as a “frustrated seeker after sociological help” a propos unem-
ployment.

A: Yes, 1 think that sociology could be of help in the analysis of unem-
ployment. And especially when it comes to this fairness story, which [ am
really very interested in for a number of reasons. Some of these reasons,
I would say, are good reasons and some are more parochial. The paro-
chial is that Frank Hahn and I have been able to formulate this fairness
part as a formal game, and I like that! It gives us economists a way of doing
theory and of behaving the way we are supposed to behave. But there is
also the fact that if fairness is part of the behavior in the labor market, then
I need to understand how norms of social behavior evolve. And this is
where sociology would come in.

Let me give you an example, which I mention in the Lazarsfeld Lecture.

What should happen as unemployment is prolonged? If what prevents
unemployed workers from competing for jobs—to take away jobs from
employed workers—is some social norm which forbids it, which says it's
not a decent thing to do, would you then expect prolonged unemploy-
ment to cause that prohibition—that constraint—to weaken? Or would
you not? If it weakens, would you expect it to weaken gradually or sud-
denly? Those are questions about the dynamics of social norms, and I
don’t think I am the person to make suggestions about how to analyze that
dynamic. I would rather like to be able to read a book by a sociologist on
the topic. I remembered, when I was working on this fairness model of the
labor market, that in my early days at Harvard College I had read a book
by Muzafer Sherif called Psychology of Social Norms. So 1 said to myself,
“Maybe Sherif will tell me something I need to know.” [ went back and
looked at the book, but it didn’t tell me what I was after. It was still worth-
while—it's an interesting book—but it didn't tell me anything of value for
my analysis of unemployment.

Or take another example, Obedience to Authority by Stanley Milgram,
which I read just a few years ago. It contained a fascinating account by this
Yale psychologist of experiments in which he got some people to appar-
ently cause other people a lot of pain. Now, an economist doing these
experiments would have insisted on producing a model of what would
reinforce this willingness to cause pain; of what would cause that willing-
ness to cause pain to diffuse and to deteriorate; and so on. He would have
tried to give an account of how all that happens. But Milgram seemed to
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have no real interest in doing that or capacity to do it. Well, that’s the kind
of work I would want some sociologists to do.

Q: Apart from unemployment, what would be some other area where
sociology could be of help to economists?

A: Another example, though not one on which I have worked, would
be this long-standing problem in economic theory, namely, how to model
oligopoly behavior. One could try to model the behavior of markets in
which there are small numbers of sellers, each of which knows there is
only a small number of sellers, and so on. The way economics has
evolved, the current device for doing this would be to model it as a game.
But the game has no sociological structure at all. There is nothing in it at
all about how strategies evolve in situations where there are rivals who
can communicate with each other, who can observe one another, maybe
not perfectly but clearly up to a point. And when do people tend to col-
lude tacitly? They are not allowed to do this—it's against the law—but we
know that there are some markets in which the sellers do collude. They
have some ways of signaling to each other what they are going to do; they
avoid conflicts; and so on. There also are circumstances under which
they clash and when one of them may destroy the other. Or there may be
periods in which they don't clash, followed by periods in which they do
clash. What about all this? How do rivals learn—if “learn” is the right word
here—what governs their behavior? Well, I would have thought that a
sociologist or a social psychologist—I don’t know which discipline is the
right one here—would have something to say about this or might create
experimental situations in which you can learn about it. So oligopoly
would be another example of a situation where human beings interact
with one another, and which you would expect a sociologist or a social
psychologist to have some insights into.

Q: That's a very interesting example. But, you know, sociology has so
many white spots when it comes to economic sociology that it doesn't
surprise me that no sociological work has been done on oligopoly.

A: Well, I can understand that sociologists might have better things they
are interested in—the family, for instance. I don't require all sociologists to
do this, but some!

Q: What does the future, in terms of the relationship between econom-
ics and sociology, look like to you? Will “economics as a social science”
win out over “economics as physics”? And what would you personally
like to see happening?

A: One can't predict the distant future of anything, let alone the way a
discipline will evolve. But for the moment I am inclined to think that what
we in this interview have been calling the “economics as physics” view
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will continue to dominate and perhaps even get stronger. Why would that
be? Because economists are conditioned to like aesthetic science. They
like things to be intellectually neat; it is also much easier to judge. I can say
that this is an A+ piece of intellectual neatness, while this is only a B piece
of intellectual neatness, whereas economics as a social science is neces-
sarily sloppier and therefore harder to judge. 1 want to emphasize that
“sloppy” does not mean unrigorous. [ am as devoted to rigor as anyone,
“Sloppy” means “not so neat.” So my guess is that formal game theorists
will continue to dominate microeconomics and equilibrium theorists—
people who try to apply the standard economic model to macroeconom-
ics—will probably continue to dominate macroeconomics.

Obviously that is not the way I would like it to go. What 1 think might
change it—at least in my part of the field, which is macroeconomics—
would be a couple of really good empirical successes of sociological eco-
nomics. The weakness of that branch of the economics profession which
prefers “economics as physics” and wants to study macroeconomics is
that it really isn’t doing that well. It has lost ground in the last few years
because what has been happening in the United States and in Europe in
the past seven or eight years is very hard to interpret in their preferred
way. You can imagine how the fact that Germany, France, and Great Brit-
ain have had extraordinarily high unemployment rates for a long period of
time is very hard to account for with 2 model that starts out with the idea
that supply equals demand everywhere, including in the labor market! So
a lot of intellectual effort has gone into evading that set of problems.

Now, it’s not quite good enough for my kind of macroeconomics to say
that those other guys don't have a good explanation for that. Ineed a very
good explanation myself. I'm not pessimistic about getting these good
explanations but I think that without them, the other type of economics—
economics as physics—will for a while at least seem more exciting to a
young economist who wants to make her way in the field. If she can do
both kinds, she’ll say, “Well, the surest thing to do is to do a brilliant piece
of mathematics.” So, for that reason I think that most of the advantages are
in the court of economics as physics. The only counter that people like
George Akerlof, myself, and some others have—apart from being right,

-which isn’t an overwhelming advantage—would be to come up with
some really good empirical successes. Then we could say, “This fits per-
fectly! Let's see you folks produce anything as good!" We are better at
explaining the facts, but clearly not good enough.

Deep down, I also hope and think that the kind of economics that takes
social norms and institutions seriously can also be made aesthetically at-
tractive, can get explanatory power out of fairly simple models. Econo-
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mists feel the pull of that ideal. Keats was wrong: truth is not beauty and
beauty is not truth. But truth and beauty, that's an unbeatable combina-
tion.
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'? ;- 16 Arthur L. Stinchcombe

IN SEVERAL respects, Arthur Stinchcombe represents a rare breed of soci-
ologist." For one thing, he is one of the few who actually succeeds in living
up to the ideal among sociologists of being highly competent in both the-
ory and methods. In a world of specialization, he has also made contribu-
tions to sociology in general, as well as to some of its subfields. Two of his
most appreciated contributions to general sociology are Constructing So-
cial Theories, and the essay “Merton’s Theory of Social Structure”. For a
nonsociologist who is interested in finding out what “social structure” is
all about, and also to get a glimpse of how sociologists look at theory,
these two works are highly recommended.

As to Stinchcombe’s more specialized works, his contributions to or-
ganizational sociology and to economic sociology are particularly note-
worthy. In his first article, “Bureaucratic and Craft Administration of Pro-
duction,” one encounters that raw streak of originality that has become
the hallmark of Stinchcombe’s work. Many of the themes that stimulated
his thinking in the years that followed can also be found here: the interest
in different types of industrial organization; the confrontation with We-
ber’s ideal type of bureaucracy; and the attempt to understand rationality
in social terms. An early work that has a similar focus and has also become
a minor classic is Creating Efficient Industrial Administrations. Of partic-
ular interest for the current dialogue between economists and sociologists
are Economic Sociology, and Organization Theory and Project Manage-
ment. Stinchcombe coauthored the latter with his wife, sociologist Carol S.
Heimer. In 1986, a collection of his essays was published under the title
Stratification and Organization. The introduction to this work contains
an especially good discussion of rationality and social structure. As he
discusses in the interview, Stinchcombe is currently working on a study of
organization and uncertainty.

The following interview was conducted on April 14, 1988, with Arthur L. Stinchcombe in
his office at the Department of Sociology at Northwestern University.

! The following information comes from Stinchcombe's vita; Mullins and Mullins 1973,
213-49; and various works by Stinchcombe cited in the Introduction.
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Arthur Stinchcombe was born in 1933 in Clare County, Michigan, the
son of a school teacher and a clerical worker. He received his undergradu-
ate degree in 1953 at Central Michigan College, where he majored in
mathematics. He earned his Ph.D. in sociology from Berkeley in 1960. He
first worked at Johns Hopkins (1959-1967), and then at Berkeley (1967~
1975). He subsequently worked for the National Opinion Research Center
(NORC) at the University of Chicago (1975-1980), and at the University of
Arizona (1980-1982). For many years he has also been connected to the
Institute of Industrial Economics in Bergen, Norway (1979-). He is cur-
rently working at Northwestern University.

Q: As an undergraduate, you were first interested in mathematics. What
made you switch into sociology? Did you ever consider becoming an
economist?

A: The main thing that made me switch from mathematics into sociol-
ogy was that I thought I would be of second rank as a mathematician. In
sociology you can never tell whether you are first rank or second rank.
Anyway, it doesn’t make that much difference. The second reason, which
was perhaps more fundamental, was that among the things I like to talk
about and which you could talk about at Central Michigan College were
people like Thorstein Veblen, Karl Marx, Herbert Blumer, George Herbert
Mead, and John Dewey. You could not have a natural conversation about
mathematics at this college, which was a third rate place, so my conversa-
tion was much more about sociology. Parts of it also had to do with me
being radical; I was a Trotskyist of a sort as an undergraduate.

So by the time I had graduated, 1 had already decided not to go into
mathematics. In part, I chose sociology because I was particularly enthusi-
astic about Thorstein Veblen as an undergraduate, and I couldn't find any
economists who wanted to talk about Thorstein Veblen. Sociologists, on
the other hand, would. But first, however, I went into the army. Before
doing that I collected reading lists for the Ph.D. examination from several
sociology departments and from the economics department at Berkeley.
I tried to read the things that were in common on those sociology lists and
some of the things in economics. Having a Marxist background, I thought
that one should learn some economics in order to study the fundamental
sociological questions.

And so 1 went to Berkeley. 1 did this in part because one of the sub-
movements of American Trotskyism was very influenced by Dewey and
the pragmatists and that was represented at Berkeley by Selznick. Herbert
Blumer, who introduced the pragmatists—especially G. H. Mead—into
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sociology, was also at Berkeley. But I actually studied mostly with Rein-
hard Bendix and S. M. Lipset; and Philip Selznick was the one who finally
supervised my dissertation. My thesis, as things turned out, was not on a
topic that Selznick was especially appropriate for. It was on education, and
my book Rebellion in A High School is based on my dissertation. While I
conceived of the thesis as being in economic sociology, nobody else did.

Q: The title doesn’t exactly give associations to economic sociology. . . .

A: Well, the fundamental argument was that what produces discipline
in a high school is the prospect of economic success for the students.
Discipline consists of the pursuit of approved goals under approved rules,
when this is validated through a payoff in the labor market. Whatever
variation that you'll find has its basis in the articulation between the stu-
dent’s conception of his future and what he is doing right now. The re-
wards and punishments of the system got their meaning, so to speak, only
from the labor market and not from the school.

Q: That sounds a bit like the argument in Bowles's and Gintis's School-
ing in Capitalist America: the discipline in the schools is directly con-
nected to the capitalist labor market.

A: Not really, since my analysis didn’t have any larger functional argu-
ment in it like their book does. It simply said that much of the time schools
fail to convince the students that they are going to connect them to a good
job later on. The main reason for failing to do this is that they are not going
to connect them to a good job. When the schools start to put over their
ideology of discipline and hard work and so on, and they are not really
offering any rewards, that’s when the students don't believe them. And

_ they properly shouldn't. That was my principal .explanation of the rebel-

lion against the rules in high school. Already at the time when I wrote the
thesis, I conceived of that argument as basically being a mere translation
of the argument that I planned to make about the construction industry,
which was my first dissertation proposal.

Q: Are you referring to the analysis one can find in your first article,
“Bureaucratic and Craft Administration of Production’?

A: Yes. My first thesis topic resulted in this article except that the labor
market part of the construction industry was not yet in that article. It
looked instead at the administrative side, and at the demand side of the
labor market. Why, for example, do they demand craftsmen in the con-
struction industry? I was going to do my dissertation on this question. But
then I couldn’t get access to the construction unions [ wanted; they were
very suspicious at that time of academics.

Q: Did you study any economics when you were a graduate student at
Berkeley?
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A: Yes, I took a microeconomics course for graduate students at
Berkeley. It was taught by Andreas Papandreou. He also examined me on
economics in my Ph.D. prelims. He of course is not an absolutely conven-
tional neoclassical economist, but a lot of the things I believe about eco-
nomics as a discipline, I learned from him. He has this wonderful book on
the relation between models and theory (Papandreou 1962). And he did
a perfectly adequate job of introducing people into the basic presupposi-
tions of economics as a paradigm. So I studied quite a lot of economics as
a formal discipline and I learned even more, 1 suppose, when I worked as
a research assistant at the Institute of Industrial Economics at Berkeley.
Bendix and Lipset were working on social mobility at that time, and Clark
Kerr's aura was still there. Kerr was president of the university or some-
thing of the kind, but he was still a major mover and shaker of the Institute.
So that's where I got my real world economics. If you divide my education
in economics into “economics as a paradigm” and “real world econom-
ics,” then I got my real world economics at the Institute of Industrial Eco-
nomics, and the paradigm from Andreas Papandreou and a couple of
other people. Roy Radner was also at Berkeley in those days, and I took
a course in mathematical economics with him. At the Institute, about half
of the graduate students—the people you learn from in that context—
were economists, and the other half were sociologists.

So 1 had a pretty good background in economics but it was sort of by
conviction; I had read lots of the literature on my own. And being in the
army in 1953-1955 was probably the best part of my graduate education.
I worked on the night shift at a mental hospital, and even though mental
patients are very sick, they are not sick at night when they sleep. So I spent
two years reading everything you could get in Denver on those reading
lists for the Ph.D. in sociclogy and economics.

Q: Industrial organizations has been a major theme in your writings
ever since you started doing research thirty years ago. What is it about this
topic that fascinates you? And what is it that you have tried to accomplish
in this area, from the 1959 article onward?

A: Well, the first thing that sort of struck me in reading “real world
economics” was that organizations behave a lot more like individuals are
supposed to do according to economic theory than individuals do. Indi-
viduals don't actually calculate that much; neither do they collect all that
much information. They buy something in a store, when just across the
street you can buy it for half as much. But corporations don’t do that, and
even households buy more rationally than individuals. So the more so-
cially organized something is, the more closely it approximates the pre-
suppositions of the economic paradigm.
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It seems to me that this is what Weber’s argument was originally about;
namely, that it is society that has to be rationalized and that individuals
can't be rationalized. Or rather, individuals become rationalized because
society is rationalized and not vice versa. It is because individuals are
embedded in social systems that they maximize profits and so on, and not
because they naturally want to maximize profits. Individuals have only
gradually improved their methods of maximizing profit. So it always
seemed to me that the problem Weber posed was how do you get organ-
izations and households to become rational and supply the things they
supply in a market? How do you get them to rationally calculate and do it
in a way that can be compared across the economy and in the way that is
required for markets to work?

The first problem that I posed was therefore in a way to explain why it
was that economics works. At that time, you should know, the basic no-
tion among most business administration and business economics types
was that there wasn't any rationality in these ancient organizations that
make up the construction industry. So one of the things I tried to show
was that, when you consider what kind of problems this industry faced,
then you shouldn’t be surprised that in order to be rational about building
buildings, you had to organize it in this odd decentralized way. In brief,
you had to rely on what I call a “craft administration of production,”
where independent craft workers make many of the key decisions on
their own, as opposed to a “bureaucratic administration of production,”
where most things are rather decided through an ordinary hierarchy. You
just couldn’t go out and randomly organize Ricardian labor markets and
find someone who knew how to build buildings when you didn’t know
how to do it.

So that was the first half of the problem I had set myself very early in my
career. The second half had to do with what I call “Marxism with varia-
bles.” The other side of my background had led me to be interested in
what a2 mode of production really is, and how you could get some varia-
tions on it in order to be able to study its effects. It seemed to me that the
different organization of different industries obviously resulted in differ-
ent behavior. You could see that just by looking at the trade union organ-
izations in various branches of industry. Where these were different, there
emerged different conditions of class conflict. So if the mode of produc-
tion was to explain differences in class conflict, it obviously had to explain
differences among the industries.

Looked at from an administrative viewpoint, industries showed the
same sort of thing. And it was also clear that the construction industry had
to solve a very different kind of set of uncertainties and problems than, for
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example, the automobile industry. And since these industries organized
themselves differently, they also produced different class relations.

A first extension of that part of the argument in my 1959 paper on the
construction industry came in a paper on agricultural enterprises and rural
class relations (see Stinchcombe 1961). 1 was taken by a comment which
Bendix once made, that the crucial thing to remember about all industrial-
ization is that it takes place in agricultural societies. Consequently, in
order to understand the constraints under which the class system of indus-
trialization grows, you have to understand what kind of class system the
society had; and that was an agricultural one. So you could not understand
the transformation to industrial societies unless you could also understand
the variations in the various agricultural systems. England, for example,
had a very different system from that in France, from those in the various
parts of Germany, and so on,

This idea, 1 think, was more present in those days in Bendix's lectures
than in his writings. Nevertheless, it was obvious that if you were going to
study economic development—which I thought I was going to do at the
time—then you needed to study the class system during the period before
the industrialization process began. The class system was quite differentin
different places, and the real question was if you could explain this with
the help of the same argument I had used to explain the difference be-
tween the class system of the construction industry and the automobile
industry. Namely, that in different forms of agriculture you have to get
different things out of the labor force; that the risks of property are differ-
ent; that different kinds of contract are rational; and so on. This approach
has become more popular since those days, 1 think. Anyway, that is where
my paper on agriculture fit into the second half of the intellectual enter-
prise | was involved in in those days.

[ should also add that Berkeley was a lot more of a Marxist place than
the other sociology departments in those days. That was especially true
for Bendix and the graduate students but also, relatively speaking, for the
faculty. Bendix was much more interested in the Marxist approach o
Marxism than in, so to speak, turning it back on its head into a sort of
Hegelianism again, which he became more interested in doing later. Many
Marxist students also came to Berkeley when they had decided that they
after all wanted to make a living. It was definitely also the place for ex-
Trotskyists to go.

Q: Have you had any help from economic theory in your research on
industrial organization? From what you have said, it rather seems that it
was industrial economics that made an impression on you. That seems to
be the case with quite a few sociologists, incidentally.
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A: Let me answer like this. It is true that the fusther you go towards the
periphery in economics, like to industrial economics or agricultural eco-
nomics, the more data there is about the real world. 1t’s similar to when
you leave Oxford and go towards the red-brick universities, or when you
leave Harvard and Princeton and go towards Kansas or whatever. And I
myself am more interested in the periphery of economics than in its cen-
ter. Still, I wouldn't go as far as Dorothy Thomas is reported 1o have done,
when she said that she’ll use the data of the economists but not their
theories!

