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Editor's Foreword

It was indeed a privilege to welcome Professor James Buchanan
to the University of Siegen for our "Colloquium on Economics"

and we felt very much honoured having this Nobel Laureate as
our guest speaker.

James Buchanan's theory of decision-making in the public sector
is known to most cconomists under the name "Public Choice".
This comprehensive theoretical conception lies on the border-line
between economics and political science.

Constitutional economics and Ordnungspolitik are closely related
intellectually. Conceptually they are so near to each other and vet
they are so far away from each other, both in geographical
distance and in the deferment in time. Despite this there is a
congeniality of thinking in the sphere of forming economic and
social orders in a free society.

Karl-Ernst Schenk and Victor Vanberg, for example, examined
the German tradition of Ordnungstheorie from the perspective of
modern constitutional economics, the research programme that is
notably associated with the name of James Buchanan. Schenk's
inguiry! into the nature and concept of "Institutional Choice"
forms the background of the analysis ot "Ordnungstheorie" and its
positon vis-a-vis the "Institutional Choice" - approach. Vanberg
discussed the fundamental correspondence as well as the specific
differences between the two approaches in his paper

I"Institutional Choice' und 'Ordnungstheorie’, Walter-Eucken-
Institut, Vortrige und Aufsitze, 82, Tiibingen 1982.




S Constitutional Economics - the German

" ie' a %
Ordnungstheor Market Economy’ 2

Conception of a 'Social

anan feels very much at home in Europe, He bng
ood European contacts, he has had many European eXperiencey
g rch work has been received very \'\.-c“, especially .
aking part of Europe. He has enjoyed a very o
¢ number of European academics and aca demie
ommunitics. As an adherent of the Freiburg School of emnomiz
fhinking [ do feel very much attracted to James Buchanans
concept and the definition of his position. I like in particular ho
he himself made his pomt of view clear to us when ‘he sai d ey
casily put myself 1 a category ,?f being an individualist,
contractarian and a constitutionalist”.
professor Richard Brinkman from the United' States acted as the
lead- in discussant after Pro.fes.sor Buchanan's lecture to remoys
any initial bashfulness an to invite criticism form the audience.

[ would like to thank both, Richard Brinkman and the co-ordinator
of the "Colloquia on Economics", Professgr Riidiger Pethig, for
their loyal and co-operative support in making Professor
Buchanan's guest lecture an unforgettable academic and amiable

event.

I am very much indebted to Professor Buchanan for his visit to the
Siegerland and that he accepted my invitation to the University of
Siegen. Furthermore, he visited Wilnsdorf, a community which
has carried out vast structural change with positive results with
regard to the level of employment. I would like to express my
sincere thanks to the Mayor, Mr. Elmar Schneider, and the

2 Cf ORDO, Jahrbuch fir die Ordnung von Wirtschaft und
Gesellschaft, Vol. 39, Stuttgart & New York 1988, pp. 17-31.

Dirc.ctlor of Administration of Wilnsdorf, Mr. Karl Schmudt, for
receiving this distinguished guest from the United States together
wntl_l the accompanying group from the University of Siegen. This
again was evidence of the vital and fruitful links between this
university and its neighbouring local communitics.

Siegen, North-Rhine-Westphalia,
January 1993 Bodo B. Gemper

)




Klaus Sturm, Rector Magnificy

rof. Dr- : :
: University of Siegen
. ics Department .
delivered at the Economics Dep nt of the U .
Address d€ the occasion of the lecture of Prof. Dr. Dr. hnlversny of

‘eoen, ON
o James M. Buchanan, Nobel-Laureate 1986 C. muylt
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Ladies and Gentlemen,

it is a privilege and honour oreis welcome you, Prof, Buch
0 the U Liversity of Siegen. It 1s a .wonderful opportunity fana
faculty and the students to.ha\'c this distinguished intcmat'or the
wcll-k'no“n Nobel-Laureate 1n Economics with us. [ P thlonally
will find a creative atmosphere and enjoy inspiring discussionat 7
the members of this colloquium. S With
The University of Siegen is.a new university, based on the conce

the comprehensive university founded in 1972. The merehept~of
universities in the state of North Rhine Westphalia have r;,Slve
established in order to combine the tasks of research and teachin egn
universities, teacher's training colleges and technical colleges int§ )
integrated type of university. To this end, interrelated courses ar;
study are offered which lead to two types of degrees after three ((:r

four years, respectively.

Without doubt this fresh type of establishment of higher education
represents a Species of university in Germany, especially in North
Rhine Westphalia, conceived and planned for the development of a
forward looking research and teaching system.

At the German Rector's Conference last week, we discussed the
future conception for German universities. There will be manifold
different profiles. But all the universities will become more similar to
the type of Siegen University, due to the more complex and
differentiated demands of the highly developed western societies.
During the last ten years there has already been a development
towards this innovative and flexible type of universities.

In this rcspgct I hope that we have good conditions to prepare the
reforms, which are necessary in the post-revolutionary time in all
fields of society, and in the self-organisation of universities as well.

One pf the aims of our university is to improve interdisciplinary
teaching and rescarch by opening up and strengthening further links

with allied disciplines.

Prof. Buchanan's lecture in the Department of Economics is evidence
of its multinational openness and successful international cooperation
for which I would like to thank the organizer of this lecture today,
Prof. Bodo Gemper, and the spiritus rector of "The University of
Siegen's Colloquia of Economics", Prof. Riidiger Pethig. !

Prof..Buchanan., it is indeed a great pleasure for me to welcome you
to this colloquium. We very much look forward to hearing your

presentation and lecture.
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1 Introduction

ry sense, economic theory has been vindic
century, culminating in the revolution t‘}‘lted b
re of the great socialist experiments. So -at.has
stem of organizing economic acti\;it c(;?llsm,
s that its advocates defined at its }1,;1c 16, hot
oduce the goods, defined as the e “ption.
values that can only emerge ultimately from the prefe conomic
individual participants. Economic theory explains the f{epces -
soc'ialism through its focus of attention on incentive stal]ure %
on informational requirements and on the necessary un ructures,
in the linkage between choices and consequences Thcertamnes
explanati.on does not, however, excuse economis;ts P o
from their apparent failure to predict the consequenc’e ge}rlleral!y,
in fact, occur. Why did the revolutions that marked ey did
death tgke place before more than a tiny minority of soc1a!1§m's
professional economic theorists made predictiozs ofP r:;;ltcm.g’
emic

failure?

In an elementa
the events of this
signaled the failu
as an inclusive sy
achieve the objective
Socialism did not pr

*—'

[ suggest that this woeful recor !
from a set of scientific errors th:t ;fu:tc (l))ZO;r:;lts trsig};:tc Lfgfr::mm g v
theory can begin to exert a productive influence on the harfi Cco?)omlc
of transition from socialism to alternative structures We ETO lems
s;ourse,' that‘thcse scientific errors were, in part .d " now, of
idcological bms. that economists shared w’ith intcllcl:t rllvcn}by the
But thq errors in scientific understanding can be div(;la sdg;nerally.
ideological setting. It is possible to discuss the rol rccf rom the
thcor};, as S}ich: f:’rslt in its failure to predict socizflisom's‘c cs:;?;f
second, in its widely accepted explanati oo
revolution, ex post, and third, in its p(icnl:zllziiocnontf?i;)utthc e
of transition in the postrevolutionary moment of the 191(9”6:0 problems

It will first be necessary to la :
| do this - sectiQn 21,—ywhichy ‘C:/lixltl t}(;: i%::e;]a; (:,c\):];all;] gor discqssion.
economic theory in the sense used in this paper Sccr:' erstanding of
out familiar territory in the history of ideas Stk Cr:]o'}ll 3.5ketcth
;’}lf::::gg; C;:l:urg'is c((i;scoveg of spontanc’ous ordc? i)sfls x(r)xrzllrtchc‘i
i > very at' ;parked the genuine in

g)i{scclltxcs?,enbtrigfﬁyfh:h :lﬁ:;cs?(l:alpcllét;cal ?copomists. In sectzzlr:ccs?a;
:gl:gxitiogﬂ frz;mework necessaryn ofrgrls;sn ggs;?\?: Sgl:Stsiorf?r: th?
il uer:(ie?s ts;::;llon 5, I trace out the collapse of the classigca(;-
R e e u:}g] of the working of an economy, a collapse
Hslicit peoeptane fy .C.Cha!leng.e of Marxian socialism, b ;t)he
o lonond anae; Zi Pglltlc_al ldeallsm and by the loss of ;yst};mic
" i ?h S. ec't.log 6 continucs the narrative and isolates
e and dhefied b ethm&\lrplzatlon or allocationist paradigm, as
e e of en{ hae‘pamcular mathematics of the calculus ,and
Soanisaticn, The if; sis on the catallactic subject matter of m:arket
catallactic approach i pact of game theory as a complement to a
T el corii 1str;loted. Section 7 examines the elementary but
acadcmic’: and lay lztﬁk at economic theory can bring to particii);mts
i The, WhO.have not experienced the history ;‘

s. The genuine "miracle of the market" thatr}di?j




cal cconomists can offer a basig for

¢ ClaSSi 3 £ : ; :
y in postrevolutionary - socie;

(cite the €%
indeed, X . ohilosoph ) e,

; ubhg clin cal. jaded and intellectually soft citize, .
philosoph}’ . as = have lost for ever (section 8).IAs economigts ;,
Western "an(')n 100, must recover our raison d'etr € as politicy
the West, W& 1. philosophers, and not as social engineer

jsts-cum- - :
mist s much to answer for, but, also, it has much 1,

contribute.

2. The Relevant Domain

ect matter of economic theory is a set of relationships among
choosing-acting persons and the patterns of results or outcomes that
these relationships generate. An altemaqvc way of placing the
emphasis here is to say that economics offers a theory of

organizational-institutional order.

