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The Scottish model of commercial society and its eﬀect on legal and
organizational practices was very influential in the Anglo-American
world, but also diﬀused rapidly throughout Western Europe. Bound
together with the mechanical technology which developed in parallel
space, this imaginary unleashed a complex path-dependent process of
industrialization. As the nineteenth century progressed, however, the
negative eﬀects of these developments became increasingly apparent in
the exploitation of workers, the monopoly power of corporate firms,
urban alienation, rural poverty, and a widespread sense of moral decline.
The name which was adopted for the intellectual and institutional
failure of commercial society to take account of its own negative
consequences was called the ‘social question’, a term perhaps most
widely used in Germany (Fischer, 1966: 65-67). Hans von Scheel, then a
Professor for Economics, Finance and Statistics at the University of Bern,1
described it thus in his Die Theorie der sozialen Frage (1871):
Every contradiction, as soon as it becomes conscious, becomes a
thought problem: a question. And in this way the formulation of the
social question of the present time reveals itself to us very simply and

1

It is worth noting that von Scheel authored an article, “Die politische ökonomie als
Wissenschaft” for Gustav von Schönberg’s Handbuch der Politischen Ökonomie. Schönberg’s
Handbuch was the target for replacement by Max Weber’s Grundriss der Sozialökonomik.
Von Scheel joined the Imperial Statistical Oﬃce in Berlin in 1877, and became its Director
in 1891, where he authored the major work, Die Deutsche Volkswirtschaft am Schlusse des 19.
Jahrhunderts, published in 1900, as part of the continuing debate (Tooze, 2001: 40-43). He
was a member of the Verein für Sozialpolitik, along with Gustav von Schmoller, Lujo
Bretano, Adolph Wagner, and Gustav von Schönberg.
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specifically:
it is the contradiction between national economic
development and the societal development principle – which appears
to us as an ideal – of freedom and equality. The study and solution of
this contradiction is the study and solution of the contemporary social
question (von Scheel, quoted in Case, 2016: 759).
Before examining the response of the St.F.X. intellectuals to the
Antigonish social question, we need to develop some understanding of
the intellectual response which developed in Europe during the
nineteenth century. By the end of the century, social thought had
coalesced into something which H. Stuart Hughes, in a memorable
passage, has referred to as an “intellectual revolution”:
There are certain periods of history in which a number of advanced
thinkers, usually working independently one of another, have
proposed views on human conduct so diﬀerent from those commonly
accepted at the time – and yet so manifestly interrelated – that together
they seem to constitute an intellectual revolution. The decade of the
1890s was one of such periods. In this decade and the one immediately
succeeding it, the basic assumptions of eighteenth and nineteenthcentury social thought underwent a critical review from which there
emerged the new assumptions characteristic of our own time (Hughes,
[1958] 2002: 33).
In terms of economic thought, this revolution saw the emergence of a fullfledged ‘social economics’ under the leadership of Max Weber. This
development was the result of a long incubation over many years, most
importantly in Germany.2 While there were popular movements and

2

From this point-of-view, Marxian thought belongs to the developmental period when
the critique of commercial society was just emerging, a critique which did not mature
until the end of the century. Marxism, as a social movement, was something else
altogether. Keith Tribe succinctly makes the distinction: “The elevation of Marx into the
leading ‘theorist of socialism’ was largely the work of Friedrich Engels in a number of
publications, a campaign that only intensified after Marx’s death in 1883, with the
publication in 1884 of Engels’ Origins of the Family, Private Property and the State, plus the
first independent publication of Marx’s Wage Labour and Capital”, together with “the first
German translation of Marx’s 1847 critique of Proudhon, Misère de la philosophie … Marx’s
writings also became available in the same fashion to a broader readership that included
historians and economists; the reception of Marx’s work thus ran in parallel to, rather
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economic policy initiatives present in both Great Britain, France, and
Italy, the core theoretical work was done in Germany. This paper is
aimed at outlining that development.

German Political Economy
By the early eighteenth century, political governance by the sovereign, it
was held, revolved around “an excellent army and well-fed subjects” (J.
P. von Ludewig citing Cyrus; quoted in Tribe, 1995: 8). With the
establishment of a Chair in Public Policy and Economics at the University
of Halle in 1727, the German sciences of administration – the Polizei- and
Kameralwissenschaften – were institutionalized on just such an
understanding.3 German intellectual society, however, developed in
critical opposition to the mechanical philosophy of English and French
society, a reaction grounded in a critical philosophy of history and
aesthetic development.
The early historicism of Johan Gottfried Herder, Justus Möser, Johannn
Martin Chladenius, Johann Georg Hamann, and Wilhelm von Humboldt,
and its counterpart in a constitutive view of language (Beiser, 2011;
Taylor, 2016) pushed back against the rationalist and empiricist traditions.
Georg Iggers (1968: 34-35) suggests that this early historicism rested on

than prompted, existing German work on the economic history of development”(Tribe,
2014: 722).
3
Adam Smith’s statement about the three ‘duties of the sovereign’ – “protecting the
society from the violence and invasion of other independent societies”, “establishing an
exact administration of justice”, “erecting and maintaining those publick institutions and
those publick works, which, though they may be in the highest degree advantageous to a
great society, are, however, of such a nature, that the profit could never repay the expense
to any individual or small number of individuals” (Smith, 1976: Book V, Chapter I, Part I,
II, III, pp. 689, 708-709, 723) – although more precise and circumscribed, was considerably
later. The question of comparability between the two statements revolves around the
scope of Smith’s conception of ‘publick Works’ and ‘publick Institutions’. Smith goes on
to indicate that “after the publick institutions and publick works necessary for the defence
of the society, and for the administration of justice, both of which have already been
mentioned, the other works and institutions of this kind are chiefly those for facilitating
the commerce of the society, and those for promoting the instruction of the people” (p.
723).
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two concepts basic to Herder’s position, “which remain fundamental to
the entire aﬃrmative tradition of German historicism”:
The first of these concepts involves the idea of individuality. Herder, in
contrast to natural law philosophy assumes that all values and all
cognitions are historic and individual … The second central concept of
Herder’s philosophy of history was that history was a benevolent
process … the historicist position denied that there was any unilinear
advance in history or that history developed according to a scheme …
History is the source of real value (Iggers, 1968: 35-36).
“What distinguished the German tradition of history”, therefore, Iggers
suggests, “was its emphasis upon the uniqueness and irrationality of
values transmitted by history” (p. 33). ‘Irrationality’ is used here to mean
that it is not possible to rationally ground values, not that history is
meaningless or lacking in value. Herder, for instance, believed that
“Providence carried along the thread of development” (Herder, [1774]
2004: 11). The emphasis on individuality supported a Humanitätsideal,
stressing the self-formation of the whole individual, both rational and
irrational elements, and rejecting comfort or happiness as the end of
action.
However, as Iggers argues, events shifted the historical consciousness
of German intellectual society.
The declension of the French
Revolutionary, and the subsequent Napoleonic occupation of Germany
“strengthened national feeling, and in the public mind identified
Enlightenment values with a hated French culture” (Iggers, 1968: 40). As
Humboldt wrote, the French “lacked the striving for the divine”
(Humboldt, quoted in Iggers, 1968: 41). The rejection of universal
Enlightenment values and the need for a common military defence
contributed to the development of a nationalist conception of historical
purpose: “a third idea, absent in earlier historicism, now occupies a
central place in historicist doctrine: the concept of the primacy of the state
in the nation and in society” (Iggers, 1968: 43).
Under these influences, the early administrative sciences were
progressively reorganized as the Staatswissenschaften of the nineteenth
century:
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The canon of the Staatswissenschaften, as defined by August Ludwig v.
Schlozer in 1804, included, in addition to state law and administration,
the ‘historical’ disciplines of statistics (which he defined as ‘how states
really are’) and political history (or ‘how states came to be what they
really are’). During the early nineteenth century, as the more narrowly
technical subjects within the cameral sciences gravitated to separate
institutes, the remaining ones came to be grouped with the sciences of
state (Lindenfeld, 2002: 58-59).
By the mid-nineteenth century, there was a growing symbiosis between
the state and the German research university. The intellectual relations of
the seminar, which united research and teaching, provided a well-defined
route to employment with the German civil service, and led to the preeminence of the German university for foreign students in the second half
of the nineteenth century. What we would now call the cross-disciplinary
character of these studies had a particular eﬀect on academic
publications: in this system, the focus of publication was on the textbook,
and innovations in theory were made there.
This institutionalization of the Staatswissenschaften led to particularly
strong relations between law, history, and economics. Building on the
early economic contributions of Karl Heinrich Rau and Friedrich von
Hermann, Wilhelm Roscher (1817-1894) is commonly credited as being
the father of German historical economics. His own cross-fertilization
with history and law was supported by his studies with the historians
Dahlmann, Gervinus and Ranke, and the jurists, Friedrich Savigny and
Karl Eichhorn. Indeed, Roscher “proposed in 1843 to achieve for
economics what the method of Friedrich Savigny and Karl Eichhorn had
done for jurisprudence” (Lindenfeld, 1993: 406):
[Roscher] not only integrated the economic and political theories of this
tradition but also developed a specific historicist research programme
for economics and thereby became the founding father of the German
historical school of economics (Milford, 1992: 164).
German historical economics is of interest as classical British political
economy had run into a dead-end with Ricardo and Mill, and the
situation in France was not any better. In the early nineteenth century,
however, German historical economics had started building a way past
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this dead-end, a path decisively advanced by the marginal theory of Carl
Menger, and brought to full fruition in the historical social science of Max
Weber. Menger, an Austrian theorist, is significant as one of the
progenitors of the marginal revolution in economics. His Grundsätze der
Volkswirtschaftslehre (Principles of Economics), completed as the basis of his
Habilitation dissertation and published in 1871, made a compelling case
for the theory of marginal value, the basis for a “new economics”. While
both Jevons and Walras developed their own expressions of marginal
theory, it was the Austrian version with took the economics world by
storm, influential right through the 1920s.
Knut Wicksell, writing in 1893, comments on the stalemate that had
developed within classical economics:
At the end of the last century and at the beginning, or during the first
third, of the present century the theory of political economy underwent
a rapid development – especially in England, at the hands of Adam
Smith, Malthus and Ricardo. This seemed to promise that one day this
branch of knowledge would be raised to the same level as the exact
sciences … However, apart from the work of Stanley Jevons [one of the
progenitors of the marginal revolution] … no general law … has been
laid down by any of their followers … J. S. Mill’s famous work,
Principle of Political Economy, although already nearly fifty years old,
can still – or at least until quite recently – be regarded as embracing the
whole of classical economic knowledge in England. The same is true of
France, whose economic literature during the present century,
doubtless includes many eminent thinkers, but few original thinkers.
(Wicksell, [1893] 1954: 29).4
In his later obituary review of Carl Menger’s contribution, Wicksell spells
out the significance of the breakthrough that marginal theory constituted:
The passing of Carl Menger constitutes the departure of the last of the
three well-known economists (the others were Jevons and Walras) who,
in the 1870s through the concept of marginal utility – or more generally

4

It should be noted that Wicksell extended the theoretical immobility to Germany as well.
I hope to show in the following, though, that this was not the case for Germany, but that
Menger built upon a considerable tradition.
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the principle of scarcity or marginality – gave theoretical economics the
upsurge on which it continues to thrive … [E]conomists [had begun] to
despair of theory and increasingly turned to historical studies. The
new doctrine therefore was like a bolt from the blue (Wicksell, [1921]
2011: 464).
Wicksell is reflecting a consensus view in 1921 on the success of the
‘Marginal Revolution’ of the last quarter of the nineteenth century in
overcoming the labour theory of value. That view is still dominant
today.5
Alfred Marshall, the great English economist, makes a diﬀerent
assessment, though. While rejecting the criticism of Jevons about the “the
mazy and preposterous assumptions of the Ricardian School” (Jevons,
1888: xliii), Marshall acknowledged that while the Classicals “were
possessed of a fairly well developed theory of production and thus
supply”, they “lacked an equally developed theory of demand” (Kurz
and Salvadori, 2015: 50). However, Marshall’s principal complaint about
the Classicals was not directed so much to their understanding of supply
and demand – something which Streissler emphasizes was “already fully
understood in the mercantilist period and thereafter was not new”
(Streissler, 2002: 138) – as it was to their ahistorical conception of economic
law:
For the sake of simplicity of argument, Ricardo and his followers often
spoke as though they regarded man as a constant quantity, and they
never gave themselves enough trouble to study his variations … They
therefore attributed to the forces of supply and demand a much more
mechanical and regular action than is to be found in real life; and they