In relation to economic theory, I must say that I have always been very
suspicious of any argument that something was efficient, unless 1 could
check it myself. I don't understand land-tenure systems unless I can see
for myself how they actually work. To take an example, namely why it is
that under some circumstances there might be share rents,? although the
conventional answer is that share rents are economically irrational since
they constitute an irrational contract? It is indeed correct that under cer-
tainty that would be true, But it seems to me that if you take account of risk
bearing plus unavailability of insurance, it is not at all clear that share rents
are economically irrational, What kind of contract is rational varies from
one crop to another and from one situation to another.

At the same time, unless I could also give something which was reason-
ably close to a conventional economic explanation of why some contract
might fit the situation, I would be suspicious of my own argument that it
was rational (o have this kind of a system. But I am quite sure that an
economic argument doesn’t have to be as good to satisfy me as it has to be
to satisfy the American Economic Review. Some of them might also more
or less be fantasy economic arguments; I don’t know.

Q: What about cooperating with economists? Have any economists
been involved in any of your projects on industrial organization?

A: No. But it depends on how you define “cooperation.” I have sat on
a lot of dissertation committees in economics and in economic history.
Americans tend to have committees that go across disciplines, and you
have at least a minority from outside the discipline. At Johns Hopkins
there was this wonderful system, at least from the viewpoint of my own
education, that you had to have a mgjority from outside the discipline.
Since the economists never could scare up enough of a majority to read
their dissertations, especially the mathematical ones, 1 got to read almost

*The definition of share rents is that the return from an agricultural enterprise is divided
between the owner and whoever rents it according 10 some rental scheme, either in money
orin kind, See Stinchcombe 1961, 39.
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all of the economics dissertations when 1 was there. I also got to read
many dissertations in economic history, but that was for a different reason;
I got along with Alfred Chandler, who was there at the time. So that was
cooperation in the sense that I criticized their works, and the economists
would look at our students’ dissertations.

Q: When I said “cooperation,” I actually meant something more in-
volved, like working together with economists on a project. Have you
ever done that?

A: In some sense, 1 don’t do projects. I am more of a book-writing kind
of person than a project-doing one. But when I was at the National Opin-
ion Research Center in Chicago there were data-collecting projects, which
did have ecocnomists on them and which I worked on. These projects
were mostly on labor markets. But except for data collections of that type,
I don't do projects; | do my own work. o

Q: What I was really trying to ascertain—with you as a kind of mc:hca-
tor—is the present state of cooperation between economists and sociolo-
gists. How would you describe that? '

A: Well, I would say that cooperation between economists and soc:qlo-
gists is partly a status matter and partly a marter of style. Most sociologists
can't read economics, and there is even some of it these days that I can't
read. My son, in fact, is a mathematical economist and I can't read his w9rk
except to tell him that he hasn't defined a symbol he’s using or somthmg
of that sort. I can probably read about 90 percent of the economic litera-
ture, but the average sociologist can only read 20 to 30 percent of it. And
that seems to me to be a big barrier. Economists, on the other hand, can
read all of the sociological literature, though of course they may not have
the context to see what we think is important—sociology rarely grabs you
by its elegance. There isn’t anything that is sufficiently obscure about soci-
ology, so that you have to train for a long time to read it.

It also seems to me that an economist doesn't gain anything by having
successfully associated with sociologists. So why should he? Being?' widely
accepted in sociology wasn't what got Herbert Simon the Nobel Prize. The
incentive system in economics is simply not of the type that, if a body of
your peers who all happen to be sociologists accept your work, you geta
boost in the economics profession. But the reverse is true, and here it
works the other way around. If some sociologist is doing something Fhat
you wouldn’t normally do, but which a whole bunch of econometricians
think is wonderful stuff, then that is a really good argument for promoting
this person. The incentive system therefore doesn’t encourage coopera-
tion from the economists’ viewpoint.
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There is also the stylistic matter of sociologists being interested in re-
searching what the economists would rather assume. Even people like
Herbert Simon and Jim March have trouble with that aspect of economics.
Sociologists will show that in fact businessmen don't behave according to
economic theory; and the economists will say, “Well, we will assume that
they behave that way anyway; it's more fruitful, you know.” And that is
the end of the argument, as far as the economists are concerned.

Q: Sometimes [ get the impression that economists have a certain con-
tempt for sociologists. They will, for example, sometimes tell you anec-
dotes in which the really funny part is that sociology is ridiculous as a
science. Does this concept of economists having a certain contempt for
sociologists also answer to your experience?

A: Yes, 1 think that's true. But | also think it is preity appropriate. It
seems to me that you have to be smarter to make a go of it in economics
than in sociology. The stellar economists have a kind of command of their
topic that is hard to find among sociologists. Take Kenneth Boulding, for
example, who is not intolerant of sociology. You could give him a sociol-
ogy problem, and he would probably do better with it than the average
distinguished sociologist. So in other words, I think that some of the con-
tempt for sociologists is justified. For another illustration of the same thing,
take statistics. There were some statistical problems which sociologists
had been wrestling with in vain for a long time. But as soon as they came
under the economists’ purview, advances were made very quickly. These
were problems that had 1o do with things like causes going around in
circles, and the like.

Q: Do you then believe that economic students are smarter than sociol-
ogy students?

A: Yes, probably. Economics may simply have a more efficient selection
system than sociology. To require calculus in order to go on works as a
crude kind of sorting mechanism for the economists, even though a good
command of calculus is only roughly correlated with broad intellectual
ability. Still, it is better than nothing,

Q: When Economic Sociology appeared, the reviews differed quite a bit
in how to perceive the book. Should it be seen, as the title actually indi-
cates, as a broad introduction to the topic in general? Or should it rather be
seen as a study where the emphasis is on the need for a more historical
and comparative approach in economic sociology?

A: The book should not be read as a basic text in economic sociology.
Itis rather the historical-comparative approach that is the basic message of
the book. But it is not necessarily the only message that needs to be said
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about economic sociology. Nevertheless, it represents one slant on that
whole field, and one which I worked with for quite a while.

And it does seem to me that a lot of the more interesting things about
economic behavior really do vary across countries. Take the question of
why it is that the Japanese at the moment save so much more than the
Americans. [ don't think that the answer is that the Americans had a more
anal character in the past and that they therefore saved more, or some-
thing like that. Instead I think that there are all kinds of rules and regula-
tions relating to savings, which come out of some conception of what the
whole social life is all about in these two countries and which have be-
come institutionalized.

So it seems to me that all over the place you can find big differences in
economic behavior, which have no simple explanation in terms of market
competition. It clearly isn't that the Japanese are more rational in figuring
things out, while we are more irrational; and that this gives us the wrong
answer and the Japanese the right one. There really are culturally con-
structed institutional factors, and it is them that are going to explain the
differences. And many of these institutions grow out of the very nature of
the economic problems, as these are posed in a concrete and direct sense
in these societies and not as the result of some abstract choice between
savings and consumption or something of that sort. What counts are de-
tails such as how old people are provided for; what happens when a dis-
aster hits a family; how the state intervenes in society; and so on. This is
what is going to explain the difference, say, in the savings rate between
the United States and Japan.

One of my objectives in Economic Sociology was exactly to show that
different societies conceive of their economic problems differently. They
create different economic institutions, and these are seen as the most obvi-
ous and natural way of doing things by the people involved. So it isn't
necessarily obvious to have a capitalist mode of organization in all situa-
tions. And it isn't obvious that people who, say, spend all their time raid-
ing others’ cattle are more irrational than what we are, when we are build-
ing automobile factories or whatever.

Q: How do you view the present situation in economic sociology? It
seems to me that U.S. economic sociology was more or less established in
the 1950s; lay dormant in the 1960s and 1970s; and that it is now reemerg-
ing. What's your opinion?

A: It seems to me that the components of economic sociology are cer-
tainly booming today. Organizational sociology is still, more or less, doing
very well. And there is still that vague feeling that there are things that we
could know, given our present methodological and theoretical tools, and
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that we don't know. So there is a sense of there being a research program
in organizational sociology, leading unto the future. The situation is simi-
lar in labor market sociology. We have made enormous advances in relat-
ing what we know about the labor markets and social mobility to what the
economists know about labor markets and pricing and so on. There has
also been progress in the area of class conflict and politics.

So it seems to me that, of the several fields into which economic sociol-
ogy can be broken up, each is in a state of vigorous development. The
notion of putting them all back together as one single subject matter and
of training people in all of them plus making sure that the students know
enough of economics as well as sociology; well, that just doesn't seem to
be organizationally viable. But for the individual student who wants to try
it on their own, it is of course viable. These students will also be easy to
place in other universities since they can teach organizations, labor mar-
kets, and methods. I include methods here because labor market sociol-
ogy is the field where methodological research is advancing the fastest just
now,

Q: So in your opinion it's not yet time to put economic sociology back
together again into one single field?

A: I don’t know whether it's a question of it being time or not; it seems
to me that it is just not happening. But I do think that the research in this
field is among the most exciting stuff presently going on in sociology; that
it is widely recognized to be very exciting stuff; and that any reputable
sociology department ought to have economic sociology.

Q: Economic sociology, to switch to another topic, represents just one
way of relating economics and sociology to each other. There are also
several other ways to do it, and of these, “economic imperialism” is prob-
ably the most popular. What's your opinion about the research by Becker
et al.? Do you reject it outright? Do you find it brilliant but wrong?

A: I suppose “brilliant but wrong” comes the closest. It seems to me that
these folks in economic imperialism commit a sort of fundamental mis-
take, which most of their disciples in sociology also commit. And that is to
have the individual as the unit to which the economic assumptions attach. -
It seems to me that that is not very good, and that a firm behaves much
more like economists assume individuals do. 1 have said this already. I
believed it in the 1950s, and I still believe it.

Jon Elster too has gone in the direction of the economic imperialists,
which attaches the study of economic models to methodological individu-
alism. I would argue for a different approach, namely, to identify the em-
pirically acting units and reduce your explanation to their behavior; and
not to assume that the acting unit is an individual and then reduce the
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behavior of the institutions to these individuals. It seems to me that that is
a stupid way of approaching, say, the financial markets. The guys who
operate there aren’t acting for themselves; they are acting for their bank or
corporation, and that's why they are acting rationally. They wouldn’t be
acting so rationally if they were acting for themselves,

Or, as another example, take the sexual market. It is organized in a very
irrational way, in spite of Gary Becker’s argument. People don’t maximize
very well in that market at all. They don't collect information in a rational
way; they don’t experiment enough with the different stores in which you
can buy sexual services; and so on. It’s not at all like that. But if a corpora-
tion was going to buy sexual services, and I guess some Japanese corpora-
tions do, they would be much more price-conscious and rational about it
S0 it seems to me that the problem with economic imperialism is not the
economics part; it’s the philosophical part about this reified individual.

An individual is not just one thing; it is all sorts of things. And ever since
infancy its behavior gets shaped this way and that way by different pieces
of the environment. The individual isn't only this rational being. Let me
take an example. When you go to work, you can never remember what
you decided this morning. Maybe you were supposed to call the babysit-
ter at three o’clock. But you won't call the babysitter at three o'clock,
because by that time you will be in the middle of a problem in your work.
I am obviously being carried away by my enthusiasm for this argument,
but it seems to me that the problem with economic imperialism isn't that
lots of the time sociologists can't use the technical apparatus of economics
because it is too difficult. I can use it, and I do use it lots of times. But I
typically don’t use it in order to try to reduce the behavior of corporations
or markets or what not to the behavior of individuals. I apply it to the
behavior of what are the acting units which seem to be maximizing utili-
ties or collecting information with different methods.

That seems to me to be the right thing to do; to look for the kind of
behavior that economics is good for explaining, and then use it for that. If
this happens to be individuals—fine. Sometimes, of course, it does hap-
pen that individuals behave in a rational way; I wouldn't deny that. I don’t
even deny it as much as Herbert Simon does. But it also seems to me that
very often—and much more often—it is corporations that behave in a
rational way. They especially do it in the context of trying to maximize
those things which are easily calculable, like how to distribute risks over
time, and so on. They seem to do it much less when they are dealing with
their own trade unions, for example. It seems to me, in brief, that eco-
nomic imperialism should be imperialistic where it works best. But it
should be modest where it works badly.
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Q: Economic imperialism has also been extended to organizations, and
there exist today several different economic theories of organizations.
Since organizational sociology is one of your specialties, [ would like to
ask you some questions here. I recall, for example, that a few years ago
you went into a polemic against Oliver Williamson, arguing that he makes
the mistake of presenting “markets” and “hierarchies” as if the two were
totally distinct phenomena, while in reality markets contain some ele-
ments of hierarchies and vice versa (Stinchcombe 1985).

A: I think that Williamson recently corrected that. His last book, The
Economic Institutions of Capitalism, is much more along the line I advo-
cated in my essay from 1983 (see especially Williamson 1985, 83-84).

Q: And what about agency theory, for example?

A: Agency theory happens to be my wife’s—Caro! Heimer's—business
at the moment, so I am not doing it (see Heimer 1985). But it seems to me
that it’s the same story there. If you look at all the things that the econo-
mists assume, and make them into variables, then you will find things that
are at the other extremes of those variables. The case my wife is interested
in is people making decisions on behalf of a prematurely born child who
is having major problems. Under those circumstances—where the princi-
pal presumably is the child, and the agents the parents—how do you
figure out what the principal’s utility functions are? And how much in-
fluence does the principal have in setting up the contract? And so on. It is
clear that this problem is at the opposite extreme of the ones that agency
theory normally deals with. But it illustrates—perhaps in too dramatic a
form; it’s so dramatic as to make it ridiculous—that not all things that we
conventionally call agency come anywhere close to satisfying the assump-
tions that the econormists make about actors.

Where agency theory does come close to do this, however, you can
learn a lot from employing it. In a book I am writing just now, called
Information and Organization or something like that, I am analyzing
why universities don’t actually administer their space in the sense that an
operations research analyst would think it should be done: centrally; by
setting up specific criteria; and so on. It seems to me that one of the prob-
lems of any university as an organization is that the people who know
whether the faculty members are doing a good job are not the ones that
control the university. The people who have this information are not the
university’s agents at all but the faculty at other universities. They consti-
tute a particularly good source of information whether a university is
doing well in some field, because you don’t have the problem of the agent
misrepresenting his or her performance to the principal, something which
fouls up agency relations in general. This is one of the reasons, so to
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speak, why a university never really knows what its faculty is worth. They
have to wait, or at least it used to be that way, until somebody from the
outside offered the faculty member more money, before they would real-
ize that the person was worth more.

So the problem comes from the difficulties inherent in the agency rela-
tions. When your agent knows so much more about something than you
do, he or she will not report accurately what you need to know to evaluate
the person; set up an incentive system; and so on. So you have to make
the incentive system dependent on the people outside of the university.
And that’s also true-—and this is the problem I am studying in particular—
when the case is whether some scientist is really making good use of the
reseach space he or she’s got. But here you can't get your reliable outside
sources to tell you if that is the case. So the usual way that we correct for
our agency problems in the universities doesn’t work when it comes to
assigning space. I have constructed an explanation of why it is that we
instead get a kind of Organization for African Unity type of structure here.
The department owns its own territory, whether that makes any sense at
all. Tt has its own people, like any nation. And when you have nations,
everybody will defend their borders or there will be general anarchy.

Perhaps that was too sketchy to be convincing, but it seems to me that
I have got some ideas out of the agency literature which have been useful
to me and which I have exploited opportunistically. In the long run I will
be dissatisfied if I can’t do a more formal representation of why this prob-
lem arises in this particular agency relation of the university. On the other
hand, if T can’t do it formally and more in traditional terms of agency the-
ory in the long run, at least I won't be suspicious that I am just projecting
my own preference for decentralization and for not wanting to be told
what to do onto a theory about the inherent nature of the university.

Q: Some people have recently been arguing that rationality can become
the foundation for all the social sciences. What is your reaction to this? Is
it, for example, possible to square this with your opinion that rationality is
basically an assumption for economists, while it is a variable for sociolo-
gists?

A: Well, it seems to me that for some subparts of social science, rational-

ity can work as a unifying element. It’s easy, for example, for me to talk to
people like Jim March, Oliver Williamson, and—to mention someone in
my own field—Philip Selznick. The reason is that although we all use
different approaches, we do share the basic notion that people under
some conditions—conditions in which we are interested—will be trying
to get more or less the best answer that they can manage; that there are
social influences on what these people can manage, and what they think
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is best; and so on. We all think that individual cognition and collective
cognition are somehow at the core of what is going on here.

But it seems to me that there also exist other kinds of behavior, which
are really hard to explain this way. Why is it, for example, that marriages
stay together? You could, for example, argue that what's similar between
a house and 2 wife is that the average duration of your relation with both

of them is around the same. Butit doesn't seem to me that these two things
are similar. It rather seems 10 me that erotic sentiment or the love of chil-
dren don't belong to the same category as the house. If you, for example,
try to explain the phenomenon of loving your children by thinking of
them as an investment vehicle or something along those lines, then that
whole conception is not a realistic description of what it is all about. When
you have a child, it changes your preferences; and economists have no
place for a change in preferences. You love that person much more than
when he or she was just a sperm,; there is no other way to describe it.

Q: So rationality, on the whole, functions a bit like a bridge, connecting
islands of thoughts to each other?

A: Yes, but it can only connect some of the islands. And there will be
rivers in between them, which you don’t understand. Or that you won't
understand by that method. It seems to me that there are lots of things that
we can predict about who will love whom, how long they will love them,
and what will disrupt the relationship and so on, without any appreciable

_ intervention of rationality. Carol Heimer and I wrote a paper on love and
irrationality in which we argue that many of the things you do in connec-
tion with love are not irrational, but—and that is the fundamental idea—it
is only because the things that make us happy are things that can be had
from loving people, that you don't have to be irrational to love people

(see Heimer and Stinchcombe 1980).

But to explain why it is that these things make us happy, that is not part
of the rational tradition. And it never was assumed to be part of what
economics was all about; that is rather where the economists started.

These things, anyway, are clearly produced socially. Let me illustrate.
One of my colleagues was telling me the other day about interviewing
some admission officer about the introduction of coeducation in some
school, and for whatever reason this officer said, “Undergraduates never
form relations with each other if their S.A.T. scores are more than one
hundred points apart.” Now, this phenomenon is clearly socially pro-
duced. And it wouldn’t have been true before S.A.T. scores and intellec-
tual performances were so central to the social system. But what it does
indicate, of course, is that there are some fundamental causes of the for-
mation of these deep sentimental relations, and that it is them that shape
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the preference function rather than vice versa. To conceptualize phenom-
ena of this type with an ordinary consumption function of the type you
would use for a house—that just doesn’t cut it. So it seems to me that we
don’t have to worry about economic imperialism, when it comes to these
types of behavior, because the economists are not going to explain them.
We sociologists are not that good at it. But at least we are not that bad!

