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Abstract

This paperexamines each of the key schools of economic thiotingih have been employed in the history of the
development of modern economic theorizing, thaNeopclassicism, Marxism and Institutionalismth a view
to providing a better understanding of these tiatt of economic thought.

It highlights their basic provisions, philosophicahderpinning, methodological approach and lindtatin
economic theorizing. This paper argues that eacthe@$e traditions of economic thought have coletyi
enriched the study, prediction, analysis, explamasind scientific generalization about empiricgiutarities and
economic phenomena. While each one may be morabsuiapplied in different contexts or particular
circumstance, approaches that emphasize socialttes are as important as those that stress éheimomic
equivalents in the study of economic phenomenahantan interaction and exchange.

That is, to achieve a holistic study and analysi®@mnomic phenomena, the spatial, temporal antbisdc
variations in human interaction and exchange distdhat approaches that emphasizes social chatactee
exclusion of the economic or vice versa might reappropriate.

Keywords: Neoclassicism; Marxism; Institutionalis@conomic theorizing, history of economic thought

1. Introduction

Modern economic thought emerged between thB a8d 19 centuries as the western world began its
transformation from a predominantly agrarian sgctet an industrialized one. Modern economic thengzs
often credited to Adam Smith for his"18entury treatis@he Wealth of NationsSSince then three broad schools
of economic thought are identifiable viz: the nassical approach which is often regarded as thastmaam or
orthodox economics school, the structuralist apgiiosith its prominent Marxist variahand, the institutionalist
approach.

Also, within the social science and humanitiesy fowoad philosophical approaches to economic thawyihave
been identified and employed by researchers irmdifft contexts. These are empiricism, positivisamanism
and structuralism (see Johnston, 1986; Holt-Jend®88). Empiricism is a philosophical approach that
emphasizes the importance of sensory experientteegwincipal source of knowledge. In contrastationalism
which emphasizes the importance of reason as tiheapr source of knowledge independent of experience
empiricism stresses the primacy of experience mason (see Smith, 1996; Meyers, 2006).

The positivist philosophy is an empiricist accowfitscience which is built on the foundation of ergiém
(Hooker, 1975; Benton and Craib, 2011). The phidbscal foundations of empiricism and positivism are
similar, however while the former holds that knodde is based exclusively on sensory experiencelatter
not only shares a similar view, but goes furthesubject the information from the experience oreptation to
logical and mathematical treatment. Zammito (20@tes the implicit assumption of this philosophisahool is
that the singular method for attaining valid knodige is through the natural science. Humanism orother
hand, is a renaissance movement in philosophy tisn@more human-centred approach with the conmwithiat
humankind can best improve the circumstances df likies by thinking and acting for themselves, &splly in
the exercise of their capacity to reason (RelpB1)9lt is a system of thought which attaches primgortance

to human rather than divine or supernatural matters

Structuralist ideas in social thought developedpposition to the humanist tradition of the 19508 @arly
1960s (Peet, 1998). It is a philosophical schoat &mphasizes that explanation for observed phenamannot

1 Other traditions within the structuralist scho atructuration theory by Anthony Giddens (197%79) and critical
realism by Roy Bhaskar (1975979).
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be produced through empirical study of the phen@raone, but must be sought in general or ovenagchi
system or structures which underpin all phenomeng dve not identifiable within them. As opposed to
empiricists, positivists or humanist philosophiesiucturalist philosophical perspective holds thatman
conscious explanations and overt behaviour canadaken at face value as conclusive evidential andsror
objects of scientific analysis. They must necebs#é investigated beyond surface structures toodisr the
real structures which account for the variety odervable phenomena (Johnston, 1986).

These philosophical approaches are closely asedciaith the broad schools of economic thought earli
mentioned as will be examined in subsequent sextibhe purpose of this paper is to examine eadhesfe
schools of economic thought and to highlights théiasic provisions, philosophical underpinning,
methodological approach and limitation towards tdpeinderstanding of these traditions of econdimaight.

2. The Neoclassical School of Economic Thought

Neoclassical economics is incontrovertibly the mmstminent tradition of economic thought (Hodgsd892;
Finlayson et al. 2005). This prominence may bedbaited to its long intellectual history and its figdl and
rigourous approach to solving a variety of pradtiaad theoretical problems (Gowdy, 2009). Neoctzsi
economics is overwhelmingly grounded on the padsitighilosophy principally logical positivism (Kaiaian,
1980; Seligman, 1969). This is founded on Augustentg’s principle that all forms of valid knowledgee
based on scientific evidence, as empirical factstiae major objects of knowledge (Agboola, 201%ug; two
broad distinctions within neoclassical economias jpositive economics and normative economics (FRrad
1994; Weston, 1994). On this note, Blaug (1992)udments David Hume’s foundational distinction betwee
positive and normative statements as statementstrder on the realm of facts, objectivity or scie and,
statements that border on the realm of value, stibijgy or art respectively. Similarly, Weston (19%highlights
John Neville Keynes’ distinction between positiv®eomics, normative economics and the art of ecacsom

