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This essay was originally intended to be an outline of a book that I had envisioned using as a supplement to mainstream texts in undergraduate intermediate microeconomics courses. I envisioned a book that would offer a point-by-point contrast to the theories and overall paradigm of the mainstream neo-classical economics presented in such courses, giving as the alternative a “political economy” approach to the same ordered set of topics. Of course, undergraduate intermediate microeconomics is a kind of distillation of the essence of neoclassical thinking, and a critical alternative to the standard textbooks used in that course would amount to nothing less than the broad critique of neoclassical micro-theory constructed by heterodox economists over recent decades. Thus while this essay had very specific pedagogical intentions, it ends up outlining a general critique of mainstream microeconomics, and I have written it as such.

It is clear enough from that critique even in outline form that alternative anti-neoclassical perspectives are absolutely essential for the intellectual health of students and that of the field of economics as a whole. What the critique suggests, as will be seen here, is that the nearly hegemonic position accorded to neoclassical microeconomic theory in our field makes of economics more an ideological practice than the kind of scientific inquiry to which it ostensibly aspires. Students should not be required to partake of such intellectual poison without adequate antidote. 

I originally envisioned merely a supplement to the standard text in the intermediate microeconomics course, but in the process of writing this outline I came to believe that such an approach would be insufficient to the size of the task of providing students an honest economics curriculum. Given that students should be well-grounded in neoclassical economics as well as all the major alternatives, the sheer volume of important contributions of the latter kind suggests that an additional “core theory” course or two should accompany the standard intermediate microeconomics course in the required curriculum. Intermediate microeconomics should be renamed – most simply and honestly, “neoclassical microeconomics” -- and placed alongside at least one alternative required theory course, called “political economy” perhaps ... or some such. 

I have restricted the points of critique of neoclassicalism covered here to those pertinent in microeconomic theory per se, as opposed to considering also neoclassical macroeconomics, labor economics, industrial organization theory, and so forth. Of course, some overlap with other specific subjects is unavoidable. And because part of the problem with neoclassical thinking is precisely its propensity to “let other courses and disciplines deal with such things”, I have tried here to indicate how the variety of alternative perspectives may provide invitations into other areas. 

The heterodox schools of economic thought most associated with the critique given here -- what I call altogether as a group “political economy” -- include the traditional and new institutionalist, post-Keynesian, post-Sraffan, radical, Marxian, feminist, and environmentalist.  Note that I do not cite with each particular critical point made here the particular heterodox school with which it has been associated. This is because, first, the considerable weaknesses of neoclassicalism are by now sufficiently widely acknowledged that merely stating that one is “heterodox”, or “critical”, ought to be enough to assure credibility. Second, what matters in the teaching and other exposition of our field should be not the scholarly origin of each idea or analytical tool employed, but instead its usefulness in understanding real economic affairs. A kind of pragmatic eclecticism not overly deferential to “the proper authorities” should guide any real scientific inquiry. Standard microeconomic textbooks virtually never make clear to students that what they offer is exclusively neoclassical and highly subject to debate from contending ideas. The sort of alternative political economy envisioned here should be offered similarly as “textbook truth”, but with more painstaking attention not to scholarly correctness but to truth value itself. 

I have cited references for most of the main points made in this essay only to indicate directions for further inquiry -- those cited here are not necessarily the “original”, “best” or “most representative” available, but readers should be able to find plenty of other references by means of the ones given. References for some of the points made here are yet to be cited: with apologies to readers, this work is not yet finished as of this writing. For references on neoclassical microeconomics itself, I recommend any of the standard undergraduate intermediate microeconomic theory textbooks. 1

Scientific values

Neoclassical economics eschews all valuations except that of efficiency as either unscientific or else beyond the proper pale of economic inquiry, on grounds that such values are too controversial or that they are too complex in their determination or their implications. The political economy perspective is explicit in its commitment to some of these other values as suitable and indeed necessary for the conduct of social science. 2

Efficiency means, broadly, getting the most human satisfaction with the least use of material resources, and it is the only value acknowledged as a guide in neoclassical inquiry. Neoclassicals understand efficiency or maximum “social satisfaction”, as Pareto optimality, that is, a situation in which it is impossible to make anyone better off without making someone else worse off. This extremely “minimalist” definition follows from the neoclassical insistence on the non-comparability of different people’s utility, a matter to which I will turn later. I discuss the idea of satisfaction below also, but here it may be noted that because of their commitment to a broader and richer treatment of the nature and sources of human satisfaction, political economists include many additional elements of “efficiency” besides that of material consumption, for example, dis-alienation or the progress of human fulfillment in effective action, taking account of wants vs. needs and hierarchies of the latter, and so forth. Political economy also acknowledges adherence to not only other kinds of efficiency besides Pareto optimality, for example, X-efficiency (Schweickart, 1993, Ch. 3), but also to other values than efficiency.