Q: How do you view the future of the relationship between economics
and sociology? Will there be more interaction? Or some kind of mutation?

A: It seems to me, broadly speaking, that the hostility of sociology and
the other social sciences toward economics will disappear. I also include
psychology here, even if it is true that if a psychologist can’t disprove the
economists’ assumptions about how people behave, he or she shouldn’t
be encouraged to go on for a M.A,, even let alone for a Ph.D.

So, the hostility toward economics will soon be gone from the social
sciences. To an extent this has already happened; not quite, but almost. It
seems to me, however, that one of the bad aspects of this is that rationality
has come to be defined in a narrow sort of way. Now when we are agree-
ing to be interested in it, we are apparently going to be interested in it the
way the economists are, rather than the way John Dewey or Max Weber
were. This is a pity, because there are all different sorts of ways in which
you can conceive of where rationality originally comes from and how it
adds up and all that kind of stuff. One thing I think is particularly
problematic about the current conception of rationality is the drift towards
individualism. That seems bad to me.

So I am a bit worried that the rapprochement between economics and
sociology is going too fast and going too far. The reason for this is that
it seems to me that economists can mostly ignore the fact that the units in
the market are not actual individuals. As long as they don't get too philo-
sophical, this doesn't give them any problem. They just ireat them as
if they were individuals; what the hell. But it is quite different when they
invade our turf and start applying this eighteenth- and nineteenth-century
utilitarianism of their presuppositions to a lot of social phenomena. Then
this old-time philosophy or theology comes in the way, and they quite
often make a mess out of it. It seems to me that Gary Becker can’t make as
good a regression equation as I can about family behavior because he
keeps trying to relate it all to individuals. Families aren’t all individuals,
they are families; and these families have their utility functions, just like
individuals.

Stil], it seems to me that the dialogue is open, and that economists are
sort of willing to tackle practically any problem these days. How hospitals
recruit interns is now a perfectly reputable part of labor market econom-
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ics, and there are all sorts of odd problems like that which in the old days
of Clark Kerr would not have been considered real labor market econom-
ics. So economists in some ways—maybe out of sheer self-confidence—
are more flexible today than they used to be. They seem to be saying,
“Surely you can’t come up with anything I can’t handle!” Most scientific
dialogues work better if everybody has a chance at it and can chop away
at each other; if everybody is listening; and if everybody reads something
even if it comes from another point of view. It seems to me that there is
more of that now. There is definitely more of it than when I grew up.

All this said, it still seems to me that we sociologists will in most cases
have to continue to do independent work because the things that are
problems to us and the things that make us say, “Aha! I have found some-
thing!” are sufficiently different from what makes economists have the
same reaction. For this reason, you cannot have the same reward system
for both disciplines. In the end we have got different utilities; we disagree
about what's really a finding, So we can have the same technical system,
but we are in different businesses.
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Aage B. Sprensen

FOR SEVERAL REASONS, Aage Sgrensen is an ideal person to comment on
some of the changes that are presently taking place between economics
and sociology. For one thing, he is a pioneer in the new field of labor
market sociology. He has also helped to develop mathematical sociology,
which is a field where the ambition originally was to mathematize sociol-
ogy, just as Paul Samuelson and others had revolutionized economics by
mathematizing it in the 1930s. Finally, Sgrensen is a student of James Cole-
man’s and is therefore well suited to comment on Coleman’s ideas about
rational choice. :

In this interview, Sgrensen discusses recent developments in mathe-
matical sociology. He presents a critique of neoclassical labor economics
as well as of labor market sociology. A theme throughout the interview is
the need for sociologists to develop a new concept of sociological theory,
and here Sgrensen maintains that sociologists have much to learn from
economists with their emphasis on sophisticated mathematical models
and mechanisms.

Aage Sgrensen was born on May 13, 1941, in a teacher’s family in Silke-
borg, Denmark. He got his Master’s degree in sociology from the Univer-
sity of Copenhagen in 1967. He then moved to the United States, where he
earned a Ph.D. in 1971 from Johns Hopkins. The title of his dissertation
was The Occupational Mobility Process: An Analysis of Occupational Ca-
reers. He first worked at the University of Wisconsin at Madison during the
period 1971 to 1984. Since 1984, Aage Serensen has served as chairman of
the Department of Sociology at Harvard University.

Q: Your two specialties are mathematical sociology and labor market
sociology. Can you explain briefly how you became interested in them?

A: I started to study sociology at the University of Copenhagen in 1961.
At that time, there were only six to ten students in sociology and one
professor, Kaare Svalastoga. He had a strong interest in quantitative soci-

The‘following interview with Aage Sprensen took place on March 23, 1988, in his office in
William James Hall at Harvard University.
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ology and was a proponent of a kind of behaviorist approach to sociol-
ogy. Svalastoga also thought that mathematical modeling was very impor-
tant, but I must say that I didn’t learn a whole lot from him in that area. I
did, however, get an interest in stratification from him, which was his main
specialty.

When I had finished my Danish degree in 1967, I decided to go to Amer-
ica and see if I could study with Jim Coleman. I had always had a strong
interest in mathematics and statistics, but I didn’t really know what to do
with them. And I thought that Jim Coleman could teach me how to do
mathematical models. So I applied to Johns Hopkins and was accepted;
didn’t apply anywhere else.

And indeed Coleman did teach me a lot of mathematical modeling, and
I think I got better at it. I then tried to do a dissertation, which combined
my interest in mathematics with my interest in stratification and mobility;
and this is what led me to labor markets. In my dissertation I developed a
little model, a simple difference equation, of what people would gain by
moving from one job to another. I saw this as a question of the extent to
which people were free to leave at a time when it was most opportune for
them to do so, as opposed to having to leave when someone told them to
leave or something like that. So in trying to explain the outcome of job-
shifts, I came to the conclusion that this really had to do with what kind
of employment relationship people have—whether they have a high de-
gree of job security or not. And that, in turn, led me to worry about labor
markets. .

Q: Did you take any courses in economics as part of your education?

A: 1 actually started out studying economics at the University of Copen-
hagen. It didn’t last too long—only about a year—and I found it kind of
boring. '

Then I heard of this new field, sociology, and that is how I got into
sociology. I probably would have started out in sociology, if I just had
known it existed, but it was a such a small and new discipline in Denmark
at that time. Anyhow, 1 did get about a year of basic MiCroeconomics, so
I do have some background in the field. I haven'’t had any formal training
in economics since that time, although 1 have read a fair amount on my
own, especially human capital theory and labor economics.

Q: In the 1970s, you and your wife Annemette Sgrensen, who is .also a
sociologist, wrote a book-long overview of mathematical soc1ology
(Serensen and S@rensen 1977). You describe how the field was started in
the 1950s and how it then gained momentum in the 1960s. How do you
see the development within mathematical sociology after 1975, where
your book ends? Has any progress been made in the last ten to fifteen
years?
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A: Well, I am sort of unhappy about what has happened in mathemati-
cal sociology because I don't think there has been a whole lot of progress.
In some sense I would say that the area has gone through something of a
decline. There is still a bunch of people who call themselves “mathemati-
cal sociologists” or who would say that that is one of their specialties. And
there is a considerable amount of activity in certain areas of mathematical
sociology, like networks. But overall, T am skeptical and discouraged by
the lack of progress.

I think that one thing which has been important in this process and
made mathematical sociology less vibrant has to do with the type of math-
ematical sociology that was around in the 1960s. If Coleman’s work is seen
as the prototype for what mathematical sociology should be like in those
days, then it is mainly a very rich set of stochastic process models, applied
to various types of social processes. Coleman uses quite standard and
well-known models, developed in the mathematical and statistical litera-
ture. He then adapts these models to various social processes and parame-
terizes them in order to mirror certain mechanisms in social processes. For
example, one model would be that if I do one thing and if another person
does something which reinforces what I do, then there is a kind of conta-
gion effect (see Coleman 1964b, 288—429). E

All Coleman’s models were quite simple, but theoretically and concep-
tually adapted to social processes, and that is really the achievement of his
Introduction to Mathematical Sociology, which came in 1964. It is not that
his models of social processes were mathematically very original; it was
rather Coleman’s ability to take these models and reformulate them in
terms of social processes. You also needed a good deal of creativity and
ingenuity to test these models, and Coleman was very good at that too.

But what has happened since then is that in the 1970s there was a phe-
nomenal advance in numerical computer analysis and in the availability of
longitudinal data. It now is possible to estimate parameters of stochastic
models directly without making the equilibrium assumptions and other
simplifying assumptions used by Coleman. But this meant one did not
need to be very imaginative and creative conceptually, which had been

the case earlier, because you could just go ahead and estimate everything
directly. For this reason, the use of stochastic models became a kind of
regression problem, for example, in event history analysis. That this hap-
pened explains the lack of enthusiasm for doing any more models. The
beauty went out of it, even if perhaps realism became greater.

Q: What about game theory? Wouldn't that have represented an alterna-
tive to regression models?

A: Well, game theory is a different matter altogether and has only been
of borderline interest to sociologists. It is much stronger in mathematics,
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economics, and operational research. Sociologists would go in and out of
game theory, but it never became a central activity like stochastic proc-
esses or network models. Coleman, however, made another important
contribution in the 1960s with a paper on collective decisions, which led
him to a set of problems with rational actor models (Coleman 1964a). He
takes up classical game theoretical problems, such as the prisoner’s di-
lemma. But I still don’t think that you can say that game theory has been
an important activity among mathematical sociologists. I think that Ameri-
can mathematical sociologists are basically either doing stochastic mod-
els; and if they are doing that, they are estimating more than modeling. Or
they are doing networks, in which case they are probably more involved
in modeling, but also emphasize estimation problems.

Q: One of my friends, who is a sociologist, keeps telling me that econo-
mists are much more sophisticated than sociologists when it comes to
model building. Is that also your opinion?

A: Yes, I think that is true. And the reason is mainly that economic
theory has been translated into mathematics to a considerable extent, and
you can'’t really do economic theory without doing mathematics. So the
language and the substance sort of go together in economics. It is almost
implausible, I think, to conceive of a theoretical proposition in economics
which is not formulated in a mathematical fashion today.

You should also realize that the big agenda of people like Jim Coleman
and Harrison White, who were the two great pioneers in the United States
in using mathematical models in sociology, was always theoretical. But
they have never been able to push the idea that what they did was indeed
“theory.” Most sociologists outside of mathematical sociology rather saw
them as methodologists. Sociological theory, as it is carried out by people
who call themselves “theorists,” is with a few exceptions completely re-
moved from mathematical modeling. And therefore sociologists haven't
had to learn mathematics. Only a few people, who have known mathe-
matics by accident (maybe they studied it as undergraduates), have really
gotten into what I would call theory development using mathematical
tools.

Q: In the 1930s and 1940s, people like Paul Samuelson showed that you
could take verbal propositions in economic theory and translate them into
mathematical language. Are you saying that that wouldn't be possible in
sociology?

A: No, I am not saying that. I think that some of the work of Jim Cole-
man, Harrison White, and other mathematical sociologists (including my-
self) is indeed sociological theory translated into mathematics. What I am
saying is rather that the bulk of what is called “sociological theory” by
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sociologists is 70t translatable into mathematics. And also: what the math-
ematical sociologists have done is not recognized by these other sociolo-
gists as “theory.” So there is really a discrepancy, if you want, between
what is practiced as theory and what is possible to translate into mathe-
matics. What is largely practiced as theory in sociology, is rather history of
sociology, metatheory, or some kind of conceptual elaboration of what is
meant by “capital,” “norms,” and so on. In either case, there is no need for
mathematics.

Since most sociologists don't really know any mathematics, I don’t think
there is going to be a whole lot of progress, either for mathematical sociol-
ogy or for sociological theory, as it is practiced today. Although it might be
alittle bold to state it so bluntly, I must say that I don’t think that sociology
has made a whole lot of theoretical progress for many years and certainly
not compared to economics. The main reason for this, I think, is precisely
that sociologists have not used mathematics to formulate their theoretical
propositions,

Q: Your second major interest is labor market sociology. How do you
see the relationship to economic theory here, especially neoclassical
theory?

A: T admire neoclassical theory a great deal for its power to explain
different phenomena, and also for its elegance. On the other hand, I have
the impression that much of what it explains can also be explained by
other means. What this shows is in a sense that economists have been
incredibly creative in coming up with explanations for what they already
knew would happen. In a sense they have formulated their theory back-
wards. »

Iactually think that this is the case with much of good theory. But I am
in this case explicitly thinking of human capital theory, which is very im-
portant in labor market research. Gary Becker's own work is really a very
elegant way of explaining certain basic, observed relationships with eco-
nomic theory. But most of these relationships—and this has been a main
purpose for myself to show—can equally well be explained by other |
means. There are other mechanisms, in brief, that can account for the
observed facts. I am thinking of things like the education—earnings rela-
tionship or the age-earnings profile, to take two key observables in
human capital theory for which the theory gives some explanation. There
are other theories—including the theories I have worked on myself—that
explain the same phenomena with very different assumptions.

Now, that is no reason to reject neoclassical labor economics. But there
is something about the assumptions which are employed in neoclassical

theory which makes the whole enterprise sometimes unbelievable. This
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has mainly to do with the assumption of openness in labor markets. Now,
this assumption is made despite that there is all this evidence that labor
markets are in fact structured, full of barriers to movements, and so forth.
But neoclassical economists still equate them with markets for potatoes or
oil or grain. We know that labor markets are different. We know it, for
example, from classical institutionalist analyses, and we know it from
Herb Simons’s analysis of the employment relationship (Simon 1957a). It
has also been repeated to us by the neo-institutionalists, like Oliver Wil-
liamson (1975), that the basic kind of employment relationship is very
much in contradiction to what is assumed in the theory of the market that
drives neoclassical labor economics. So I guess I find neoclassical labor
theory very persuasive, very beautiful, and quite unrealistic.

Q: From your own work, it is clear that you are also quite critical of the
various attempts by sociologists to analyze labor markets, including the
“new structuralist” approach where one focuses on the structural aspects
of labor markets. Could you say something about this?

A: It should first of all be said that much quantitative work in sociology
on labor market phenomena really originated in the demographic tradi-
tion, which basically just set out to describe certain observed relationships
in some given population. This is similar to what Otis Dudley Duncan and
Peter Blau did in The American Occupational Structure. This work repre-
sents the invention of status attainment models, which are mainly exer-
cises in estimating, as precisely as possible, the association between cur-
rent status, first status, education, and family background. They do this,
however, without providing any kind of theoretical explanation for why
one should observe these relationships. That is, there is no theory about
the process in classic attainment research. And there is still no theory
about what produces the various associations in a lot of today’s sociologi-
cal work on labor markets.

The reason for this has a lot to do with the way theory is thought of by
sociologists. They see it as something having to do with which variables
should be included in the equations and how these variables relate to
other variables—and not as something which is about which mechanisms
produce the observed associations in the variables. This is where there is
a huge difference between sociological research and economic research
in this area; and the difference is very much to the disadvantage of the

sociologist. Sociologists have not developed many powerful theoretical
statements about what produces the observed associations which are at all
comparable 1o neoclassical economics. Even though 1 find the neoclassi-
cal explanations unrealistc, as 1 said before, they ceriainly 4o give youa
teason for Wiy, & g, education should have an effecton ncome. There
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very little of this in the sociological literature, except for various ad hoc
observations about why some relationships should be observed.

So, this is one problem with the sociological literature on these matters:
there is too little effort to really explain what it is that you in fact observe.
Another problem, which is related, is that you also have a tendency to see
alternatives to the prevailing theories in equally simplistic ways. You basi-
cally take them into account by putting in different sets of variables. For
human capital theory, you put in some education variables. For dual labor
market theory, you put in some industry variables. And for internal labor
market theory, you put in some organizational variables. Then you see to
what extent each of these sets of variables can explain the variance, and
then you say, “Well, since human capital theory does not explain all the
variance we have shown it is not a good theory.” But this is a kind of
sledgehammer approach to theory; it basically equates theoretical power
with the amount of variance it explains, and that is a terrible criterion.

So sociologists have not really been able to link theory very closely to
quantitative research in labor market research. This is a major defect of
sociological research in this area, including the “new structuralist” ap-
proach. This doesn’t mean that all this research hasn’t provided important
insights and knowledge. But these have mainly been descriptive in na-
ture. We now know a little about how different firms produce earnings
and how different labor markets create mobility and career patterns—but
it is all quite descriptive. It doesn't really challenge any existing theory,
like neoclassical theory, and it hasn't really produced any new theory.

Q: How would you describe your own research on labor markets? It is
centered, if 1 have understood it correctly, around “processes of alloca-
tion” and “open” versus “closed” positions (Sgrensen 1977, 1983).

A: The main issue for me has been to try to contribute to the solution of
the problem that I just talked about, namely, that economic theory gives
you very elegant solutions but on the basis of totally unrealistic assump-
tions. Neoclassical labor economics produces explanations, based on
quite unbelievable scenarios. So I decided to use a set of contrasting con-
ceptions, where one set would reproduce the neoclassical assumptions
while the other would be quite different. Both conceptions would gener-
ate a set of predictions about the same phenomena. So you would have
two alternative theories with very different assumptions that would ex-

plain the same phenomena.
Q: These are the two conceptions that are called “open” and “closed”
employment relations, right?

A Yes, this is what the apument 2bout “open” and “closed” posrtions
about. What 7 call “open emplopment redbonsiyps” or ‘open posr-
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tions” are basically positions or employment relationships that fulfill the
assumptions of neoclassical theory. This means that there are no perma-
nent, long-term, or indefinite matches between people and their jobs.
People move in and out of their jobs. You can fire people at will and you
can hire them at will. If somebody wants to take over your job—if your
employer gets a bid from some worker who wants to do the job at a lower
wage—he would hire him immediately and just fire you. So you get mar-
ket competition in the manner that neoclassical theory indeed assumes
that market competition takes place. And hiring labor is basically the same
as buying oil on the spot market in Amsterdam: every day you have an
auction where you hire the most productive labor at the lowest rate; and
then you fire the ones who are less productive or who want a higher
wage, and so on. This is what 1 call “open employment relationships.”

I then try to develop a set of mechanisms for how you match people to
earnings when you do not have this flexibility; when you instead have
constraints on the ability to remove people from their positions because
they have job security or tenure. When this is the case I call the situation
“closed,” because now you can only create new matches when there are
vacancies in already existing jobs. Therefore, you get a very different kind
of allocation process, which is basically governed by the degree to which
people leave their jobs. And they leave their jobs because they get pro-
moted to better jobs or because they retire from the system—that's what
decides the hiring now. In this scenario, earnings will be more or less
fixed; they are stable attributes to positions and people can only change
their earnings or status by changing their position, not by changing them-
selves. So there is no longer a direct connection between your productiv-
ity and your earnings.

with this perspective you basically get the scenario, which has been
described by some neo-institutionalists like Williamson (1975) and Doer-
inger and Piore (1971). Wages are not set by market competition; they are
set by administrative decision. People are relatively secure in their jobs,
and so forth. My own particular interest in this scenario has been to formu-
late models that will predict the outcomes you observe, and which are
also predictable from neoclassical theory. 1 have succeeded in at least a
couple of instances, namely, with respect to the age-earnings profile and,
to some extent, with the association between earnings and education (see
Serensen 1977). My models indeed produce some of the same observed
relationships, but they previde a very different interpretation for why they

are there. In my opinion this is theoretically much more informative than
just showing, as most sociologists do, that some measure of internal labor
markets produces some variance in some outcome variable.