According to Keynes, positive science is the “boflgystemized knowledge of what is”, normative scis “a
body of systemized knowledge relating to the datef what ought to be”, while the art of economiss‘a
system of rules for the attainment of a given endfeston (ibid), on his part posits that positiv@ramics
consists of non-ethical true or false claims abecbnomies or aspects of economies whereas normative
economics consists of, or refers to, propositidmsuaeconomics that contain at least one asseaido what is
ethically preferable. He however notes that theafig positive/normative dichotomy in economicsnisrely a
conceptual distinction neither intended as a behasl standard for economists to avoid advocatitmcal
positions nor automatically entails the practicabgbility of a purely positive, value-free or ethlly neutral
economics.

Friedman (1953) in his extensive work on positivaremics in relation to economic policy argues that
normative economics and the art of economics cabroindependent of positive economics as any policy
conclusion necessarily rests on a prediction abmiconsequences of taking an action rather thathan He
notes differences of opinions expressed on econpoilicy are themselves ‘positive’ statements tcabeepted

or rejected based on empirical evidence. Thusydh situations, the outcome of an empirically vglidgment

is an indication of consensus on ‘correct’ economaicy, which depends much less on the progress of
normative economics but on the progress of posgis@nomics yielding conclusions that are widelyepted.
Friedman (ibid) and Rotwein (1959) contend thatutienate goal of positive economics is the develept of a
theory or hypothesis that yields valid and meanihgfedictions about phenomena not yet observedh %u
theory is generally a complex combination of tweneénts; a language designed to promote systemadic a
organized methods of reasoning and, a body of antié¢ hypotheses designed to abstract esseruiairés of
complex reality.

For Friedman, the language element of a theorynbasubstantive content; it is rather a set of tagies that
serve as a filing system for organizing empiricatenial and facilitating our understanding of sachpirical
material. Thus, when viewed as a body of substantiypotheses, the criteria for judging a theoryitss
predictive power for the class of phenomena whidh intended to explain. In this sense, only fatevidence
can reveal whether a theory is ‘right’ or ‘wrongidaforms the basis for its acceptance as beingl \aliits
rejection. Thus, Boland (1979) asserts that thg oelevant test of the validity of a hypothesisdmparison of
its predictions with experienteFriedman further argues that if the hypothesisoissistent with the evidence at

! Friedman (1953) argues that a hypothesis is egjdtits predictions are contradicted frequentiyrmre often than
predictions from an alternative hypothesis. Convgrites accepted if its predictions are not cauicted i.e. it derives great
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hand, its further testing involves the deductiomeiv facts from it, which are capable of being obseé but not
previously known and checking these deduced fagamat the additional empirical evidence.

However, Caldwell (1980) in a critique of Friedma&réssay, points out that there is unanimity amongst
philosophers of science in their rejection of tlmion that the only goal of science is predictidiecording to
him, explanation, not prediction, is the goal désce and if science seeks theories that have rejoley as well

as predictive powers, then theories that mereldiptewell may not be satisfactory. Notwithstandirtbe
positivist stance of neoclassicism is dominant im@mphasis on empirical evidence, objective, detsee and
scientific methodological approach is entrencheddductivism or hypothetico-deductive mode of engui

Blaug (1992) and Kim (1963) observed that the daminversion of the hypothetico-deductive model of
explanation is credited to the work of Hempel anpgp€&nheim (1948) who argued that all truly scieatifi
explanations have a common logical structure. That deductive model of explanation is a logi¢alcture of
argument wherebgn explanandunor statement about a phenomenon whose explanatimughtis deduced
by deductive logic from thexplanans,which is a combination of a minimum of one uniariaw and a
statement of relevant initial or boundary conditio this respect, a universal law is a propasitd the form
“in all cases where evengsoccur, event8 also occur”. These universal laws that are empglogeexplanations
are mere hypotheses or conjectures that may bedtést using them to make predictions about pagicul
phenomena or events but which themselves are neithecible to observations about events nor ddrive
inductive generalization from individual instancddowever, hypothetico-deductivism has been subject
extensive logical scrutiny (see Glymour, 1980; Genm®90; Park, 2004; Gorski, 2004).

An important and influential direction in the hypetico-deductivism thesis is the idea propounded<asi
Popper in his falsificationist methodology. Empadi¢estability is an important criterion for thecaptance or
rejection of a theory or hypothesis in economiaoriomists hold the view that economic theoriesypokhesis
must be verifiable or falsifiable against some etopl evidence. The latter principle, credited twpper (1959,
1969 and 1972) argues that scientific theoriesprinciple are conjectures that cannot be verified donly
falsified by some specific observations contradigtpredictions derived from the theories (Haila82) Hence,
falsification or refutation is an attempt at lodigaguestioning hypotheses or theories rather theoving or
verifying them. It takes the view that science seelthful explanations of the interrelation of pbenena and
only grows by empirically refuting accepted thesrignd by proposing new theories which are even more
susceptible to refutation (Stanley, 1985). Thusaugl (1992) defines falsificationism as a methodicklg
standpoint that regards theories and hypothesesciastific if and only if their predictions are ktast in
principle not falsifiable, that is, if they forbibrtain acts, states or events from occurring. ¥etajor drawback
of the Popperian approach is the difficulty of mgtit into practice and many economists have qdid lip
service to its usefulness whilst their practiceehtended to conform more to the earlier princigleaification
(Caldwell, 1982; Hausman, 1985, 1988; Dow, 1997).