Fairness in the sense of distributive justice is a particularly important such value. Difficult but not impossible to delineate its basic principles, it is much more widely understood among people in general than neoclassicals might think. In particular, equality of opportunity may be taken as a sufficiently non-controversial element of fairness that it should be explicitly stated and adhered to as a fundamental value in any field concerned with phenomena involving the distribution of material welfare among people. Neoclassicals’ avoidance of considerations of fairness is a major fault. Political economy is explicit in its adherence to this value as a guide for scientific inquiry.

Democracy, or equality of access to participation in social decisions, including a corresponding concern for appropriate “political” institutions, is another especially important value. A commitment to democracy may be taken as a corollary of a commitment to fairness -- at the least, when the latter is defined minimally as equal opportunity. But democracy merits being taken as a value in its own right, since there are other grounds for a commitment to democracy. The cultural and political requisites of democracy are well understood and deeply involve matters of economics, and their avoidance in the neoclassical mainstream is another major fault – whereas, again, political economy explicitly adheres to democracy as a value guiding scientific inquiry.

Because the values to which a science acknowledges allegiance fundamentally define it, many political economists have suggested, in light of a broader understanding of efficiency and the critical additional values of fairness and democracy, that economics itself be defined differently from the mainstream definition. In the latter, economics is the study of “choice under scarcity”, or at best, of “the allocation of resources and distribution of goods”. Perhaps it should instead be defined as the study of provisioning, i.e., of the structures and processes by which societies go about providing the material requisites of human happiness (Nelson, 1993). While the field of economics is far from committing to such a broader and richer vision, certainly political economy has consistently distinguished itself by such a commitment.

The utility model of human nature

Reasoning about social phenomena invariably requires simplifications, i.e., “models”.  The particular set of extreme simplifications made universally in neoclassical thinking, indeed enshrined there in monolithic logical and axiomatic precision, is considered almost grotesque by most students of human nature elsewhere in the social sciences. In political economy, simplifications are used eclectically and relatively sparingly to make particular points about the logic of economic phenomena: a variety of sometimes contending simplifications about human nature are accepted as helpful for understanding the rich complexity of human affairs. 

Utility or personal satisfaction as the end or aim of all human activity is the sole and all-encompassing characterization that neoclassicals employ as a simplifying model of human nature. While they often make implicit assumptions about the specific things that satisfy humans (see below on “Human action”), they generally argue, on grounds of “scientific objectivity”, for avoiding any “judgements” about exactly what satisfies people, and the preferences of “homo neoclassicus” are thus  content free.  Political economists do not hesitate to cite quite specifically important things from which humans generally get satisfaction. Indeed, in political economy, human activity is sometimes seen as not involving goal-seeking of any kind, utility-maximizing or otherwise. 

The specific assumptions neoclassicals make on utility for convenience are often quite dubious. 3 Is satisfaction really measureable, or at least ordinally rankable? Political economists acknowledge that an individual’s satisfactions from different things may not be rankable when viewed over even a short span of time during which often a person's priorities of preference may change dramatically. Should a person's preferences be understood as given and unchanging, at least “on average” or “over a time span of some length”? Are preferences really not subject to significant alteration? Are our wants and needs actually preprogrammed in our genes? In political economy behavior is a cultural thing, people’s most important preferences are learned and evolving during their lives, i.e., affected by their world, and the social processes by which preferences are formed are seen to be at least as interesting as what people do given those preferences. 

Is utility really interpersonally non-comparable, i.e., such that one may not compare the satisfaction or happiness of one individual with that of another? This assumption is made at least partly in the name of neoclassical economists’ hesitation to enter judgements of fairness, as discussed above. But many political economists argue that people with any social connections at all routinely make such comparisons; they point out that among other things this neoclassical assumption otherwise precludes economists from making statements about distributive issues that for others would be straightforward (Jencks, 2002). 

Neoclassicals' highly stylized assumptions typically made about the logical/mathematical structure of preferences, e.g., that utility functions and their arguments are “smoothly continuous”, “strictly monotonic”, “convex”, etc., are mere mathematical conveniences and in some cases highly dubious, especially those involved in the assumption of “insatiability” (about which more below).

The breadth of kinds of activities in which humans are seen as engaging in their pursuit of satisfaction in neoclassicalism is quite small: the human is not a very interesting animal. Humans engage only in market exchange and similar activities involving the kinds of calculations and decisions found in the marketplace. Even decisions about things most people would consider to be well removed from the realm of trading, e.g., marriage, religion, etc., are all treated by neoclassicalism as involving market-like “choices”. In political economy, it is supposed important for theorists to consider, for example, not only consumer’s choices in buying goods, but also how consumers use those goods; and similarly regarding workers, not only the activity of selling labor, but also and especially that of working. Work and consumption contribute in the constituting of people as beings in the material and social world. The “choices” of work, consumption, spouse, religion, etc., that people actually make are far more complex than are “market-like” choices, and this complexity matters quite significantly, at the least because (1) the process of formation of the preferences “on the basis of which” those choices are made is critical, and (2) the consequences of people's choices include much more than mere changes in their individual “satisfaction.”