Aage B. Sorensen

Q: And what about your future agenda in labor market sociology? Will
you continue working with these “open” and “closed” positions?

A: Well, T have actually gone back and forth between different things
lately. One of my publications, which relates to this model, has to do with
career trajectories (Sgrensen 1984). Here I am mainly concerned with
if the observed increase in earnings over people’s lifetime is due to the
fact that they are more productive or that they have been promoted to
better jobs, even though they might not have become more productive. I
am concerned with empirically keeping these two interpretations apart,
and I basically feel that the closed position scenario is the more plausiblf;
one.

_ I have also worked on other phenomena recently. 1 have been spend-
ing quite a bit of time on unemployment processes, and I have noticed
that I can use some of the same concepts to explain things here. I am
basically concerned about the extent to which different industries pro-
duce different employment processes. I think this has something to do
with how open or closed the labor markets are. If they are open and jobs
are freely available, then you should expect to find that unemployment is
mainly terminated by people who find a better job through search. They
look at a lot of different jobs and- try to find something that will satisfy
whatever preferences they have. If labor markets instead are closed, then
‘unemployment processes will in some sense rather result in layoffs.‘ Here
people have no jobs but a claim to their old jobs. So whemn the firm picks k
up, it just moves everybody back in, and people don’t do any searching in
the period between. They get laid off and then they get rehired; and in
between they just sit home and paint their fences. In the more open labor
markets, people are more likely to run around, read newspapers, and ask
tt}eir friends if they know of any better jobs. I think that these are very
different processes, and I am interested in seeing to what extent one or the
f)ther type of process is likely to occur for people in different occupations
in different age groups, in different educational groups, and so on. ,

Q: The differences between economics and sociology are generally
considered to be pretty great. In your opinion, is this also true for labor
market research? Or is it perhaps so that economists and sociologists co-
operate frequently in this area? I know, for example, that you have
worked with economists at the Institute for Research on Poverty at the
University of Wisconsin at Madison.

A: Yes, and 1 learned a lot from interacting with the economists in Mad-
ison. In fact, this whole idea of dealing with some of the same predictions
which you get from neoclassical theory and from other perspectives, 1'.;
very much inspired by my work with economists. As to the differences

311 .
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between economics and sociology, I basically don't think they are that
large in labor market research. Economists and sociologists do come out
of different traditions, so they tend to look at different variables and so on.
Sociologists might know a little bit more about mobility processes, and
economists a little bit more about production functions and marginal pro-

ductivity. But I really think that sociologists and economists are to a large

extent dealing with exactly the same processes. They are also, I think, not
necessarily providing different explanations for these phenomena.

I think the big issue here is rather that if you limit the economists to
neoclassical economists, then sociologists are indeed doing much more
realistic work. To some extent, to make something of a caricature of eco-
nomics, it has become a science about a world that doesn'’t exist. So eco-
nomic theory is generating very important insights about phenomena and
processes that nobody can observe. And if that is indeed the situation,
then sociology has a very important role to fill, namely, to empirically
observe and explain what is going on. All of this would be left to the
sociologists, because the other guys are living in this world that only exists
in their assumptions.

But that hasn't really happened and I don’t think it will happen, because
there has always been another group of economists—the institutionalists
and the neo-institutionalists—who do 7ot assume that this dream world
exists and who are much more concerned with the empirical world. In
some sense we sociologists are actually neo-institutionalists. Or the neo-
institutionalists are sociologists, whichever way you want it. So I don't
really see any difference between sociologists and institutionalists, either
when it comes to the assumptions we use or the questions we ask. The
study of labor markets is therefore divided by theory rather than by disci-
pline. On the one hand, there is neoclassical theory which generates very
powerful hypotheses in a nonexisting world. And on the other, there is the
institutional and sociological research, which for all I can see are indistin-
guishable, except for in some terminological sense. So there doesn’t really
exist any sociology of the labor market, which is separate from the institu-
tional analysis; that's just not a very useful distinction to make.

Q: One of the issues that is currently being discussed in sociology is
whether sociology can be recast on the basis of rational choice. What's
your opinion here?

A: Well, I must say that I am not very impressed by the amount of prog-
ress that has been made this far. Some of the work in this area, however,
has made me understand the world in a different way. I think, for exam-
ple, that Coleman’s work about collective decisions gives you a new and
very useful perspective on power and dependency (see Coleman 1964a).
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But on the whole I am not so sure that you have to go through this whole
exercise of purposive actors and 50 on to come up with ideas like this. The
same can be said about the current micro-macro debate in sociology.
Once you are inside these models, then you see the problems very
dearly—but then I am not so sure that you should start out with a rational
actor model of the more extreme type.

It is true that assumptions about rationality and maximization are ex-
tremely useful in generating hypotheses, say, about behavior in the labor
market. But I think that social structure can be talked about and concep-
tualized quite easily without starting out from a rational actor model and,
so to speak, build the whole analysis from the bottom up. It may be
that I haven’t thought enough about this issue, but I am definitely under-
whelmed by the amount of progress that has been made this far in rational
actor theory. I guess I am closer to a kind of middle-range, institutional
approach, where people try to do what is best for them but keep wander-
ing into various constraints provided by the social structure. I consider this
perspective to be the most fruitful. T know that this is not a particularly
profound perspective, but it lets you talk about the world reasonably well.
There are institutions out there and they limit people’s freedom of action.
They do this in a way that make people react in a certain manner and do
things differenty than they otherwise would. And that’s why you get dif-
ferent career processes, and so on.

Q: It sounds like you'd much rather do middle-range mathematical
modeling than rational choice sociology!

A: That’s exactly true.

Q: And what is your opinion about economic imperialism? Is it an intel-
lectually fruitful enterprise, or is it just loud and noisy imperialism?

A: Well, at least the way it is written up, it is more the latter. In Becker's
work, for example, it explicitly says that there is no sociology which can’t
be improved by a bit of microeconomics. I also think that his stuff is some-
times methodologically contrived and a bit vacuous when it comes to pre-
dictions. Tautologies are generated en masse and so are inferences about
marriage, divorce, and time uses, which are often very difficult to provide
any empirical evidence for. The evidence that is provided—and this is
something we talked about earlier a propos earnings—can also be inter-
preted in many other ways. Having said all that, however, I must also say
that I admire some of Becker’s work because it is creative and filled with
good ideas. That it also has this imperialistic side should not detract from
its good sides; the imperialistic bit is just silly.

Q: It would seem, to summarize your opinion about economics and
sociology, that sociology has two things in particular to learn from eco-
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nomics: the way it makes use of mathematics, and the way it emphasizes
the need to look for explanatory mechanisms. Is that correct?

A: Yes, but those two things are very strongly related. The beauty of
much economic reasoning for me is exactly that since the economists
were able to use mathematics to formulate a theory, they can derive equa-
tions from this exercise that have parameters with a theoretical interpreta-
tion. So you can make direct statements about whether a theory is true or
not, because the sizes of the coefficients tell you something about what
should be going on out there. To give you a simple example, which as-
tounded me the first time I came across it. In Mincer’s Schooling, Experi-
ence and Earnings, there is a section about the earnings—-schooling rela-
tionship, in which Mincer says that there must be something wrong with
one of his models because the coefficient is simply too large. Basically, he
was showing that if the return to education was as large as he had esti-
mated it be, everybody should be in school because it was such a
profitable investment! Well, no sociologist would ever be able to make
such a statement. There is nothing that is too large or too small in the
parameters of their models.

So I think that sociologists should try to imitate the close relationship
between theoretical systems and empirical observations that you can find
in some economics. Our inability to make this kind of inference really is
a sign of theoretical weakness. Sociologists can say that there is a set of
findings showing that X relates to Y and that X does not relate to C; and
they can say that this doesn’t make any sense or that it makes good sense.
But our criterion for saying so is that it is similar to some study by someone
who probably did a good job or that it squares with common sense or that
it doesn’t square with common sense. Quantitative sociology is usually
only theoretically informed about which variables to put in a regression
type model (and the “theory” is mostly common sense). What matters is
usually which is most important (an ultimately very hard question to an-
swer). The functional form of the model and the interpretation of parame-
ters is rarely derived from any kind of deductive reasoning. In my opinion,
only a concern with the latter issues will produce genuine theoretical pro-
gress, as economics has demonstrated.
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Concluding Discussion

It has become recognized that the most promising field for re-
search is the “no man’s land” between the traditional disciplines.
There is one concept which the economist or the sociologist can
keep blurred, namely the concept of “economics” or “sociol-
ogy"’; for it can never be a premise for a rational inference. In
reality, what exists are merely problems to be solved, theoretical
or practical; and the rational way of attacking them is to use the
methods which are most adequate for solving each particular
problem.
—Gunnar Myrdal, “The Relation between
Social Theory and Social Policy”

IN THE FALL of 1987, when I set out to do these interviews, I was con-
vinced that something of great interest was happening in the “no-man’s
land” between economics and sociology that Gunnar Myrdal refers to in
the opening quote. I was not as sure as he seems to be that disciplines do
not matter and that all there exists are problems to be solved, but I felt
certain that the relationship between economics and sociology was
changing and that this was significant. In an earlier book, published in the
spring of 1987, I had argued that sociologists should use this opportunity
of a thaw in the relationship between economics and sociology to revive
economic sociology, which had been leading a very bleak existence since
the 1950s. And initially my idea was to interview only a dozen or so of the
“new economic sociologists,” thereby drawing attention to their work and
helping to give a sense of identity to this new and dynamic field. How-
ever, ] was advised against this by a colleague, who felt that I should also
include some interviews with economists. In retrospect, this turned out to
be good advice, even if I would still maintain that the new economic soci-
ology is worth a book of its own.

By including economists in the book, the problems I wanted to analyze
were therefore scrutinized from several new angles. The economists I had
picked also turned out to be such amazingly interesting people that my
initial feeling of irritation at having to give up the “new economic sociol-
ogy” project was gradually replaced by a feeling of working on an even
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more exciting problem—namely, to map out what was happening in the
whole “no man’s land” between economics and sociology.

The very fact that I did not know exactly what was happening in this
“no man’s land” seemed at first like a serious drawback to me; all I had
was a vague feeling that sometbing of consequence was taking place.
How could I conduct interviews about something with which I was not
fully familiar? Reflecting on this, however, I decided that it was just an-
other version of the old paradox of all research, namely: how can you
look for something if you by definition don’t know what it is? Basically, the
answer is that you just have to know in which direction to look. And what
you find is usually something other than what you expected.

So I came to the conclusion that I did not have to know exactly what to
ask in order to do the interviews. It also seemed to me that if I were to
focus the interviews too sharply, I would not get very far anyway. It is my
experience that people only tell you what they want to say; and that one
does better listening carefully than trying to spear the victim with ever
sharper questions. In this particular case at least, holding off on very pre-
cise questions turned out to be a good strategy. In addition, severa) of the
people I interviewed—especially the economists—were such excellent
entertainers that just sitting back and listening became a pleasure in its
own right.

When I reread the interviews in transcript a half year later, I feel that
they have kept this capacity to entertain, even if the voices and the ges-
tures are gone. In my opinion, the interviews are often witty, informative,
and filled with insights of various kinds. From one point of view, this very
quality will perhaps be held against them—doesn't it make them that
much harder to interpret? Maybe so. But I feel that what makes the inter-
views somewhat difficult to interpret is not so much their colorful and
entertaining dimension as the fact that the interviewees are essentially
trying to talk about what is happening at this very moment and what will
happen in the future. And talking about an ongoing enterprise usually
makes the answers hard to judge. It is the future that will finally single out
what is important zow and what will count as the “past.” So in this sense
there is no single correct answer to the questions raised in this book, and,
consequently, no single correct interpretation of the interviews.

Having said all of this, it is nonetheless clear that the interviews are
centered around certain recurring questions, and that certain themes keep
surfacing. Therefore, there is something to be gained by juxtaposing the
way different authors look at the same problems and by commenting on
these opinions. The only caveat that is needed here is that many of the
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issues involved are so complex that the following attempt to present the

results of the interviews miay simplify things too much.

On tbe History of the Relationsbip
between Economics and Sociology

The interview material contains several new pieces of information on
the history of the relationship between economics and sociology. To this
one should add that the present way of examining this movement is still
very much open to interpretation. It is, for example, common to regard the

turn of the century—when the breakthrough of neoclassical economics

also took place—as the period when the decisive split between econom-
ics and sociology occurred. It is therefore refreshing to find a novel inter-
pretation in the interview with Harrison White. He suggests that it was
rather in the 1930s that economics and sociolpgy were permanently sepa-
rated, and that what then happened has something to do with the kind of
economics that Paul Samuelson in particular helped to popularize. Ac-
cording to White, Samuelson was influenced by field theory in physics,
and this theory was not a suitable model for economics. White does not
claim that this is the whole explanation; there is more to the story, as he
says, including the fact that mainstream economics impoverished itself by
its wholesale rejection of institutionalism.

It is also clear from the answers that there have been many more en-
counters between economics and sociology than is hitherto known. In
some cases these interactions between economists and sociologists were
to leave an important imprint on the persons involved. Arthur Stinch-
combe, for example, remembers with pleasure the teachings of Andreas
Papandreou. The industrial economics that he came in contact with at
Berkeley also made an important impression on him. Harrison White’s
experience at Carnegie Tech was crucial for his development, and he
thrived in the atmosphere that Herbert Simon and others had created. In
a sense, it is of course natural that a sociologist would be more interested
in behavioral econormics and institutional economics than in neoclassical
theory. Harrison White's comment that much is to be gained by establish-
ing better contacts between sociology and the business schools can be
seen within this context. Business schools often have good contacts with
the business community, something that today’s sociologists lack. Their
faculty members also know much more about business than what sociolo-
gists do. Of course, there are also certain drawbacks to trade schools,
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business schools included. Still, their close relationship to the economic
world makes them quite attractive to sociologists.

But if it is true that sociologists have been unable to find the kind of
economics they want in mainstream economics, it is also true that econo-
mists who have approached sociology with special questions in mind
have failed to find an answer. The interviews contain two examples of
this. Robert Solow has repeatedly tried to learn what norms are, and he
has found very little help in sociological literature. And Thomas Schelling -
describes how he searched through many years of sociological magazines
to find something on the micro-macro link, but to no avail. This was in

. connection with writing Micromotives and Macrobebavior, and what

Schelling was primarily after was material on what happens with race re-
lations when you, for example, aggregate individual attitudes to housing.

An interesting contribution to the history of the relationship between
economics and sociology that is found in these interviews has to do with
the role of Talcott Parsons. According to current interpretation, Parsons
wrote some important articles on economics and sociology in the 1930s,
and then tried to revive economic sociology in the 1950s through Econ-
omy and Society. However, Parsons also alienated several key economists
from sociology. Many economists who came in contact with Parsons iden-
tified sociology with his works. He was indeed, as Becker puts it, the
“King of Sociological Theory” in the 1950s and early 1960s. “All I heard
... was Talcott Parsons, Talcott Parsons,” Becker says. But the economists
disapproved of what they found in Parsons’s work. Robert Solow, who was
a friend of Parsons, felt that his theoretical scheme was all wrong. Mancur
Olson notes politely that what Parsons said and what the economists said
could not possibly both be right. According to Gary Becker, “Reading
Parsons soured me on sociology.” And finally, Kenneth Arrow found Par-
sons’s theoretical work “empty,” “tautological,” and “preposterous.”

Economy and Society, which is usually seen as the supreme effort by
Parsons to pull economics and sociology closer together, was not appreci-
ated by Arrow either. He found it “just awful.” The story of how Economy
and Society came to be written is told in the interview with Smelser, and
from this version, it is clear how little Parsons knew about contemporary
economics, Keynes in particular. Reading the interview with Smelser, one
also gets the impression that Parsons picked Smelser because Smelser—at
the time an undergraduate student—was more up on economic theory
than he himself was.

An interesting detail in the economists’ appraisal of Parsons is their ap-
preciation of his empirical work. Both Solow and Arrow mention how
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useful they found Parsons’s analysis of the medical profession as opposed
1o his grand theoretical schemes. It is true that Parsons’s work on the med-
ical profession is of high quality. But it should also be said—to restore the
balance a bit after the economists’ onslaught—that Parsons’s work covers
a wide range of topics, and that one does not get the impression that the
economists have gone through Parsons’s work very carefully. His writings
from the 1930s on the relationship between the social sciences (including
economics and sociology) are extremely interesting. His theory of social
action and his interpretation of Max Weber are two other important contri-
butions to social science, which the economists seem to have missed.

A propos Max Weber it can be noted that the economists, surprisingly
enough, seem to have had very little exposure to Weber’s work. And
whatever exposure they have had does not seem to have left much of an
impression. It is actually only Mancur Olson who explicitly mentions Max
Weber’s tremendous historical learning. Robert Solow says that he does
not care for Weber's “verstehende Soziologie” (“interpretive sociology”),
and that David Landes has proved the Protestant ethics thesis to be wrong.
Weber made no great impression on Akerlof and Williamson either,
though both have had some contact with his work.

Amartya Sen’s comment on Weber is interesting. He says that he studied
Weber, but that he did it affer his formal education in economics was over,
and that, for this reason, Weber never became a formative influence on his
thinking. One can probably generalize from this statement and say that by
not including sociological material in the programs of the economics de-
partments (and vice versa), one in fact preveats it from ever having much
of an impact—it simply never becomes a natural reference. For whatever
it is worth, I should also add that the only thing that really disappointed
me about the economists was their reaction to Weber. The economists
impressed me on practically every other score as extraordinary intellectu-
als; they were very sharp, knowledgeable, and often witty. But I found
their reading of Weber dull and narrow-minded.

To be dull and narrow-minded is not necessarily more of a sin in social
science than in social interaction. In this case, however, it is an indicator
of something much more important, namely, of how little today’s econo-
mists are tuned in to a genuinely social approach to economic affairs.
Weber is the key figure in sociology, and it is he who has formulated the
sociological enterprise in the most clear and forceful manner. Sociology,
according to Weber, should be an interpretive social science; it shouid be
historically inspired; and it should make use of comparative material. On
all these accounts, sociology differs from contemporary mainstream eco-
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nomics. I would put it in the following way: By not paying more attention
to Weber, the economists have failed to explore the main intellectual alter-
native to an overly quantified and mathematized social science.