The subj

The theory tells in a generalized and pattern predictive sense "what
will tend to emerge” under this and that set of circumstances,
conditions and constraints. We use economic theory in precisely the
same way that we use much other knowledge. We explain-understand
why there is tropical fruit, say, grapefruit, on the supermarket shelves
one thousand miles from the location where the fruit is grown. We
use economic theory here just as we use physics to tell us why water
runs down hill. We do not, of course, claim that theory enables us, in
advance, to predict that grapefruit, as identified, will be on the
market's shelves. Nor would we use physics to predict that the liquid
substance to run down that ravine will be water. Economics allows us
to predict that whatever it is that persons want to purchase will be
a;()V::;latl;l;fo:;rpurchase. Economﬁc value will tend to be created in the
il aI; psl?or(ljsu nge{i‘h as driven by the §elfsame persons 1n their
b 1s. The grower, the shlpper., the distributor, the

ger, the shelf stocker, the cashier - all these put

P

the shelves because they expect that, in so doing, thc‘_v
grapefruit for money which will, in turn, allow for their
f the goods that they desire, goods that will, in
t on the store shelves by those of us who purchase

grapefruit on
can exchange
own purchases 0
further turn, be pu
the grapefruit.

rhaps too elementary as well as too
conventional, let me contrast my definition of ic subjcct. matter with
more familiar claims. Economics Or economic icory 1?' not ab.out
"the allocation of scarce means among al}ematwc ends (Robbms,
1932). This familiar means-end formulation draws attention, first,
away from the creation of value as oppogcd to some allocation or
utiliéation of value that is presumed to be in existence, and, second,
from the interactive relationships among persons that define the order
of an cconomy. Biblical mythology is helpful with reference to .thc
first point. After the expulsion from the Gar(.ien, man's lot requires
that he create cconomic value if he is to survive at all. Absent such
creation, or production, there are no resources, no means, to allpcatc
among ends or purposes. And if man moves beyond self-subsistent
existence, production as a means of securing ultimate consumption
must involve the establishment of exchange relationships with others.
Economics allows us to construct a generalized understanding of the

complex set of exchange relationships.

[f my summary scems pe

As noted earlier, economic theory in its essential respects is no
different from other scientific knowledge, within the appropriate
limits of its enterprise. These limits are transgressed, however, when
attempts are made to move outside the constraints imposed by the
human subject matter and to objectify economic reality on some
presupposition that values can be divorced from the subjective
consciousness of participants in the order. To recall Gertrude Stein's
comment about Oakland "there is no there there" in the sense of an
objectifiable economic universe that lends itself to scientific
observation and evaluation, a universe that exists separately and
apart from the interlinked set of human choices and actions that bring



v in to being. At best, thgreforc, the economjg
iricted to potential cxplgnat}on of patterns of

hen noneconomic motivations for human ac
% od in that which may be observed.

"the economy
scientist 15 €S
and especially
necessarily In¢0

Tesy]

bl
tor: S are
rporat

Jise of economics is, however, sufficiently OPen-endeq ¢,
The cn;cm ot o genuinely exciting smgntnﬁc advanCeS, whic
allow the P od. in part, by the events of history. The unexpecteg

g influenc i bty i i
m(ljl :Zgzﬂic collapse of communist totalitarian regimes has Teneweq
and rcrinforc od the attention of economists In incentive Compatibyj;
an

in varying institutional structures, in the informational CharacteristicS
In vary i
of choices made under uncertainty.

3. Order without Direction

Economic theory, as such, was born with the scientific discovery of
the spontaneous coordination that emerges frgm sepgrated, locally
directed, and self-interested actions of participants in a nexus of
exchanges. Prior to this breakthrough in the eighteenth century, there
could scarcely have existed an "economic science," properly
understood, since there was no reasoned understanding of the
observed patterns of the order that resulted from human behavior
directed toward economic purpose. Production, exchange and
consumption could, of course, be observed, but there was no
integrating vision that allowed the separated actions to be related.

At this point, we confront etymological confusion that has plagued
the discipline from its beginnings, a confusion that is not, to my
knowledge, matched in any other science. "Economics," as a term,
finds its origins in Greek and refers to "management” or to
"ccopomlzmg," yes, to the utilization of scarce means by a decision-
:nakmg unit. In this accurately derived etymological use of the term,
cconomics” was, of course, always with us, and there were

10

preclassical "theories" of ecconomic management in which the
direction of the national houschold by the king, the prince, the bishop
or some other sovereign became the subject matter for learned
discourse. German cameralism provided a set of precepts for the
prince to follow in arranging the economic affairs of the principality,
and the economizing on the use of scarce resources was central to any
such exercise. Although mercantilism, as a descriptive term
applicable to systems, was coined by Adam Smith, we find this term
useful to refer to those sets of policy directed principles that offered
guidance to those who "managed" the national economy, who
established specific objectives such as national accumulation of
treasure, national rates of growth, national levels of employment.

It is not surprising that Keynes found the mercantilist writers to be
kindred souls, since in his attempt to shift the emphasis of ecconomics
back to macroaggregative management, Keynes necessarily moved
away from the central thrust of the whole explanatory enterprise. The
macroeconomic "theory" of midcentury was strictly within the
management tradition and consistent with the etymological origins of
"economics" as a term.

Adam Smith, himself, perhaps added to the ultimate confusion by the
selection of the title for his treatise. The Wealth of Nations, read
descriptively from the title's words alone, suggests that nations are
the units that are wealthy or poor, and, by inference, that increases in
nations' wealth are desirable. Smith did not, of course, have such a
reading of his title in mind, since the whole thrust of his argument is
that individuals, not nations, are the relevant units and that wealth
consists in whatever it is that individuals desire. And Adam Smith's
work was the channel through which "economic theory" in the sense
used in this paper was established, a "theory" of the spontancous
coordination achievable through an interlinked network of market
exchanges and a "theory" that demonstrates the inefficacy of
attempted economic management for a whole society.




Throughout the twq-and-a—quatr)tce;ncix:lt:drclisc ;f\:,tii hhl-St ory, ecOnOmlc
as a theoretical sciences has 1 el s t“'0~track as‘
mutually contradictory angl)tlca COTC.~Cd f(: an mere bifurCatind
is involved here. The mlndsytsllr??ig; OrA analysis iy g h?“
research programs arc categorically i c;c.nt : theory that offers\0
cxplanation-undcrstandmg of the coor mz‘i'tmg prppc flicg 3
exchange network cqnnot be harnessed 1nto economizing”

anv strict "managerial” sense, z_llthough, pf course, such
bc‘comes an essential component in any dcsxgn- agd construc
framework of rules (the constitution) within which
interaction is allowed to operate.

SCrvige in
a th ry
tion of the
€Conomj,

My own resolution of the confusion in economics is clear from
discussion. Economic theory, properly defined, is limited % l:l:
domain of exchange relationships, and the behavior Within thoe
relationships, along with the institutional structures that emerge Se
are constructed to constrain those who are participants. If Progres (;r
to be made, cconomics must, once and for all, throw off it:
etymologically influenced interpretation. Ideally, we shoulq replace
the very name; "catallaxy" or "catallactics" is etymologicauy
descriptive. (See Buchanan, 1979.)

4.The Constitutional Framework

As people in the CIS republics are finding out in 1992, the "free
market" does not accomplish the coordination promised by some of
its naive advocates in the absence of a set of constraints that may be
considered to be the "rules" or the "constitution" for the "market
game." The classical discoverers of the coordinating properties of
markets did not sufficiently emphasize the necessary presence of such
rules or institutions. If no such rules exist, the chaos that the

nonsophisticate in economics more or less naturally imagines may,
indeed, become descriptive of reality.

The elements of the constitutional framework are familiar, and these
need not be discussed in any detail here, but a summary statement is

12

required 1n order to insure tha-t there are some common bounds for
subsequent analysis. The polxtncal-l;ga! order must embody security
of person and property, and the basic rights that define such security
cannot, in themselves, emerge from an exchange-like process, despite
the pronouncements of the libertarian ?"marchists. Without some prior
agrccmcnt—acknO\\'ledgcmcnt of what is "mine and thine" how could
vou and I even commence a trading or exchange relationship? (See
Buchanan, 1975.) Once we are secure in rights of ownership, we are
free to make exchanges in rights, in the expectation that those
received in trade will themselves be genuinely owned, once possessed.
A regime in which rights are severally assigned, mutually
acknowledged and legally protected defines the broad boundaries of
the playing field for the inclusive economic interaction process.

A corollary of the ownership and control of person and possession is
the enforcement of voluntary contracts of exchange, once made. The
political-legal order must operate so as to insure that individual
contractors abide by the terms of agreed upon, but not fully
implemented, exchanges of rights. And, as with the initial
assignments, we could scarcely expect effective contract enforcement
to emerge, itself, from contractual foundations, although the
libertarian argument here is somewhat more persuasive than in the
former case.

There are additional, and supplementary, elements in a constitutional
framework that allow a market order of an economy to function
effectively. These elements, some of which remain subject to ongoing
scientific debate (for example, monetary arrangements) need not be
treated in this summary. My point here is to emphasize only that it is
the constitutional framework (the "laws and "institutions," the
constraint set) that becomes the appropriate focus for those who seek

to reform or to improve the operation of the social process in its
economic aspects.

13



The cightcemh—ccntpf}’ discovcfry OEI:hC ;’Of df:tlflg pro‘pe‘mes 4
exchange Was 2 discovery Ci_ 'Sul-lc i 1 P bt 1€s within rathe, [Lket
independently froul (06, OlCLTHER. [FHUEATE, And class.an
political economys the emcrgmvg science - that claboratey 1Cal
discovery, at Jeast in early f(?fm’ was 'mePfCth‘ asa challenget Iy
whole cnterprisc of €conomE & anagement. Laissez-faire . o 1 ¢
alone - this applied negatively 0 politicized effort to interforg caye
ot mprove upon, the workings of markets. It should neyey with
been extended 10 the criticism of the necessary political effort ,ha\'e
at cstablishing and maintaining the constitutional framew()rkalm
categorical distinction  between thcsp two levels or stape
ever clearly articulated, and this am%ei; of

uity

politicization Was n ] -
compounded that discussed carlier that involved the e
g of

terms.