Human action

Alternatively, in the neoclassical view, people choose in accordance with a simple pursuit of satisfaction (while the exact forms of the fulfillment of the latter are not supposed to be presumed by the analyst).  In the political economy view, people act, sometimes with and sometimes without having “chosen” in any important sense at all. Their actions are at least as interesting as their “choices”, and many kinds of actions besides those involving market-like choices are acknowledged both in other spheres of human life and in markets themselves. 

Since in the neoclassical view utility-maximization is the sole principle of human behavior, and  since utility is content-free, the neoclassical picture of what satisfies people cannot distinguish “satisfaction” from such other major goals of human effort as happiness, wisdom, etc. In contrast to such other often-heralded goals of human life, neoclassical utility-maximization is perhaps best understood as the equivalent of mere pleasure-seeking. The political economy  perspective critically emphasizes such distinctions (Daly & Cobb, 1994, Ch. 4).

What are the specific things that people pursue? What things actually fulfill human wants? Despite its protests to the contrary, the neoclassical view does make certain very particular assumptions concerning what satisfies people. 4

Perhaps first and foremost among these is the assumption of selfishness or individualism, i.e., that it is only the individual’s own personal satisfaction that matters to him or her, not that of others. While this may describe market-oriented behavior, other-directedness is arguably at least as common in the human repertoire, even in market contexts. Moreover, people’s behavior in this regard is, like most other aspects of human life, learned in social experience, hence a function of people's particular cultures: people are not innately self-centered, competitive, etc. 

Equally critical is the neoclassical supposition of materialist consumerism, i.e., that people attain satisfaction only from “getting” material goods and services. Homo neoclassicus is invariably “happier” with more material consumption, more purchasing power, and more “leisure” (the last being apparently understood as total inactivity), regardless of how much he or she already has. In political economy, people are seen as potentially getting kicks even from work, and they certainly do attain happiness and fulfillment from a great variety of things besides mere personal material possessions. They often appear to be satiable, moreover, and are probably universally so in the right circumstances, even while social influences, especially in consumerist capitalism and other pecuniary societies, may incline their behavior otherwise. 

An assumption of full information, i.e., that people know all that is relevant for their decisions, is frequently made “for convenience” in neoclassical analyses, despite a large literature from both neoclassical and other perspectives on the wide-ranging, considerable and quite critical consequences of less-than-full information and uncertainty. In political economy, it is routinely assumed that people are always in process of learning -- indeed that they are involved continually in learning even about their own wants and needs. The various approaches people take to the reality of uncertainty and ignorance are often explicitly considered, along with the implications for a broad variety of economic behavior and affairs.

As a general characterization, in neoclassical analyses people are assumed to be asocial -- people behave as if they do not affect each other in any other way than as buyers and sellers in markets, i.e., occasionally bumping into each other to arrange contracts and exchange personal properties.  Their activities have consequence for others only insofar as those others are market transactors. Thus in particular, individuals do not in any other way threaten or sanction others with material or other rewards or punishments, neither in the context of market activities nor elsewhere (indeed in “perfect competition” (to be discussed below) they cannot have such effect on each other). People do not deceive others (whereas in the “new institutionalism” now being integrated into mainstream economics, discussed below, deception is considered an interesting and important aspect of opportunism). Nor do they by deception or any other means affect others’ preferences about things, i.e., have any influence on others’ values (not even in “new institutionalist” analyses). In political economy, people are generally assumed to be full-fledged social beings – they are, in fact, constituted by these and other kinds of influences they have on each other (DiMaggio, 1990). Power is presumed a common feature of human relationships, unlike in neoclassical analyses, where the concept is virtually non-existent (Schutz, 2000).  

A corollary of utility-maximization for neoclassical economists is profit-maximization, which is assumed there to be invariably characteristic of firms’ behavior without further examination. Political economy analyzes the causes of firm’s behavior in the social, cultural and economic institutions in which firms are embedded. Firms, it is found, maximize profit not merely because their owners maximize their individual utility, where the latter is (invariably assumed to be) a direct function of their personal income, but also because owners must be concerned with profit if they are to survive in market competition (see below). Profit measures how well they are doing in competition because it is the necessary requisite for any and all actions a firm may take to stay in business – that is, one needs profit and the access to additional capital it brings in order to make the various investments necessary for survival in competitive business (Bowles & Edwards, Chs. 8-9). There are also critical cultural roots of profit-maximizing behavior in the sociology of management (DiMaggio, 1990). Moreover, political economy considers in depth the many important ramifications of a fact totally unacknowledged in neoclassical economics: the fact that any reasonable account of capitalist profit-maximization also implies growth-maximization (Schweickart, 1993, Ch. 4).