Tribal Differences and How Distance Is Maintained

According to Harrison White, one can see sociologists and economists
as two different tribes with all that that entails. Indeed, Axel Leijonhufvud
has written a very funny satire on this theme, “Life among the Econ,”
where he describes how the “Econs” have a “fierce attachment to their
ancestral grounds” and how they bring up their young “to feel contempt
for the softer living in the warmer lands of their neighbors, such as the
Polscis and the Sociogs.” He continues:

Despite a common genetical heritage, relations with these tribes are
strained-—the distrust and contempt that the average Econ feels for
these neighbors being heartily reciprocated by the latter—and social
intercourse with them is inhibited by numerous taboos. The extreme
clannishness, not to say xenophobia, of the Econ makes life among
them difficult and perhaps even somewhat dangerous for the out-
sider. (Leijonhufvud 1973, 327)

Here it can be pointed out, as Amartya Sen and Mancur Olson in particular
do, that economics and sociology used to be fairly close to each other. In
the works of Adam Smith, John Stuart Mill, and Karl Marx, economics and
sociology mingle freely. This, however, is no longer the case, except per-
haps in a few areas such as labor economics. Aage Serensen thus points
out that in labor economics—where neo-institutionalism is very strong—
there is not much of a difference between the works of economists and
sociologists.

Labor economics, however, is clearly an exception, and in most of eco-
nomics the “distrust and contempt” that Leijonhufvud talks about seem to
be the rule. “Distrust” is perhaps too strong a word for what Arrow feels
toward sociology; “skepticism” is probably more accurate. In any event,
his reaction to the sociologists at Harvard, during the years when Arrow
himself taught there, was one of surprise: he was quite startled when he
realized that every sociologist seemed intent to start the topic anew. Ac-
cording to Arrow—and on this point he is seconded by others—econo-
mists also tend to feel that sociologists will not get very far in their research
by just asking people what they think. In their view, what one needs to do
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is to analyze the problem from a more objective angle. Robert Solow, who
explicitly warns against economists who treat economics as if it were
some kind of physics, agrees with Acrow on this point. To Solow, “inter-
pretive sociology” is to be avoided; institutions and norms preferably shall
be modeled in a nonsubjective manner.

If the economists feel that the sociologists are too “soft” on data, the
sociologists feel that the economists do not use sufficiently good empirical
data. To quote Harrison White, “If there is one disastrous thing at the roots
of what has happened in modern economics, it’s that it has cut itself off
from genuine field observation.” He continues: “Look at it, study it, and
then develop imaginative ways to conceptualize and measure it—that's
what is needed in economics.” Stinchcombe adds another twist. He says
that for the economists, data collection is very much connected to the
status system of the profession. Prestigious institutions, such as Harvard
and Chicago, will mainly uphold theory, while schools of less renown are
more interested in collecting real data. '

The economists do not seem to be too concerned about these accusa-
tions. In any case, they do not feel that economics has lost touch with
empirical reality. To Solow, the real issue is rather that economists are
often much too quick to settle for one specific way of modeling a problem
and then consider it solved. Becker feels that, at most, sociologists are
better than the economists at administering their own surveys. The econo-
mist who goes the furthest in agreeing with the sociologists is Arrow. He
says that the economists have narrowed down the notion of acceptable
data “excessively.” The main reason for this, he says, is that economists
use government data. It is also very expensive to go out and collect one’s
own data. To Arrow, like most neoclassical economists, there is also the
danger of being too empirical. To merely go out and collect data means
coming uncomfortably close to institutionalisth—and to be labeled an in-
stitutionalist still seems to be a fate worse than death for most economists.

The “contempt” between the different social science tribes that Leijon-
hufvud talks about is discussed in several of the interviews. Solow says
that economists look down on sociologists, and so does Becker. The
pecking order seems to be the following: physics, mathematics, and biol-
ogy all have higher status than economics; and economics has higher
status than sociology, psychology, and history. The more one uses sophis-
ticated mathematics, the higher status one has. So one way to turn a low-
status social science into a high-status social science is to mathematize it.
Who collaborates with whom is connected to this pecking order as well.
One basically “pecks” downward and seeks collaboration upward. Soci-
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ologists achieve status from associating with economists, but not the other
way around. Economists can fairly easily publish in sociological maga-
zines, while the opposite is much more rare, and so on.

Stinchcombe says that he understands why sociologists are looked
down upon,; the average sociologist can only read about 20 to 30 percent
of what the economists produce, while the economists can read every-
thing the sociologists write. What Stinchcombe is referring to is the fact
that sociologists are not as sophisticated as the economists in mathemat-
ics. This is indeed true. Stinchcombe’s argument can, however, be chal-
lenged on another ground: the fact that someone can “read” or spell their
way through a text does not mean that he or she understands what to do
with it. The economists’ reading of Weber is a case in point. But even if
Stinchcombe slips on this issue, is he not correct in his other argument—
that the stellar economists are better than their sociological counterparts?
Is it not true, as he says, that people like Kenneth Boulding can arrive at
better solutions to problems than the best sociologists are able to achieve?
Stinchcombe is probably right on this point—but it is also true that sociol-
ogy is much more ready to accept interpretations from other perspectives
than is economics.

A fact that worries some sociologists is that sociology attracts much less
talented students than economics. Stinchcombe touches on this issue and
says that demanding a certain level of knowledge in calculus is probably
what makes it easier for economics to sort out the good students from the
bad students. Becker also feels that economics students are better than
sociology students, especially in terms of analytical skills. Daniel Bell, on
the other hand, disagrees that economists in general are so much brighter
than sociologists. It is rather that problems are more easily defined in eco-
nomics than in sociology. Economics also has a metric, a lot of problems
can be formulated mathematically, and so on.

It is clear that there exist certain mechanisms in the sciences that pre-
vent people from straying too far from the core. One of these is ridicule.
An example of this can be found in the interview with Becker, where he
tells about the reception of his paper from 1960 on children as consumer
durables. Becker says that what you need in order to continue, when peo-
ple ridicule your work, is self-confidence. Telling jokes is another way to
convey a warning. In the introduction to this book, I cite Frank Knight's
joke about sociology and Gresham’s Law, as it is told in a book by Paul
Samuelson. When Gary Becker’s corrected transcript was returned, I
found the same anecdote there. In fact, there exist several of these jokes
about sociology, told by economists; and the point is invariably that soci-
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ology is ridiculous. In one of the footnotes to the introduction, Schumpe-
ter's crack at Parsons is cited. And in Samuelson's great article on
Schumpeter from 1931, “Schumpeter as a Teacher and Economic Theo-
rist,” there is another Schumpeter joke about sociology:

And as relaxation for really old age, he [Schumpeter] spoke of writing
a sociological novel in his eighties. He even once did field work on
the latter: after a long and rather tiring walk, Mrs. Schumpeter with
some difficulty persuaded him to ride on the subway back to Harvard
Square. This, he reported, had been a very interesting experience;
and what was more, when he came to write his sociological novel, he
was going to do it again. (Samuelson 1951, 48)

All of these jokes are highly entertaining. There is also a message in them
for the economist: stay away from sociology—or we will laugh as heartily
at you as at this joke. Mark Granovetter tells about meeting young econo-
mists who feel that they have to hide their interest in sociology. By dis-
playing it too openly, they feel that they will endanger their reputation
and their chances of being published.

Undoubtedly, there also exists a bit of hostility among sociologists to-
ward economists. However, according to Stinchcombe, who is the only
one who touches on this issue, this hostility is not only diminishing but, in
fact, has all but disappeared. According to Gary Becker, the hostility of
economists toward sociologists is diminishing as well, even if it is a slow
process. Whether the hostility between economists and sociologists will
indeed disappear is hard to say. What is certain, however, is that a read-
justment is by now long overdue in the relationship between economics
and sociology. This means that the old conception of what the other sci-
ence is all about needs to be changed. So what is so funny today will
perhaps not be so funny tomorrow.

It is in any event utopian to believe that perfect harmony between eco-
nomics and sociology is just around the corner. To realize this one only
needs to read the interview with Robert Solow. On the one hand, Solow
stresses that “economic man is a sociological concept”; that social institu-
tions should be taken into account by economists; and that unemploy-
ment is an economic-sociological problem. But on the other hand, he
distances himself very quickly from Parsons, from “interpretive sociol-
ogy,” and from most ways of analyzing social phenomena other than
mathematical modeling. That is, he distances himself from most of sociol-
ogy. So it is clear that it is just a readjustment of the relationship between
economics and sociology that is overdue. But for the rest, it is probably
back to the old tribal ways.
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Economic Imperialism

All the interviewees in this book were asked what they think of eco-
nomic imperialism. The reason for paying so much attention to this topic
is that economic imperialism has, more than any other idea, helped to
break down the traditional division of labor between neoclassical eco-
nomics and sociology. It has convinced many mainstream economists that
the time has come to extend the economic approach to a range of new
topics, and that the boundaries between economics and the other social
sciences should be redrawn.

When confronted with the question about economic imperialism, a
couple of people pointed out that the term “economic imperialism” is not
a very helpful one. To Becker, who rarely uses “economic imperialism”
himself, it is just a kind of label that you use for lack of something better.
Harrison White does not like the term “economic imperialism” at all—he
feels that it prevents people from seriously evaluating scientific work on
its own merits. Sociologists, he says, should not be defensive and label
things “economic imperialism” just so they won't have to deal with them.
Mancur Olson has a similar opinion. To him, “imperialism” basically de-
notes aggression, and it should not be used when one is talking about one
science being influenced by another, intellectually more powerful sci-
ence. The question that the answers of White and Olson raise is whether
“economic imperialism” is not really an unnecessarily provocative term
that should be replaced with something more neutral. One obvious can-
didate is “the economic approach,” as in The Economic Approach to
Human Behavior by Gary Becker. The opening essay in this book (which
has the same title as the book) is also the closest that this intellectual
movement comes to a manifesto.

In the interviews, however, the expsession “economic imperialism”
was used, and the reactions to it range from very positive to very negative.
Gary Becker, James Coleman, and Mancur Olson identify strongly with
the economic approach. Becker, who is the key figure in this whole move-
ment, is obviously very positive and says that he has much confidence in
the applicability of the economic approach to the most.varied topics.
James Coleman, whose ideas are by no means identical to those of
Becker, is similarly hopeful. Mancur Olson has his own interpretation of
“economic imperialism” and draws parallels between this approach and
the work of people like John Stuart Mill and Karl Marx. “Economics,” he
says in a handsome, Plato-inspired metaphor, “seems, when first entered,
like a dark cave [which] if followed all the way to the end, leads to the
other side of the mountain, and to a magnificent view.” When asked if it
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would be possible to solve all the great problems of sociology, political
science, and so on with the help of the economic approach, Olson an-
swers “yes.”

Some of the people who were interviewed feel neither particularly pos-
itive nor particularly negative toward economic imperialism. Jon Elster
and Oliver Williamson fall in this category, and perhaps Kenneth Arrow
does as well. The rest of the participants, however, are negative to eco-
nomijc imperialism. Their critiques are all different except on one point:
most of them explicitly make an exception for Becker's work, which they
find very impressive. The typical answer can be paraphrased in the fol-
lowing way: “Economic imperialism is excessive in its attempts to impose
the economic type of analysis on every topic—but Becker's work is
definitely brilliant.” After having criticized economic imperialism, one
economist says that Becker will probably one day get a Nobel Prize for his
work. “Brilliant but wrong” is another comment on Becker’s work.

The reasons for this hostility toward economic imperialism differ from
case to case. To Neil Smelser, economic imperialism is “fundamentally
misguided” because of its “unrealistic assumptions,” especially the as-
sumption that the individual tries to maximize in all situations. To Stinch-
combe, the gravest error of economic imperialism is its tendency to use
the individual as the basic unit of analysis. According to Stinchcombe, this
means that economic imperialism will not be able to handle truly collec-
tive phenomena, such as the family, mass movements, and the like. To
Schelling and Hirschman, economic imperialism is just too crude. It lacks
the kind of subtlety that one needs to analyze social phenomena; every-
thing is always fed through the same machinery. Schelling also denounces
the “evangelical enthusiasm” of economic imperialism, and he thinks that
the present tendency to call something “economics” just because econo-
mists do it is fundamentally wrong.

Akerlof’s critique is similar to that of Schelling and Hirschman in that he
too reacts against the simplistic side of economic imperialism. In his own
low-key manner, Akerlof says that economic imperialism is “a little bit
superficial.” He also turns the powerful weapon of a good joke against
those who see the economic approach as the solution to every problem:
“Samuelson said that Milton Friedman was like someone who had learned
how to spell ‘banana’ but didn’t know where to stop. I think there is a
great deal of this here; these people just don't know where to stop.”

The most severe criticisms of economic imperialism come from
Amartya Sen, Harrison White, and Mark Granovetter. Their basic argu-
ment is that mainstream economics, as it exists today, cannot even solve
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its own problems; so how could it possibly solve those in the other social
sciences? According to Sen, Becker’s theory of the family is more of a
wisecrack than a scientific theory. So for Becker to go into new areas of
social science, Sen says, is about as wise as if Alexander the Great had
tried to conquer Persia without first having secured Macedonia. White’s
comment is in the same vein: “Imperialism has sometimes been set off
exactly by a failure of a regime on its own ground!”” And Granovetter
agrees: Since neoclassical economics cannot solve many of the problems
within its own sphere of competence, how could it possibly aspire to
solve those outside of it?

Another issue that is discussed in the interviews pertains to the link
between economic imperialism and conservatism. According to Hirsch-
man, economic imperialism is basically a conservative enterprise. One of
the arguments for this is that in economic imperialism, the individual is
someone who is mainly motivated by money and maximization. It is also
obvious to Hirschman that economic imperialism has a clear affinity with
the conservative temper of the 1980s. Elster rejects the identification of
rational choice with conservatism, stressing that Schumpeter, who in-
vented the term “methodological individualism,” has already made a
sharp distinction between “political individualism” and “methodological
individualism.” In reality, you may indeed find these two forms of individ-
ualism together—but that does not mean that there is any logical connec-
tion between them, according to Elster. Bell notes that while someone like
Becker is indeed conservative, the main appeal of his approach is rather
its great simplicity. Becker, in short, holds out the promise that extremely
difficult problems can be solved in a fairly easy way. Bell also says that he
is basically against the argument that there is a close fit between interests
and ideas; ideas often have long and complicated histories.

To summarize, one can say that there exists a strong resistance to eco-
nomic imperialism among the sociologists as well as the economists; that
a distinction is often made between economic imperialism (which is criti-
cized) and Gary Becker's work (which is admired); and that the issue of
the relationship between economic imperialism and conservatism is com-
plicated and not yet settled. What all of this adds up to is that the propo-
nents of the economic approach have a great resistance to break down,
since some of the key people in economics and sociology view it with
very mixed feelings. That Becker is considered brilliant despite the hostil-
ity to economic imperialism means that his solutions to certain problems
are admired, but that many scholars do not want to see his way of doing
science proliferate.
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Rational Choice Sociology

Another question asked of each interviewee concerns the possibility of
introducing rational choice into sociology—is this a fruitful enterprise or
not? In this context, it should be noted that it is really now, toward the end
of the 1980s, that this is becoming an important question in sociology for
the first time. Rationality was introduced into anthropology in the 1940s,
and into political science and history in the late 1950s. Why it took such a
long time for rationality to reach sociology is not clear; maybe it has to do
with the long tradition of alienation between economics and sociology. In
any case, the introduction of rationality into sociology raises many ques-
tions. Will there now be a confrontation in sociology, just as there was a
confrontation between “formalists” and “substantivists” in anthropology
in the 1950s? Or will the pattern rather be that of political science—an
initial period of success, followed by difficulties?

One point that is clear from the interviews is that a concentrated effort
to develop a rational choice sociology is presently under way at the Uni-
versity of Chicago. The two key figures are James Coleman and Gary
Becker. An institutional structure is also being set up at the University of
Chicago to give maximum support to rational choice sociology. This in-
cludes a new journal, a new book series, a seminar in rational choice
methods, and various efforts to get the graduate students interested in
rational choice. The journal is called Rationality and Society and is edited
by James Coleman. It is described as “a new international journal which
will focus on the growing contributions of rational-action-based theory,
and the questions and controversies surrounding this growth.” The book
series, which is still under evaluation, is to be edited by James Coleman,
Michael Hechter, and Siegwart Lindenberg. It will be the third general
social science book series on rationality (the other two being Studies in
Rationality and Social Change of Cambridge University Press, edited by
Jon Elster and Gudmund Hernes; and California Series on Social Choice
and Political Economy of the University of California Press, edited by
Brian Barry, Robert Bates, and Samuel Popkin). The seminar on rational
choice methods is interdisciplinary and meets once a week. It is also pos-
sible for graduate students to have rational choice as one of their areas of
concentration. In order to do this, they must, among other things, take two
courses in microeconomics in the economics department.

The general intellectual program in sociology of this new Chicago
School is very ambitious. Basically, the goal is to set sociology straight
through the introduction of rational choice. In this book, this project has
been referred to as “rational choice sociology,” but this is not the term that
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either Coleman or Becker use. In the interview, Becker calls what he is
doing “economic-sociology.” This concept is used in a very broad sense,
and Becker, for example, explicitly includes Hirschman and Akerlof in the
category of “economic-sociologists.” He defines this new category of
scholars as “economists who have learned some sociology and use con-
cepts from sociology in their work.” It also seems that sociologists can be
“economic-sociologists.” In any event Becker envisions a fairly slow
growth of the number of the rational choice sociologists. There will not be
many of these in the near future, but there will be some. He doubts that
any major theoretical concepts will come from sociology during the proc-
ess of reconstructing sociology. What the sociologists can add to the
whole “economic-sociology” project are mainly two things: a sensitivity to
the social dimension of individual behavior, and a much broader interest
in social affairs than the economists have. According to Becker, sociolo-
gists often speculate about war, religion, and similar subjects, while econ-
omists tend to stick to a much more narrow range of problems.

The fact that Becker includes people like Hirschman and Akerlof under
the umbrella of “economic-sociology” shows that he has a very broad
project in mind. On the question of whether there exist other types of
rational choice theories, Becker’s answer also indicates that he is tolerant
of different approaches. James Coleman’s interpretation of rational choice
is quite different from Becker’s approach. Coleman advocates a much
more sociological version of rational choice, which many mainstream
economists would probably have difficulty in accepting. The notion of
power (albeit reconstructed on a rational choice foundation) plays a key
role in Coleman’s theory. He also challenges the taboo against interper-
sonal utility comparisons, and says that economics will one day become
a subdiscipline of sociology—and not the other way around, as Becker
clearly thinks.

From the interview with Becker, one may get the impression that he
basically intends to carry on with his own work in about the same manner
as if he had notbeen offered the joint appointment in 1983. Coleman, on
the other hand, is making a great effort to redirect his own work in order
to give content to rational choice sociology. The result of this theoretical
effort is to be found in his forthcoming book Foundations of Social The-
ory. This work constitutes a vigorous attempt to give sociology a new
direction, and is in this sense similar to his Introduction to Mathematical
Sociology.

Coleman’s new book pulls together and further elaborates upon several
themes he has worked on from the mid-1960s onward. Glimpses of what
Coleman is trying to do can therefore be gleaned from his books on col-
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lective action, power, and “the asymmetric society” (Coleman 1973, 1974,
1982). The key idea seems to be that if the individualistic notion of “util-
ity” is replaced by a pair of concepts, “control” and “interest,” it becomes
easier to make sociology of the whole thing. In Coleman’s view—to give
a quick summary—people are drawn to each other because one has an
“interest” and the other the “control” over something. A single person
can in principle have the control over something as well as an interest in
it, but in many typical situations (involving authority, power, collective
action,-and so on), this is not the case. By replacing “utility” with “control”
and “interest,” the economic analysis is thus turned into rational choice
sociology.