5. The Loss of Wisdom

What happened to economics after the fourth decade of the njpe
century? We know that the excitement of scientific discove teenth
characterized classical political economy did not survive. Soz }:hat
the basic theoretical understanding of market order seemed tc ow
away, at least partially, and we observed a peculiar melano slip
scientific progress and scientific retrogression. ge of

Several sources of difficulty can be identi i
;conomists' understanding of market coordi;afzi(:; \1:: S<2§5510al
mcompletg. There was no plausibly acceptable theory for the n9u§ly
of productive inputs. The cost-of-production theory for the ﬁp_l’lcmg
outputs offered the basis for the Ricardian-Marxian ga Ckll:f 4
3:}?61510;11 to cﬁ;put por;cing and notably to labor. The theory of ;:urpzli:si
; allegedly pr uced by but not fully received by lab
us'cd‘ effectively by Marx to undermine the efficacy et o
(\j\llsttl:g (he m;ndsgt Fhat embodied the earlier}(;;Zc[:)]j;];iit:’ e’l‘:ﬁ:
cent(:rutlonal lmp'hgatlons of market coordination were mox;ed to
Stage, providing grounds for revolutionary political proposals

14

g

mercantilist schemes for political
¢ Marxist argument tended to

{ were well beyond any
tion of their whole scientific

f national economies. Tl
mists' normative evalua

tha
managcment 0

weaken €cono

enterprise:

singularly unfortunate that the theory of input
as a consequence of the 1870s marginalist
ave been developed a mere
ht have forestalled the
d on straightforward
might not

this respect, it IS
h emerged
olution 1n economic theory could not h .
licr. Such a time shift mig
which was clearly basc
d the consequences that we all know

In ‘
pricing whic
rev
half-century car
Marxist critique,
scientific error, am

have occurred at all.

st extension of classical principles which
s to lose confidence in their own raison

d'etre, developments in moral philosophy were also of major
importance. Influenced by the ideas of Hegel, philosophers lost the
cighteenth-century skepticism about  the operations of political-
collective institutions, a skepticism that we can interpret to have been
squarcly based on both analytical and empirical hypotheses. As a
substitute, there emerged a romantic model of "the state," a model
that came to be increasingly dominant, an idealist vision of an
omniscient and benevolent collective entity. Both common-sense
observation and theoretical understanding were lost. Alongside
idealism in political philosophy, and especially in Great Britain,
classical utilitarianism provided the framework for normative
evaluation of alternative policy propositions, with the effect of
drawing attention away from problems of implementation through the

realities of politics.

Quite apart from the Marxi
indirectly caused econonust

Political idealism and utilitarianism are important because, even in
those socicties that were not so directly influenced by the Marxian
challenges, the romantic model of "the state" became the source for
totally unwarranted comparisons between the market order, as
observed in operation, and the state, as idealized. Devclopmenzs n

15
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ge of direction in economic theory may have occurred in
midcentury when the theonTy of games provided an alternative
mathematics t0 the marginalist calculus, a mathematics that carries

jmportant implications for the very way that economists conceive
about (von Neumann and Morgenstern

what their enterprise 18 all
s, attention is immediately focused on the

1944). In the theory of game
interaction process, as such, with participants modeled as takin
separate actions within specified rules (the constitution) , and out ogf

which some solution emerges that is chosen by no one, eith

individua!ly or collectively. During the second third of the ::cstl =
the ongoing dominance of the maximization paradigm tendec;l 2k
obscure the potential contribution that game theory's ele S
make tqward restoring, indirectly as it were, the cat'all'a.ctizéafr}ce fof
economic theory, a focus that was never totally absent Onlyof:rl;hio,f

A major chan,
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the last thrc% decades of the century gig
emphasis shi from the choic Y did gam
t}l:c scz;rch. f(;r solutions and to(’;rg;csr::;cgies 0: s;};;o,y.s %
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e Ty} g leadcrs,fm 2: oliticized direction could not only be imagined but
“n | order wnhotl;c Etpccted to increase the well-being of the economy's
" °u].d‘a o cn‘cra]ly, The central role played by economic theory
7. The Miracle of the Market da::fgi his whole epoch seems clear enough. Persons had to be, and
::rc convinced that a market economy would work, and work with
[ have found it useful to organize th 1 ‘:)lcrz;blc cfficiency pefore they would begin to feel comfortable in
narrative of the development of ¢ this Paper as 4 - Lnstrappi"g the complex harness of politically controlled economic
through my (l)\m fdcﬁnition of the sz(i)::c?c theo ; stOW-of.id anagemen
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explicitly rejected, both in pra Cticegamz?tlonal stmc:]e" ge:mlc ) ccOnOMISts' ideas. The potential constitutional function of market
like institutions have not emerged and in idea, but § TeS haye Uing { arrangements was, and fqr the first time, understood. separate and
observed in Western mixed ec ’ .at.least in form n }Vl}ich m beey / apart from any concern with any prospect for efficiency in generating
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O theg, cconomists, along with their media and lay supporters, Were SO
out the potential value of the newly cmcrgc;nt science
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. an emergent and new found engpy,
The timing sccn;1 srtlé):n f‘éfuropean erfSC'ha.f’S‘f’llnder,. sis :nSlaE? fy
a Central and tly grounded in a loss of faith in politicizeq eo las',“
that can be Jomd,a generalized understanding of economig theoomf°
managcmcnt a and elementary, sense. The hlghly Sophisﬁry in

ic, market failures, as  evaluateg aca_‘%d
- vle perfection, can be put on the shelf for thosegal"s‘
inab chP current relevance of the hard CORe. pringipg, "0
the ostrevolutionary moment, simple analyses of mﬁrko
¢ essential components of attfamgble dreamg Ve ot
£ Finance in Czechoslovakng, IS Teported 1 ay
¢ without adjectives”, and it is perha ave

ight have expected such bs only i 2
o : e mi ave expe uch co
postsocialist setting that we mig Mment from

highly successful political leader. (Can we even imagine hig Uniitgg
;talt%s “counterpart, Secretary o> Lreasury: Brady; making ycp a
C

statement?)

understand :
citizens in this P
SUCCEsses offer th
Klaus, Minister O
called for a “"marke

As noted, economic theory can provide POStrCVg.lutionary im.e"ectuals
" with a much more sophl-stlcatcd pndc'rstan ing-explanation of 5
. market order than that which cﬁ"cctlvcly- energized the followerg of
classical political economy tWo centuries ago. And‘ the body of
' doctrine incorporated in modem economic  theory is Suffcicnyy
* inclusive to offer continuing challenge to those SCl_entlStS.attractedb
the aesthetics of new ideas. The hard core can excite the intelligentg,
while the several research programs around the periphery oy
promise to the practicing scientists.

For those who seck to use economic theory for more specific reform
purposes, the critical distinction bctwcen- adjustments in the
constitutional framework, the constraints within which economic
activity takes place, and attempted politicized interferences with
market results remain of critical importance. The postrevolutionary
institutional settings are in flux; rights have not been fully assigned
and acknowledged; legal rules and norms of behavior have not been
fully established; contracts among traders have not evolved through a
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- history. A,ndf signiﬁcaqtly, a culture

co hange is ot descriptive of social reality, a ¢
cxcb:dd cd in our subconscious in Western economies
61391). The most elementary of all economic principles - "there exist
xln utual gains from trade" - even this prinpiple r;mgins to be absorbed
o the mindset of persons in postsocialist socicties. The teaching of
economics becomes socially productive in these societies in ways that
we can scarcely appreciate in Western cultures.

of reciprocal
ulture that ig
(see Buchanan,

Economic theory, s such, is not itself an empirical science, but that
it does provide the source for ‘hypothcscs that may be subjected to
falsifiability tests. The (.iramatlc events that have taken place, and
others that will follo.\\', n postrevqlutlonary economics must girel
offer empirically minded cconomists wonderful opportunitics for
cxamining the implications of simple hypotheses. Never in history
have economists been offered such near laboratory conditions and on
so cnormous a scale. Almost regardless of methodological
preferences, the cconomist who concentrates on postrevolutionary
socictics must be excited about his scientific enterprise. )

I should acknowledge that my interpretation prediction of the role
that economics and economic theory will play in the 1990's and
beyond is tinged with hope. My response is really to the question -

What role can economic theory play? - rather than to the more neutral
question - What role will economic theory play?

The management-cconomizing conception of economics, and
especially as extended normatively to policy prescription, may not
have been sufficiently exorcised, and I am concerned that economists
in postrevolutionary societies will import many of the "wrong," or
misguided, research thrusts of Western economics, rather than select
carcfully for potentially helpful research directions. Without attempts
to be exhaustive here, I can list (alphabetically) several research
programs that would seem to offer productive insights to
professionals in the "new" postrevolutionary economies: Austrian
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s, catallaxy, coqstitutional CCONOMICS, game
equilibrium theorys qxpcnmcmal economics, law ang ctchco o
institutional ecoNOMICS, property rights cconomics, publgno Icg "y
comparison and by coptrast, thg following programs Ic ¢
offer little Of no promise and, mdccd, may be distractin, S
input—output ana.IySls, industrial pollg}v, B anlng el ey
programmi"g’ optmpl control thcor‘y, optimal growth ¢, Quag ly
taxation, social choice theory, social welfare functionseorﬁ’ opt m:;
] t eori

planning. s g

economic

8. Economic Theory in the West

d-note to the paper, it is appropriate to ask
for economic theory in the mixed the quegg
Western countrics that have not experienced revOlU‘tio eco
institutional structures? I am much less Sanguinena}ll'y changes,
response to the same question posed earlier for post ere \
societics. Western economists, as practicing scientist revolutionary

the elementary principles of their discipline too much fs, tend ¢,
they devote far 100 much effort, interesting thOUgho-r granted, g
esoteric intellectual puzzles that often have little rellt may be
even in some remote sense. (The exception, as not ef;vant contey
modern game theory, where the intricacies of the anal’ may be i
required to force belated recognition of the fOUHdatizE:IS ’Tla)' be
shift in

approach to economic process).