5

This is true regardless of how the contribution of classical economics is assessed.
Following Piero Sraﬀa’s analysis, Kurz and Salvadori argue that “the Classical economists
and Marx were unable to develop a coherent, logically unassailable theory of value and
distribution, because the analytical tools at their disposal were not up to the complexity of
their highly sophisticated and empirically rich concepts: production conceived of as a
circular flow generating a surplus product, where inputs are advanced at the beginning of
the production period and consist of heterogeneous commodities. The mismatch between
tools and concepts landed these authors in an impasse, with which they tried to cope as
best as they could. The result of this impasse was the labour theory of value” (Kurz and
Salvadori, , 2015: 52; see also Kurz, 1995).
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laid down laws with regard to profits and wages that did not really
hold even for England in their own time (Marshall, 1920: 762-763;
quoted in part in Hutchison, 1978: 235).
It was for these reasons, developed, at least in part, through his own
study of German political economy6 and his travels on the Continent, that
Marshall celebrated the German achievement: “the most important
economic work that has been done on the Continent in recent times is that
of Germany … It would be diﬃcult to overrate the value of the work
which they and their fellow-workers in other countries have done in
tracing and explaining the history of economic habits and institutions”
(Marshall, 1920: 767-768; quoted in part in Hutchison, 1978: 235). In fact,
German political economy had become the focus of theoretical innovation
and advance in economics throughout the entire middle years of the
nineteenth century. “Seen internationally, in the two middle quarters of
the nineteenth century economics theory was most advanced in German
universities” (Streissler, 2015: 153).
What characterized the German historical economics of the midnineteenth century then? Wilhelm Hennis, using it as a useful foil for his
portrayal of Max Weber, provides a useful analytical description:
Weber is only comprehensible on the basis of the polemical posture of
Nationalökonomie with respect to Western theory, which constituted the
object of its scientific endeavour in the so-called basic economic
concepts (goods, value, property, wealth, economy, etc.) …
Nationalökonomie sought to free itself of this tyranny, and it did so by
conceiving of ‘the economy’ as the outcome of man’s ‘economic
activity’ under real historical conditions and subject also to the
‘heteronomy of ends’. The real aim of the Historical School was to
place empirical man at the centre of economic reflection – while
recognizing the methodological utility of ‘constructed’ man (Hennis,
1987: 42).

6

“Marshall learned his supply and demand analysis from Roscher (a close follower of
Rau) in the 1860s, i.e. before the Austrians ever entered the stage” (Streissler, 2015: 155).
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Expressed in a diﬀerent way than Hennis, we can say that German
historical economics was characterized as promoting an historical,
subjective and ethical economics.

(a) its historical character
Susan Schultz has noted that “the intellectuals in the tradition of the
German Historical Schools of Law, Economics and ‘Volkerpsychologie’
regarded the predominant conception of natural philosophy in France
during the eighteenth century to have been mechanistic, with matter
viewed as basically inert, and receiving motion from external forces,
mechanical in nature” (Schultz, 1985: 12). The fumblings of eighteenth
century stage theory toward a conception of progress was dismissed as
inadequate to the inner spiritual nature of ‘mankind’ and the organic and
constitutive nature of the relationships among individuals. The German
economists maintained that society was not a spontaneous order caused
by the mechanical connections of atomic individuals, but an organic
entity uniting its members in a collective endeavour. In terms of
economics, the classical search for economic laws valid for all times and
places was seen as incompatible with a science of reality.
Friedrich List (1789-1846), well-known for his National System and
‘infant industries’ protection, was not a theoretical economist so much as,
what we would now call, a policy analyst, one with a rather flamboyant
journalistic flair. “The fact remains”, Tribe notes, “that his work was
taken seriously in the 1840s by major German economists like Rau and
Hildebrand and the continued attention that his work has drawn far
exceeds that of any other nineteenth-century economist” (Tribe, 1988: 19).
List’s general criticism of the classical system was that in the aim for
general and universal laws, the ‘political’ had been eliminated from
‘political economy’:
“they had become cosmopolitical economists,
expounding an economics of spurious generality and limited utility” (p.
18).
His contention was that economic welfare was a function of
simultaneous performance in three orders – the order of the individual,
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the order of the nation, and the order of humanity7 – and that Smithian
economics, in its advocacy of free trade, considered only the orders of the
individual and humanity. The theoretical foundation for this criticism
concerned the “diﬀerent endowments of national entities” (p. 35) and the
resulting system of industrial complementarities which provided the
opportunities which the individual faced. The nation, which had a
necessary interest in the welfare of its citizens, could not, therefore, be
indiﬀerent to the structure and organization of its own economy.
“German economics of this time was, in general, indiﬀerent to the
questions of distribution and production that one encounters in
contemporary English and French writing. What interested List (and
Rau and Roscher and all the rest of these ‘forgotten economists’) was
the nature of economic order and the various forms that it might
assume (Tribe, 1988: 35).
The early concern of List with national economy, which here has a
resonance with the ‘nation-as-a-state’ more than the ‘nation-as-a-people’,
slowly pivots in the following decades to a deeper concern with the social
economy. In his 1883 textbook revision, Karl Knies distinguishes
economics and political economics by denying that the discipline is “a
simply technical branch of knowledge” (Tribe, 2010: 70):
It should not be concerned with a mere doctrine of economy (bloße
Wirtschafts-Lehre), but with political economy … Rather should be
understood by political economy the sense used previously, as
descriptive of the phenomena of social economy, a meaning which
could gain wide acceptance; the entire first part of political economy
should be solely concerned with the investigation of the economic life
of man in society (das gesellschaftliche Wirtschaftsleben des
Menschen), as manifested in its autonomy from all political influence.
It is enough for us here to recognize that the expression ‘political
economy’ also implies ‘social economy’ (Knies, quoted in Tribe, 2010:
70).

7

The ‘order of humanity’ might be rendered today as ‘catallaxy’, a term that Friedrich
Hayek has helped make current.
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An interest in national economic formation remained true even for Max
Weber, who engaged this matter in his 1895 Freiburg Address, “The
National State and Economic Policy”, given as his Inaugural Lecture in
the Chair in Economics and Finance at the University of Freiburg. In his
opening remarks, Weber indicated that, following a discussion of his case
study of migrant farm-workers in West-Prussia, he would “add some
reflections on the situation of states which rest on national foundations –
as ours does – in the framework of a consideration of economic policy”
(Weber, [1895] 1994: 2). Weber goes on to use the address to excoriate the
mistaken ethical position which he finds within German ‘Practical
Economics’ (Aldenhoﬀ-Hubinger, 2004), but this doesn’t take anything
away from his own historical commitments. While he rejects the
organicist and ethical conceptions of German historical economics, “what
Weber could have taken from Knies was instead the idea that economic
actions were socially constituted” (Tribe, 2010: 80).

(b) the subjective character
In the political economics of the nineteenth century, ‘subjective
economics’ concerned the analysis of demand, as against the ‘objective
economics’ of supply. It is not an unrestrained subjectivity, however.
Hermann argued that the self-interest of the individual was restrained by
Gemeinsinn, or communal spirit,8 something subsequently taken up by
Roscher, Hildebrand,9 and Knies (Betz, 1995). Indeed, “the program of
the German Historical School fit well with the Hegelian emphasis on the
reigning Volksgeist. Rather than a reine Wirtschaftswissenschaft, a pure
science of economics, economics was conceptualized as a
Volkswirtschaftslehre, the economy of a people” (de Sousa, 2010, citing
Koslowski).

8

Gemeinsinn is also sometimes translated as “sense of community” or “public spirit”, but
these translations do not adequately capture the extent to which “economic phenomena
were seen as entangled in an organic whole, a Volksleben” (De Sousa, 2010: 224).
9
Hildebrand was sensitive to the implications, suggesting that “all economic laws based
on self-interest … would be rendered invalid once the presence of Gemeinsinn is stipulated
as a restraining force” (Betz, 1995: fn 9; citing Hildebrand). This is just the obstacle which
Menger seeks to overcome.
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The history of the German historical school’s engagement with
‘subjective economics’ was taken up in a very influential article by Erich
Streissler (1990), who examined the influence of German historical
economics on the work of Menger and Marshall. Since then, Streissler
has extended this study with other research,10 and stimulated work by
several other scholars, the most important of which, for our purposes, has
been John Chipman (2005, 2014).
Karl Heinrich Rau (1792-1870), according to Streissler, played the key
role in establishing the foundations for early German political economy,
giving it the standard three-part division into economic theory, policy,
and finance. Running to eight editions between 1826 and 1869, his theory
textbook laid out a unified theory of price using demand and supply
analysis. Rau built on Adam Smith, and “probably owes quite a bit to J.
B. Say” (Streissler, 2001: 318), and defines economizing from the point of
view of the consumer:
The much more subjective nature of Rau’s treatment relative to the
classicists is already seen in the definition of the economic principle in
the introduction, which is ‘the desire to satisfy wants with the least
eﬀort’ (Streissler, 2001: 318).
Rau goes on to argue that price depends on value, costs, and the extent of
competition, where value is “determined by the greatest sacrifice which
we decide to make in order to obtain it” (Rau, quoted in Streissler, 2001:
319), foreshadowing the concept of opportunity cost which Friedrich
Wieser developed within the Austrian paradigm. Rau applied the same
price theory to the factors of production as well, indicating labour value is
determined “by the purposes for which the labourer is used” (Rau,
quoted in Streissler, 2001: 319-320), that is, by the marginal output which
is produced.
Rau’s formulation, however, was incomplete, with a falling demand
curve, but not yet a rising supply curve. This solution was provided in
the work of Friedrich Benedikt Wilhelm Hermann (1795-1868), “who
developed the rising supply curve as a general proposition” (Streissler,
2001: 320), arguing as follows:

10

For English-language work, see Streissler (1994a, 1994b, 1995, 2001, 2005, 2006).
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If diﬀerent persons have the command, some over cheaper, some over
more expensive methods of production, then the price will have to rise
to the level of the cost of those commodities which are produced under
the least advantageous circumstances that have to be used in order to
satisfy demand” (Hermann, quoted in Streissler, 2001: 320).
Price is the result, therefore, of a rising cost curve meeting demand on a
falling curve. Rau takes this insight from Hermann, and in the fourth
edition of his textbook presents the famous scissors diagram which
became famous with Alfred Marshall.11
In the story of German historical political economy, Rau and Hermann
constitute the ‘pre-history’ to what Wilhelm Roscher (1817-1894) then
constituted with his declaration of historical intent. Highly versed in the
history of economic thought, Roscher was “the main German-language
textbook author of economics in the second half of the nineteenth
century”, with his Foundations of National Economics running to 26 editions
(Streissler, 2005: 642).
Along with Bruno Hildebrand and Karl Knies, Roscher was referred to
as a member of the “Older Historical School”.12 As distinct from the
microeconomic work of Rau and Hermann who preceded him, Roscher
“can be considered the first macroeconomist of the group, in particular
relation to marginal productivity theory, but also in other respects”
(Streissler, 2001: 316):
As a price theoretician he is more interested in processes of development
over time; and in social theory he is rich in incentive arguments on the
one hand, and arguments using imperfect information on the other …
Roscher basically thought in terms of what some might call a

11

Unlike Cournot, Rau’s diagram had price on the vertical axis and quantity on the
horizontal axis, the same configuration which Marshall used. This configuration
presented a problem for Walrasian equilibrium analysis where competition was a state,
and price was the independent variable, but not for historical analysis where competition
was a process of rivalry and quantity was what was varied.
12
This was in contrast to those who were considered to constitute the Younger Historical
School, including such scholars as Gustav von Schmoller, Karl Bücher, Adolph Wagner,
Lujo Brentano, and Gustav von Schönberg. Max Weber, himself, identified as a member
of the German Historical School (Weber, [1895] 1994: 19).
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substitutive macroeconomic production function, both with and
without technical progress … For Roscher the whole of history is a vast
process of substitution of the classical factors of production:
development starts out with an abundance of ‘nature’, then labour
increases and substitutes for nature, then capital, which substitutes for
both of the other factors … His full grasp of marginal productivity
consequences is what counted for later development (Streissler, 2001:
324-325).
John Chipman (2014), as noted, has extended Streissler’s discussion
with a magisterial analysis of the work on utility theory by some twenty
German economists in the nineteenth-century, together with an English
translation of their key material. He reports that his “conclusion is that
the major figure in all this development was Karl Heinrich Rau, whose
treatise … had an extraordinary influence” (2005: 157). He goes on to
characterize the subsequent take-up of Rau’s demand and supply
analysis and, by 1847, “a clear statement of the principle of diminishing
marginal utility” (p. 158), by noting that “Rau’s principal followers were
the three founders of the older historical school (Hildebrand, Knies, and
Roscher)” (p. 158). Chipman summarizes his analysis of the German
historical school of economics in this way:
Thus Rau (1847) and the three founding members of the older historical
school, Hildebrand (1848), Knies (1855) , and Roscher (1857), developed –
although the latter three under Hildebrand’s special assumptions
concerning consumer preferences – the essential ideas of the marginal
revolution later associated with the names of Gossen (1854), Menger
(1871, and Jevons (1871) (Chipman, 2005: 205).