Throughout Foundations of Social Theory, Coleman is very sensitive to
the micro-macro transition, and many of his arguments are intended to
show that it is only by analyzing problems on the level of the individual
that a solution can be found. It can also be noted that Coleman, unlike the
economists, does not advocate just assigning a rational purpose to the
actor; he feels that the rationality of the purpose is something that needs
to be investigated. Coleman’s version of methodological individualism is
very flexible. Not only does he acknowledge the existence of corporate
actors, but the focus of his analysis is as much on the social system as on
the individual actor.

Practically all the economists in this book are positive toward the idea
of introducing the rational choice approach into sociclogy. Included
among these people, it should be noted, are also several of the most vocal
critics of economic imperialism. The only dissenting voice comes from
Albert O. Hirschman, who argues that rational choice can only be used in
sociology at the price of tautology. If you label everything “rational,” ac-
cording to Hirschman, you can indeed use “rationality” as the explana-
tion—but what is the point? Several of the economists are also very quick
to point out that rationality should not be extended too far in sociology.
Schelling, for example, says that rationality can indeed be a unifying ele-
ment for sociology—but no more than that. Traditional sociological and
psychological material is needed to complement the analysis.

The sociologists are clearly more divided in their attitude toward the
project of a rational choice sociology than the economists. The idea does
not at all appeal to Harrison White, who stresses, however, that one must
under all circumstances wait and see what the rational choice people
come up with before making a judgement. Sgrensen is skeptical as well,
and it sounds as if the whole thing has a bit of a déja vu for him. He says
that what he has seen thus far does not impress him. He says, “I am
definitely underwhelmed by the amount of progress that has been made
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this far in rational actor theory.” Bell, Granovetter, Smelser, and Stinch-
combe are all skeptical, though they also tend to feel that some aspects of
rational choice could perhaps be useful for sociology.

To the extent that rational choice sociology can be identified with an
increased use of mathematics in sociology, strong doubts are expressed in
particular by Sgrensen and Granovetter. Both have worked with mathe-
matical modeling, but neither believes that any great mathematical break-
through is imminent for sociology. Serensen discusses this issue at some
length, and his brief history of the rise and fall of mathematical sociology
is quite relevant in this context. To Serensen, the real problem in sociol-
ogy has much more to do with the lack of a proper concept of sociological
theory than with the lack of a rational choice tradition. Sociologists basi-
cally tend to equate sociological theory with the history of sociology, con-
ceptual clarification, and the like, he claims. Not until a novel concept of
theory is accepted in sociology will it make sense to introduce the issue of
mathematization.

How then is one to evaluate the attempt by Becker and Coleman to
recast sociology on the basis of rational choice? As a few interviewees
emphatically state, it is basically much too early to undertake such an
evaluation. At this stage, however, it is already clear that rational choice
sociology represents an interesting attempt by Coleman and Becker to
make something out of the present flux in the relationship between eco-
nomics and sociology. The publication of Coleman’s new book, Founda-
tions of Social Theory, will also in all likelihood be a great event in sociol-
ogy. The simplicity and elegance of many of Coleman’s analyses, such as
those of power and authority, has already impressed many fellow sociolo-
gists and economists. The fact that an eminent economist like Gary Becker
now works in a sociology department also represents a new and progres-
sive development in sociology. But the last word still has to be that it is
much too early to make any kind of judgement about the merits of rational
choice sociology.

Economic Sociology

A further sign that interesting changes are under way in the no-man’s
land between economics and sociology is the fact that economic sociol-
ogy has suddenly become popular again after years of neglect. For termi-
nological purposes, it should perhaps be clarified here that “economic
sociology” (no hyphen!) is something quite different from Becker’s “eco-
nomic-sociology” (with a hyphen!). The former approach has its roots
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within sociology and the main idea is to analyze economic phenomena
from a sociological perspective; in “economic-sociology,” one basically
uses neoclassical tools to analyze sociological phenomena.

The attitudes toward economic sociology that are found in the inter-
views differ quite a bit. Becker does not seem to see any point in having
an economic sociology, since there are already economists who analyze
economic phenomena. At best, Becker seems willing to grant that since
sociologists are more sensitive to the effects of social change, they can be
of help in a few special areas, such as the study of preferences. Coleman
disagrees with Becker on this point; and, in his opinion, it is quite natural
that there should be an economic sociology: “There is an old aphorism
that war is too important to be left to the generals. Well, economics is too
important to be left to the economists.” Mancur Olson’s attitude toward
economic sociology is a combination of Coleman’s and Becker’s ideas. On
the one hand, he encourages sociologists to analyze economic topics. Yet,
it is clear that he expects them to come up with about the same answers
as the economists.

The economists also have different opinions about what parts of the
economy the sociologists should work on. To Albert O. Hirschman, econ-
omists have narrowed down so radically what they consider worth study-
ing that vast areas are simply left by default to sociologists and other social
scientists. Kenneth Arrow sees the whole thing in a different way. To him,
“the economic system” is embedded in a “social system,” and there are
basically three ways in which the two systems are connected: through
“the element of communication,” through “shared social norms,” and
through “the institutions for enforcement.” In Arrow’s opinion, it is also
clear that even if economists and sociologists may study the same eco-
nomic reality, they ask very different questions. Economists are, for exam-
ple, interested in what determines prices. Sociologists are not; and if they
were, they would have to introduce “straight economic elements” into
their analysis. It is also clear from Arrow’s argument on this point that he
identifies economic sociology with institutionalism of the old type, that is,
with a thoroughly nonanalytical way of doing social science where one is
mostly interested in historical details. Economic sociology, however, does
not look like Arrow’s portrait of institutionalism and never has. From the
very beginning of economic sociology, a conscious effort has been made
to find a mediating position between the historians’ nonanalytical type of

analysis and the neoclassical thinkers’ nonhistorical type of analysis. This
was the position of Weber and Parsons yesterday and it is the position of
White and Granovetter today.
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Arrow is more to the point when he argues that economic sociology
does not ask the same questions as economics. Or at least this is true for
what Granovetter calls the “old economic sociology,” by which he basi-
cally means the works of the industrial sociologists and the structural-
functionalists in the 1950s. The “new economic sociology,” of which
Granovetter is a proponent, is much less respectful of economic theory
and tries explicitly to address the same type of questions as the econo-
mists do. The reason for doing this, it can be added, is a sttong belief that
neoclassical economics has failed to make sense of many important eco-
nomic problems.

The person who laid the foundation for the “new economic sociology”
was Harrison White through his work in the late 1960s and the 1970s. In
his interview, he describes how he began by working on social mobility
and internal labor markets, only to later make the startling discovery that
“there does not exist a neoclassical theory of the market.” What does exist
is a theory of exchange. And this theory is of no help when one wants to
model concrete production markets, something that White was to attempt
in the 1970s. Another interest of White’s during this period was networks,
and he soon succeeded in getting some of his students to work on this
topic. Several of these students, including Mark Granovetter and Michael
Schwartz, were later to combine networks and economics.

According to Granovetter, it is exactly the “embeddedness” of eco-
nomic action in various social networks that should constitute the focus of
the new economic sociology. In his vision, the economic actions of indi-
viduals as well as large economic patterns are significantly affected by
social networks. Granovetter is of course aware that sociological ap-
proaches other than network analysis have been used by the “new eco-
nomic sociologists.” He still maintains, however, that there is a certain
affinity between the network approach and the other approaches, such as
neo-Marxist sociology and historical sociology, in the sense that they all

realize that economic actions are fundamentally influenced by the social
context in which they take place.

Granovetter’s own empirical work in economic sociology has primarily
been in the area of labor markets, where he has studied how networks of
friends and acquaintances influence people’s chances of getting a job. It is
also clear from the answers of several other people that labor markets
constitute a very good topic for sociologists to study. According to Stinch-
combe, labor market sociology is today among the most sophisticated
areas of sociology. And Sgrensen, who outlines his own interesting re-
search in this area, emphasizes that the work on labor markets that many
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economists do is very sociological in nature. As a matter of fact, there is
not much point in making a distinction between sociologists and econo-
mists in this area: “In some sense we sociologists are actually neo-institu-
tionalists. Or the neo-institutionalists are sociologists, whichever way you
want it.” In addition, not only the neo-institutionalists feel a need for a
sociological approach to these questions. It is equally true for people like
Akerlof and Solow, who work in the tradition of mainstream economics.
Indeed, Akerlof considers his efficiency wage theory “to be the first ex-
plicitly 'sociological model [of unemployment]” (Akerlof and Yellen 1986,
8). And when it comes to unemployment, Solow has described himself as
a “frustrated seeker after sociological help.”

Another area that seems well suited for economic sociology is interna-
tional economic relations. Daniel Bell and Neil Smelser particularly stress
this belief. The latter points out that the nation state is no longer a suitable
unit of analysis; in his view, we now live in a “world system.” Also, Bell is
interested in the changes that are occurring in the international economy,
but he sees the whole situation in a somewhat different manner. Bell be-
lieves the industrial production is becoming more local; trade is becoming
more continental; and capital and currency markets are becoming more
international. And, the old fashioned nation state is caught in the middie
of all these contradictory changes.

Bell also emphasizes the importance of doing comparative research in
economic sociology. In the interview, he compares the growth of capital-
ism in Europe to that in Japan, and he points out that in the former, a break
with traditions had to occur in order to get capitalism going, while the
latter has drawn its strength precisely from the traditions. Stinchcombe
also underlines the usefulness of doing comparative research, for exam-
ple, in order to confront the more static views of mainstream-economics.

As to the future of economic sociclogy, it can be noted that some first
steps on the road to institutionalization have been taken. The Center for
Economy and Society at the University of California at Santa Barbara held
its first annual seminar in May 1988. Some departments of sociology have
also developed somewhat of a tradition of educating economic sociolo-
gists. This is especially true for the University of New York at Stony Brook,
where many students have graduated with expertise in economic sociol-
ogy under the guidance of Mark Granovetter and Michael Schwartz. In
recent years, George Washington University has developed the Socio-
Economic Project, run and founded by Amitai Etzioni. Its results include a
series of conferences, many-articles, and a book by Etzioni entitled The
Moral Dimension: Toward A New Economics. Many sociologists would
probably agree with James Coleman when he says that “there ought to be
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an economic sociology just like there is a political sociology.” Indeed, Cole-
man is seconded by Stinchcombe on this point, who says that today it is
widely recognized that economic sociology is “very exciting stuff and that
any reputable sociology department ought to have economic sociology.”

The future also looks promising if one looks at the intellectual side of
the “new economic sociolegy.” According to Granovetter, there are
plenty of economic topics that sociologists have never tried their hand at
and that can probably be analyzed from a sociological perspective with
interesting results. Economic sociologists, he says, have already produced
whole series of good work. Granovetter is also optimistic about possible
breakthroughs in economic sociology: “the whoppers are coming some-
where down the road.”

Transaction Cost Economics and PSA Fconomics

Transaction cost economics and what Akerlof calls “psycho- socio- and
anthropo-economics” (here referred to as PSA economics) represent two
other challenges to the traditional division of labor between economics
and sociology. Transaction cost economics came into its own in the 1970s
through the work of Oliver Williamson. It is sometimes seen as part of
economic imperialism, and it is true that Williamson often relies on stan-
dard economic theory. It is, however, also true that Williamson comes out
of the tradition of behavioral economics at Carnegie Tech and that he
draws more on ideas like bounded rationality than on hard-core neoclas-
sical economics. It should also be noted that Williamson basically sees
transaction cost economics as situated at the junction of law, economics,
and organization—in other words, at the boundary between economics
and what in a loose sense can be called the social realm.

This social realm also includes sociology, and Williamson is especially
interested in promoting a dialogue between economics and sociology.
The two areas in sociology of greatest interest to Williamson are networks
and what he calls “process considerations.” In Williamson’s mind, sociol-
ogy has paid much more attention to process considerations than has eco-
nomics. Two examples of process considerations, which are important to
transaction cost economics, are sunk costs and the fact that small firms can
perform certain transactions that large firms are unable to do.

But it is clear that just as there is a certain affinity between transaction
cost economics and sociology, there are also some important differences.
Williamson, for example, is not willing to accept the sociological notion of
“power” (which dates all the way back to Marx and Weber) but insists that
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it must be operationalized. Williamson also displays more faith in the fact
that the existing economic institutions offer efficient solutions to various
problems than most sociologists would.

Williamson is optimistic about the future of transaction cost economics
and feels that there exist several promising topics to examine. He spe-
cifically mentions incomplete contracting, business strategy, and process
considerations. At Berkeley, where Williamson moved in 1988, his ap-
proach will be anchored in a new field in the economics department
called' The Economics of Institutions. This field is geared to economics
students and to business school students. The link to the business school
community, which behavioral economics has had from the start, will
therefore also continue in Williamson’s case.

PSA economics, as Akerlof has developed it, represents in some sense
the very opposite of economic imperialism. “What I want to do,” Akerlof
says, “is always the opposite of what Becker does. I want to explain why
the economy is 7ot working; what interesting thing you need to bring in,
so you do not get market clearing with discrimination; and so on.” So if
Becker wants to export economics into sociology, Akerlof wants to import
sociology (and the other social sciences) into economics. PSA economics
is indeed built on the insight that economic theory by itself cannot explain
some of the key problems in modern life; it needs the help of sociology
and the other social sciences.

According to Akerlof, his approach is not suitable for all economic top-
ics. But it is definitely applicable to what he considers to be the two most
important topics, namely, unemployment and third world poverty. During
the years after 1984, when PSA economics was launched through the pub-
lication of An Economic Theorist's Book of Tales, Akerlof feels that his way
of doing economics has done “pretty well.” PSA economics has especially
had an impact on macroeconomics through Akerlof’s efficiency wage the-
ory and near rationality models. In general, Akerlof feels that his work has
helped to revive Keynesian economics and that it has had an impact on
studies of finance, like those by Richard Thaler and Robert Shiller.

Akerlof is a subtle thinker and he is clearly loath to put together stan-
dard instructions for how to do PSA economics. In principle, it is a ques-
tion of putting economics and the other social sciences together, but he
emphasizes that in each case there also has to be an interesting idea in-
volved. To just add “a” and “b” will only give you “a+b,” he warns. This
means that PSA economics is difficult to duplicate and not easy to teach to
students. The latter task is further hindered by the fact that the students
need to know economics as well as some other social science; and such
students are difficult to find at the graduate level. The impression one gets
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from Akerlof is that it is more through his ideas that he wants to exert
influence than through an institutional buildup.

Whether the programs of transaction cost economics and PSA econom-
ics will succeed is hard to judge. It is obvious, however, that the other
three approaches discussed in this book—economic imperialism, rational
choice sociology, and economic sociology—are all fairly large enterprises
with a substantial amount of institutional structure to them. Transaction
cost economics and PSA economics have both attracted their followers,
but the number is perhaps smaller. This, of course, is no judgement on the
quality of the ideas involved.

Social Rationality

When the issue of introducing rationality into sociology was raised in
the interviews, the concept of rationality was discussed from a variety of
different perspectives. Although the opinions of the economists vary quite
a bit, they all agree that it is necessary to use rationality. Once this is real-
ized, however, one can introduce “departures from rationality” (Schel-
ling), try to complement the economic analysis with insights from the
other social sciences (Akerlof), and so on. Amartya Sen also raises the
question of “social rationality.” According to Sen, there exists a link be-
tween rationality and society; rationality has an “inescapably social com-
ponent.” By this he means first of all that the identity of the individual is
influenced by the groups of which he or she is 2 member. To Sen, “social
rationality” pertains primarily to the individual and his or her links to the
rest of the community. Akerlof, on the other hand, seems more willing to
entertain the notion that whole groups of people can be more or less
rational. In his example of the farm crisis, he hints that while certain
groups may maximize in certain situations, others may not.

When asked about rationality, the sociologists immediately zeroed in
on its social dimension. Daniel Bell points out that the concept of rational-
ity is connected to social values and that these are always culturally
shaped. To Stinchcombe, the essential quality about rationality is that it is
a social phenomenon and not an individual one. Organizations can be
rational but not individuals. The latter have no natural inclination to be
rational, and they also lack the resources that an organization can bring to
bear on its decisions. According to Smelser, however, it is not only a ques-
tion of varying degrees of rationality; there can also exist different kinds of
rationality. There is “communal rationality,” “economic rationality,” and
so on. A question that is also discussed in one of the interviews is con-
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cerned with gender differences and rationality: is male culture, for exam-
ple, more rational than female culture? The answer, we learn from Jon
Elster, is “no.”

It is not easy to summarize the differences between economists and
sociologists on the question of rationality. Becker says that it is primarily
a question of confidence; economists are more confident about the use-
fulness of rationality than sociologists. This may well be true, but there are
also some important theoretical differences involved. The main one, in
stinchcombe’s formulation (1986a, 5), is that while rationality is an as-
sumption for the economists, it is a variable for the sociologists. This basi-
cally means that the sociologist will in each situation try to establish the
exact form and degree of the rationality involved. The economist, on the
other hand, will only do this as an exception.

It is evident that most of the serious theoretical work on the issue of
“social rationality” still remains to be done. Some of the key questions that
need to be discussed involve the relationship of rationality to values; its
relationship to personal identity; and its relationship to group bebavior.
These all sound like ideal issues for sociologists to work on, but judging
from the interviews it looks as if the economists are way ahead.

Final Remarks

It can be said that the interviews give much support to the idea that
the present division of labor between economics and sociology is now
coming to an end. Exactly how the new border will be redrawn is not
clear. However, the following three tendencies will have to be taken into

account:

1. Economists are increasingly working on topics that by tradition are
seen as “sociological”;

2. Sociologists are increasingly working on the same problems as the
economists, that is, on traditionally “economic” topics;

3. New mixtures of economics and sociology are increasingly appearing.

It is difficult to predict the end result of this situation. A certain euphoria
is common when things start to change—everything suddenly seems pos-
siblel—but it is not likely that economics will take over sociology (or the
opposite). Both neoclassical economics and traditional sociology have so
much going for them that they cannot be seriously challenged by the other
science. In addition, both economics and sociology are professions with
thousands of members, and it would take an earthquake to move these
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colossuses more than a few inches. Even if everyone agreed that a science
was stone dead, it would be almost impossible to put it to rest. What is
mo§t likely to happen is that the border area between economics and
sqaology will increasingly come to life, and during the next few years it
will be a hothouse for various experiments and interesting mutations be-
tween economics and sociology. The number of approaches will proba-
bly fnultip]y, but the two cores are likely to remain untouched.