As an €n

What is the role 5

NOmjgg of

Economists forget that, quite unlike the other sci
prgfegsxonally agreed upon principles command aUthol-ilences Where
scnen}nﬁp community boundaries, economics mu tty beyond the
convincing to the public and its political leaders, a tasli thabe m.ade
contmugd teaching of the elementary verities "’Eve , L requires
economist” - this plague has been with economics si;)mm~ms ks
as an independent body of thought. As a result, the f;itlsu:zoggutﬁn

i g

2

jonals to renew the principles allows interest drive
de continuously into the operations of the markcr:

h oory' rofess :
~ization tO intru

¢ entl}usiasm for the principles of markets based
widening understanding of the market's efficacy in producing O:niil
delivering valued product. And, despite the impact of moder publi
choice theory 1T offering a partial explanation-understandin cf
olitical failures, we do not observe an intellectual rejecti g 0
gocialism in the small" that is anywhere remotely comparzjablcl(t)n 2
near universal rejection of “socialism in the large" irlo ilﬁz

postrcvolutionary settings.

¢ observe littl

The relatively pessimistic conclusion is that the future rol
ccoNomics and economic theory lies with the postrevol role of
socicties  rather than in the sometimes "tired" scicn utionary
academically established in the West, and, merely by YCGY that is
establishment itself, will devote resources to the rila;:\ztlgn;rfczuchf

0

whatever role serves its own interests.
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8. Economic Theory in the West

As an end-note to the paper, it is appropriate to ask the .
10n:

What is the role for economic theory in the mixed econom:
Western countries that have not experienced revolutionary ch Mies of
institutional structures? I am much less sanguine here at:gesm
response to the same qugstion posed earlier for postrevoluti::\,n in
societies. Western economlsts,‘as_practicing scientists, tend to na
the elementary principles of their discipline too much for - take
they devote far too much effort, interesting though it ma b’ and
esoteric intellectual puzzles that often have little relevant yco i, to
even in some remote sense. (The exception, as noted, may Ee ent,
modern game theory, where the intricacies of the analytics mg l;"
required to force belated recognition of the foundational shig is

approach to economic process).

Economists forget that, quite unlike the other sciences where
prpfe;sionall}' agreed upon principles command authority beyond the
scnen.tlﬁ.c community boundaries, economics must be made
convincing to the public and its political leaders, a task that requires
contmu;d teaching of the elementary verities. "Every man his own
economist” - this plague has been with economics since its inception
as an independent body of thought. As a result, the failure of the
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heory'S profeSSionals to renew the Principles allows interest driven
;olili'C zation t0 intrude continuously into the operations of the market
order.
serve little enthusiasm for the principles of markets based on a
derstanding of the market's efficacy in producing and
elivering value_d produqt. And, dcs_pltc the impact of modern public
choice theory in offering a partial explanation-understanding of
failures, we do not observe an intellectual rejection of

We ob
widening un

olitical . , :
ngocialism in the sn?all'. that i1s anywhere remotely comparable to the
near universal rejection of "socialism in the large" in the

postrcvomtionary settings.

The relatively pessimistic conclusion is that the future role of
CONOMICS and cconomic theory lies with the postrevolutionary
socictics rather than in the sometimes "tired" science that‘ is
academically established in the West, and, merely by way of such
establishment itself, will devote resources to the maintenance of

whatever role serves its own interests.
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Catallaxy contra Management-directed E i
Theory. % e

Comments by Ridiger Pethig

At the centcr of his paper Buchanan : :
history-of-ideas narrative of the developng:terosf ::O;?n?lFCSSWc grand
its major acl_l{evemcnts and pitfalls. He conjures the ic theory with
classical political economy about two hundred year golden age of
doubt that he still shares the classical cconomists.S ago Igavmg no
excitement of the "miracle of the market". It is his Enthus,asm and
that the classical understanding of economic theo ORC anc_i desire
solve the prgblems of transition in the Central and rga“l” guide and
ost revolutionary societies, and he encourages West CSICm Europcan
not to take the elementary principles of our diSCiplinen: economists,
granted and to stay away from esoteric intellectual uzz(}0 much for
contemporary econqmists should revive the classli)cal B Instgad,'
goncept of cconomic theory, they should revive thcc?nowstsl
mte.ll.cctual excitement about the market and make th ¢ founders
verities of economics convincing to the public and policyemi§$§ntan,

Buchanan draws a clear-cut line between :
theory. Econqmif: theory properly defined, - gfzgt;?:\{ l,)z‘: ;:CO“Orfmc
to term it - 1S 'hmltcd to the domain of exchange rci;tio hc'prc ik
the behavior within those relationships, along with the ir:lst}ps,_ s
structures that emerge or are constructed to constrain thosS lt?;:lonal
participants". The relevant domain of economics is, in hic it
theory of organisational-institutional ~ order a;1 cxslwcw’ .
understanding of the coordination properties of a;l exchangcpn:rtl\z:g?lr(\-
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) ady a good understapg:
, ~nomists had alrea ndip
Tl classical politlcal Cbo,n?: the catallaxy. Unfortunately, bcginning
e cla

: insights 10 ; jor part of the ¢ :
of and "np(?:jtczillrclzt (l)nf the last century @ major p ONomjcg
with the mi

' according to Buchanan, by following anq
ProfCSSion g asui}t;listic. camcrallst_'c’.and. Huma_r lzlm track of
extending the mcrcaa  ment and esm.bh.shmg influential schoglg of
macroeconomic ma? l%sm and Keynesianism. Buchanan recommeng
h as qul; of mamgcmcnt-dlr.cctcd economic analyseg
to abandon all kin zhcs are based on an 1ll-foun§cd romantic mogg
because thcsc"ﬂPPr,olCl makes this theory categorically dlfferer}t anq
of "the state whic 1“3“. The romantic model of the state with, the
contradictory 0 C?[a béﬁévolcnt government graduall}' replaced the
idealistic vision © vakcpticism about the motivation as well ag g,
.~cightccnth ccntur'_\ 5f olitical-collccm’c action”. Buchanan argues
| predicted cfficacy 0l 5; "romanticism" was supported and reinforceg
B that the influence ! theory which detected sources of market
~ by neoclassical cconcl).mlc o arcatranted GOMPAEISOHS Hetosal s
" failure by means Obf C:?:c‘i in operation, and the state, as idealigeg
;r:];gktc}:;rdgil cads (;o: interventionist government action as a cype

. against that market failure.

] . the last decades, this rather onc-sided govemment-'biased
- During the economics, criticized by Demsetz as a Nirwany

conczgtc }?f[;;i?nrce increasingly challenged and counterbalanced by
approach,

public choice theory pioneered and Sig.“‘g‘ca“:y "l‘lﬂu‘?““d by

hanan. The public choice methodology is based on the simple byt
i}i?:ortant observation that the behavior of publlc agents is driven by
sclf-interest just as much as that of private agents. The more
discretion is given to public agents for social engencering the greater
is the potential of politicians and burcaucrats of Fk.)mg ham to
society. This perspective as well as cgsual empirical cv1denge
da:npéncd the optimistic and/or romantic view of government but did
not (yet) manage to shift the entire economic profession to the study
of catallaxy as Buchanan would like to have it.
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iR Buchanan does not urge €conomists tq
To b government altogether. He suggests, indeed, to
adv,smff_;or studying - and possibly recommending - adju
hcor'ytutional framework (constitutional €conomics).

Consumists should not study and recommend politiciz
cc.ono arket results. They should rather think about h
with ““/c the rules of the game such that the public p
impro ed interferences is as small as possible (i

abstain from,
USC economic
stments of the
But dcﬁnitely
ed interferences
OW to adjust anqd
layers' discretion

fOr polltlclz fnot ZCTO)

Buchanan’s Message to abstain from manag
theory raises deep 1ssues gbout the subj.ect matter of economics and
\he raison d'etre of profcs§lonal economnsts. In his view economics is
not only an empirical science advancing testable hypotheses to the
end of evcntually'explammg regl-world economic phenomena He
aims at cxplanaplon-undcrstgr}dlng and economists ought to be
olitical economlsts.—cum-pohtlcal phllqsophers. He advances an
interesting, provocath(? anfi controversial methodological position.
But rather than contributing to the debate of (proper) economic
methodology I wns.h. to proceed by responding to some central points
of Buchanan's position. First, I address a few of his arguments which,
[ think, are valid, important and should

. hence be reinforced. After
that, I turn to other aspects of his concept which I find Jess
conVinCing-

ement-directed cconomig

(a) The study of catallaxy is necessary and important.

The increasing neglect of catallaxy since 200 vears in Western
countries has been partly caused by an increasing skepticism of
economists and other social scientists about the performance of
market capitalism, but to a larger extend, probably, because many
cconomists took the elementary principles of their discipline too much
for granted. The "failure of the great socialist experiments" should
stimulate the rediscovery of and further research on clementary
principles. Beyond any doubt, coordination of the economic process




¢ enterprise proved to be superiq,
hes. But do we already have gy ffic t
"miracle of the market"?

via market exchange and frc‘

comnmnd-and-control .ap.proacf = L

knowledge and appreciation © th

(b)The (Iistinction. {)ehvcer(; afb;li;c';!?,,tfei::;([]es ‘z{ p ,; ‘; ',"l.lrke, i
(Ordnungspohttk) an m.e g o going. Sesl
(A hluufpolitik) should recerve greater emphasis.