(c) the ethical character
German political economy was shaped by the tradition of Bildung or selfformation. At the beginning of the nineteenth century, Wilhelm von
Humboldt “made a crucial contribution to the development and
canonization of the German conception of self-formation or selfcultivation (Bildung)” (Sorkin, 1983: 55). It was a conception built on a
richer understanding of human nature than the self-interested man, one
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in which individual activity is the means to the realization of human
potentialities: “man’s highest purpose – the one prescribed by eternal
immutable reason, not by changing inclinations (was) the highest and
most proportioned development of his resources into one whole” (von
Humboldt, quoted in Hörcher, 2015: 79).
Hörcher suggests that this conception of the unfolding of potentialities
was part of a conceptual tension within Christianity – “the fact that
although humans are always already in the possession of the image of
God within themselves, yet they need to strive to realize this likeness”
(Hörcher, 2015: 69). It was a conception made more salient with the
German ‘discovery’ of history.
Humboldt identified two conditions for fulfillment of this speciesconcept: “one essential condition for such activity is freedom: one must
be assured of the freedom to act for oneself, that is, to be self-reliant; a
second essential condition is ‘social intercourse’: one develops through
the voluntary interchange of one’s individuality with that of others. Selfformation, in other words, requires social bonds” (Sorkin, 1983: 58). He
rejected, therefore, the classical liberal conception of the first condition as
standing alone, but believed that “the education of the individual
requires his incorporation into society and involves his links with society
at large” (Humboldt, quoted in Alias, 2016: 27).
Humboldt studied at the University of Göttingen where he became
friends with William Schlegel, George Forster, and Friedrich Jacobi, and
subsequently established “life-long personal and intellectual ties with the
poets Johann Wolfgang von Goethe and Friedrich Schiller” (MuellerVollmer and Messling, 2016: 7). His philosophical writings during these
early years gave him a reputation, and from 1803 to 1808, he served with
distinction as the Prussian envoy to the Vatican, returning to Germany to
take a position as Head of Ecclesiastical Aﬀairs and Education. “In the
short period from 1809 to 1810 he was able to institute a radical reform of
the entire Prussian educational system from elementary to secondary
school to the University which was based on the principle of free and
universal education” (p. 12). This reform institutionalized his conception
of self-formation and self-cultivation as the foundation of German
educational philosophy.
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This reform, the aim of Bildung as the perfection of character, and its
conception of the human being as imago Dei, made the economic
argument for universal self-interest seem ludicrous. The demand for a
richer conception of human interests was common to the Historical
School.
Karl Knies, “the methodologist of the Historical School” (Yagi, 2005:
314), has perhaps the greatest claim to theorizing the ethical character of
German political economy. Indeed, he was considered by Gustav
Schmoller, founder and early chairman of the Verein für Socialpolitik, to
be “the theoretical founder of modern historical-ethical German
economics” (Schmoller, quoted in Betz, 1995: 90):
Knies especially inveighed against the defective psychology of those
economists who based their entire deductive system upon the
operation of one compelling motive, that of ‘desire for wealth,’ ‘hope of
gain,’ or self-interest.
Like the other historical economists, he
demanded that the whole complex of motives and interests, varying
among themselves in intensity at diﬀerent occasions and times should
always be taken into account by the investigator of any form of human
behavior … Always weighting heavily the social or aggregative
tendency in men, the historical economists refused to eliminate the
ethical element (Gay, 1941: 10).
Knies received some attention for his three-volume treatise on Money and
Credit (1873-1879), but it was his methodological work, Political Economy
from the Historical Standpoint (1853; 1883) which stood as his main work.
After a few years at Freiburg, he accepted a position as Professor of
Economics at the University of Heidelberg where he taught for over thirty
years.
Heidelberg, Germany’s oldest university, was, in the late
nineteenth century, “one of the centers where young promising
economics students gathered … J. B. Clark visited Heidelberg in 1874,
Eugen Bohm-Bawerk and Friedrich Wieser in 1876, R. T. Ely in 1878 and
N. Kanai in 1887” (Yagi, 2005: 315).13

13

In the years before the First World War, the attraction of Heidelberg had, if anything,
increased – “students flocked from all over the world to Heidelberg, the unoﬃcial
intellectual capital of Germany” (Karadi, 1987: 499, citing Karl Jaspers), stimulated, no
doubt, in part by the Weber Circle.
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Knies advanced the position that economics was “concerned with a
perceptible ‘outer-world’ of phenomena conditioned by ‘inner-worldly’
causation and therefore not entirely accessible through the methods of
natural-scientific research” (Kobayashi, 2001: 55-56).
Historical
investigation was required where the objects of investigation included
“the socio-political structure of national economy, the purposeful human
activities, and their societal outcomes as well as the motivational forces
giving rise to these phenomena of the external world” (Betz, 1995: 91). He
recognized the explanatory role of both external and internal factors,
therefore, but considered them to be accessible to historical investigation.
He went beyond the programmatic calls of Roscher and Hildebrand to
outline “a rather full-fledged research programme” (p. 95):
Since the judgement, consciousness and imagination of man’s inner
world are variable and capable of development, attempts at causal
explanations of economic behaviour require that appropriate scientific
attention be given to psychological and ethnographic-historical
investigations (Betz, 1995: 92).
Knies went on to elaborate this program of investigation in some
considerable detail.
The methodological implication of Knies position on “the distinction
between the permanence of natural factors and the variability of those
associated with the human mind” (p. 92) is a critique and abandonment
of universal social law. The thrust of Knies position is to introduce
contextuality, although it is ultimately restricted to the national level:
First in natural science it is postulated that the same cause produces the
same phenomenon, a conception that is also of great significance to real
processes. But in a national economy, which has the task of surveying
historical phenomena, one cannot expect that the same phenomenon
will really recur, because spiritual-personal factors as causes of
economic phenomena do not have the constant character observed in
material things (Kobayashi, 2001: 58, citing Knies, 1883).
The ability to conduct social analysis is maintained with the ordering of
socio-political life – contextuality doesn’t go all the way down. Knies
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“had in mind a ‘national man’ , whose behaviour is determined by the
Volksgeist (‘spirit of the nation’)” (Krabbe, 1995: 165):14
However, there are constant factors in all human life and activity.
Through them individuals are connected to the common whole, i.e.
they belong to mankind. These factors also appear in community life
(Gemeinschaftsleben, i.e., socio-politically ordered life, and so they are to
be discerned in the economic activity of man (Kobayashi, 2001: 58,
citing Knies, 1883).
This leads Knies to argue for the method of analogy as the basis for a
science of (historical) political economy:
If we are to compare the conditions and processes of national
economies in various countries and periods, we have to deal with a law
in due course, the law of phenomena that considers both similarity and
diﬀerence. In this case we obtain only a law of analogy, not a universal
law of causality … Analogous phenomena are defined as those that
show coincidence up to a certain point, but beyond it present
diﬀerences from each other. This coincidence gives substantial proof
that both phenomena belong to the same genus. The diﬀerence is
described as a consequence of their own specific conditions (Kobayashi,
2001: 59, citing Knies, 1883).
What Knies has done in this sequence of arguments is to build a case for
political economy as a moral science. The resulting character of economic
life, varying thus between nations, provides the “relative justification per se
of diﬀerent economic institutions and diﬀerent economic policy measures”
(Knies, quoted in Betz, 1995: 94; original emphasis). It is, therefore, only
a small step from German Political Economy to the American
Institutionalism of Richard Ely, John Commons, John Maurice Clark, and
Wesley Mitchell.

14

“[A] nation is something more than an accidental aggregate of individuals. Its
historical existence includes various living circles through which the same spirit is
blowing, enclosing all individuality in a unifying frame, whereby this whole develops into
a coherent movement” (Knies, quoted in Krabbe, 1995: 165).
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Closer to home, Max Weber himself studied with Karl Knies during his
first three semesters at Heidelberg. During his first semester, Weber
couldn’t stand “the extremely dry economics lectures by the veteran
professor Knies (Weber, [1926] 1975: 65). By the third semester, however,
Weber was greatly impressed:
Now that I have gained a few basic economic concepts through
studying Adam Smith and others, Knies makes a quite diﬀerent
impression on me than he did a year ago, when in mid-semester I went
once and found it dreadfully dreary. Only he speaks too fast, one has
the greatest diﬃculty in taking notes from what he says, for his
lecturing is even more fluent than that of Kuno Fischer. It is only his
voice – it always seems troubled by the world, as if he regretted all the
facts that he introduces – that weaken the impact of his extremely
intelligent and creative disquisitions (Weber, Letter to his father, 1883;
quoted in Hennis, 1987: 40)
Hennis argues for “the overwhelming importance of Knies in Weber’s
socioeconomic education” (p. 41), that “Weber received from Knies,
leading proponent of the ‘Historical School’ as he was, his first instruction
in the material of Nationalökonomie and was provided with the perspective
of the School, a perspective that Weber never renounced (fn 79). Indeed,
Weber succeeded Knies in the Chair of Economics at Heidelberg in 1897,
and began teaching within the same course structure. We find some
takeup of Knies, then, in Weber, not least with the blazing intensity with
which Weber engaged with ethical concerns, shown already in his ‘Report
on German Agricultural Workers’ in 1894:
We do not want ... to shape the conditions of life in a way that makes
people feel good, but such that, under the pressure of the unavoidable
struggle for life, the best in them, the physical and psychological
qualities that we want to save for our nation, will be preserved (Weber,
quoted in Aldenhoﬀ-Hübinger, 2004: 143).
Knies and Weber share that much anyway. Yet, by 1906, Weber had
published a three-part monograph on “theory construction and
systematization in the social sciences” (Shils, quoted in Oakes, 1975: 4)
which critiqued both Roscher and Knies. In order to understand where
Weber separated himself from Knies and the German Historical School, it
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is necessary to discuss the work of Carl Menger and the development of
the Austrian tradition.

The Mengerian Turn
Carl Menger’s fame rests upon his development of marginal utility theory
with his 1871 text, Grundsätze der Volkswirtschaftslehre, published in
English in 1950), and his subsequent 1883 methodological treatise,
Investigations into the Method of the Social Sciences with Special Reference to
Economics (Untersuchungen über die Methode der Socialwissenschaften und der
Politischen Oekonomie insbesondere, published in English in 1963, reprinted
with this more faithful title in 1985). Knut Wicksell in his memorial
following Menger’s death, comments on the significance of the
Grundsätze:
His fame rests on this work and it is due to it that his name will be
known to posterity, for it should be safe to claim that since Ricardo’s
Principles no book – not even excepting Jevons’ ingenious, but all to
aphoristic work, and Walras’ work that is regrettably too diﬃcult to
read15 – has had such great influence on the development of economic
theory as Menger’s Grundsätze (Wicksell, [1921] 2011: 469).
Wicksell also comments on Menger’s Investigations, though, and indicates
that it “suﬀers from tiring opacity”. Indeed, he suggests that Menger’s
methodological works “constituted a loss of energy, which to some extent
pulled him from actual field of work” (p. 469). Wicksell’s view that
Menger’s significance is located in his contribution to the marginal utility
theory, has been dominant in the literature.
In recent years, though, significant ‘archaeological’ eﬀorts in Mengerian
scholarship have started to reverse that view, such that it is Menger’s
methodological work that is the more significant, and his contribution to
marginal utility theory is really an expression of more fundamental
philosophical determinations. Following his publication of Investigations