Time will sort out which of the approaches discussed in this book will
be successful in the long run. During the next few years, some of them will
Probably lose whatever vitality they have today, while others will seem
just as insightful if not more so. This is usually what happens in intellectual
life; ideas change as the world changes. But there are also some thoughts
that are more resistant to the changes of the day because they have a very
rare and uncommon quality. These are the thoughts that will survive long
after the current border dispute berween economics and sociology has
bef-:n. settled. So, to close this book, I look to Amartya Sen, who is of the
opinion that economics and sociology are not so dissimilar after all: “In-
deed, both subjects are about human life in society. Economics is. ulri-
mately not about commodities, but about the lives that human beings can
lead. These lives include making commodities as well as using them, but
tbq are not the same as commodity production, exchange and cousm;mp-
tion. The interest in the world of commodities is a derivative one, and the
ultimate concem has to be with the lives we can or cannot lead"”
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Glossary of Names

THE FOLLOWING represents a selection of the names mentioned in the
interviews. Various standard bibliographical works have been used, espe-
cially Mark Blaug, ed., Who'’s Who in Economics (1986).

Alchian, Armen A. (1914-). Economist at the University of California at Los
Angeles who has made contributions to such topics as evolution, prop-
erty rights, and inflation. Author of “Uncertainty, Evolution and Eco-
nomic Theory” (1950).

Allport, Gordon W. (1897-1967). Psychologist at Harvard University who
has developed a theory of personality and contributed to the study of
prejudice. Author of Personality (1937), and The Nature of Prejudice
(1954).

Althusser, Louis (1918-). French Marxist philosopher whose popularity
was at its height during the 1960s. Major works include For Marx
(1965), and Reading Capital (1965).

Aron, Raymond (1905-1983). French philosopher, sociologist, and politi-
cal commentator. Major works on contemporary politics, industrial so-
ciety, and various philosophical topics, Works include Eighteen Lec-
tures on Industrial Society (1961), and Peace and War (1962).

Arthur, W. Brian (1945-). Irish-born economist at Stanford University.
Contributions to demography using rigorous, mathematical methods.
Author of Mathematical Modelling at IIASA (1982).

Barnard, Chester I. (1886-1961). A businessman with extensive academic
interests. Author of a classic in organization theory, The Functions of -
the Executive (1938).

Barro, Robert J. (1944-). Economist at the University of Rochester. Key
participant in “new classical macroeconomics.” Major works on ra-
tional expectations, business cycles, and monetary policy.

Barry, Brian (1936-). British-born philosophy educator at the University of
Chicago. Interests include political theory, rational choice, and philoso-
phy of law. Author of Sociologists, Economists and Democracy (1970)
and coeditor of Rational Man and Irrational Society (1982).

Barth, Fredrik (1928-). Norwegian social anthropologist who has helped
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to modify the structural-functional paradigm. Major works include Po-
litical Leadership among Swat Pathans (1959), and Models of Social
Organization (1966).

Bauer, Raymond A. Key figure in the social indicator movement. Major
work is Social Indicators (1968). Bauer was born in 1916.

Baumol, William (1922-). Economist at Princeton University. Major contri-
butions to such areas as welfare economics, unbalanced growth, and
the behavior of firms. Works include the textbook Economic Theory
and Operations Research (1961), and the coauthored Contestable Mar-
kets and the Theory of Industry Structure (1982).

Bendix, Reinhard (1916-). German-born sociologist at the University of
California at Berkeley. Major works include Work and Authority in In-
dustry (1956), and Max Weber: An Intellectual Portrait (1960).

Benedict, Ruth (1887-1948). U.S. anthropologist and originator of the so-
called configurational approach to culture. Her most famous works in-
clude Patterns of Culture (1934), and The Chrysanthemum and the
Sword (1946).

Bentham, Jeremy (1748-1832). British philosopher, reformist, and advo-
cate of utilitarianism. His disciples included such economists as David
Ricardo and John Stuart Mill. Author of An Introduction to the Princi-
ples of Morals and Legislation (1780).

Bergson, Abram (1914-). Economist at Harvard University who early
made an important contribution to welfare economics and who later
became a leading expert on the Soviet economy.

Bishop, Robert L. (1916-). Economist at MIT with microeconomics as his
specialty. Principal contributions to demand theory, consumer's sur-
plus, and various problems involving monopoly and microequilibrium.

Blumer, Herbert. Sociologist with major interest in participant observation
and symbolic interaction. Works include Symbolic Interactionism
(1969). Born in 1900, Blumer died in the early 1980s.

Boas, Franz (1858-1942). German-born anthropologist at Columbia Uni-
versity who helped to found modern anthropology. Works include The
Mind of Primitive Man (1911), and Race, Language and Culture
(1940).

Boring, Edwin G. (1886-1968). Psychologist at Harvard University with
interests in experimental psychology and the history of psychology.
Author of A History of Experimental Psychology (1929).

Boulding, Kenneth E. (1910-). British-born economist in the United States
who has helped to synthesize neoclassical economics and Keynesian
economics. Contributions to a wide range of topics, including evolu-
tionary economics and normative econOMics. Works include 7he Re-

Glossary of Names %
3

construction of E s
P of Economics (1950), and A Preface to Grants Econarmics
Bu.chzlna?, James M. (191?—). Economist at George Mason University who
150 ; (fono’x;n;:ller ],f)f ?E:;bhc choice theory. Works include (together with
ulloc i
T g e Calculus of Consent (1962). Received the Nobel
Bu:hsz;i ;{afl (1847-1930). (_jen'nan economist and historian. Principal
ontribution to the analysis of the economic development of Europe
Works include Industrial Evolution (1893). ve
Bumwoy, Mglchael. }I3ritish sociologist active in the United States. Principal
ﬁnmbunons.; to industrial sociology and Marxist sociology. Author of
5 anufacturing C:onsem (1979), and 7he Politics of Production (1985)
uFt, Ronalc} S. Sociologist at Columbia University with major rcsearc};
interests in networks, markets, and quantitative methods. Author of
ChaComorgre Profits and Cooptation (1983). l
Wr:berhn, _ Edward. (1§99-1%7). Economist at Harvard University
T1_ﬁose major contribution was his theory of monopolistic competition
ds]meo‘ry was first presented in his doctoral dissertation from 1927;
c hzndl ater in The Theory of Monopolistic Competition (1933).
s:h er, Alfred D.,. _Ir.' (1918-). Business historian at Harvard Business
= Dﬂorlgshc:ie dT:JDr ;nterest has been the historical evolution of Ameri-
. Author of Strategy and 1
gy LY Structure (1962), and The Visible
Cl:frk, John Bates (1847-1938). Economist at Columbia University and an
;:n'po_rtant meqlber: of the older generation of American economists
“f:)l:;lpa] ;gntgzumn to marginal productivity theory. Author of sucf;
s as The Distribution of Wealth ]
i 5 f (1899), and Essentials of Economic
Coase, Ronald H. (1910-). British-born economist at the University of Chi-
[cilago La‘iv S§hool who has pioneered transaction cost economics and
T(}: apghcauon of economics to law. His most well-known works are
“The Nature of the Firm” . i
s irm” (1937), and “The Problem of Social Cost”
Coon,. Car!ton (1904-1981). Anthropologist who worked first at Harvard
University and la[e.r at the University of Pennsylvania. Contributions to
cultural and physical anthropology and archaeology. Works include
. The qu: of Man (1954), and The Hunting Peoples (1971).
05(_3;, L.ewas (1913.—). Sociologist presently at Boston College. Major con-
tII‘i ct{mon to socplogical theory, especially conflict theory. Works in-
. C"l:l e 'Ifje Functions of Social Conflict (1956), and Men of Ideas (1965)
rozier, Michel (1922-). French sociologist and social critic, Principal con-.




344 Glossary of Names

tributions to the sociology of organizations. Author of The Bureaucratic
Phenomenon (1964), and coauthor of The Crisis of Democracy (1975).

Cyert, Richard M. (1921-). Economist at Carnegie-Mellon University with
research interest in economic organization, including oligopoly and
simulation studies. Coauthor of A Bebavioral Theory of the Firm (1963),
which was written with James G. March.

David, Paul A. (1935-). Economic historian at Stanford whose principal
contribution has been to further the development of quantitative eco-
nomic history. Among major fields of interest are slavery, and technical,
long-term growth. Works include the coauthored Reckoning with Slav-
ery (1976).

Debreu, Gerard (1921-). French-born economist at the University of Cal-
ifornia at Berkeley. Major contributions to mathematical economics,
including a famous paper from 1954 on generel equilibrium theory, co-
authored with Kenneth Arrow, Received the Nobel Prize in 1983.

Deutsch, Karl W, (1912-). Political scientist at Harvard University who was
born in Czechoslovakia. Author of many works on international rela-
tions and the nature of political science, including The Nerves of Gov-
ernment (1963).

Dewey, John (1859-1952). Philosopher, educational theorist, and key par-
ticipant in the pragmatist movement. Works include Democracy and
Education (1916), and Reconstruction in Philosophy (1920).

Dobb, Maurice (1900-1976). British economist at Cambridge University.
Major contribution to Marxist economics. Works include Studies in the
Development of Capitalism (1946).

Downs, Anthony (1930-). Economist at Brookings. Principal contribution
consists of having pioneered the use of the economic approach to polit-
ical problems through An Economic Theory of Democracy (1957).
Other research interests include urban development and racial segre-
gation.

Duesenberry, James S. (1918-). Economist at Harvard University whose
major field of interest is monetary theory. Early in his career, Duesen-
berry was interested in economic sociology and also wrote the famous
Income, Saving and the Theory of Consumer Bebavior (1949).

Duncan, Otis Dudley (1921-). U.S. sociologist at the University of Califor-
nia at Santa Barbara. Principal contributions to methodology. Coauthor
together with Peter Blau of The American Occupational Structure
(1967).

Dunlop, John (1914-). Labor economist at Harvard University and former
United States Secretary of Labor (1975~1976). Principal contributions to
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such areas as labor markets, trade unions, and industsial relations. Dun-
lop has coauthored Industrialism and mdustrial Man (1960) and is the
editor of the Wertheim Publications in Industrial Relations.

Durkheim, Emile (1858-1917). French sociologist and one of the founders
of modern sociology. Pioneer in such areas as the sociology of religion
the sociology of education, and sociology of morality. Works inc]udé

The Rules of Sociological Method (1895), and Suicide (1897).

Eastman, Max (1883-1969). American activist and writer, Editor of The
Masses in the 1910s, and author of various books on socialism. '
Eatwell, John. British economist of the Cambridge School who has collab-
orated with Joan Robinson in writing the unorthodox Introduction to
Modern Economics (1973). Coeditor of The New Palgrave Dictionary of

Modern Economics (1987).

Eccles‘, Robert G. Sociologist at the Harvard Business School, Main contri
Elunons to the transfer cost problem and the study of commercial bank-
ing.

Eckstein, Otto (1926-1984). German-born economist at Harvard Univer-
sity. First worked in public finance but most known for his econometric
gggf)ls for forecasting policy analysis. Works include Core Inflation

Edgeworth, Francis Y. (1845-1926), British economist and author of Math-
ematical Psychics (1881), Principal contributions to mathematical eco-
nomics and to statistics.

Etzior'xi, Amitai (1929-). German-born sociologist at Géorge Washington
University with interests in policy analysis, organizations, and socio-
economics. Works include The Active Society (1968), and The Moral
Dimension: Towards A New Economics (1988).

Fellner, William John (1905-1983). Hungarian-born economist who spent
muc':h of his professional life at Berkeley and at Yale University. Contri-

. butions 1o macroeconomics and oligopoly theory.

Finley, Sir Moses I. (1912-). British historian at Cambridge University
whose specialty is the social history of Ancient Greece. Among his -
works are The Ancient Economy (1973), and Economy and Society in
Ancient Greece (1981). '

Ficfn'na, Morris P. Political scientist at Harvard University. Major research
interests include U.S. Congress and elections. Author of Retrospective
Voting in American National Elections (1981).

Fir_th, Raymond (1901-). Anthropologist born in New Zealand and active
in England. Major contributions to anthropology in general and eco-
nomic anthropology. Works include We, The Tikopia (1936).
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Freeman, Richard B. (1945-). Labor economist at Harvard University.
Major works include What Do Unions Do? (1984), coauthored with
James Medoff.
Friedman, Benjamin J. (1944-). Economist at Harvard University whose
major interest is the understanding of how financial markets work.
Books include Economic Stabilization Policy (1975), and The Chang-
ing Role of Debt and Equily in Financing U.S. Capital Formation
(1982).
Friedman, Milton (1912-). Economist and key figure in the Chicago School
of Economics. Most known for his theory of monetarism, the essay
“The Methodology of Positive Economics” (1953), and his defense of
the free enterprise system. Received the Nobel Prize in 1976.

Geertz, Clifford (1926-). Social and cultural anthropologist at the Institute
for Advanced Study in Princeton. Advocate of an interpretative ap-

in anthropology and author of various studies of Java, Bali, and

proach
rs and Princes (1963), and The Inter-

Morocco. Works include Peddle

pretation of Cultures (1973).
Ginzberg, Eli (1911-). Economist and educator at Columbia University.

Author of 2 multitude of books on various topics, including urban eco-
nomics, health care economics, blacks in the economy, and women in
the economy.

Goffman, Erving (1922-1982). Social psychologist and sociologist whose
major interest was the structure of social interaction. Works include The
Presentation of Self in Everyday Society (1959), and Asylums (1961).

Gordon, Robert J. (1940-). Economist whose principal contribution is to
the study of inflation and the measurement of durable goods. Works
include the anthology Milton Friedman's Monetary Framework (1974).

Haberler, Gottfried (1900-). Austrian-born economist who after a career at
Harvard University is presently at the American Enterprise Institute.
Major contribution to the theory of international trade. Works include

The Theory of International Trade (1936).

Habermas, Jiirgen (1929-). German social theorist and foremost contem-
porary representative of the Frankfurt School of “critical theory.” Major
works include Knowledge and Human Interest (1968), and The Theory
of Communicative Action (1981).

Hahn, Frank H. (1925-). German-born economist at Cambridge Univer-
sity. Major contributions to mathematical economics, especially the the-
ory of general equilibrium. Coauthor of General Competitive Analysis
1971).

Hansen, Alvin (1887-1975). Economist at Harvard University and chief
propagator of Keynes's ideas in the United States. Contributions, €.g., 10

Glossary of Names
347

the theory of the multipli
tiplier. Works i 45t
) (12317). s o R include Business Cycle Theory
arr . .. :
econ,of;cRor); :r];o(‘)‘—lﬁ’?ﬁ). British economist known for his work
e g (“Harrod-Domar Growth Theory™), and th i
£ :{e of Jobn Maynard Keynes (1951). ‘ ¢ standard
hj; G.m.?e; il?S;)ﬁﬂﬁs_h jm?ist and philosopher who has spent most of
g . ord University. Works include 7he Conc ¢
L Liberty and Morality (1963), g S
on iedri
"t ﬂ::i);:k;‘;r;egnch A, (1899—)_. Member of the Austrian School of Eco-
wins ’[heo,-y a:nr;mt;d; E)Embutifons to the philosophy of economics
A ory of prices. Works i ,
5 e.z;rt-fdom.(l%é)‘ Received the Nobel Prize in 19;4mdUde The fRoad to
im;zsltv?:}::;l) ii?zig—) Sociologist at the University of Arizona. Major
choic i 5 1 :
P i e sociology. Works include Principles of Group
Hi . i
1(;1.::;1311‘[)];::1 }51904;). BnUSh. economist who has made contributions to
sl r;: €5 O economics, especially general equilibrium theo
> economics. Received the Nobel Prize in 1972 i
Hir‘; llill ff Theory of Wages (1932). Yok in-
A_ngee 1:: J}f‘"jk ( 1925-). Economist at the University of California at Lo
dedsmn.s ar:lgc.lpal. c.:or}tnbl.;tions to the theories of optimal investmeni
s equthl:tnum in speculative markets. Also interested j
T e j(g:‘e € economic approach to new areas. crier
ma oé[he?cl;ge é: (1910-1989). Sociologist at Harvard University and
i unders of exchange theory in sociology. Major i
. lhmzm Group (1950). : erwerkcis The
otelli
Univr;gr; inIarc;](Ii.T (1895—197?)). Economist at Columbia University and th
e smg?ﬁ 0] [}?nb Carolina who pioneered mathematical economice
Lh cal theory. Contributions to many areas, including | i
o etl)JrY. demand theory, and taxation , i
owe ‘
SUCh.iaon:;Ss :S. g?gzggj.gonc:nustj;t Stanford. Coauthor or author of
‘ . ucation for Business (195 ema
g:sa@s:s JSor Business Decisions (1971), and Euro e _“Cﬂf
t and West (1967). ’ O
H 3 . - |
usgctl\;s(; lE;:e;ett’C. Sociologist and well-known member of the Chic
Scho Workt;gc{u:llogy. Principal contribution to the sociology of pro?eg :
s : include 7he Sociological Eye (1971). Born in 1 .
. in the early 1980s. ‘ s
u
sserl, Edmund (1859-193g). German-Austrian philosopher and one of
o

the founders of phen
om :
(1900-1901), p enology. Author of Logical Investigations
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Hyppolite, Jean (1907-). French philosopher whose studies on Hegel con-
stitute his major contribution. Author of Genesis and Structure of
Hegel’s Phenomenology of Spirit (1946).

lannaccone, Laurence R. Economist at Sania Clara University. Main re-
search interests center on rational choice models of nonmarket behav-
ior, especially religious participation and habit formation.

Janowitz, Mortis A. (1919-). Sociologist at the University of Chicago. Major
contributions to the sociology of the military and the history of socio-
logical theory. Author of The Professional Soldier (1960).

Kahneman, Daniel. Psychologist at the University of California at Berke-
ley. Principal contribution to the analysis of the limitations on rational
decision making in works coauthored with Amos Tversky, e.g., “The
Framing of Decisions and the Psychology of Choice” (1981).

Kaysen, Carl (1920-). Economist at MIT where he is director for the pro-
gram entitled Science, Technology and Society. Major interests in mar-
ket power, business institutions, and education. Coauthor of The Amer-
ican Business Creed (1956).

Kerr, Clark (1911-). Labor economist and former president of the Univer-
sity of California at Berkeley. Contributions to the theory of labor mar-
kets and the theory of industrial society. Works include the coauthored
Industrialism and Industrial Man (1960).

Keynes, John Maynard ( 1883-1946). British economist who reshaped
twentieth-century economic theory through The General Theory of Em-
ployment, Interest and Money ( 1936).

Kindleberger, Charles P. (1910-). Economist at MIT who has written on
international economics, financial crisis, and the history of economics.
Works include International Economics (1953), and Manias, Panics
and Crashes (1978).

Kluckhohn, Clyde (1905-1960). Anthropologist at Harvard University with
interest in the concept of culture and in Navajo ethnography. Author of
Navajo Witchcraft (1940), and Mirror for Man (1949).

Knight, Frank H. (1885-1972). Economist and social philosopher at the
University of Chicago who was to play a major role in the clarification
and development of neoclassical theory. His major work is Risk, Uncer-
tainty and Profit (1921).

Koopmans, Tjalling C. (1910-1984). Dutch-bosn economist who spent
much of his career at Yale University. Most known for his applications
of mathematical statistics to economics. Received the Nobel Prize in

1975 for contribution to the theory of optimum allocation of resources.