The recason why this distinction is 1mportaqtd 13 th'at constitmio“al
choice (or adjustment) of rglcs_ shpuld be guided by other colle il
decision  processes and mstltutlonal. arrangements  than  sogjy;

, Rules of the game are designed to last beyond the time

engineering = : : :
ho%izon and life of the decision makers, \\l}crcas "Interference with
market results” very often is about shifting the distributiony

positions of interest groups which directly or indirectly participate i,
the current public choice process.

(c) The romantic model of "the state"" has to be rejected.

of a benevolent - let alone omniscicent .
government  cannot be maintained any more against the hard
empirical facts. Disillusion of citizens and economists and thej
policy vexation (Politikvcrdrosscnhcnt) dcmonstrate that the romantic
model already lost much of its fascination. But Buchanan is right in
going far beyond that empiricistic position. To be more specific
ke of the argument, that there are still politiciang
sincerely concerned about the "general welfare " or that, in fact, all
politicians are found to be benevolent. Even then the rules governing
public choice and government actions should be such that Adam
Smith's famous observation regarding the private market provision
with food from "the butcher, the brewer, or the baker ..." could be
rephrased and applied to the public domain about as follows:

The idealist vision

assume, for the sa

2

ey

"It ig not from the beney,

parliament, the govern

bureaucrat that we expect c;u(;rl)t:l i,
oy

public services, but fr i
! om
interest" ok

olence of the member of

public
1S10n with
td to their oy

ing the public domai
The rules governing the p omain are to be de
s benefit even if the public decision makcss‘d:z:g%d S0 that the

citizen g . :
t not to coincide with the "general welfare" f-interest shoylq

turn ou

As mentioned above, another aspect of the romap;

state is the government-biased welfare economic Nj i mode
But in my vigw, the implied naive use of welfare ‘r‘\ana a
now been vngorous!y corrected by public chOlc:COnomnc
dentified "policy failure” and juxtaposed that property H
allocation processes 1o inefficient market rCSullts )Cof political
institutional analysis 1s required to make a choice ih -omparative
second best. the world of

I of the
pproach.
s has by
analysis which

(d)The romantic model of "the market" is no good subss:
the romantic model of "the state". i

The government-biased Nirwana approach is subject to the fallacy

the Roman emperor who is said to have organized a son cacy g
between two less than perfect contenders and conveyed thf rqnfesl
the sccond immediately after the awkward pcrfomnincc of tphcmf: .
without having listened to both. Buchanan would be guilty olfrSt
reversed Nirwana reproach if he would jump from the diagr{osis oaf
'policy failure' to the recommendation that the provision of the service
under discussion should be left to the market. When he encourages us
to be enthusiastic and excited about the "miracle of the market" 1
wonder a little bit whether such euphorism could impede an unbiased
research attitude: A lover runs the risk of being convinced of the



beauty and/or integrity of his beloved even if e"cr}’body
caut}

CISQ
disagrees.

Being aware of the emperor's mistake in ic song contest I dq

eing a, to Buchanan, that the neoclassical market failure o
C}?g:lﬁc taken seriously. Adam Smith's fascinating iflea that Selgzﬁ
Scrsons are led by an invisible hand to promote social welfar, ha
Eccn made precise In modern economics and, in doing SO, Mo
sophisticated and rigorous analysis has. b'ecn dCVdOPCd Spccnfying the
conditions of coincidence bct\\'ccp_md.lwdual self-interest and sogjy
welfare. The absence of externalities is one of these conditions, the
absence of large transactio.n cpsts anothcr_. Needless to repeat that the
imperfect working of the mws_lblc han(_i 1s not a sufficient conditio,
for demanding government action. But it strongly suggests to ¢p

: . 4 2 gage
in comparative institutional analysis, as argued in point (c) above.

bClieve

L (¢)To avoid the reversed Nirwana approach, the domain of pyp;,
e economic management should not be restricted to adjustmengs
of the constitutional framework, narrowly defined.

The force of this point depends crucially on the specification of the
concept of constitutional framework, which is described by Buchanay
as 'the "laws and institutions”, the constraint set'. Does the public
infrastructure, political interference in the educational sector,
pollution control, tax laws etc. belong to the constraint set? If not, (as
I expect Buchanan would answer) then how should I know withouyt
any analytical and empirical investigation that there is no institutional
arrangement other than the unfettered market which might improve
the operation of the economic process. Those who recommend to
draw the appropriate dividing line between the public and private
sector of an economy in such a way as to push back public action -
as well as the legitimate focus of economic analysis - to shaping and
maintaining a narrowly defined constitutional framework are in
danger of adopting the reversed Nirwana approach, in my view.
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EconomiCS s{muld ne f'gnorc the fact that issues i
and distribution matter in real-worid soci, fis of fairness

public choice anal.y_si_s dcmo.nstratcd

consequences Of politicized social engene
rcdistribUtional rent-secking games played
special-interest groups may be very detri
pand, citizens an_d groups of citizens see
faimess and justice related to outcomes (and not only to rules or
I as von Hayek and. others maintain). If the politicized
interference should_ turn out to improve the faimess of outcomes as
conceived by major groups, then this might well "improve the
operation of t.hc social process"” even though the distributiona] change
is accompanicd by an cfficiency loss. Besides, in contrast to the
Virginia school of rent sceking Becker argues that the political

process of pressure-group competition may even enhance efficiency
i ¢. reduce market failure. 3

cqnvincingly that the
ering and negative-sum
by individug] agents and
mental. But on the other
M 1o articulate notions of

Moreover, I think it is realistic to assume that no matter how the
constitutional rules are designed and what the size of government is:
there will be always some discretion for post-constitutional public or
collective choice. This discretion will be used by voters, politicians,
burcaucrats and pressure groups. In my view, it would be a mistake
for economists not to assume the role of consultants in this complex
process of decision making, because there is no other profession
without heavily vested interests which would be more competent in
making informed policy proposals and evaluations.

The process of transition of Central and Eastern European socicties
from command and control to some sort of market capitalism is a
difficult task involving more than the design and implementation of
new (constitutional) rules. It is also about finding a pgth of tran§mon
which is politically feasible, and political feasibility is closcly linked
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to the fairnes
fairness cannot

s of burden shar

be solved in any

ing by all major groups, Is
other way than by politicizeq
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public Choice: Toward a ney Paradigm f,
Economics 9 ‘
by

Richard Brinkman

The volatile transformation and flux charact
period appear bcyonq compare. In the matrix
appears that the crisis of the 'Grcat Depression, resulteq in th

innovation of Keynesian cconomics as well as a great transformat; :
of the economy and economic policy. Similarly, wi]] the severity 0[;‘
the economic anomalies and crisis characteristic of the current peri 0d
also nurture a comparable metamorphosis, not only iy the stn[jct::

of the economy and economic policy, but in the science of cconomicg
itself.

eristic of the current
of Thomas S Kuhn, it

In addressing the apparent intransigent state of anomalies and
economic malfunction of the current period, our discussion will focus
on the paper presented by the Nobel laureate, James Buchanan, at the
University of Siegen. The enthusiastic and large overflow W(SRO)
crowd of students, faculty, and administrators, attested to Professor
Buchanan's internationally recognized scholarly achievements and
reputation. His wide-range contributions to the literature are
voluminous, seventeen plus books, and beyond. The "main purpose"
of Buchanan's Siegen paper is to clarify the role which economic
theory can play in the context of the "Post Revolutionary Moment of
the 1990's." Our discussion will address this issue, but in addition
will dealve into a more generalized perspective vis-a-vis Buchanan's
innovative matrix. To be noted is that other Nobel laurcates. of
illustrious reputations, have also addressed the same field of inquiry
[Arrow (1951); Samuelson (1954)]. But it is the name of James
Buchanan which stands out and has come to be identified with the
paradigm known as "Public Choice."
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many economists, both liberg :
have voiced reservations to the current mainStream
ve expressed the need for change. Critique L
to methodology and the overall relevape d
urrent problems holding back th? wealth of natio,(:f
Buchanan bears no exception N termg S
arshness of critique. As practiced in the 198
ce without ultimate purpose or meaning,.. Capti’v
s that it employs without kcgping track ijus(;
what it is that the tools.arfz to be used for ...arelllhterat.e in the basic
tools of their own discnplme.‘.thc_v' seem to be ideological Cunichs._
seem to get their kicks from the discovery of proofs of Propositiors
relevant to their own fantasy lancjs... ‘Our gradu;ltg schools agy
producing highly trained, highly intelligent Fcchnlclans who are
blissfully ignorant of the whole purpose of their alleged discipling
[Buchanan (1986): 14-15].

For a varicty of reasons

conservative,
CONOMICS and ha
questioning relate
economics 0 the ¢
today. Professor
diss;itisfaction or_h
cconomics is a scien
of the technical tool

As an alternative, does the "Public Choice" of Buchanan provide th,
basis for the next disciplinary matrix for mainstream economics, g
an accepted path for a "New Political. Economy." Is Buchanan's
paradigm potentially relevant, to contribute and resolve (among ,
mvriad of other economic problems), the “problems of transition iy
the post-revolutionary moment of the 1990's." Science moves forward
and evolves with the evolution of concepts. As the British
anthropologist, E.B. Tylor demonstrated in 1871 with his semina]
conception of culture, a new field of inquriy can be established via 3
new conceptual origination. Concepts, 1n addition, establish
paradigmatic boundaries for the development of theory. Paradigm
boundaries, in addition, also serve to delincate which problems are
inserted for analysis and to be addressed, as questions, in the process
of scientific inquiry.