15

Hayek translates this last phrase as “Walras’ unfortunately diﬃcult work”, which
seems more apt given Wicksell’s mathematical competence (Hayek, 1934: 403).
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in 1883, Menger made three further methodological contributions: Die
Irrthümer des Historismus in der deutschen Nationalökonomie (1884), Zur
Kritik der Politischen Ökonomie (1887), and Grundzüge einer Klassifikation der
Wirtschaftswissenschaften (1889).16
In 1923, his son, Karl Menger,
posthumously published a second edition of his Grundsätze, which
Menger had been working on for years. This edition constitutes a reform
of Menger’s position on several key methodological issues.
Giandomenica Becchio (2014: 262) refers to “the more complex
methodological approach of the Menger of the second edition” in his
discussion of social goods and human associations.
Kiichiro Yagi, one of the few scholars who has studied the Menger
archives at both Hitotsubashi and Duke University, argues that there was
a progressive ‘methodological’ reflection by Menger beginning soon after
1871, at least in part, stimulated by the criticism he received on his
Grundsätze, such that “the posthumous edition of the Grundsätze
incorporating Menger’s reflections is like a geometrical stratification,
ranging across many years” (2010: 21). Yagi goes on to summarize the
result:
[A]fter 1871 Menger’s reflection on economic theory commenced with
an eﬀort to overcome the weakness of the methodological
understanding of the first edition of the Grundsätze. [With the 1923
edition] the reflection finally reached the problem of the ontological
foundation of rational wants (Yagi, 2010: 36).
Evidently, the interpretation of the Methodenstreit between Menger and
Schmoller as a confrontation in economic theory between an emerging
Austrian School of marginalist economics and an antiquated German
school of historical economics, is not adequate.
Menger begins his 1871 text, Grundsätze der Volkswirtschaftslehre, with a
discussion about the inadequacies of economic science as compared to the
great progresses of the natural sciences, and his own goal to seek a
resolution through a foundational inquiry into the principles of
economics:

16

The Grundzüge has been translated and is referenced here as Menger ([1889] 1994).
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The impartial observer can have no doubt about the reason our
generation pays general and enthusiastic tribute to progress in the field
of the natural sciences, while economic science receives little attention
and its value is seriously questioned by the very men in society to
whom it should provide a guide for practical action … The cause of
such remarkable indiﬀerence must not be sought elsewhere than in the
present state of our science itself, in the sterility of all past endeavors to
find its empirical foundations … To aim at the discovery of the
fundamentals of our science is to devote one’s abilities to the solution
of a problem that is directly related to human welfare, to serve a public
interest of the highest importance, and to enter a path where even error
is not entirely without merit … This is the ground on which I stand
(Menger, [1871] 1950: 45-46).
Karl Milford (1990, 1992, 1995, 2010, 2012) in a series of articles over the
last twenty-five years, has argued that in developing a solution for this
“problem situation”, Menger was led to reconstitute the methodological
foundation of German economics: “the Methodenstreit is the outcome of
diﬀerent solutions of genuine philosophical and methodological
problems” (Milford, 1995: 26).
Before proceeding, it will be helpful to minimally identify what those
philosophical and methodological problems are. The conventional way
that they are currently categorized is to elaborate a matrix of
methodological and ontological positions, typically subdivided between
‘individual’ and ‘collective’ stances, and then to locate particular scholars
or propositions within that matrix. Joseph Agassi has elaborated simple
definitions of the four terms which summarize each concept:
Ontology: The theory of what there is (Agassi, 1975: 145).17

17

In his remarkable essay, Historical Ontology, Ian Hacking suggested, “if, like myself, you
can understand the aims of psychology, cosmology, and theology, but are hard pressed to
explain what a study of being in general would be, you can hardly welcome talk of
ontology” (2002: 1). He goes on to discuss ontology as ‘constitution’: “the genealogy to be
unravelled is how we, as people in civilizations with histories, have become moral agents,
through constituting ourselves as moral agents in quite specific, local, historical ways”
(2002: 3). This conception, I think, goes some distance to resolving ambiguities in Agassi
about the distinction between methodology and ontology.
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Methodology:
The theory of the study of whatever is there.
‘Methodological‘ is to be contrasted with ‘ontological’ – not so much as
a thesis but as a mode of argument: when we defend a thesis by
arguments from the field of (scientific) method, arguing about its
fruitfulness or usefulness, etc., we use the prefix ‘methodological’ to
characterize the thesis at hand (Agassi, 1975: 145)
Individualism: The theory which ascribes the power to act to all and
only to those who have the power to decide, and which ascribes this
power to all and only individuals; not to collectives, and not to
computers, etc. (Agassi, 1975: 144)
Collectivism: The doctrine that individual ends and decisions are
created by social forces; thus they are constrained by social constraints
and subject to conformity with the good of society at large, the
summum bonum (Agassi, 1975: 144)
These concepts, when juxtaposed, then yield a four-cell matrix crossrelated between the diﬀerent methodological and ontological positions
about the individual and society.18 Although there are grounds to think
that some of the philosophical positions are more stable than others,
perhaps as a result of having greater internal consistency, Max Weber
already argued in Wirtschaft und Gesellschaft that there was no necessary
relation between the particular orientation within methodology and the
particular orientation within ontology:
It is a tremendous misunderstanding to think that an ‘individualistic’
method should involve what is in any conceivable sense an
individualistic system of values (Weber [1922; 1968] 1978: 18).
Agassi is useful here as well because, in the same article, he advanced an
argument for institutionalism as representing a third option between
individualism and collectivism.19 This provides considerably more
flexibility than the dichotomy between individualism and collectivism

18

Collina (2016: 26)) uses such a matrix, for instance, in her analysis of Menger’s
methodological position.
19
My understanding of institutionalism is diﬀerent than that of Agassi, but I find his
argument constructive.
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allows, a dichotomy which has been almost inviolate in the
methodological discussions of economists.
Let us pick up Milford again. Milford (2010: 163) uses this four-cell
matrix in a very interesting way to compare, what he sees as, the
individualist and collectivist methodological stances against the
subjectivist and objectivist theories of value, and allocates Menger,
Roscher, Smith and Marx into the various cells, as shown below in Table
#6-1.

In my discussion above about German historical economics, I outlined the
intellectual history of German subjective value theory, a base upon which
Carl Menger builds. Karl Milford agrees with that history – indeed has
contributed to it himself with Streissler (Streissler and Milford, 1993-1994)
– but argues that the crucial move made by Menger is a methodological
move from collectivism to individualism. This is a very compelling
account. The weakness, however, for my purpose, is that it doesn’t allow
us to see how Max Weber diﬀers from Carl Menger, it doesn’t provide for
the evolution of Menger’s own philosophy of science over the course of
his life, it provides little guidance on the range of possible methodological
positions and their utility as explanatory strategies, and it narrows the
determining ontological issues.
The critical shift which Milford is pointing to in Menger is the move
from an historical economics studying social phenomena to a marginal
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economics studying individual phenomena, something which he
identifies as ‘methodological individualism’:
In his Grundsätze, Menger ([1871] 1981) explicitly writes that the prime
problem he intends to solve is to develop a unified price theory,
[…] a price theory based upon reality and placing all [price]
phenomena (including interest, wages, ground rent, etc.) together
under one unified principle (Menger ([1871] 1950: 49)
His solution to the problem consists of two components: a theory of
subjective evaluations (subjective value theory) and the position of
methodological individualism (Milford, 2010: 155).
However, just before the passage which Milford quotes, Menger defines
what he understands economic theory to be – that is, he defines the basis
of a solution for his goal of developing a unified price theory:
For economic theory is concerned, not with practical rules for economic
activity, but with the conditions under which men engage in provident
activity directed to the satisfaction of their needs. Economic theory is
related to the practical activities of economizing men … (Menger,
[1871] 1950: 48).
The translator introduces a footnote at this point which addresses the
term ‘economizing men’:
The terms ‘wirtschaftender Mensch, ‘ ‘wirschaftendes Individuum,’ and
‘wirtschaftende Person’ occur continually throughout the work. The
adjective ‘wirtschaftend’ does not refer to the properties or motives of
individuals but to the activity in which they are engaged. More
specifically, it does not refer to ‘the profit motive’ or to ‘the pursuit of
self-interest,’ but to the act of economizing (Menger, [1871] 1950: 48).
What I want to suggest is that the more important move which Menger
makes is not the move to the individual-in-itself – something I consider to
belong to ‘ontological constitution’ – but the move to the economizing
individual. It is economizing action that is the core element, not the
individual.
What we need, therefore, is a model that is not dichotomous and one
that has a better resolved conception of the distinction between
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methodology as the logic of investigation and ontology as the constitution
of the object. Let’s look at these elements in a revised schematic as Table
#6-2 below.

Working within this model, Menger’s concept of “economizing men” has
been constituted as an «individual» with actions which can be investigated
in terms of their «rationality».
Menger’s assertion above about “economizing men” as the central
concern of economic theory incorporates in nuce three claims about the
nature of economic theory:

20

•

economic scarcity – Menger distinguishes economic goods from
non-economic goods on the basis of scarcity (Menger, [1871]
1950: 94-106), building on earlier work by the German historical
school; scarcity is the prerequisite for economizing activity;

•

human need – “Our well-being at any given time, to the extent
that it depends upon the satisfaction of our needs, is assured if
we have at our disposal the goods required for their direct
satisfaction” (Menger, [1871] 1950: 56);20

In a later comment, Menger relates human needs to drives, but the connection is wholly
unmediated such that needs are understood by him as a primitive: “Needs arise from our
drives and the drives are imbedded in our nature. An imperfect satisfaction of needs
leads to the stunting of our nature. Failure to satisfy them brings about our destruction.
But to satisfy our needs is to live and prosper” (Menger, [1871] 1950: 77).
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•

direct causation – “If, therefore, one passes from a state of need to
a state in which the need is satisfied, suﬃcient causes for this
change must exist … If, however, we both recognize this causal
connection, and have the power actually to direct the useful
things to the satisfaction of our needs, we call them goods”
(Menger, [1871] 1950: 52).

Menger’s Grundsätze received four academic reviews, of which Menger
took one - a review by Hack in 1872 – as valid and legitimate criticism. 21
In his review, Hack advanced criticism both about human needs and
about direct causation, leaving Menger’s economic argument intact:
For example, we do not think that the so-called causal relation between
needs and goods is of the nature of cause and result, but of the nature
of ends and means. Also, we do not think that the well-known dispute
whether the laws of economic behaviors are compatible with the free
will is solved by the remark that economic theory is concerned, not
with practical rules for economic activity, but with the conditions
under which men engage in provident activity directed to the
satisfaction of their needs (Hack, quoted and translated by Yagi, 1997:
238).
Hack’s criticism is attacking the direct relation which Menger posited
between economic goods and human needs on two fronts. On the first
front, the criticism undermines the status of needs as a primitive; needs
are not confronted directly with goods, but are mediated by a conception
of the aim of the economic action. On the second front, Menger’s causal
relation between goods and needs shows no indication of the distinction
between physical and mental relations; the mental means-ends relation is
not analogous to the physical cause-eﬀect relation.

21

Menger had several special copies of his book printed with blank pages inserted. With
an intent to revise and expand his initial work, he made detailed notes and editing
changes in these copies, two of which are available in the Duke archive, and one of which
is available in the Hitotsubashi archive. “In the author copy of the Grundsätze in the Carl
Menger Library (the Hitotsubashi Copy) Menger clearly approved both points raised by
Hack” (Yagi, 1997: 238).
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As Yagi notes, “the weakness of the methodological view of 1871 can be
found in the lack of distinction real economic actions and the so-called
‘ideal type’ of actions requested for the construction of the law in theory”
(Yagi, 1997: 240).