Productive activity and organization

The neoclassical model of production, like its model of utility, is highly stylized, abstract and mathematically extensive. 5 On the other hand, traditionally next to nothing has been said in the typical neoclassical text about the organization of the firm, although with the incorporation of “new institutionalism” into mainstream economics, neoclassical microeconomics has begun to acknowledge such concerns. (Other heterodoxies, being generally less sympathetic with the political-economic conservatism of the neoclassical view than is the new institutionalism, have accordingly failed to make as great an impression upon it.)

Production inputs in the neoclassical view -- for the sake of determinate and “appropriate” analytic conclusions -- are homogeneous and measurable, continuous, and “well-behaved” in terms of their productivity, substitutability, and diminishing returns. The political economy view has had fundamental questions about these and other neoclassical suppositions, as was elaborated in the “Cambridge controversy” of the 1960-70's (Robinson, 1972). Labor as an input may not be measurable at all insofar as it involves an element of “intensity”, morale or conscientious attention to work. Neither labor nor capital (nor land) can be satisfactorily “homogenized” into a measurable agglomerate because of fundamental logical inconsistencies arising in attempting to measure its value. Many managerial, technical and professional labor “inputs” arguably do not contribute to the production of output of any kind but do contribute to the firm’s profitability (e.g., also, Moseley, 2000, 60-61). There is probably as often as not very little “substitutability” among inputs, and “lumpiness” or discontinuities in inputs are common.

The neoclassical model of the input-output relationship, or the “production function”, is far more stylized than is either necessary or accurate, even when assumptions similar to those placed on inputs are not also placed on outputs. Its inapplicability as a characterization of real-world production is extreme. For example, in reality there are several qualitatively different ways of increasing labor-use with a given capital-stock (and conversely of increasing capital-use with a given labor-force), each of which may have dramatically different consequences: hiring more people, working the existing labor-force more hours per day or week, or working the labor force harder, each has different effects on productivity, production cost, profit, etc. (see also Bowles & Edwards, 1993, Chs. 8, 10, 11). No such differentiations can be made in the neoclassical approach. Political economists have mostly avoided such over-specifications of “production functions”. While a lively stream of thought among Marxists and neo-Ricardians/post-Sraffans continues employing highly abstract models of social production for exploring issues of value theory, growth and income distribution 6, there is nothing like the kind of insistence found in neoclassical theory that such models are uniquely applicable for all questions and contexts. And even where such models are used, at least some of the worst of the neoclassical assumptions are avoided, e.g., that of input substitutability.

The organizations within which production is done are completely opaque in traditional neoclassical economics: firms decide (only) the profit-maximizing amounts of inputs and outputs, and how they so decide is not discussed. The “new institutionalism” (in which I include both “transactions costs” theory and other work on information and incentive structures) has rigorously demonstrated how grave is this omission. Unfortunately, new institutionalism shares many other of the dubious or fallacious assumptions of neoclassical theory (Perrow, 1990). These along with its mostly conservative biases have enabled neoclassicalism to live with an accomodation of new institutionalism into the mainstream of microeconomics. In the context of production organization, particularly noteworthy among the more questionable features in the new institutionalist contribution to the mainstream is its apparent commitment to the traditional hierarchical capitalist firm, and its seeming lack of commitment to and concern for questions about democratic private and public organizations, and lack of interest in ownership schemes other than those of the traditional capitalist private property system. By contrast, these issues are foremost among the basic concerns of the political economy approach, where non-hierarchical forms are considered and explicitly compared, both theoretically and empirically, in terms of acknowledged values of efficiency, fairness and democracy (Schweickart, 1993; Wisman, 1991).

Markets, equilibrium and competition

Competitive equilibrium in markets is, in the view of many, the very substance of “economics”. Yet the real nature of markets is critically obscured by the hegemony of this view in our field.

In neoclassical economics, markets are a “purely economic” affair – they are not socially constructed in history by processes unique to different cultures and times, they are not various in their institutional bases, and they do not, conversely, affect other realms of social life, that is, they are not part of what shapes people and their cultures. For example, if people appear “selfish” and “competitive” in their lives in market societies, it has nothing to do with the cultural ramifications of markets themselves – it is instead “human nature” (DiMaggio, 1990). Similarly, if in most societies particular kinds of markets or market-like definitions of property have been deliberately allowed only limited scope, neoclassical economics perceives that as a failure of such societies to have “modernized” sufficiently to grasp the economic benefits (i.e., in terms of efficiency) of markets over other forms of allocation and distribution.