B_uchanan rejects the conception of economics as formulated by
Ln_one.l Robbins during the 1930's. There is perhaps a basic logic in
rejecting economics as a study of scarcity. It is afterall somewhat
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Robbins formulated this conce
Dcprcssion when the global ec

ied with overproduction. Buchanan'
g what different. The efficient use of
. | end of the story. Buchanan, by

tai e _
hrf)blcm rests with "... the creation of

o i .
" Ption during the period of

onomy Was actually being
S Teasoning, howeyer is
scarce Tesources deals \,\’ith
comparison, argyes that the

value as op

ilizati : Posed t

allocation OF utilization of value that is presumed to A C‘(i;)tcioms
s Ce.

The basic issue for a correct conception of economics, docs oy relat
Wt cplSt'(':mOIOglcal e R "economizing" :
"managemer i i .be it national or private) By rathor
the correct focus, and that provided for by Adam Smith, resides ?r
the processes of exchange. i’

Economics is the science of "catallaxy," as the science of exchang
n "The Scope and Methods of Catallactics," note V(;n Miz:
(1949):233-237; Buc"ha.nan (1986):19-23].  Economics does not
concern a process of maqagemcnt," but rather constitutes a process
of "spontancous coordination." Defining the subject of economics in
this manner also predicates the specific direction of theory
Consequently, to Buchanan, "Economic theory, properly defined i§
limited to the domain of exchange relationships, and the beha\.'ior
within those relationships, along with the institutional structures that
emerge or are constructed to constrain those who are participants.”

How then to address the query of Hayek: "What is the problem we
wish to solve when we try to construct a rational economic order?"
[Hayek (1945); Sowell (1980)]. It is Buchanan's (and many others in
the growing literature of "Public Choice"), contribution to apply the
same principles of exchange not only to the domain of the market for
private goods, but also to that of the market for public goods as well
The subject matter for supply and demand analysis is no longer
confined simply to economics, but rather, is expanded as a new
approach directed toward public goods as well as private [Buchanan
(1968)]. The problem is one of creating value in the context of
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| choice demarcated by self-interest in the nexyg

individua of
tallaxy.
is’hcrca; Marx gave us class cgnﬂict; Vcblen\,/ by CQmparis()r}, gave
flict between institutions. !I‘x lhe cblenian matrix, f,
us a con ccuniary and ceremonial, in terms of how to p, Al
iitcd with the institutional bchgvior embedded 2
technology and in the making of _goodgi "{he matnxkof Buchanap also
offers a conflict theory of sorts in which onc market battles agains
another. Buchanan's cultural cosmos of conflict relates to the ongoing
battle between the market for' pp\.fatc goods versus the market for
public goods. And it is the insidious encroachment of the pupj;,
. market in its regulation of the private mark.ct, formulated outside of
the mold of catallaxy. thgt results in government . failure,
" Consequently, to promote a rational cconomic ordf:r, humankind myg
1o submit the political structure to the same rational pursuit of seif
| interest adjudicated in the playing field of catallaxy.

The key to the "New Political Economy" is to und;rstand that the
 same laws and principles, as cllucidated by Adam Smith in relation to
‘ economics, apply also to politics. The same process of "spontaneous
" coordination,” driven by the force of individual rational choice ang
self interest, is relevant to politics as well as to economics,
Conscequently, dirigism and social engineering are out and the sui
qeneris. in the endogenous force of spontancous coordination, is in.
Leontief. Galbraith, Reich, Thurow, and others, secking outside or
exogenous direction to the processes of political economy are
consequently in error. There is the need to emancipate the market of
private goods from the shackles imposed by the current failure of the
pulblic goods market. The public market, nurtured in catallaxy,
should provide institutional concomitants promoting amelioration of
the private market rather than constraint. Buchanan, consequently, is
striving for a new approach to political science based upon the
rational process of individual choice explicated by the science of
catallaxy. Given that the "...basic behavioral postulate of public
choice, as for economics, is that man is an egoistic, rational, utility
maximizer." It is clear that the new methodology suggested by

example, the
money, confl
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chanan "...involves - the - application of
ssical economics..." to political science. M

(199‘1)‘: 1879]. ‘At a more sopl1isticat£d ;::C\/“Tr (1976) 395
building in this respect on the e VEl, public

the Principles of

an
Bracm "
Ch()[cc

e RIREEE E e o . 3 COono |
:nethod()log'c_al mc?nvnduahSI"'n, with mil"t}"max?r:is;sn Postulate of
carying public choice roles." [Buchanan (1989).25 3%3 actodrs in

4 i 1> =743, and on),

This basic insigh§ and Btfvchanan's methodology haye in

npew economic lustopans to apply neoclassical theory Spired some
an economic analysis of economic history, iy el l[;O[ only to
insmutional ‘cha.ngc‘ ingeneral. [Davis ang North (l9r§1bu{‘ to
Historically, mstltungnal change and adjustment had alway b)-‘3,#ll
pete NoIr of economics and, as such, was considered to hai %“‘thc
basic weakness of ceonomics. Now however given [1?1' Csn\a
application of ncoclassical theory. institutional change s ips anu\
prought nto the paradigm of economic analysis, e

[n summary, the foundation of Buchanan's pioneerin
with his redefining economics as a science of catq
that of scarcity. From this he then attempts to derive 3 relevant and
compatible theory. In a sense, Buchanan offers a new version ofazr
Marshallian scissors. For Marshall, two blades in the form of bot]]:
supply and demand, are necessary in order to cut price and
equilibrium in economic analysis. By comparison, Buchanan seems
to be saying that a restricted economic analysis, by itsclf 1S not
enough and that more is required for countries makiné the transition
out of the socialist collapse.

g paradigm rests
llaxy rather than

The innovation of free and competitive economic markets. by
themselves, will not be enough. Nations in transition cannot cxpcét
the innovation of free markets, alone, to be functional if they are
divorced from necessary and concomitant political structure.
Constitutional buttresses of property rights, and on, must be
established before these rights can be exchanged. Consequently, in
Buchanan's paradigm, two blades appear as necessary n order to
understand and address the problem of an overall rational order for
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- mv. The two blades necessary to underst'and the wealth
pohtncgl econoa)f'ocus on individuals, rather than nations) comprige
of nations (?Sthc rivate market on the one hand versus the pypy;,
the blade Oth oth‘::r The nexus of the cutting process, juxtaposi,
markletdonof ”fvclfaré politics” to that of "welfare economics," is ¢, i
:}Jg:cz::ltzd and oiled via the science of catallaxy.

will it all sell? Conccivably, will Buchanz;n’ls. .palra(ggm’ "Public
Choice," become the basis for a New ho itical Economy f,,
economics? Is the case as put forward by Buc an?n strong enough ¢,
convince and convert non‘bchcvcrs to become be ievers (?f the faity
We speak here in the restricted sense of those economists in the Tealm
of the post-rcvolutionary transition (Bughanqns main focus i the
Sicgen paper) as well as thqsc economists in the more expandeq
domain of the Western world, in general.

Assessments of Buchanan's "Public Choice" mgtrix are quite varieg,
Jack Gurley (editor of the American Economic Review, during the
1960's) stated "that Virginia's graduate students were Sl_lbmitting
more interesting manuscripts than those of any other institution in the
country." By comparison, a "secret study” by the University of
Virginia concluded that "the Department of Economics as 'rigidly
committed to a single point of view' which it labelled as 'nineteenth.
century ultra-conservatism' ." [Buchanan 1986):12].

As to prognosis, we concur with Buchanan's pessimism, "In any
short-term context, I am not all optimistic that the required
methodological revolution will take place." [Buchanan (1986):17).
Not only do ecconomists behave as Ricardian "rent-secking"
maximizers, but as Robert Merton has pointed out science, itself, is a
social institution. And social institutions, as is well-known, frequently
experience sclerosis and are difficult to change. Consequently, and
for a variety of additional reasons now to be discussed, we feel that
the "Public Choice" matrix, will not prove permeable even to those
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cconomists limited to th; "POSt-reVolutiOna S
econor ists of the West, in 2 more general senge L™ let alopg to

1s Samuelson, another Nobel laureate, and gy, Paragon of s
cconomi0§ l"n e C_OnlCX_I ot ."HCOClassical svnthcn']alu.n Stream
included 1n .thc cg'mcal, Jaded and intellectually sof cn‘S]S’ 0 be
Western natlpns... nOtC(.i. by BUChfinan, i thé i Of'écns b
proposal 0 innovate a "New Political Economy" regs |, S
conception and definition of economics. T = o npgn i
scince Via @ NEW conception, as we pay, prcviouc\]‘,fleld of
constitutes @ basic mechanism for the advance ang Csl‘ noted,
gijeae, BIF IO b amuiled ory acceptable, the pey co‘outl.on %
can be argued, must bc. predicated op logic, Talio:cfpt‘lon‘ it
relevancy, and have an empirical base. In the last analys; £ K
entails problem solving. In epistemological inquiry 5 ba'sics’ ;

i oty Scierice ﬁmd.amcma“)’ aims at the solution of c?(r)ltfll?m?
it e What problems are identified :nd sglmfd
given the paradigmatic boundaries of "Public Choice ") ved,

science"

A given matrix of concept and theory serves ag
which problems are allowed to penetrate inside the paradigmati

boundaries for analysis. In this context, to our vicupoingtm mz
conception and theory as presented by Buchanan's "Neyw Pol’itical
Economy" results in too many relevant questions being avoided and
consequently, unanswered. Buchanan's conception, based upon thé
science of catallaxy, manifests a conceivable logic and rationality
within its own paradigm and framework. But it apparently lacks logi'c
and rationality in its relevancy to the real world. Analysis and policy
recommendations for nations in the process of édaptation and
metamorphosis, in the setting of "the post-revolutionary moment,"
would logically in the context of such a transition (metamorphosis)
require a theory of economic evolution.

a prism to regulate

A basic question, and an old one at that, left unanswered by
Buchanan, remains. How can one relate a static theory, such as