The Sozialökonomik Synthesis
The closing reference to the distinction between between real economic
actions and the ideal-type already brings us to a consideration of the
moves made by Max Weber. Weber, as is well-known, seized an
opportunity in the 1890s to relocate from law to economics, and, while
able to build on his economic studies with Karl Knies at Heidelberg and
Adolph Wagner at Berlin , it is clear that Weber invested heavily in
familiarizing himself with contemporary economics as preparation for his
lectures, first at Freiburg from 1894, then at Heidelberg from 1897, where
he gave lectures in general and theoretical economics, finance, applied
economics, history of economics, agrarian policy and the labour question
(Aldenhoﬀ-Hübinger, 2009: 192).
In this study, Weber was greatly influenced in his conception of
theoretical economics by the work of Menger. His early lecture notes
show that he was both knowledgeable with Austrian work and thought
the theoretical core, if not the methodological stance, was sound:
The publication of Max Weber’s early lecture notes on economic theory
as Volume III/1 of the Max Weber Gesamtausgabe (MWG) reveals for
the first time how much his teaching in Freiburg and Heidelburg from
1894 to 1898 was influenced by the ‘modern economics’ of Carl Menger
and his students, Friedrich von Wieser and Eugen Böhm-Bawerk
(Tribe, 2012: 282).
Moreover, this assessment is not just evident now in light of the close
critical analysis of archival documents, but was obvious to students and
faculty at the time as well, as can be seen from the remarks of a student,
writing in 1898 about Weber’s lectures in Heidelberg:
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… the mentioned professor Weber, who might be known to you from
the national-social party, was invited in the last term from Freiberg to
occupy the chair of Knies, the primus of the Historical School Fairly
great expectation was set on him by some groups for the young power
he had concealed in gray. What kind of spirit this child kept was
shown from the first lecture. After saying some radical words he
presented himself out of the chrysalis now as the fighter of the Austrian
school who wished to import the system of Böhm-Bawerk and Menger
to Germany … “ (Der Sozialistische Student, quoted in Yagi, 1997: 250).
The great respect for Menger’s accomplishment held by Weber, however,
was tempered by the more profound ‘methodological’ achievement
which Weber accomplished, allowing him to go well beyond Menger’s
early methodological struggle.
The methodological distance from
Menger shows up most directly in Weber’s ([1904] 2012) famous essay on
Objectivity, where he discusses ideal-types:
There is not then the shadow of a doubt that Weber had the greatest
respect for Menger’s achievement, nor that Weber’s construction of the
ideal type build directly upon the conceptual architecture of ‘abstract
theory’ … Nevertheless, that capacity of rendering the ‘cultural
meaning’ of ‘cultural problems’ into the terms of a science founded
upon ‘objectivity’ – this quality that makes Weber’s ‘methodology’ so
stimulating – is completely beyond Menger’s cognizance (Hennis 1991:
31).
Guy Oakes argues that Weber’s first and longest methodological paper –
his three-part essay on Roscher and Knies – outlines his solution to the
Methodenstreit, and in doing so, I would add, goes beyond Menger. “It
would not be an exaggeration to describe these solutions and the
arguments Weber uses to support them as the foundation of Weber’s
metatheoretical work” (Oakes, 1975: 37-38). For my purpose, I want to
relate Weber’s methodological eﬀort to the criticisms which Hack raised
for Menger:
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(a) the question of free will
Weber associates the problem of free will with the influence of Romantic
and Hegelian metaphysics on German historical economics, something
that led to the ‘problem of irrationality’ which he finds in Knies’ reliance
on a ‘romantic-naturalistic’ conception of personality (Salomon, 1934: 155156):
Although Weber aligned himself with eﬀorts by Knies and many others
to identify and preserve a domain of freedom of the will as opposed to
the deterministic elements of nature and history, he took strong
exception to the notion that it was in man’s irrational actions that such
freedom was manifest (Levine, 2005: 110).
Weber advances both a negative and a positive argument. He argues,
firstly, negatively, that the belief that the historico-cultural sciences are
incompatible with human freedom and free will would make it
impossible to understand the actions of others and would render social
life unintelligible:
In this context, one constantly encounters the view that the specific
dignity of humankind, and hence of history, resides in the
‘unpredictability’ of personal action.
The references to this
‘unpredictability’ – which is rooted in ‘freedom’ – may be quite direct;
but they can also be veiled, as when the ‘creative’ importance of the
personality of the acting individual is contrasted with the ‘mechanical‘
causality of natural events … The method[olog]ically legitimate core of all
these statements is of course the appeal to the ‘art of ignorance’; but
they also proceed from the strange assumption that the dignity of a
science, or of its object, stems from those features of the object that we,
in the concrete case and generally, must remain ignorant about. Thus, the
specific significance of human action would reside in the fact that it is
inexplicable and consequently incomprehensible (Weber, [1903-1906] 2012:
31; quoted in diﬀerent translation by Salomon, 1934: 155).
Not only is irrationality incompatible with any conception of historicocultural science, however, but rational conduct, Weber argues, provides “a
high degree of ‘evidentness’” for a relationship of ends and means “which
is to a specific degree accessible to a generalizing causal approach, in the
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sense of ‘[formulating] law-like regularities’” (Weber, [1903-1906] 2012:
82):
The more ‘freely’ the acting person ‘decided’ – that is to say: the more
[the ‘decision’] is based on [that person‘s] ‘own’ ‘deliberations’, which
have not been blurred by ‘external constraint[s] or irresistible ‘aﬀects’,
the more completely (other things being equal) will the motivation fit
into the categories of ‘end’ and ‘means’; the more successfully can it
therefore be analysed rationally and, in a given instance, be made to fit
into a model of rational action …” (Weber, [1903-1906] 2012: 85; quoted
in diﬀerent translation by Salomon, 1934: 156).

(b) the question of human needs
As early as 1895, Weber had already identified the theme of ‘value
freedom’ in his Freiburg Inaugural Address, foreshadowing his later
extended critique of the ethical economics of the historical school, and the
fierce claims he was to make for the unrelenting conflict of ultimate
values which he advanced throughout his life:22
[N]ot only has the notion sprung up in the minds of the rising
generation that the work of national economics has greatly extended
our understanding (‘Erkenntnis’) of the nature of human communities,
but they also believe that there exists a completely new criterion by
which these phenomena can ultimately be evaluated. They think that
political economy is able to derive ideals of its ‘own’ from its subject
matter. The notion that there are such things as independent economic
or ‘socio-political ideals shows itself clearly to be an optical illusion
(Weber, [1895] 1994: 18).

22

Weber’s ([1917] 2012) most mature expression of his stance on Wertfreiheit is found in
his 1917 essay, “The Meaning of Value Freedom in the Sociological and Economic
Sciences”, an expanded version of his prepared statement of 1913 to the Verein, itself an
elaboration of his position in the controversial debate which had erupted at the Vienna
Conference of the Verein in 1909, a debate, it should be noted, in which Weber had been
one of the principals.
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As Wilhelm Hennis has argued, this statement is not an early sketch of a
methodological position, but rather was part of “a solitary struggle for the
rescue of the genuine problems, the decisively substantial questions, and
against the overestimation of methodology” (Hennis, 1994: 120).23 It is
certainly true that, from a scientific point-of-view, Weber saw
methodology as auxiliary to the conduct of substantive research. His
well-known comment on Eduard Meyer’s historiographic concerns is
suﬃcient evidence of that:
On the whole, I can agree with this: methodology can never be more
than a self-reflection on the means that have proved useful in
[scientific] practice; and one does not need to be made explicitly aware
of those means in order to produce useful work, just as one does not
need to have knowledge of anatomy in order to walk ‘correctly’ … It is
always by the demonstration and solution of problems of substance
that new sciences have been established and their methods further
developed;
on the other hand, purely epistemological or
methodological considerations have as yet never played a crucial role
in those respects (Weber, ([1906] 2012: 140).
However, Hennis has perhaps gone too far in subordinating Weber’s
methodological interests to his ‘central question’.
What Weber
strenuously resisted, as Hennis himself notes, was the temptation to build
a methodological metaphysics which determines, rather than enables,
substantive work (Hennis, 1994: 120):24
We shall not concern ourselves with the question whether such
constructions might be meaningful in the domain of metaphysical
reflection, and what significance they might have … At any rate,
‘psychologism’ – which we shall in this context understand to mean:
the claim by psychology to be, or to create, a ‘world view’ – is just as

23

Cf. John Gunnell’s (2007: 59-60) comment: “It is now widely recognized that Weber was
quite explicit about the fact that he became involved in epistemological and
methodological issues by necessity rather than choice and that many of his arguments,
about such matters as factual and evaluative statements, were part of a rhetorical strategy
designed to clarify and defend his research”.
24
It is, of course, just the temptation to which Talcott Parsons and, later, Niklas Luhmann
succumbed.
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meaningless, and just as dangerous for the impartiality of empirical
science, as ‘naturalism’ based either on mechanics or biology, or
‘historicism’ based on ‘cultural history’ (Weber [1903-1906] 2012: 4041).
But Weber did not any less believe that a methodological framework was
indispensable for scientific research. The important language in the first
quotation above from the Critique of Eduard Meyer is the note that
“methodology can never be more than self-reflection” (p. 140). It is “selfreflection”, from Weber’s point-of-view, because the methodological
framework, on the basis of which one’s substantive research is conducted,
is dependent on the ultimate values to which one is committed,
something which Weber, influenced by Nietzsche, does not believe can be
adjudicated.
Moreover, because Weber believes that “it is the exception rather than
the rule for the person making a judgement to clarify in his own mind,
and for others, the ultimate subjective core of his judgements, by which I
mean the ideals on the basis of which he proceeds to judge the events he
is observing” (Weber, [1895] 1994: 18-19), there is a role for
methodological reflection during periods of rapid intellectual change:
As a rule, such [methodological] considerations only acquire
importance for the way in which science is pursued at times when a
major shift occurs in the ‘viewpoints’ from which [the] material
becomes an object of description, and this [shift] leads to the idea that
the new ‘viewpoints’ also require a revision of the logical forms that
have hitherto provided the framework for that ‘pursuit’, with the result
that one becomes uncertain about the ‘nature’ of one’s work. But this is
undeniably the situation in which history finds itself at present (Weber,
([1906] 2012: 140-141).
The burst of ‘methodological’ writings of Weber between 1903 and 1908,
the latter being the year in which Weber agreed to edit what became
Grundriss der Sozialökonomik for his friend, the publisher Siebeck,25 were,
then, a contribution to the intellectual ‘search’ for new foundations, but

25

See Mommsen (2005) for an illuminating analysis of the construction of Weber’s
Wirtschaft und Gesellschaft. Soziologie.
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one in which Weber was articulating his own commitments and ultimate
values.
Let us return now to Weber’s Freiburg Inaugural Address and his early
work on East Prussian agriculture. Weber’s early training in law,
“heavily biased to the historical development of its respective Roman,
German and communal origins” (Whimster, 2001: 54), dictated the topics
of his 1889 Dissertation on medieval trading companies, published that
year as the first of only two books during his lifetime, The History of
Commercial Partnerships in the Middle Ages (Weber, [1889] 2003), and, two
years later, of his 1891 Habilitation, titled Roman Agrarian History (Weber
[1891] 2008). From there, Weber turned to “practical science … guided by
judgements of relevance to practical values” (Scaﬀ, 1984: 88). With some
fifty publications during the 1890s, the core of which concerned
agricultural policy, Weber “developed a public reputation as an
agricultural expert and policy adviser” (Whimster, 2001: 54-55).
In 1890, the Verein für Sozialpolitik commissioned a national survey into
“The Conditions of Farm Workers in Germany”. Weber accepted an
assignment to analyse and report on the survey of landowners in the East
Elbian region of Germany. Working under great pressure, he prepared
77 general reports and 573 special reports, with data for each
administrative district, all completed in time for the September, 1892
conference,26 published as one of four volumes of the enquiry:
The results of this 891-page investigation became a leitmotiv through
Weber’s work, making the knowledge of the results undeniably
important for a comprehensive understanding of his work. Neither his
inaugural lecture in Freiburg in 1895, nor his lecture on the occasion of
the World Exhibition in St Louis in 190427 can be understood without a
knowledge of the inquiries (Käsler, 1988: 53).