What neoclassicals mean by competition is quite different from what most other people mean by that term. Defining it by the three or four assumptions of the model of perfect competition and by the concept of (static) equilibrium, implies something quite different from the kind of dynamic conflict and change that most people would suppose the term to mean. Neoclassical competition is a concept of stasis and harmony rather than of contention and evolution. The judgement that neoclassical economics makes of competition is accordingly quite biased: there can be nothing “ultimately bad” about competition, be it among firms in markets or among groups or individuals in discourse. Political economy has recognized the theoretical value of the neoclassical model of market competition for some questions, but insists that real-world competition is essentially conflictual, evolutionary and not at all harmonious. Market competition is fundamentally a Schumpeterian process of “creative destruction” (Bowles & Edwards, 1993, Ch. 9), and its social effects, for example, those that concentrate social power among the “winners” and those that degrade the natural environment, need checking. Moreover, competitive interpersonal relations extending beyond those of mere games and athletics are acknowledged to be in many ways socially and economically harmful (Sackrey & Schneider, 2002, Ch. 3; Daly & Cobb, 1994).

Neoclassical equilibrium is a conceptual tool of limited useful applicability that often actually interferes with critical analyses. 7 Neoclassical texts frequently draw heroic general conclusions from partial market equilibrium analyses without stating the necessary strong qualifications on their believability (i.e., that they may not at all hold in general equilibrium, that “second best” problems may exist, etc.). While static equilibrium has its uses, in dynamic and evolving contexts the concept of equilibrium adds little critical insight to what may be known without it and unnecessarily constrains the possibilities of analysis. The idea of profit-rate equalization in general equilibrium has been useful, but so too is that of profit-rate disequalization with the dynamic flux of markets due to technological and other changes arising from the expansionist compulsion of real-world competition, phenomena that neoclassical microeconomics generally skips over (Bowles & Edwards, 1993, Ch. 9).

The idea of evolution is totally lacking in neoclassical economics. Some neoclassical and new institutional theorists have acknowledged the theoretical importance of path dependent dynamics. But when human tastes and preferences and production technologies are assumed given and unchanging, and when human social interactions and institutions have been mostly assumed away, what is left of interest that might conceivably be thought to evolve? 

The potential and actual harm of “imperfect” competition in the real world is usually greatly downplayed in neoclassical economics. By focusing solely on the allocative inefficiency effects of imperfect competition, the neoclassical approach usually ignores the more important effects of “x-inefficiency” and of social waste due to advertising, political “rent seeking”, and other strategic behaviors aimed at attaining and defending market positions (Schweickart, 1993, Ch. 3). They rarely mention its unjust redistributive effects, even though these actually outweigh greatly in volume the allocative inefficiency effects. The actual extent of problematic market concentration in the economy today is usually understated in neoclassical texts. In contrast, the political economy approach emphasizes that gaining market power is a prime goal of firms in competition, and considers not only all the inefficiency and distributional effects but also the cultural and political effects of the large concentrations of economic power represented by the “imperfect” competition extant in the real-world (Eichner, 1976; Peterson, 1988).

Distribution of income and wealth

Most of the inadequacies of the neoclassical perspective come to bear upon its coverage of the distribution of income and wealth.  In neoclassical texts, these topics are analyzed in terms of factor markets: the incomes people receive in market economies are mostly market incomes (as opposed to state transfers, lottery winnings, etc.), hence the functioning of markets is usually the proximate determinant of people's incomes. 

Yet, as the political economy view stresses, that does not imply that markets are the most important determinant of people’s incomes. 8 First, in “perfect” markets, as is acknowledged in neoclassical texts, individuals’ “prior endowments” of human capital and financial and physical wealth determine their actual market incomes -- but what determines these endowments is left largely unconsidered in most neoclassical texts.  (In reality, of course, people’s incomes allow them to accumulate human and non-human capital, hence “current” income is among the proximate determinants of “prior endowments”.) Ultimately, however, the distribution of property is a social/historical construction – a product of the political actions and struggles of people in preceding and present generations, in a process continuing down to the present: “prior” endowments of property cannot simply be taken as given, any more than can people’s preferences. (A couple of obvious examples: the creation of modern land as property involved enclosures of peasants from land to which they had legal rights; the division of the Americas involved taking natives’ land by force; employers’ rights in their firms are determined in laws (e.g., on workers’ safety, child labor, the length of the work day, etc.) that are the products of political struggle. Similarly, the distribution of human capital too must be understood as a social/historical product of political struggle.)

The neoclassical account does acknowledge the role of social institutions like government and labor unions, and of cultural features like race discrimination and patriarchy, in determining the distribution of income for any otherwise given “prior” distribution of property. But its failure to inquire into the social and cultural determinants of the distribution of property and human capital reinforces the very conservative view that these should be left alone in public policy approaches to redistribution. Yet these may be important keys to satisfactorily resolving distributional inequities, even those involving apparently unrelated matters (for example, changing women’s property rights has been essential for changing their economic and civic status). 