39




| the dynamics of structural

cconomics, to the dynamics of ecopq:
evolution. Giv nature of our current economic ang nomig
and the need for resolution, there is currently a bechive of am?h.es
outside the paradigm of "Public Choice," among cconctlYlty
theorics of economic evolution. We speak h(’ef?clstsf

0

searching for new
ations, along the more traditional line
S, Such

many books and assocl :
as the EAEPE (European Association of Evolutionary Poljt;
. Ical

Economy) and AFPE (Association for Political Economy). B
also see attempts along more orthodox lines and relevant fo .th ut we
of Joseph A. Schumpeter. We speak here of the recently (Se f work
1986) cstablished ISS (International Joseph A. Schumpeter Spocmber
"The crisis of seoclassical theory is evidently one reason foc:e:i'?~

1S

development.” [Hanusch (1988):1]

embodied in neoclassical
en the crisis

s not necessarily nor ipso facto entaj
4 : ! change (a  key condition a
* metamorphosis and evolution). Given the neoclassical appr for
exemplified by the Marshallian offer-curve analysis, as L;Oach &
point, we find that the results to be derived from the, newl cfase n
international terms of trade to be "as if" the transformation cy o
moved _outward, when in actuality it had not. Improvemen:1 e had
domestic terms of trade through international trade lead toS ol
gains conceptualized in general equilibrium theory. But su h“’el'f;%re
advances, do not constitute, necessarily, a change in y Utlht.y
structure characteristic of economic evolution. Economi cConoxtmc
entails more than simply changing rates of exchange e

. Changing rates of exchange doe

It is accepted in the literature
and well-known, that th
’ . > € neoc :
gu;e theory of trade is at best a theory of "comparative sltzsslca'%
rco ﬂpem; by comparison, conceptualized the distinction beti'cs.
fvo; ti ar:h development. In Schumpeter's theory of eco nie
catalul aif:; azdfocltlxs is on the entrepreneurial innovator rathe:l (ilr:::
s the static processes of
) : exchan
ex : ge. Schu '
planation of the dynamics of structural transformation rclsr;geedter.s
in

40

"pcrcnnial gale of crea
IVE  destructjo

ntreprencurial IOVation as the key area of ooy nd g
€c nOlO - rCSSed
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nge,

uently, and b :
ig undgrstand ar}lldcforgzan,son, while Bychap
ception and theory of the ex:}‘(‘);;_ansition and trzl:ls;p caks of the
it is predictable that the paradiglrzpr(;cgfs 00 10t Conggur 1
essent{all)"' avoid Schumpeter and th(; Public Choiceﬁquc.m]y‘
gvolution One of the curiosities of the publd}nam,‘cs of CcO:ou!d
slight dIfoE lnﬂuencc Schumpeter's work 1C choice literagyre ]_Omxc
[qu.”cr (1976): 395,#1] The close connecti appears to have hs thf
additional credence to the static nature chtlon of game thegry of;d
ers

ice." "We repee : the A )
Ch:)}c i namigt;t m(?st emphatically that ourlilarad'gf" of "Public
static. A € 1cory would unquestionably pe 1eory is thoroughly
, more com )

plete and

therefore  preferable”  [Neuma
nn - and

Mars‘c.hak (1346;]. How then can Buchan;\gorgcnstcm 1953).44:
n an i : 44,
Zrc‘t)';s(;“nﬁc cvolufioiptaugn’ obviously relevan ptt(!)rp[?n to deal with

, and at the same ti e proc
; time ; Processes of

and theory (neoclassical economi apply a st
mics) of the econom atic concepty

Onomlc proCc on

ss?

Cons

con

In actuality, the issue at han
culturq evolution. Elscwhere, i?l g:ll}:la: :;lsdy\'itll the processes of
E‘voluttll(])nt a'r'lgI Institutional Reform," he dra\s\vs ‘:tCtUSs.xon of "Cultural
[v;gel:::'hanzn (19?5)*791? Z cul'tural, not a biolog(;rc];lf’n Cto?lipolqt of
to the primary role. of kn e many ofhiers, Hayek afa‘v"o i
particular circumst 0\\'lcQge in the . adaptation o Ch\s ol
" _problem of the uiir;'cc of time and place.” Hayek ar :: gcfsl i
LR b by 1zation of knowledge not gi.vcn togan: b ['hc
coordiating olc Og t;:loverf‘:d for a given "time and plaée(?'ni I,n its
According to Hayek thc' price system [Hayek (1945):520,524 ';z[:e
fhe iret spubri » this represents a somewhat "hcrctica,l" s ]'
renee position that such coordination is perft ot
: performed by
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. the question rel
- Galbraithian: who and/o

I engineering" or at bein

w on culture evolution, during the mog
epoch, interrelates invention and the dynamics of evolution with em
methods of science, not the process of exchange. Inventions, as the
combinations of existing clements innovated as tcchnologiCal’ Chancw
¢ the dynamics of ongoing cultural evolution. It has been nge,
test invention Was the invention of the mCthodsald
invention, better known as science. For example another N bof
laurcate, Simon Kuznets, relates modern economic growth too cl
ncientific epoch.” It is the application of a science-fed technol the
relevant to both economic production and social organization wﬁ.gy,
for the dynamics of the economic process during the ;nOdlch
(1966): 1-16.487, passim]. Given this conce t'em
ates not to catallaxy, but rather bccOmcspvlon,
r what controls science and for \\'h?:;;

The mor¢ prevalent vie

promot
that the grea

accounts
epoch. [Kuznets

L this way, would it not then behoo

4 tion to ongoing modern economic growth ve
the "Post-Revolutionary Moment," to understand the dynamics ’féls
: cience-fed technology. rather than the statics of catallax ?o Ia
~ converse 10 Buchanan's antipathy to any attempt  at "zoc n
neer : g "constructively rational," it is the potentfa}
application of science to social organization which accounts fo l;:
dynamics of institutional adjustment. The application of syste r t_e
or disciplined knowledge to social organization, as social thhnoTatlc
is ch;ragtcn'stic of new social inventions manifest in the Sg}’,
Constitution, the IMF. the EC, and institutional adjustment =
Keynesian cconomics, and on, as cases in point. And while all t} Via
obviously subject to debate; it is a debate which, to our view i:i:,st

resolved by Buchanan's "New Political Economy."

Posing the question
conomists in the transi

To argue that "cultural evolution cann i

u ot be directed" ?
sl;m;l(_i rc.lax before 'thq slow sweep of history" places a 12?;: Tr?]to;:]i
0 lalt}} in the principle of spontancous order as the guidin
mechanism of culture evolution. (Buchanan (1986):119,76] Such g
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gl gtl;'(;gﬁl cxpla\;/ation of culture evolution p|
cllow. We spe plac

i ain of culture chlaf' here of another notcdeuc}lzmzln with a

dom Gk e g ution, the anthropolop; authority ip thn

Re B biven (0 SERLGE BegclaSsical s White

adjustr;\dcnd iccds Isn lfr »more so, of the natyre OfCOT.V to institutiOnZi

human s ¢ urgently, from the a gyroscope. W

agvmcompass. professional ecop, P
omist |

it appears that, indeed, the "Tide i ,
idCOlOgi‘Cal _dircction .of laissez lfg?rels ;hirr;lnl
of totghtanan _planmng_, doces not ncccsgarﬁl'llfc of the Soviet syste
oPpOSItC polarity of laissez faire. Bu Chanay- mean a victory for ﬂ':
faire .l‘)’l‘;":)‘g'sggcii: amplification and logr,lizafﬁth‘f'sf?m for laisses
princl ntancous order." Y follow
e
i basic. te;t ot1 s:(;i::]c(pltgzr?g't}l,n] Relp e theue‘;’ﬂz;[i]rzit::1 l(1986):75‘
AT Seih, tclma® ks did lnssez fare ag A el
laissez faire, chargcterizing the i,fc?iccinc;rca, 1873-19117 < dsou:i
E.mduce. prospcr}'ty during the 1930's? czﬁc(;my during the 1920's,
industrial policy" debate has been nu 2 further, the whole
by the successes of economies who haf:,ca milieu characterized
ﬁz(\)\?etroatrlx?;l;cniott ‘tvo n;:gt';lctc the market process butu i;?hcf(;‘VCmmema]
Germany, and serv(i); t tte',r, Is not the "social market eczvc She“n
post-W\V T icon pzr;ed?c(:;gljam the German economic mirall(l)cm c:f tl(:f
policy is not € nou’gh Given B on the proposition that laissez-f: .
predi]cction and deri ven Buchanan's paradigm and obviou T_”C
D e i eelvfz;pve, how then to explain why the JZ o
E e Ahesa i 1es so well? Would it be rational or l‘c);u'lcslc
MITD? By any Stretchare defined, for the Japanese to dis glc,.?~
o of the imaginatio 1o Sepetiss ol
orientation really make the U.S. com ctr'lt" would a laissez-faire policy
economy and serve to overcomé its lgngl_tl::l;]ol;\;cd iism n thc‘ global
ity decline?

g" tod
ay, but not in the
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hat the ReaganBush era in the US. and
It appears tha i the UK. could serve as policy role 131od§15 for
Thatcher/Major cra , as advocated by Buchanan. "It is thj

.w Political Economy )

New P(')lmiiqt eventually clected Thatcher, Reagan, and Bush
s ml][‘ctL;m f‘mgcrs of the Invisible Hand moving once again i,
and that s¢

Europe." [Johnson (1991):357]. However, given e
Eastern urolzi wrought during the Reagan/Bush era we feel that »
CmplflClll»Fc():Of d“"HumaniSliC Hand" of governmental social apg
o “SIb],L al:1sibiltv is in order [Barlett and StCCl.C (1992)]. Ang
i r.bs~ponomisfs today might eXPIesS IESEIVaLlons concerning
while many L'(‘x)‘ocl(lssical synthesis" not too many would disagree
Samuelson's n: that "Capitalism, in the sense of undiluted laisse,
\u.th hls‘dlC‘EnfO re Queen Victoria died." It appears that for
i faire. fjnc: Cur\’i\’c and make it somehow into the next century,
humarﬂ:m ‘\0 Sunmitiéatc d pursuit of greed and self interest, ang
b 'I(;]L ;a‘sc;cial regulation, will have to give way to a more
gcvn?::nisct)ic ideology. The Germans have an expression for it; the
Gl::mmns call it "Leben und Leben lassen.”

the
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Dcmocratic Republic 1945 to 1989 the universitie
Germany were unable to exercise politically unrestr
acadcmic education. The regained unity of Germ
trace the intellectual roots which laid the fo
reputation of those German universities
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undations of the
before the division of

The Friedrich-Schillqr-Universitz'it Jena is a good example f;
venerable German uplversity with high international rcbumgon 10rd .
fields of Natural Science, as well as Libera] Arts and Scienccsn:m]z
the Humanities.