26

“As it turned out, the meeting planned for September 1892 was postponed, in part
because of a cholera epidemic, but also in part because of a danger a poor attendance. The
meeting was instead held in March 1893 in Berlin” (Tribe [1983] 1989): 98).
27
See the translation of the St. Louis lecture by Peter Ghosh ([1904] 2005a), together with
his commentary on it (2005b).
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The intellectual background to Weber’s analysis is located in the
changing economic conditions of agriculture in Germany, the resulting
impact of migrant agricultural workers, and the related implications for
state security:
From 1865 to 1879 Germany had had a free-trade policy in grain with
the full support of the landowners. By the early seventies protectionist
sentiment increased as American and Russian grain exports mounted
and falling prices on the world market had an adverse eﬀect on the sale
of German grain. In 1879 tariﬀs were imposed for the first time, and
they were increased in 1885 and 1887 (Bendix, 1960: 37).
The shift in trade policy was part of a larger and more radical shift in
Bismark’s domestic policy in 1879 toward the political right, including the
‘anti-socialist laws’ which outlawed the Social Democratic party. During
his year of military service in Strasbourg in 1883, Weber developed a close
attachment to Hermann Baumgarten, his uncle on his mother’s side, and
ended up falling in love, for the first time, with his cousin, Emmy.
Baumgarten, a Professor of History at Strasbourg, “belonged to that small
minority of German liberals who had preserved the spirit of 1848 (the
year which saw an unsuccessful democratic revolution)” (Käsler, 1988:
53). During this period, he became Weber’s “political and intellectual
mentor and confidant” (p. 53), sharing a political analysis which helped
shape Weber’s early outlook:
Baumgarten was important for Weber as a skilful critic of the growing
complacency and confusion within liberalism’s ranks in the 1880s and
as a remarkably prescient (and isolated) analyst of the crippling eﬀects
of Bismark’s ‘ceasarist demagogy’ (Scaﬀ, 1984: 86).
What Baumgarten argued for, and Weber agreed with, was that the
political revanchement of 1877-78 represented a turning point in German
politics, with a decisive move to the right. For Weber, this turn contained
“all of the conditions for political paralysis, bureaucratic domination, and
‘feudalization’ of the social order were present in 1878 (Scaﬀ, 1984: 86). It
is just this analysis which Weber advances in his study of migrant
workers in the East Elbian Region, an analysis he then disseminated in
the most public way with his Freiburg Inaugural Lecture:
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Weber was highly conscious of the change brought about in his
thinking, and he used the Freiburg inaugural address (1895) partly as a
device for summarizing that change and identifying the new
orientation (Scaﬀ, 1984: 87).
Indeed, the study represented the first of Weber’s policy-oriented studies
on the ‘social question’, a theme which he later defined in his 1904
‘Objectivity’ essay as “one of the main tasks” of the Archiv für
Sozialwissenschaft und Sozialpolitik for which he had just become an editor:
Up to now, our journal has already advisedly limited its tasks … In this
connection, the journal has not limited itself to the practical and
developmental problems known as the ‘social question’ (in the
narrowest sense of the term), that is, the relationship of the modern
class of wage earners to the existing social order. Nevertheless, one of
the main tasks of the journal from its outset had to be the scientific
exploration of precisely this particular question [against the
background of] the widening interest that it commanded in Germany
in the 1880s (Weber, [1904] 2012: 110).28
Let’s turn now to the analysis itself which Weber outlines in his
Freiburg address. What was known before the study was that there were
large numbers of Polish agricultural workers entering the East Elbe
region of Germany, and it was seen as undermining German labour and
represented something of a security risk on the eastern border. Weber’s
study, therefore, was aimed at learning more about the circumstances
which led to that migration and the kind of policy options which were
available. Using a dataset which had limited scope, Weber was able to
combine data on (i) the quality of arable land and its tax yield, (ii) land
holding patterns, and (iii) ethnic nationality via religious aﬃliation as a

28

In the more mature formulation of 1904, Weber goes on to indicate that the continuing
investigations of the social question in the previous years had made it necessary to adopt
a “more universal context in which these problems belong”, and named it as “the
scientific investigation of the general cultural significance and importance of the social-economic
structure of human communities, and of their historical forms of organization” (Weber,
[1904] 2012: 110). There is, therefore, a single intellectual trajectory for Weber from the
social questions of the 1880s, to his work on the East Elbian migrant workers, to his
redefinition of the editorial policy of the Archiv.
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proxy. The critical thrust of his study revolved around his analysis of
stratification:
Then there are contrasts in the social stratification of the population
cultivating this land … [T]he estates of the nobility stand out in the
landscape in visible contrast to the villages of the peasants. These
estates are the seats of the Junkers, the class which gives eastern
Germany its particular social stamp. Their manorial farmhouses are
surrounded by the single-storey cottages which, along with some
parcels of land for crops and grazing, the lord of the manor (Gutsherr)
allots to the day-labourers who are obliged to work on the manor farm
all year … On good soils, particularly that of the Vistula plain, the
peasant’s standard of living [i.e. the ‘village’] has always been higher
than that of the day-labourer on an estate; on poor soils, by contrast …
even today, the poorest of the small peasants [i.e. the ‘village’] there
still enjoy a quality of life inferior to that of the day-labourers on the
estates (Weber, [1895] 1994: 3-4).
Using his data Weber was able to determine, counter-intuitively, that “in
the fertile districts the Catholics (i.e. the Poles) are relatively most
numerous on the estates, while the Protestants (that is the Germans) are
to be found in greater proportion in the villages. In districts with poor
soil, precisely the opposite situation prevails (Weber, [1895] 1994: 4).
At this point in his argument, Weber introduced various developmental
concepts, referring to a “shift” and “tendency” by tracing changes in time
of worker composition in the period between 1871 and 1885. “For Weber
the developmental concepts should be understood not as historical laws
or as an attempt to stake out an epistemological or metaphysical position,
but rather as part of a terminology useful as a means for ordering the
actual, significant explanatory questions” (Scaﬀ, 1984: 94). Indeed,
development concepts were problematic just because they were so
frequently used to hide the prejudices and implicit value commitments of
those using them: “For Weber, the crassest value judgements are
concealed in so-called ‘developmental tendencies’ (Hennis, 1991: 38).
When the analysis was extended to look at the developmental
tendencies within the region, Weber found that there was significant rural
population decline combined with the expansion of the Junker estates:
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”these are without exception districts where large scale landownership
predominates particularly strongly” (Weber [1895] 1994: 6). Moreover, “if
one isolates the area where the estate population decreased sharply, it
emerges that it was precisely the estates on good soil which experienced
particularly high emigration” (p. 6). This analysis led Weber to report
that “[i]t is chiefly German day-labourers who move out of the districts with a
high level of culture; it is chiefly Polish peasant who multiply in the districts
with a poor standard of cultivation (Kulturstand)” (Weber [1895] 1994: 7).
Given the pricing pressures which had developed in international
trade, Weber concludes, the Junker estate holders in the East Elbe region
had recruited Polish migrant workers to whom they could play lower
wages in order to maintain their existing economic privileges, with the
natural result of ‘forcing’ the German farm workers oﬀ the land; on poor
lands with lower standards of living, an analogous process was
underway with Polish peasants occupying the rural villages.
What Weber has accomplished with this analysis is identifying the
conflicting values that are in play: the values of the large land-owners,
who gained political leverage in 1878, acquiring both tariﬀ protection for
their agricultural products and open borders for their recruitment of
migratory labour; in contrast with the German peasants trying to eke out
a living and running from “the prospect of toiling away on someone
else’s land” (Weber [1895] 1994: 8) in a deteriorating economy. But what,
Weber asks, can the science of political economy contribute to a
resolution.
Policy debate within the Verein was being conducted around the
question of productivity – “indeed the grain productivity on the East
Elbian estates” – and Weber “became aware of the problems of acting in a
situation of conflicting values precisely through this problem of
productivity” (Hennis, 1994: 117). The debate, as Weber later framed it,
was between the population interest and the production interest:
People on the traditional farms have asked: ‘How do I go about
feeding as many heads as possible in a given area through their work?
On a capitalist farm one asks (and this is its characteristic concept
[Begriﬀsmerkmal], what can I do to achieve a maximum of goods
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available for the market in a given area with a maximum saving of
unnecessary work?” (Weber, 1904, quoted in Hennis, 1994: 117-118).
Hennis argues that “what Weber does here is merely to bring out the
issue of ‘productivity,’ to ‘problematize’ the interest in profit as the only
supposed economic value, and to emphasize the contradictions between
values and interests … The scandalous nature of the inaugural lecture did
not lie in the supposed nationalism, but rather in the destruction of the
harmonious image of a specific economic interest, namely that of
‘productivity’ or of ‘profitability’” (Hennis, 1994: 118).
This explication of Weber’s conception of value freedom allows us now
to examine the question of human needs. Unlike Menger who puts needs
and goods in direct relation, Weber incorporates needs within a
conception of action. In a draft outline for an economics textbook he
planned during the 1890s, he defines economic action for a section titled,
‘The Conceptual Foundations of Economy’:
By ‘economic action’ we understand a specific form of external
purposeful activity (Zweckstrebens) – ie. a conscious, planful relation to
nature and people – which is brought about by those needs that require
external means for their satisfaction – whether these needs be themselves
‘material’ or ‘ideal’ – and which serve the purpose of provision for the
future. (Weber [MWG III/1, Vorlesungen 1894-1898: 122]; quoted in
Tribe, 2012: 287).
The passage deliberately echoes Menger’s position, but goes beyond it in
two ways: economic action here intervenes between need and its
satisfaction, thus, incorporating the notion of intention into the causal
chain; and needs are specifically identified as being both material and
ideal, and are, therefore, no longer a causal primitive, rooted in an
autonomous human nature. This second feature is clarified by Weber in
the text following where he discusses ‘economic need’:
Quite obviously, what is decisive for theory is the actuality of factual
subjectively conceived feeling on the part of the economic subject, theory
being ethically indiﬀerent. – The degree and nature of need on the part
of the individual is historically and individually mutable and capable of
development, both quantitatively – this generally occurring
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incrementally – as well as qualitatively – this is in principle unlimited
and illimitable. The entire economic history of the Occident is the
history of the qualitative expansion of the degree and nature of need
(Weber [MWG III/1, Vorlesungen 1894-1898: 123]; quoted in Tribe,
2012: 288).
Keith Tribe comments that Weber was less concerned with Menger’s
focus on the ranking of needs and their marginal valuation under
conditions of scarcity, than he was with the institutional conditions which
influenced the mutable and developmental quality of needs. Weber
makes this explicit by defining the underpinning for his science of
political economy with just this conception of human needs: “Political
economy is not a science of nature and its properties, but of man and his
needs” (Weber [MWG III/1, Vorlesungen 1894-1898: 125]; quoted in
Tribe, 2012: 288).