Some of the profound theoretical difficulties with the neoclassical analysis of land, labor and capital as homogeneous factors of production that “earn” income for their “owners” were highlighted in the Cambridge controversy. Even though neoclassical champion Paul Samuelson admitted that his side had “lost” in that debate, neoclassical work mostly glosses over or ignores discussion of the distributional issues involved in the “returns” people get from property. The neo-Ricardian/post-Sraffan re-construction of theory of the functional distribution of income made it clear that the division of national income between property and labor is determined not by the “productivities of labor vs. capital” but in a broad political and social process reasonably and accurately described by many other political economists as one of class struggle. Neoclassical economists have spurned the classical concept of the economic surplus (i.e., total product above and beyond what is necessary for re-producing the labor force), an analytic device that is arguably essential for the adequate analysis of major political-economic questions of distribution, economic growth and development (Hunt & Schwartz, 1972, Intro.).

Finally, the neoclassical analysis brings to considerations of factor markets themselves the same inadequacies as those of its analyses of product markets, plus a few others (Wolff, 1997, Chs. 7-9). Labor markets, to begin with, especially in light of “peculiarities” acknowledged even by many neoclassical theorists, do not work like other kinds of markets. Thus, human capital is greatly non-excludeable, is freely “transported” by workers from job to job, and is accumulated in human community, not merely in “schooling and training”. Investments in human capital therefore are to a great extent not subject to their “owners’”decisions, and market- motivated investment by employers or others, invariably undertaken with great uncertainty, is thus necessarily underallocated. Nor are schooling and training themselves properly characterized solely as skill-building activities: instead, these have at least as much to do with credential certification and with social network building as they do with creating productive human capital.

Regarding the labor contract, as the new institutionalists have discovered (traditional institutionalism and other heterodoxies having already long known), the quality and quantity of work that employers purchase in labor markets are not specifiable in advance of the wage contract. Indeed, as political economists have emphasized, the quantity and quality of work actually done by employees at the workplace is determined in a continuing struggle between them and their employers over the pace, environment and compensation of work, a struggle the outcome of which involves the relative power of the contending sides. This compounds employers’ uncertainty regarding investments in their workers’ human capital, and moreover leads to perennial unemployment, discrimination, segmented labor markets and other features of the real world of labor that are poorly or not at all accounted for in neoclassicals’ coverage of labor economics and income distribution (Bowles & Gintis, 1990).

The neoclassical treatment of capital markets too is greatly one-sided. Lumping together all the enormous variety of “capital goods” into one neoclassical category does injustice, according to political economists, to the many different varieties of “use-values” involved, from those of new residential, commercial and industrial building, to nuclear power plants, from light bulbs and micro-chips to manufacturing, mining and extraction complexes. New institutionalists have at least begun looking at some of the varieties and broader consequences of capital goods’ specificity. Neoclassicalism makes far too easy an equivalence between capital goods and the financial capital extended in anticipation of their production. Political economists, in the tradition of J.M. Keynes, have stressed the many “disconnections” between the two as important for understanding macroeconomic dislocation. Political economy critiques of and alternatives to neoclassical theories of financial markets and institutions have a long tradition and are often more accepted outside of academic economics than are neoclassical contributions – perhaps because those who are most likely to find financial theory directly relevant in their lives (investors and financial managers) tend to be far more pragmatic in deciding which theoretical insights they most value. Recent embarrassments such as the USSR-to-Russia transition, the Asian meltdown and the recent stock market decline have also helped further a re-examination of neoclassical financial theories such as the efficient markets and rational expectations theories, and these then increasingly must share the light with such alternative contenders as Minsky’s theory of financial over-expansion.

Information

The microeconomics of information is perhaps the one area of inquiry in which the neoclassical mainstream has been most receptive of new critical insights and alternative approaches. New institutionalism has made contributions that are being incorporated into the corpus of approved theory, perhaps most importantly because it has not posed much of a threat nor been in great disagreement but has merely extended the ideologically conservative coverage of mainstream economics. New institutionalism shares with neoclassical economics the assumptions of individualism and exogeneous preferences, as well as its models of utility maximization and market equilibrium. Aside from these, political economists have found much else in the neoclassical-new-institutionalist fusion to criticize as well. 9
The principal-agent situation, an important example of information asymmetry, has by now been totally accommodated into mainstream theory, where it is seen as a major problem for principals such as employers and stock-holders. Implications of the reverse kind of information asymmetry – where, for example, employees lack access to kinds of information that their employers have – are not dealt with by mainstream theorists. Moreover, even when the latter acknowledge that information asymmetry implies power, such as that held by agents over principals, they usually neglect to contextualize the relevant larger issues of power that are clearly also then raised: employees-as-agents have power over employers-as-principals, but other more critical kinds of employers' power over workers are curiously ignored. 

While new institutionalist theory has developed information economics into a true theory of the firm as a social organization, political economy theories based in similar understandings of the information problems of organizing production, but with alternative perspectives of the possibilities for non-hierarchical organizations, are given scant notice in the neoclassical mainstream. The difference is partly one of an ideological attachment to hierarchy, partly one of a methodological attachment to the neoclassical individualistic theory of behavior in which such concepts as trust, solidarity and community find no place. Moreover, alternative political economic theories of the firm based on other dimensions of social power, e.g., class power in history, are given briefly disdainful acknowledgement at best (Marglin, 1974). 