Kuznets, Simon (1901-1985). Russian-born economist at Harvard Univer-
sity whose main interest was the historical and quantitative study of
economic change. Major contributions to the study of business cycles,
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economic growth, and i i i
iin income accounting. Received the Nobel Prize in

Lan .
ngz,iali)ai\:ir Se:sfl?!;%‘;) Econorm‘c.: historian at Harvard University with
it ki ;;ropean history. Works include Bankers and

e Edwa,é g Chie Unbound Prometheus (1969).
with broad interest;s, Wh;'::f ?r-ltc)?lfg: :::i H;srvard{ducated P i
s;ociology. Coauthor of Networks of Coi!c?:rfa;:ojif::ﬁ?oﬁ,)and; rbal‘j
Lazaarf;)eld P :3;0983)' o
wve- h::‘i:a l_F- (19(;}1}—1976). Austrian-born sociologist who spent
B T :;:r a't ale Burffau ij" Applied Social Research at Colum-
e bt r ese;cz) contribution consists of having pioneered em-
e (19; ) Works include the coauthored Die Arbeitslosen
W o o (13-7 _1_ and 7he People’s Choice (1948).
zaum’was g > 1959). .French historian whose field of speciali-
2 739(195;; re:imc;;’ revolul"mn. Major works include The Great Fear
W Han:ean( 19229 Coming of the French Revolution, 1789 (1939)
- fc;r o m)éo f~). Economist at Harvard University who is mos;
gy andryto i(—ef’ﬁf:iency, Principal contributions to the the-
include Beyord Beonomic Man (1976, and Gemessy X onk
ory and Economic Development (1978)t Al oL ey T
Ifgrfluhii, :Vassxly (1906-). Russian-born economist who has spent much
ol ;;f‘iraa:a?arvard U.m'versity. His principal contribution is t;e
M oy 7 (1903;515. Rec:ewed' the Nobel Prize in 1973,
Lrib]jlﬂons :o. . 3—1.982). Russian-born economist who has made con-
o uon Wolrr;(tsemt;?jga;g:céi, Keynesian economics, and welfare ec-
Qnomi
IEVE:o;:zfl megs ofAl el Lerﬂe:(cisgof_;; tiomroi (1944), and Selected
r_ic:n @ funcﬁill_gl—j)s.tstﬁgologst at _Princeton University. Major contribu-
w;um e i 5 ory in sociology, especially through The Struc-
Sigaaif.uzrzfgth (;S:}'i‘—). EFononusF who has spent much of his profes-
e o econ:;vgrsuy of C.hlcago. Principal contribution to neo-
g ol Srf):cs ©on union-nonunion wage differentials.
it 4 - Economist born in the West Indies who has
i utions to me. theory of economic development. Au-
e eory of Economic Growth (1955). Received the Nobel
Lindenberg, Siegwart M. (1941-). Harvard-educated Dutch sociologist

1 m ] T e ter !10 - y ¥
W dl ajor res aICh i estin Ia[lo“al Cl 1ce. FIESCIILI at th.e Un-l‘l'et
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Lipset, Seymour Martin (1922-). Sociologist at Stanford University whose
interests include political sociology, stratification, and the sociology of
education. Among his well-known works are the coauthored Union
Democracy (1956), and Political Man (1960).

Lucas, Robert E., Jr. (1937-). Economist at the University of Chicago. Major
contribution to the theory of rational expectations and a key figure in
“new classical economics.” Works include Studies in Business-Cycle
Theory (1981), and the coedited Rational Expectations and Economel-
ric Practice (1981).

Maine, Sir Henry Sumner (1822-1888). British legal scholar and historian.
In Ancient Law (1861), Maine introduced the famous distinction of
primitive societies mainly based on “status” as opposed to complex
societies mainly based on “contract.”

Malthus, Thomas (1766-1834). British clergyman and economist whose
major contribution consists of the theory of population as developed in
An Essay on The Principle of Population (1798).

Mannheim, Karl (1893-1947). German-Hungarian sociologist who has
contributed to the sociology of knowledge (Wissenssoziologie). Major
works include Ideology and Utopia (1929), and Man and Sociely in an
Age of Reconstruction (1940).

Mansfield, Edwin (1930-). Economist at the University of Pennsylvania.
Principal contributions to the economics of technical change, industrial
organization, and the theory of the firm. Works include the textbook
Economics (1974).

March, James G. (1928-). Interdisciplinary social scientist at Stanford Uni-
versity. Major contributions to organization theory and behavioral eco-
nomics. Works include the coauthored Organizations (1955), and 4
Bebavioral Theory of the Firm (1963).

Marglin, Stephen A. Economist at Harvard University. Principal contribu-
tion to Marxist economics. Works include “What Do Bosses Do?”
(1974), and Growth, Distribution and Prices (1984).

Margolis, Julius (1920-). Economist at the University of California at Ir-
vine, whose work has mainly been focused on government behavior in
economic matters. Author of The Analysis of Public Output (1977).

Marshall, Alfred (1842-1924). British economist and one of the founders
of modern economics. Most well-known work is Principles of Econom-
ics (1890).

Maxwell, James Clerk (1831-1879). Brtish scientist who has contributed
1o several fields in classical physics, especially to thermodynamics and
statistical physics.

Mead, George Herbert (1863-1931). Social philosopher, social psycholo-
gist, and key figure in the pragmatist movement. Mead's influence on

PRI TATT

Lo

Glossary of Names
351

certain parts of sociol i
e ogy has been great, especially on symbolic inter-
Me:i,r kl‘:[zrgaret (1901-1978). Anthropologist and educator in whose
o ;plglzsnidzzr(‘,i slix, and childrearing the concept of culture is espe-
. Her i }
ey most famous work is Coming of Age in Samoa
Me;;z:rr,ligan H (_1928—-). Economist at Carnegie-Mellon University who
: e pnm:lp.)al contributions to the theory of money, economic
. policy, and theories of the size and growth of government ,
! e;m;g;ri gvarl (1843—\;9?1). Austrian economist and c‘o-discovérer togethes
‘ ons and Walras of marginal utility th i ;
les of Pttt Lo gi ity theory. Works include Prin-
M . ;
er;;;)n, dROE:en (191.0")’ §0c1010g15t at Columbia University who has
E) s)c/)el :la ey role in sociology since World War IL. Major contributions
o cio og;'cal Li?eory and the sociology of science. Works include Social
it Jemyom cSI:j ! iﬁgt&i{g%@;rgl%} and Sociology of Science (1973)
A - One of the great nineteenth-century Bri "
economists who has also made contributio oy
' S : ns to other fields, such
E)ulosophy and political science. Work include Principles of Pofiriczsf
Economy (1848), and Urilitarianism (1861).
Mlgg;,é}:;%b ;19}212H). Polish-born economist at Columbia University who
€ human capital approach and who has also I
: ' made contri-
Er}mﬁm' to the cconomics of labor mobility and economic demogra;;lh
" l-(:éus ch?decfcbczolmﬁ,_ Experience and Earnings (1974) "
» Wesley Clair (1874-1948). Economist with interest i instituti
: tin instituti
econoxm.cs who helped to develop empirical research in thei Un?::‘:?i]
. OSdu'ne‘s. ms works include Business Cycles (1913).
krighan:% Fn;nco (1918-). Italian-born economist at MIT who is most
own 1or having pioneered the life-cycl i
C(?wed e Mol g e 10 cycle hypothesis of saving. Re-
M%ré;!:g;aéf héfcnchio ('1923—). Japanese-born economist at the London
onomics. Principal contribution to ilibri
_ . equilibrium th
o Ot;) nfi\r!hamgl ecoinormcs. Works include Marx’s Economics ( 197;3?}’ e
an, Daniel Patrick (1927-). U.S. senator and ed :
: . U.S. : . Interests in .
areas such as the family, urban affairs. a iy, Cou
: » and ethnicity. Coauthor of.
Beyond the Melting Pot (1 ] ; S
sy g 963), and Maximum Feasible Misunderstand-
Mu;m}; Htimy A. Clinical psychologist at Harvard University who devel--
ped a theory of personality. His major work is Explorations in Perso
ality (1938). Murray was born in 1893, "
M);Sij(h Gjunnar (1898-1987). Swedish economist and member of the
olm School. Myrdal was first 2 mainstream theopist and then an
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institutionalist. Author of An American Dilemma (1944), and Asian
Drama (1968). Received the Nobel Prize in 1974.

Papandreou, Andreas George (1919-). Greek economist and since 1981
Prime Minister of Greece. While in the United States, he spent much
time at the University of California at Berkeley. Author of A Strategy for
Greek Economic Development (1962), and Fundamentals of Model
Construction in Macroeconomics (1962).

Pareto, Vilfredo (1848-1923). Italian economist and sociologist. Principal
contributions to mathematical economics, welfare economics, and so-
ciology. His works include Manual of Political Economy (1906), and
Trattato di Sociologia Generale (1910).

Parsons, Talcott (1902-1979). Sociologist at Harvard University who dom-
inated sociology in the 1950s with his structural-functional approach.
Author of The Structure of Social Action (1937), and The Social System
(1951).

Pesch, Heinrich (1854-1926). German Catholic economist who emphasized
the moral basis of economics and developed “Christian solidarism.”
Pigou, Arthur Cecil (1877-1959). British economist and leading figure in
Cambridge economics. Pigou pioneered welfare economics, e.g., in

Wealth and Welfare (1912).

Piore, Michael (1940-). Economist at MIT who is most known for his con-
tribution (together with P. B. Doeringer) to the theory of dual labor
markets. Interests also in migration and industrial policy.

Pizzorno, Alessandro. Italian sociologist who has spent much of his career
at Harvard University. Main interest in political sociology. Works in-
clude the anthology Political Sociology (1971).

Polanyi, Karl (1886-1964). Hungarian-Austrian born interdisciplinary so-
cial scientist who is most known for his contributions to economic an-
thropology. Major works include The Great Transformation (1944,
and the anthology Trade and Markets in the Early Empires (1957).

Porter, Michael (1947-). Economist at the Harvard Business School. Main
interest in the reorganization of firms to improve their performance.
Works include Competetive Strategy (1980), and Competetive Advan-
tage (1985).

Posner, Richard A. (1939-). Legal scholar at the University of Chicago Law
School who is presently a judge. Principal contributions to the eco-
nomic analysis of law. Major works include Economic Analysis of Law
(1973), and The Economics of Justice (1981).

Radner, Roy (1927-). Economist who has spent most of his career at the
University of California at Berkeley. Contributions to the theory of deci-
sion making, investment strategies, and higher education.
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Rainwater, Lee (1928-). Sociologist at Harvard University. Main research
interests include social welfare and the study of poverty. Author of Be-
bind Ghetto Walls (1970).

Rawls, John (1921-). Moral philosopher at Harvard University. Major work
is A Theory of Justice (1971).

Riesman, David (1909-). Sociologist at Harvard University with major in-
terests in social psychology, the sociology of law, and the sociology of
education. Author of The Lonely Crowd (1950).

Robinson, Joan (1903-1983). British economist who belonged to the mod-
ern Cambridge School. Principal contributions to economic theory and
Marxist economics. Works include Economics of Imperfect Competition
(1933), and An Essay on Marxian Economics (1942),

Rosen, Sherwin. Economist at the University of Chicago. Main research
interest in labor economics and industrial osganization.

Sabel, Charles F. Social scientist at MIT. Major research interest is technol-
ogy and society. Author of Works and Politics (1982), and coauthor of
The Second Industrial Divide (1984).

Samuelson, Paul A. (1915-). Economist at MIT and one of the most promi-
nent economists of the twentieth century. Major contributions to most
of the principal areas of economics, including welfare economics, math-
fl,-g%tical economics, and foreign trade. Received the Nobel Prize in

Scheler, Max (1874-1928). German philosopher and sociologist who is
one of the key figures in the phenomenological movement. Author of
works such as Ressentiment (1912),

Schultz, Theodor W. (1902-). Economist at. the University of Chicago who
pioneered the human capital approach. Contributions also to economic
growth and agricultural economics. Received the Nobel Prize in 1979.

Schumpeter, Joseph A. (1883-1950). Austrian-Hungarian born economist
who spent most of his career at Harvard University. Principal contribu-
tions to the theories of economic change, entrepreneurship, and busi-
ness cycles. Works include 7The Theory of Economic Development
(1911), and History of Economic Analysis (posthumously published).

Schutz, Alfred (1899-1959). Austrian-born sociologist and social philoso- .
pher who is one of the key figures in the phenomenological movement.
E&ll.;r.;x;r of works such as The Phenomenology of the Social World

Selznick, Philip. Sociologist at the University of California at Berkeley with
major interest in the sociology of organization. Works include 7VA4 and
the Grassroots (1949), and The Organizational Weapon (1952).
Selznick was born in 1919.
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Shapley, Lloyd S. (1923-). Mathematician at the Rand Graduate Institute
for Policy Studies. Author of various works on game theory, including
the anthology Advances in Game Theory (1964).

Shepsle, Kenneth A. Political scientist at Harvard University with interst in
the U.S. Congress and its system of committees. Works include The
Giant Jigsaw Puzzle (1978).

Sherif, Muzafer. Turkish-born social psychologist. Works include The Psy-
chology of Social Norms (1936). Sherif was born in 1906.

Shiller, Robert J. (1946-). Economist at Yale University. Principal contribu-
tions to empirical macroeconomics and finance. Works include “Do
Stock Prices Move Too Fast to be Justified by Subsequent Changes in
Dividends?” (1981).

Shils, Edward (1911-). Sociologist at the University of Chicago. Principal
contributions to sociological theory in general, the study of Max Weber,
and the concept of periphery. Author of Center and Peripbery (1975).

Shubik, Martin (1926-). Economist at Yale University. Principal contribu-
tion to game theory. Works include Game Theory in the Social Sciences
(1982).

Simmel, Georg (1858-1918). German sociologist and philosopher. Major
contributions to formal sociology. Works include The Philosophy of
Money (1907), and Soziologie (1908).

Simon, Herbert (1916-). Interdisciplinary scientist at Carnegie-Mellon Uni-
versity who has made contributions to economics, organization theory,
psychology, and artificial intelligence. Works include Administrative
Bebavior (1947), and Models of Man (1957). Received the Nobel Prize
in 1978.

Simons, Henry (1899-1946). Economist who is considered one of the
founders of the Chicago School. Major interests in the free enterprise
system and taxation.

Smith, Adam (1723-1790). British economist who is considered the father
of economics through 7he Wealth of Nations (1776). Also the author of
The Theory of Moral Sentiments (1759).

Smithies, Arthur (1907-1981). Australian-born economist who spent much
of his career at Harvard University. Major interests included macroeco-
nomics and the U.S. budgetary process.

Sombart, Werner (1863-1941). Flamboyant German economic historian
and member of the Youngest Historical School. Author of Der Moderne
Kapitalismus (1902, 1916-1927).

Spence, Michael A. (1943-). Economist at Harvard University most known
for his work in the area of market stcucture and performance. Author of
Market Signaling (1979.
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Spnlem'.".s:;,1 Herbert (1820~1903). Leading British intellectual in the nine-
;Zs:n c]fnturylr who was interested, among other things, in sociology

s works include The Study of Soci ’ -

S ot ly of Sociology (1873), and The Man versus
Smﬁfi’z,al:igro £I§98—1?Ei_3). It_alian economist who spent his professional
Ricardoin; ;(:(ge lc,ln;\);ersny. Major contributions include the editing of

an e Producti 377

o ion of Commodities by Means of Com-
Sug[eg Geor‘ge_]. (191.1—-). Economist at the University of Chicago who has
ma € major contributions to the economics of information, industrial
organization, and economic theory in general. Received 'the Nobel
Prize in 1982. e

Sughﬁ, jgfeph E. (1?4%). Economist at Princeton University. Major inter-

gu::s mF e r?le of imperfect information in the competitive process.

8 W(:)::i{eéa?;:smx, 1519;7;). Sociologist and student of Parsons who later

e Fo i {
e rd Foundation. Coauthor of The American Business

Sval.astoga, Kaare (1914-). Norwegian-born and U.S.-educated sociolo-

1%;5" who spent most of his career at the University of Copenhagen
ain interest i i i ] .
1959 in stratification. Author of Prestige, Class and Mobility
Sw;;zi}?lﬁi g?logévléeading Marxist economist and author of 7he The-
apitalist lopment (1942) and, together wi
A gl , together with Paul A. Baran,
Tob.m, James (?918#). Economist at Yale University and a major Keyne-
sian economist. Contributions to Keynesian macro-models growth the-
. ory, and ther areas. Received the Nobel Prize in 1981, ,

e ]T F)cquewlle, AJexis. (1805-1859). Nineteenth century intellectual
claimed tgday by political science as well as sociology. Author of De
mocracy in America (1835, 1840). . _

Tufliock, Gordgn (1922~). Economist at George Mason University who has
clped to pioneer the use of the economic approach to political topics.”
. Coauthor of The Calculus of Consent (1962). e
urner, Doqald F. (1921-). Lawyer and professor of law who has spent
most of his career at the Harvard Law School. Turner was in charge of
the antitrust division at the U.S. Department of Justice during th iod
1965 to 1968, sHepero
Tversky, Amos. .Psychologist at Stanford University. Principal contribution
to the analys:s. of the limitations on rational decision making in works
coauthored with Daniel Kahneman, e.g., “The Framing of Decisions
and the Psychology of Choice” (1981).
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Veblen, Thorstein (1857-1929). Economist and sociologist who helped to
pioneer the institutionalist approach. Works include The Theory of the
Leisure Class (1899), and The Theory of Business Enterprise (1904).

Vickrey, William (1914-). Canadian-born economist at Co?u‘mbia Univer-
sity. Principal contributions to taxation, marginal cost pricing, and pl.lb-
lic choice theory. Works include Agenda for Progressive Taxation
(1949), and Microstatics (1964). .

Walras, Léon M.-E. (1834-1910). French-born economist who was active
in Switzerland and who became one of the cofounders of marginal util-
ity theory. Also the first to produce a general equilibrium m_odel.

Weber, Max (1864-1920). German sociologist and one of the founfiers of
modern sociology. Pioneered historical sociology, political sociology,
and the sociology of religion. Author of such works as The Protestant

Ethic and The Spirit of Capitalism (1904-1905), and Economy and Soci-
ety (posthumously published). -

Welsh, Finis R. (1938-). Economist at University of California at Los Ange-
les. Contributions to the study of the relationship between income and
schooling, race differences in income, and patterns of lif(ler.ime earnings.

Wilson, James Q. Educator at Harvard University with major research in-
terests in such areas as urban affairs and crime. Works include the co-
authored Crime and Human Nature (1985).

Wilson, William Julius (1935-). One of the foremost sociological e}fperts
on race relations in the United States. Author of The Declining Signifi-
cance of Race (1978), and The Truly Disadvantaged (1987).

Zeckhauser, Richard J. (1940-). Economist at the Kennedy School of Gov-
ernment at Harvard University. Principal contributions to policy analy-

sis, agency theory, and population studies.
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