(c) the question of social causation
Weber’s emerging position on Wertfreiheit in the early 1890s is already
suggestive of the position he would take on social causation upon the
assumption of editorial control with Sombart and Jaﬀé of the Archiv in
1904. In his essay, “The Objectivity of Knowledge in Social Science and
Social Policy”, Weber ([1904] 2012) theorizes a conception of the ‘ideal
type’ and relates that to his position on ‘objectivity’. In doing so, “Weber
proﬀered nothing less than his solution to the dispute opposing the
interpretive approach of the German ‘historical school’ of economics and
social science and the nomothetic approach extolled by the marginal
utility theorists” (McFalls et al., 2007: 3).
Weber agreed with Menger’s position that the epistemological basis of
the Historical school of economics – the school of Roscher, Hildebrand,
and Knies – was not adequate, something Weber had lashed out against
himself in his essay on Roscher and Knies:
If we summarize what has been said, then the question is easily
answered concerning the true nature of those errors into which the
historical school of German economists has fallen, as far as the view
that theoretical economics is a historical science is concerned. It does
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not distinguish the specifically historical understanding of economy
from the theoretical and confuses the two (Menger, [1883] 1985: 46).
Weber could have written what Menger did, except where Menger uses
the italicized term ‘theoretical’, Weber would use the term ‘valuational’, a
distinction that will become clear presently. Even more deeply, Weber
agreed with Menger on the nature of the defect. The historical
phenomena that the social sciences encounter are so profuse that we are
as lost sheep in the absence of the conceptual tools that would render that
experience intelligible.
First of all, the possibility of selection from the infinity of the
determinants is conditioned by the nature of our historical interest. As
we have seen, the statement that history should causally understand
the concrete reality of an ‘event’ in its individuality obviously does not
mean that [history] should ‘reproduce’ and causally explain [the
‘event’] in its entirety, with the totality of its individual qualities; such
a task would not just be impossible in practice, it would also be
meaningless in principle (Weber, [1906] 2012: 173).
All explanation, including all scientific explanation, therefore, requires
the application of a point-of-view. Menger had argued, similarly, that
theory is the means to understanding empirical reality:
The understanding of the concrete phenomena of economy by means of
the theory, the application of theoretical economics as means for this
understanding, the utilization of the theory of economics for the history
of economy – all these are, on the contrary, problems for the historian,
for whom the social sciences, considered in this way, are auxiliary
sciences (Menger [1883] 1985: 46; quoted in Milford, 1990: 220).
Finally, Weber was in accord with Menger on the theoretical utility of
‘pure types’, although now clearly diﬀering in orientation. Concept
formation for Weber involved a construct, isolating just those ideational
elements of analytical significance:
The concept of the ideal type can direct judgement in matters of
imputation; it is not a ‘hypothesis’, but seeks to guide the formation of
hypotheses … It is formed by a one-sided accentuation of one or several
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perspectives, and through the synthesis of a variety of diﬀuse, discrete,
individual phenomena, present sometimes more, sometimes less,
sometimes not at all;
subsumed by such one-sided, emphatic
viewpoints so that they form a uniform construction in thought (Weber,
[1904] 2004: 387-388).
Menger also maintained that the apprehension and analysis of full
empirical reality was not only not feasible, but was a “methodological
absurdity” (p. 79). For Menger, however, concept formation was not a
mental construct, but something extracted from the phenomenal world
through the removal of extraneous material:
Even the most realistic orientation of theoretical research imaginable
must accordingly operate with abstractions. The aspiration for types
and typical relationships of real phenomena which refer in each case to
the ‘full empirical reality’ of the latter is accordingly an aspiration that
simply contradicts the nature of theoretical research as it presents itself
on the basis of reality (Menger [1883] 1985: 80; partially quoted in
Milford, 1990: 224).
Menger’s realism about concept formation is made plain in his
methodological approach to knowledge about “the practical activities of
economizing men”:
‘The exact theory of political economy’ is a theory of this kind, a theory
which teaches us to follow and understand in an exact way the
manifestations of human self-interest in the eﬀorts of economic humans
aimed at the provision of their material needs … It has only the task of
aﬀording us the understanding of a special side of human life, to be
sure, the most important, the economic. On the other hand the
understanding of the remaining sides of it could only be attained by
other theories which would make us aware of the formations of human
life from the point of view of the remaining propensities (e.g., from the
point of view of public spirit, of the strict way of the ideal of justice,
etc.) (Menger, [1883] 1985: 87); partially quoted in Mäki, 1997: 480-481).
Menger goes on to elaborate his understanding of marginal value and
‘exact laws’ of economics, but they are based on how that “special side of
human life” works, how human beings would value economic goods if all
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those other sides did not exist. When Menger characterizes value as “the
importance that we first attribute to the satisfaction of our needs”
(Menger, [1871] 1950: 116), he is, as Nancy Cartwright notes, “already
making an idealization. For he does not mean the importance ‘we’ real
people each attribute to our own needs, but rather the importance
attributed by ‘the economizing man,’ i.e. the importance that should be
attributed to the need” (Cartwright, 1994: 177). Without empirical input,
Menger’s project of a priori economics is problematic.
Weber, of course, doesn’t have this problem. His commitment to the
goal of an empirical science of culture is positively majestic:
The social science that we wish to pursue is a science of reality
(Wirklichkeitswissenschaft).
Our aim is an understanding of the
uniqueness (Eigenart) of the lived reality within which we are placed.
We wish to understand on the one hand the context and cultural
significance of individual phenomena in this lived reality; and on the
other, the reasons for their being historically so and not otherwise
(Weber, [1904] 2004: 374).
However, Weber is sometimes seen as being located between the Austrian
School and the Historical School precisely because “ideal-types” are, for
him, the means of conducting historical investigations:
There is no absolutely ‘objective’ scientific analysis of cultural life – or
to put it perhaps more precisely, without however materially altering
our meaning – there is no ‘objective’ analysis of ‘social phenomena’
independent of special and ‘one-sided’ perspectives, on the basis of
which such phenomena can be (explicitly or implicitly, consciously or
unconsciously) selected as an object of research, analysed and
systematically represented (Weber, [1904] 2004: 374).
Of the greatest significance for Weber’s position, though, is his claim that
such one-sided perspectives still yield universally valid knowledge:
It has been and continues to be true that a methodologically correct
form of proof in the social sciences, if thought to be complete, has to be
recognized as correct even by a Chinaman, or – more precisely that it
must at any rate strive to reach a goal perhaps not completely attainable
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for lack of material. Moreover, even logical analysis of an ideal with
respect to its content and its ultimate axioms, together with
demonstration of the local and practical consequences arising from
pursuit of such an ideal should, if they are to be deemed successful,
likewise have to be valid for this Chinaman. Although he might be
‘deaf’ to our ethical imperatives, can and certainly often will reject this
ideal and the concrete evaluations flowing from it, this in no respect
detracts from the scientific value of such conceptual analysis (Weber,
[1904] 2004: 365).
If the conceptual armament that science brings to bear in its investigation
of reality is determined by the subjective values of the investigator,
however, on what basis can Weber claim to produce universally valid
knowledge? Weber provides two interlocking answers.
His first answer was to acknowledge that “’validity’ was a practical
matter”: “it was individually, historically, and culturally relative – no
matter what transcendental or extra-political standards one might call
upon as justification” (Gunnell, 2007: 64). The Chinaman’s assent,
therefore, is not assent in general, but assent to the particular empirical
analysis given the value position in play. The implication is that the data
may support multiple interpretations, each equally objective.
In principle, a history of banking in a particular country that adduced
only economic motives as explanations is just as unworkable as an
‘explanation’ of the Sistine Madonna in terms of the contemporary
socio-economic foundations of cultural life; and it is in no respects any
more exhaustive than, for instance, the derivation of capitalism from
certain transformations of religious consciousness that played a part in
the genesis of the capitalist spirit, nor the derivation of a political
structure from geographical conditions. Decisive in all these cases for
the degree of significance given to economic conditions is the class of
causes to which are imputed those specific elements of the
phenomenon at issue that have a meaning of interest to us (Weber,
[1904] 2004: 373).
As Gunnell notes, “such ‘one-sided’ analysis of cultural reality from
specific ‘perspectives’ was, however, acceptable, if there was a plurality of
such analyses, since a plurality of relatively arbitrary perspectives would
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not only facilitate a more comprehensive and neutral overall
representation but provide wider access to the infinite dimensions of
social phenomena, while achieving the kind of delimitation that would
allow claims about causal explanation” (Gunnell, 2007: 64-65).
Weber’s second answer lay in the intentional constitution of the social
world. As he argued, the idea that the aim of social science is the
“reduction of the empirical to ‘laws’ - is nonsense”. While regarding the
search for regularities as legitimate and valuable, it could only ever be a
means to the knowledge of social reality, for “no knowledge of cultural
processes can be conceived separately from the meaning which the
consistently individual shaping of life’s reality has for us in respect of
specific individual relationships”(Weber, [1904] 2004: 380):
The transcendental presupposition of any cultural science is not that we
find one or any ‘culture’ to be of value, but that we are cultural beings
endowed with the capacity and the desire to adopt a position with
respect to the world, and lend it meaning. Whatever this meaning
might be, it will lead to our judging those phenomena arising from
human association, from this perspective ascribing to them a positive or
a negative significance (Weber, [1904] 2004: 380-381).
The meaning-dependent character of cultural phenomena constitutes a
fundamental distinction to the meaningless of the natural world, with the
result that “social phenomena are ontologically and epistemologically
‘given’ in a way natural phenomena are not”. Unlike the natural world
which is made known through the concepts of natural science, “as
conventional objects [social facts] logically and temporally, precede the
theory, language, and concepts of social science” (Gunnell, 2007: 67). This
distinction means that “explanation was primarily, as Weber pointedly
stressed, a matter of ‘interpretation’” (p. 68).
How then did Weber conceptualize Sozialökonomik, located as he was at
the pinnacle of the German development of the social sciences, then head
and shoulders beyond other national traditions in terms of its
methodological sophistication. Tenbruck, Schluchter, Hennis, and Ghosh
have oﬀered interpretations of the substantive work of Weber with
compelling erudition, but we have to acknowledge the ultimate
commitment of Weber to the ideals of scholarship In the cultural sciences.
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The multi-volume Handbook project which he led, Grundrisse der
Socialokonomik, - Outline of Social Economics – was, therefore, not simply a
substantive project, although it was also that, but his eﬀort to articulate
the vision of social economics from where he stood at the top of the
bridge.
In his Objectivity essay, Weber elaborates a conception of social
economics as part of his eﬀort to define the mission of the journal. He
begins by delimiting the scope to the satisfaction of needs (both material
and ideal) which require scarce external means – assenting to the
Mengerian core of theoretical economics - but then expands the scope to
include not just economic phenomena-in-themselves, but also those
causes (‘economically relevant’ phenomena) and eﬀects (‘economically
conditioned’ phenomena) which precede, or flow from, economic
phenomena-in-themselves. This widening of ‘causes’ and ‘eﬀects’ is a
radical introduction of institutional frameworks to the core of
economizing action, well-exemplified in the following passage:
That complex of human relationships, norms and relations determined
by norms we refer to as the ‘state’ is, for example, an ‘economic’
phenomenon with respect to state finances: to the extent that it has an
impact on economic life through legislation and so on (and indeed in
those aspects where its behaviour is governed by factors far removed
from economic perspectives) it is ‘economically relevant’; finally,
where its behaviour and its attributes are determined by motives other
than those of its ‘economic’ relationships, then it is ‘economically
conditioned’ (Weber, [1904] 2004: 369).
What we have here is an institutionalism rooted in “the purposeful action
of individuals seeking to meet their economic needs – whatever these
needs might be” (Tribe, 2012: 288). As Tribe notes, “Max Weber did not
ever develop this line of thinking to its logical conclusion; the closest he
got was Chapter 2 of Economy and society, which was elaborated on the
basis of [his] lecture notes [of the 1890s]. In the meantime, the
universalism of neo-classical economics vitiates a social economics aimed
at understanding “the rationalities involved in the linkage of human
action to the institutional context which shape and are shaped by such
actions” (Tribe, 2012: 289).
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The Aftermath
As mentioned earlier, Menger published four methodological pieces after
his Grundsätze, in 1883, 1884, 1887, and 1889, with his principal
contribution of 1883, and three ‘aftershocks’ in the next half dozen years.
Menger had written Grundsätze as the first installment of a larger work
that would have four parts. Yagi indicates that while there is no evidence
that Menger ever progressed with that large ambition, he did start to
make some revisions to his first edition, trying to address particularly the
criticism of Hack which he accepted, but no doubt also as a result of his
own reflections. Yagi indicates that “the second stage of the attempt at
revision seems to have occurred in the mid-1880s, after the pause in the
Debate on Method (Methodenstreit) enabled Menger to return to
theoretical investigation” (Yagi, 2010: 26). As is evident from the 1923
Introduction, his eﬀorts of the ‘second stage’ led to a “new plan” in the
mid-1890s. As noted earlier, Yagi comments that “if it is right to
characterize the reflections of the first and second stages as
‘methodological’, that of the third might be called ‘ontological’” (p. 30).
Menger resigned his Vienna professorship in 1903, at the age of 63, and
devoted the last twenty years of his life to the continuing work on his
revised edition. At his death in 1921, he left “a considerable number of
notes and manuscripts” and a library of some 20,000 volumes, “one of the
best collections of economic literature in the world”, subsequently
acquired by Hitotsubashi University in Japan, now housing the ‘Carl
Menger Library’. While he was not able to complete his revision before
his death, his son, Karl Menger, using the manuscripts and notes of his
father, published a second edition of the Grundsätze in 1923. What is
significant is the break with some of Menger’s earlier positions,
something that incorporated and built upon the original criticism of the
1872 book review by Hack. I want to briefly discuss changes to Menger’s
conception of ‘human needs’ and his new concept of ‘social goods’.
One of the ways which Menger responded was by radicalizing his
subjectivism. Yagi claims that this deepening was a direct response to the
Hack criticism of causality: “Menger realized his subjectivist position by
receiving Hack’s criticism on ‘causal relations’ and consciously deepened
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his subjectivism further over time” (Yagi, 2016: para 3). He does so,
critically, by subjectivizing human needs:
In the second edition, Menger (1923: 1) defined a human need in a new
way, as ‘the starting point of any economic inquiry,’ and he
reformulated the first prerequisite of an economic good as follows: no
longer simply ‘a human need’ but ‘the perception or anticipation of a
human need’ (Becchio, 2014: 248).
Menger accomplishes this by arguing for a disjunction between wants
and needs. On the one hand, we experience ill-thought out demands that
have no authentic connection to human needs:
The practical economic life of human actors is not guided by the wants
but by the temporary opinions on the necessaries for the maintenance
of their life and welfare. Indeed, it is seldom determined directly by
their emotions and drives (Menger, 1923: 4; quoted in Yagi, 2010: 36).
On the other hand, in a mature state of need identification, Menger
acknowledges that “the moment of direct feeling retreats more and more”
in the face of the “recognition of our wants”. The process of reflection on
our wants – itself the result of growing wisdom and self-awareness, one
might suggest – breaks the determinate connection between feelings and
wants: “it becomes successively towards a rational want that is grounded
by experience, forecast, and judgement” (Menger, 1923: 4-5; quoted in
Yagi, 2010: 35). Yagi comments that “Menger’s reflection on economic
theory has now reached the depth of subjective rationality (economic
man)” (Yagi, 2010: 35).
But, Yagi notes, this turn to deeper subjectivity – a subjectivity we can
note that Weber had early recognized – “contains indeterminateness and
allows room for the working of institutions” (Yagi, 2016: para 4). Menger
opened this up in the second edition by positing a new economic agent,
the ‘human association’:
Menger wrote, ‘Given that there is a need perceived by an agent, the
nature of the human economy can be fully understood only when there
is a complete definition of any possible economic agent.’ On
developing this specific point, Menger introduced the existence of a
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new economic agent: ‘the human association.’ Human associations
were ‘societies, associations, corporations, communities, and the state,
of the national or global economy (Gesellscahften, Genossenschaften,
Korporationen, Gemeinden, Staat, Volks- und Weltwirtschaft)’
(Menger, 1923: 7; quoted in Becchio, 2014: 249)
In light of current debates in the philosophy of the social sciences, the
question that arises for us concerns the exact status of these associations:
were they, for instance, aggregations, joint action, or emergent orders.
Menger elaborates on his view of human association by discussing an
expanded theory of needs, where he elaborates on common needs,
collective needs, and the needs of human associations. Menger’s
derivation of a distinct institutional order is evident in the following
passage:
The ‘needs of human associations’ [are] common needs shared by
individuals who are voluntary linked in a particular association able to
provide common goods required by the members of that association.
As soon as they arise, they are no longer the sum of single individuals,
and they cease to be merely means to satisfy common needs: they
acquire their own needs, and social goods are required to satisfy them
(Menger, 1923; quoted in Becchio, 2014: 56)
What we see, therefore, in Menger’s second edition is a gentle relaxation
of his youthful stridency and a slow evolution toward Max Weber’s
institutionalism. This can be represented in Table 6-3 below.
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If at the end of the lives of Carl Menger and Max Weber, we see this
slow coalescence of methodological and ontological views, how were
their views picked up and moved forward? Wicksell ([1924] 1958) and
Bonar (1924) gave mildly positive reviews of Menger’s second edition,
although they didn’t seem to recognize the methodological changes
Menger had introduced. Franz Xaver Weiss (1924) went further with a
more systematic detailing of the changes which had been made between
the first and second editions.
However, the reception of Menger’s 1923 methodological advances was
decisively influenced by the seminar debate about methodology and the
philosophy of science in the ‘Mises Circle’ in Vienna during the 1920s.
With the deaths of the first generation of ‘Austrian’ theorists – Carl
Menger (1921), Eugen von Böhm Bawerk (1914), and Friedrich von
Wieser (1926) – Ludwig von Mises, a student of Wieser and BöhmBawerk, became the leader of the second generation of the ‘Austrian’
school. With discussions under his leadership, the participants of the
‘Mises Circle’ included such later luminaries as Friedrich Hayek,
Gottfried von Haberler, Oskar Morgenstern, Felix Kaufmann, Fritz
Machlup, Alfred Schütz, and Erich Vögelin . At the 1932 meeting of the
Verein für Sozialpolitik in Dresden, Franz Weiss, who had edited some of
the work of Böhm-Bawerk, pushed hard against the “Manchesterism” of
von Mises, citing the positions of the early Austrian leaders:
Among these were Menger’s assertion that it was frivolous to accuse
him of being a support of Manchesterism;
Bohm-Bawerk’s
condemnation of ‘an indiﬀerent policy of laissez faire, laissez passer’; and
Wieser’s view that the claim that there exist immutable natural laws of
the economy impervious to state action ‘can hardly be taken seriously
anymore’. His purpose, Weiss declared, was ‘to establish that a
number of notable representatives [of the Austrian doctrine], among
them its founders, did not draw from it the conclusions for economic
policy that [Mises] believes he must draw (Raico, 2012: 38-39).
Von Mises, however, was unperturbed by this criticism, and replied that
“I am not so pious towards authority [autoritätsgläubig] and quotationminded [zitatenfreudig], and I base my argumentation on logic and not on
exegesis” (von Mises, quoted in Raico, 2012: 39).