Public goods and externalities

Neoclassical texts tend to downplay the importance of public goods and externalities as critical market failures. They also stress all too heavily private property and market based solutions to these problems. Yet the very nature of these problems invariably calls for public actions, and private-property and market-based public resolutions comprise only one of several feasible and effective possibilities. 

The most critical kinds of external costs are unlikely to be effectively dealt with merely by means of private property and market based approaches, i.e., by tax and subsidy incentives, marketable pollution permits and private lawsuits, as the majority of environmental scientists will attest: public regulation and profound changes in public attitudes about consumption and production will likely also be necessary to deal with such environmental problems as global warming, toxic waste and species extinction. 10 Emphasizing “private sector” oriented approaches, as most neoclassical analysts tend to do in their general enchantment with all things market-related, does not at all contribute to the resolution of these problems.

Indeed, the neoclassical external cost approach to environmental problems totally misses one major issue that most environmentalists argue must be confronted in order to deal with environmental deterioration: compulsive capitalist economic growth (Kovel, 2002). As noted in another context above, neoclassical economics offers no critical perspectives on growth whatsoever, and is instead among growth’s most unthinkingly loyal and reliable boosters.

On the flip side, neoclassical economics tends to downplay the importance of positive externalities, notably those involved in education and health care (and human capital creation and maintenance generally), art and culture, and research & development. This is of a piece with its general conservative attitude on government vs. laissez-faire in market systems (see below), since such externalities invariably necessitate government spending, subsidy or other policy actions. 

In keeping with that policy orientation, neoclassical texts are generally most helpful in highlighting the difficulties and “imperfections” of public choice in comparison with private markets. They offer little or no positive suggestions for attenuating these difficulties within or by means of structures of public choice -- especially democratic structures – but merely fall back on a reliance on private property and markets as the only serious alternative to imperfect public choice structures. The political economy approach, given its explicit commitment to democratic decision-making, emphasizes improvements that can be made in public choice structures themselves as solutions to the sorts of problems neoclassical economics points out; it offers arguments that in many critical ways democratic public decision-making is vastly superior to private property based decision-making; and it notes that even private property based solutions to social problems are of necessity the outcome of public decisions (or at least of what would necessarily be so in democratic societies).

Its understatement of the various kinds of market failures, and its lack of positive suggestions for improving rather than replacing public decision-making with private, is further indicative of a profoundly conservative bias in neoclassicalism that closes off a whole realm of possible resolutions to pressing socio-economic problems.

Welfare theory

The ultimate concern of microeconomics arguably must be some sort of welfare theory. Based as it is in Pareto optimality, neoclassical welfare theory is deliberately constructed to be as weak a set of criteria for judging social affairs as is conceivable. 11  Such “methodological minimalism” might be admirable in other kinds of sciences, but in a social science it fails utterly to be of much use for anything other than obstructing discussion of positive resolutions of socio-economic problems.  

The radical methodological individualism of neoclassical welfare theory misses entirely the most important feature of social affairs: that people are social creatures, not unrelated individuals whose only interaction with each other is in market exchange. Neoclassical welfare theory simply fails to offer determinate conclusions on critical questions when it is forced to accomodate assumptions that people are regarding of and affected by each other (altruistically or otherwise), that their preferences are formed in interaction with their environments and each other, and that they may have preferences about kinds of social structures and economic outcomes (for example, that they may and probably do prefer just over unjust distributions).

Given its individualist methodology, neoclassical texts typically fail to highlight how farfetched are the other assumptions necessary for those determinate conclusions that do arise from its welfare theory -- i.e., the assumptions of perfect competition, no information problems, and no externalities or public goods. Conscientious readers of neoclassical welfare theory are, in effect, overwhelmed with the impressive mathematical logic of an awesome structure of reasoning the actual truth value of which rests on what amounts to, upon reflection, a foundation of sand. Aside from the utter weakness of those foundational assumptions, all too often neoclassically oriented policy pronouncements fail to point out also that their determinate conclusions are often based on partial equilibrium analyses (i.e., that they may not hold at all in general equilibrium, as is evident in the theory of second best); and that, having been reached on the narrow criterion of allocative efficiency, they are actually normative in character rather than “merely positive”. 

Ideological and political conservatism 

Looking at neoclassical economics objectively then, it appears quite obviously not only unbalanced in its exclusion of so great a variety of valuable insights as those offered by political economic theory, but also quite biased in the particular kinds of things excluded. 