This contribution‘traces a current of thought which Jed to the
mainstream of socio-economic thinking in Germany, "the thinking in
social orders" (Walter Eucken).

"Ordnungstheorie” and  "Ordnungspolitik", however, provided
outstanding scholars to evolve the economic order, called "Soziale
Marktwirtschaft", which became the concept of the economic policy
for West Germany an which is still valid under the conditions of
unification.

Jena, at the heart of central German intellectual life of the 18th and
19th century, was the home of such renowned personages as the
physicist Ernst Abbe, the chemist Johann Wolfgang Doebereiner,
the jurist Paul Anselm Feuerbach, the philosopher Jakob Friedrich
Fries, the philosopher Johann Gottlieb Fichte, the zoologist Ernst
Haeckel, the philosopher Georg Wilhelm Friedrich Hegel, the
historian Heinrich Luden, the natural scientist Lorenz Oken, the
experimental biologist Julius Schaxel. the philosopher Friedrich
Wilhelm Joseph Schelling, the prince of poets Friedrich Schiller, the
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philosopher and man of letters August Wilhe':lm Schlegel ang the
mathematician and cducationglxst Erhard Weigel. 1t sh.ould‘bc not
forgotten, that in 1841 the ph1195°Ph'C?l department of this university,
conferred the degree of a philosophical doctor on Karl Mayy, &

absentia.

In the thirties and fourties of our century such important scholars,
such as Franz Boehm, Walter Eucken, Erich Gutenberg‘ Frits
Neumark, Erich Preiser and Wilhelm Roepke hved.and worked a¢
Jena. These men of merits distinguished themsc'lves with regard to the
free democratic constitutional ideal and its .mterlocking €conomic
system of a socially engaged market economy in the Federal Republig
of Germany. Before the partition of Germany, it was in Jena as wej|
as in Freiburg that the characteristic outlines of the new system were
developed which was later to become the social market economy of
the western zones.

" This line of intellectual history, which has been disregarded up to
now, points to a rather strong rooting in liberal economic thought.
" From this new "Jena" point of view the observer is faced with a
picture of continuity in the history of dogmas that is quite different
from what we already know. On the one hand, it is obvious, that the
concept of a liberal economic system, which is at the same time
dedicated to the solution of social questions, has had several
important designers in addition to Ludwig Erhard and Alfred Miiller-
Armack. On the other hand, it is evident, that this idea, which later
became the "ordo-liberal” movement with the Freiburg School as one
of its intellectual centres, had originated in Jena. On this background
a clearer view of Erhard's achievements is possible. Now, it becomes
obvious, that Erhard acquired the theoretical fundamentals for the
realization of his economic policy to much larger extent on his own
than has been recognized so far by the public. Alfred Miiller-Armack
stated: "The line developed by Erhard's institute for market research
in Nuremberg has to be regarded as the result of his self-acquired
fundamental theoretical conviction" !. Of course, Ludwig Erhard,

48

jso relied on Jena's Boehm, Eycke

"y N and R ’
a " O¢pke,
work "Geselischaftskrisis der Gegenyyy (Soci“;]lhd» ocpke!
present) already fell into Erhards hands qyrip A Crisig of th
ntellectual contraband from Switzerjanq 2 the war . , b
it k's contribution to th,
Miller Armac .0 the complete
system of the Fede”?l RCPUth of Germany Camrckfj Of- the €Conomic
of his close cooperation with Ludwig Erharg, when t}?nlng the period
pead of the economic framework Departmeng in t; attc.r Was the
cconomics from 1952 on and later a5 his under. ¢ Ministry of

10 1963. Above all, }}e contributed the they, it bcslfiz?tﬁw from 1958
social and economic SYStem in intelleetyg) histow]C ki
conception 2. Without any direct contact to Jena or Fr'c'bto th__ard's
Armack shared the Jena pioncers' opinion of sOcl‘ ‘;{g Mu!lcr-
market economy that only a liberal cconomic order coul(;a y obliged
This component would secure the oyerg| pcﬁommncl;rowdc for,
democracy and a more just social order, in which "in the be’sta stable
the word - a socialization of progress ang profit is achie S;nsc of
additionally, the individual striving for performance s ke t" ‘ afl‘i
Ludwig Erhard's goal, "wealth for all', to be Understgoda ive i
absence of need and existential insecurity, and his convictlo:rs t;mc
this aim could only be reached in a competitive cconomy, was basec;
on a well founded framework. Thus, the personage Erhard well
aware of the historic facts and relying on his hearty convxctior; was
able to launch a political attack, that was successful in the end. His
intention was to allow "a break out beyond the horizon of mere
administrative work" and to mobilize "the free creative powers" 5.
that were still alive in post-war Germany. Moreover, Ludwig Erharci
had studied "pure"” economic theory quite thoroughly, when he was
head of the institute for industrial studies, a quasi forerunner of the
present modern institutes of economic rescarch, and thus closely
observed the instrumental aspects of the economic development
process. Many details, that have not yet been examined, are hidden
behind the statement: "as to its effect, the economic and currency
reform of 1948, that put an end to the chaos and established a new
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Freedom and Order in a Democracy

A the stylistically instructivg architects of the ordg System, thy,

mong established as the social market economy in the Federy|
. lalt'er of &}crmanv and in Switzerland, was Walter Eucken, th,
chut; l; hilOSOPhér and Nobel prize winner for literatyre (1908)
b oftCt}:lrFi)stoph Eucken. He was the doyen of the advocates of
Bu?'O] , for the establishment of an economic order. as a social policy"
SP?I'}I]?S he took up "the crucial question of all sciences dealing iy,
social l{fc. i.e. the great antimo_n)'f bereep historical and theoreticy]
thought" 9_as Erich Preiser put it in his obituary on Euck

en in 1950,
( ing centred on "the thinking in orders", "t'hc legal ang

was scarching for the "limits within which the social process" 11
proceeds in orderly ways.

The up-to-dateness of these thoughts has been proven by thg Freiburg
economist £rich Hoppmann in the summary of his sociocritical study
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decision, bn?}%‘g eneral decision on the order of the cconomy had
FEucken. AS, 1194%; and 1949 while the Federal Republic of Germany
been made mf ed, the competitive order as a model for the
was being otfl:;\c ’economic activity was able to establish Axtsclf. It
gigAnizanon o n a currency, financial, social and economic order,
was a dgCISIOIIhC; striving for economic efficiency and social
that UI,"t.eq ith the highest degree of individual freedom. At me
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same time
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works constitution still valid Iin the Federal Republic of Gcmlan}v
which is "the Zeiss-Company in Jena, that had been converteq into 3
foundation by Ernst Abbe, a.nd W hose proﬁl‘s are for the benefit of its
personnel and, partly for scientific and social purposes even outside
e company” 1°.

I}l]rbcicsz?]g:,n;tcd out, that the fact that turned the scale when dCCiding
against the administrative and for thg market economy Was  the
freedom postulate 2°. As far as Ihc solution of the _S?clual question wag
concerned, he came to a conviction as carly as 1955: "Anyhow, oflicc
one takes into consideration all‘thc things that arc alregd_v.sclf-cvidcm
or partly under way, the condition docs: noF sc.cm {Jt(?})lan in which the
market economy really deserves the adjective 'social" 21,

Peace in Freedom

Wilhelm Roepke, side by side with Boehm, Eucken and Preiser,
compiled the success-decisive equipment, that enabled Ludwig
Erhard to realize his idea of the social market in the West Germany
of 1948. Wilhelm Roepke, who was the author of probably one of the
most brilliant textbooks for the introduction to economics "Die Lehre
von der Wirtschaft" (The Science of Economics), taught at Jena from
1924 to 1928. Fritz Marbach, an economist from Berne, called him
an "carly diagnostician of Hitler's vile regime". In a lecture on $th
February 1933, immediately after Hitler's seizure of power, Roepke
daringl.\: pointed out: "The technological and organizational miracle
depicted by our economic system, even in spite of its hardships and
imperfections that call for reforms, will be doomed to scraping along,
if the three cardinal conditions - reason, peace, freedom, - are not
even wished worth striving for by the masses that press heedlessly for
power... You simply cannot run back to Germania's virgin forests,
preach mass stupefication (brainwashing) and raise a storm of
destructive and disorderly feelings while the apparatus of our mass
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The Swiss economist alter Adolf Joehr at lhg St. Qallen un?versil_v l:or economic
and social science recalled that the central figure in the picture of the famgus
Swiss painter Ferdinand Holder "The Setting-out of the .!ena SE\ldcnts" concerning
the war of liberation against Napoleon, was the young Walter bxlclfen at the age of
17. who had served as an artist's model. Fortunately, this impressive picture from
1908 outlasted two world wars without any damage. Presently, it 1s on display at
the ereat hall of Jena's Friedrich-Schiller-University. The above study for this
painfing is in the possession of the Bavarian Painting Collection in Munich.
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