- 51 -

Hayek, who attended this meeting, and had participated in the ‘Mises
Circle’ from 1924 to 1931, moved to the London School of Economics in
1932, and, as it transpired, became the editor of the Collected Works of
Carl Menger. In that capacity, he made the decision not to publish
Menger’s second edition. Indeed, in his biographical article on Menger,
Hayek rather strikingly devalues the work of the second edition:
An inspection of his manuscript has shown that, at one time,
considerable parts of the work must have been ready for publication.
But even after his powers had begun to fail he continued to revise and
rearrange the manuscripts to such an extent that any attempt to
reconstruct this would be a very diﬃcult, if not an impossible task.
Some of the material dealing with the subject-matter of the Grundsätze
and partly intended for a new edition of this work, has been
incorporated by his son in a second edition of this work, published in
1923. Much more, however, remains in the form of voluminous but
fragmentary and disordered manuscripts, which only the prolonged
and patient eﬀorts of a very skilful editor could make accessible. For
the present, at any rate, the results of the work of Mengerʹs later years
must be regarded as lost (Hayek, 1934: 416; quoted in Becchio, 2014:
254).
In 1950, when Frank Knight engineered the English translation of
Menger’s Grundsätze, he, similarly, arranged for the 1871 first edition, not
the 1923 second edition, to be translated.
The dynamics of this situation become further clarified when we
consider von Mises engagement with Weber’s work. Weber and von
Mises had met in Vienna and became friends, but as von Mises became
more familiar with Weber’s work, he came to reject it. In the ‘Mises
Circle’, the “Verstehende Soziologie of Max Weber and related problems,
were favorite topics” (Margit von Mises, quoted in Cubeddu: 1997: 8), but
as the Misesan critique was developed, “Weber came to be viewed just
“as a ‘historical epygon’ of the Historical School of Economy” (p. 6).
The essential critique of Weber by von Mises revolves around von
Mises’ definition of human action as economizing behaviour:
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All action is economizing with the means available for the realization of
attainable ends. The fundamental law of action is the economic
principle. Every action is under its sway. He who wants to deny the
possibility of economic science must begin by calling into question the
universal validity of the economic principle, i.e., that the necessity to
economize is characteristic of all action by its very nature (Mises, [1929]
2003: 86; quoted in Cubeddu, 1997: 19).
The argument is false. Von Mises is simply defining eﬃciency as the
ground of his own ultimate values, but hasn’t made any case for the
transcendental validity of his own position. The criticism, though, does
lead Von Mises to make a valid criticism of Weber’s well-known schemata
of social action.
Weber, in his posthumous publication, Wirtschaft und Gesellschaft, 29
systematized his typology of social action by distinguishing between
means-ends rational (zweckrational) action,30 value-rational (wertrational)
action, aﬀectual action, and traditional action (Weber, [1922; 1968] 1978:
24-25). Levine (2005) regards these four action-categories as lieing on a
spectrum of increasing voluntarism, “in which Zweckrationalität sits at the
apex by aﬀording a maximum of human freedom” (Levine, 2005: 110).
However, Weber’s commitment to value-freedom is so unconditional that
there are no grounds to think that he saw value-rationality as less free
than means-ends rationality.
It is helpful to remember that Weber is conceptualizing a set of idealtypes, and we have already seen zweckrational action in the context of
Weber’s appropriation of Mengerian economizing behaviour – useful to

29

Compare the discussion in Weber’s Logos essay on “Some Categories of Interpretive
Sociology” (Weber, [1913] 1981).
30
The translation of zweckrational is a matter of some diﬃculty. As Parsons already
observed in his own translation, “The two terms zweckrational and wertrational are of
central significance to Weber’s theory, but at the same time present one of the most
diﬃcult problems to the translator” (Weber, [1922] 1947: 115, fn 38). Roth and Wittich
(Weber [1922; 1968] 1978) and Oakes (2003) translate it as ‘instrumentally rational’ action.
Kalberg (1980), Levine (1981), and Weiss (1985) translate it as ‘means-end rational’ action.
‘Instrumentally rational’ has an overtone of utilitarianism or consequentialism that is not
intended, in my view, and, for that reason, I regard ‘means-end rational’ to be a more
felicitous usage.
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think through the idealized behaviour of an isolated motivation, but not a
realistic portrayal of the kinds of mixed and ambiguous motivations that
are typically in play. Zweckrational action, therefore, is the ideal-type
concerned with materially-motivated action. Wertrational, on the other
hand, is the ideal-type concerned with ideally-motivated action. These
categories and their relations are perhaps given best expression in
Weber’s famous dictum about the role of world-images as ‘switchmen’:
Not ideas, but material and ideal interests, directly govern men’s
conduct. Yet very frequently the ‘world images’ that have been created
by ‘ideas’ have, like switchmen, determined the tracks along which
action has been pushed by the dynamic of interest (Weber, [1915] 1946:
280).
Material and ideal interests are part of the fundamental categories
through which Weber, located at the end of the great struggle between
idealism and materialism in German culture, understood motivations.31
What is crucial in the above passage, though, is that the world-images
that determine the tracks are created by ideas. “But how else could
material self-interest itself, which is here [in social science] supposed to be
dichotomous with ideas, exert any influence over action, except as
mediated by ideas? Even in situations where material self-interest is
allegedly the source of the action in question, the actual cause of action
must be one’s perception of one’ self-interest, which is an idea – unless
one thinks that our interests move us to act in a way that is not mediated
by either motive or habit” (Eastwood, 2005: 97).
If Weber sees interests as running on tracks laid down by world
images’ created by ideas, then what is the relation between Zweckrational
action and Wertrational action? Von Mises, using a slightly diﬀerent
translation of the terms, argued that Weber’s dichotomy between

31

“In a work subtitled The Lawyer as Social Thinker, Stephen Turner and Regis Factor
demonstrate the salience of thoughtways Weber acquired from training and experience in
law. Conceptualizing human agency, and especially liability based on intention, was and
still is important to German legal thought. On this subject the legal philosopher Rudolph
Ihering provided the terms of discourse Weber was schooled in … Ihering’s distinctions
between mechanical causes and intelligible reasons for action became foundational for
Weber’s approach to social analysis. So did Ihering’s distinction between two types of
interests, material interests and ideal interests” (Levine, 2005: 103).
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“purposive-rational”
(zweckrational)
action
(wertrational) action was, in fact, not valid:

and

“valuational”

[I]t is quite clear that what Weber calls “valuational” behavior cannot
be fundamentally distinguished from “rational” behavior. The results
that rational conduct aims at are also values and, as such, they are
beyond rationality. To use Weber’s expression, they have “unqualified
intrinsic value”. Rational action is “‘rational’ only in its means.” What
Weber calls “valuational” conduct diﬀers from rational conduct only in
that it regards a definite mode of behavior also as a value and
accordingly arranges it in the rank order of values (Mises [1929] 2003:
90).
I regard this as a decisive argument, and one that annihilates Weber’s
distinction. Other commentators have made the same point as Von
Mises, although from diﬀerent, even opposed, foundations. Guy Oakes,
for instance, suggests that Weber’s dichotomy “collapses because it is
based on the mistaken assumption that instrumental rationality cannot be
an object of the unconditional commitments that define value rationality”
(Oakes, 2003: 39-40). In the end, the problem lies in Weber’s failure to
overcome the opposition between the materialism and idealism. Samuel
Moyn puts it perspicuously:
All along in the history of social theory, there were various attempts to
devise an alternative to the Marxist theory of ideology. Max Weber, for
example, replied in his Protestant Ethic that sometimes representations
drive practices and not vice-versa. But trying to show as much, while
he did not revert to idealism, he also did not rethink materialism, nor –
much more important – strive to transcend the opposition between
idealism and materialism (Moyn, 2014: 115-116).
The rest is part of the historical record (Maclachlan, 2016). Von Mises’
critique represented a repudiation of Weberian social science and was
seen as a refutation of it by many of the leading scholars participating in
the Mises Circle. It drove the emerging Sozialökonomik synthesis back into
the narrow ‘rational individualism’ of the early Mengerian position. By
the early 1930s, Von Mises and Lionel Robbins had met and become
friends, and Friedrich Hayek had moved to the London School of
Economics where Robbins was Head. In 1932, Robbins wrote his Essay on
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the Nature and Significance of Economic Science and swallowed entire the
Misesan position defining economics. Talcott Parsons in his Structure of
Social Action embraced the position that Robbins took as it allowed him to
define a complementary position for an independent science of sociology.
German social science had crossed into Anglo-American culture, but the
Weberian achievement had been defeated.
The theoretical conception of self-interest developed in the Scottish
Enlightenment had not yet been overcome, even by such a genius as
Weber. And, as a practical matter, this became the problem upon which
the Antigonish Movement floundered as well.
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