That it is a conservative bias is easy to see at the outset. Thus the radically individualist methodology of neoclassicalism encourages indifference to issues of inequity and social power, and is conducive of attitudes of political apathy generally. The assumption of exogeneous preferences inclines analysts to superficial and non-sympathetic understandings of human behavior. Equilibrium models suggest harmony and stasis rather than change and conflict. And so forth. Well-meaning students then who commit to the neoclassical approach on the basis of its potential usefulness in economic science find themselves (if they become conscious of it at all) taking conservative stands on a great variety of issues. And of course, neoclassicalism tends to attract a certain kind of student in the first place. (Economics students have notoriously been found in various experiments to be among the least inclined to cooperative relations with peers.)

But why has neoclassicalism come over time to so monopolize the mainstream of the field? How has such an approach come to singularly prevail over other obviously intellectually superior or at least alternative approaches that have also been available? Especially in a science, many of the people involved in which must have been at least skeptical about a wholehearted and exclusive adoption of neoclassicalism, how can it have come to win the allegiance of so many, given the other at least equally appealing approaches available?  

Political economists have often pointed out that in cases where the truth value of a particular economic theory is fairly clear-cut, if its implications are too “anti-business”, “anti-corporate”, “anti-market” or “anti-capitalist” then it is likely to have been rejected from the mainstream corpus. Thus segmented labor markets, for example, or contested exchange -- not to mention such classical concepts as the economic surplus, economic class or the labor theory of value -- do not “fit” into the mainstream corpus, not because of their wanting in truth value but because of the issues they raise. That the truth value of these classical economic concepts is arguably at least equal that of the foundations of neoclassical theory has been one of the major contentions of the heterodoxy for many decades. The decisive reason for the hegemonic predominance in economics of such a conservative body of thought as neoclassicalism, despite its many intellectual shortcomings, has to do with the “sociology” of the economics profession, not the imperative conclusion of a committed scientific search for truth (Cole, Cameron & Edwards, 1983). 

That is, in broad outline, specific theories and basic methodologies and assumptions that are most useful for the purposes of business interests tend to be “selected for survival” in a “marketplace of economic ideas” that is anything but “perfectly competitive”. These then gain a greater popularity in economics than were they subjected to purely scientific criteria of truth value. As they then are passed on from one generation of economists to the next, they come to serve as strong foundation for a theoretical edifice that is thus shaped by outside pressures on the field, pressures far more powerful in economics than they have been in other social sciences. To be specific:

-- the unavoidable proximity to and influence by business interests due to the field's commonly being located in business or similar schools often dependent on financial donations from business; 

-- its practitioners’ frequent employment directly and indirectly by business interests; 

-- its students’ aspirations of business careers; 

-- the prestige attaching to well-financed (and therefore business-financed) research work in academia; 

-- the increasingly frank pro-business orientation of those economics texts that publication companies are willing to market; 

-- the sheer impressiveness -- not to mention the exclusiveness! -- of “rigorous”, i.e., mathematically esoteric, science; 

-- the constricting effects of the Cold War especially on academic economics; 

-- and so forth… 

These account for the conservatism of the field of economics in general, as well as for the near total predominance within it of an already conservatively-inclined neoclassicalism. While neoclassicalism remains fundamentally conservative, it need not be as conservative as it is: the work of a number of neoclassical economists indicates significant open-ness to quite liberal and sometimes even radical ideas. Yet the general conservative pressures on the field as a whole incline it not only to elevate neoclassicalism to the status of hegemon, but to shape neoclassicalism into something even more conservative than it would be otherwise. The problem of economics as ideology is thus compounded multifold.

Endnotes

1.  For example, Katz & Rosen; Landsburg; Mansfield; or Varian. Frank, 2000, and Himmelweit et al., 2001, give extended coverage to heterodox theory alongside excellent sections on the standard neoclassical material. 

2.  See the references cited below on “Welfare economics” for discussion of Pareto optimality; also, Schweickart, 1993. See  Bowles & Edwards, 1993, 22-27, on fairness and democracy.

3.  On what follows in this section, see especially Frank, 1990; Frank, 2000, Chs. 3-8; and Stillwell, 1974.

4.  On what follows in the next couple paragraphs, see Frank, 1990; and Frank, 2000, Chs. 3-8; Daly & Cobb, 1994, Ch. 4.

5.  Besides the other sources cited in this section, see also Stillwell, 1974, for a good “straight” critique.

6.  Lichtenstein, 1983, is a good introduction to this literature; some of the presentations at this conference are in this vein.

7.  Dow, 1991, and Foster, 1991, sketch the sort of alternative questions of inquiry and approaches to them in which equilibrium plays at most a minor role.

8.  Some alternative views are Schutz, 2000, Ch. 6; Kerbo, 2003; Galbraith, 1998; Collins & Yeskel, 2000; and Ackerman, Goodwin, Dougherty & Gallagher, 2000.

9.  A good collection of “original” new institutionalist works is Buckley & Michie, 1996. For summary of the critical points made in this section, see Perrow, 1990.

10.  Daly & Cobb, 1994, pp. 209-360, makes this quite clear.

11.  See de V. Graaf, 1971, especially his Conclusion, for an early sypathetic critique of neoclassical welfare theory.
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