Nevertheless, a major criticism that is centralthe methodology of neoclassical economics is itseexe
formalism and excessive focus on mathematical niagi@lhich critics have attributed to a form of mathatics

or physics envy (Blaug, 1992). For Kaldor (1972%tedct mathematical modeling and econometric tgdéad
nowhere as the careful accumulation, sifting ancettgpment of refined methods of statistical infeicannot
make up for the lack of any basic understandinghoW the actual economy works. This constricted
methodology of the neoclassical school, FoldvaB8@) argues, has dominated other rigourous abstretttods
such as verbal logic and limits theory to matheaoadiij tractable models with determinate solutiortsch are
often hypothetical constructs with little relevante the workings of actual economies. Thus, whhe t
application of these techniques sometimes make/sisdhcomprehensible rather than illuminate ipaiassical
economists have become so enthralled by themtasabthem as ends in themselves

3. Marxism

Over the years, economic problems have regulaniyectn light which cast considerable doubts on Hyacity
of many of the strands of mainstream economicxpda@, or even to address real world events dadtditate
policy evaluation (Lawson, 1997: 3). Rosenberg 2098 a blunt criticism of mainstream economicsuggthat
economics is an empirical failure which only makeprecise generic predictions without being abléltntify
and isolate the major causes of economic phenoffsereaalso Hoover, 1995; Hausman, 2003).

The many criticisms of the methodology of mainstmeeconomics and the dissenting views of econonoists

confidence if it has survived many opportunitiesdontradiction.
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the empirical relevance of its methodological appi®s have led to the rebirth, development andifgration

of rival and distinct schools of thought in econosn{see Maki, 1990; Lawson, 1995, 1999; McClosk&g3,
1994; Fleetwood, 1999). One of such school is theturalist school of economic thought which coisgs the
Marxist approach to economic theorizing and couts# an important component of the broad schools of
thought in economics.

Marxism is a socio-economic and socio-politicalvithat borders on a materialistic conception ofdms The
Marxist approach is based on ideas and practiceslafged by Karl Marx (1818-1883). There are foustidct
and notable themes within the Marxist thesis —ohisal materialism, the mode of production, theotiyeof class
or class conflict and the labour theory of valueot§ 1991). As Johnston (1986) submits, Marxismai
structuralist approach to the study of human sgpaigtich presents observed phenomena as represestati
underlying social structures whose base lies inrtfagerial conditions of existence. From this premithe
doctrine of historical materialism is developed ethin its most rudimentary form states that theettgyment of
human society is determined by specific laws ofhgeawhich are rooted in the social provision of tieterial
means of human existence. The historical elemetitiefdoctrine depicts a theory of human historyerein the
future is fashioned by past events according taifipdaws of evolution, while the materialistic moeption
views societies as being formed solely for the paepof collective provision of the material meahexstence.

Marx derives much of the inspiration for his higtat materialistic approach to the study of humaemomena
from the philosophical tradition of German claskiickalism and particularly from the earlier work leegel
(1770-1831) on dialectic (Johnston, 1986; Peet,819%¢eet (ibid) notes that although Marx derives hi
dialectical method from Hegel, he rejects its i@l conception and reverses Hegel's dialecticilgiHegelian
dialectic views the process of thinking as an idéséch creates the real world or the real worldtes éxternal
appearance of the idea, for Marx, the idea is ngtlelse than the material world reflected by thenan mind
and translated into forms of thought (Marx, 1978&nce, Marxist materialism is a realist philosopftiyich
asserts the primacy of the material world and vibwshan thought as a reflection of the material daml the
mind.

Therefore, Marxist historical materialism is bassdunderstanding the dialectics at work within sticture.

This concept of dialectics is presented as a seguehthesis, antithesis and synthesis wherebylicob&tween

the thesis and antithesis eventually leads to dhegis that incorporates elements of both the shesd
antithesis, but which later generates its own ojipos and thus begins another sequence (Johnston, 1986,
1997). Therefore, the dialectical resolution of ftiohis a productive synthesis of the conflictisbgments in a
definite situation (Peet, ibid). In the context lmiman society, Marx concur with Hegel's dialectiatt the
driving force in development is the conflict andhopition between elements.

In presenting his historical materialist analysisociety within a conceptual framework, Marx foedson the
dialectics otthe mode of productioas the resolution of the contradictory opposites it inherent in capitalism.
Scott (1991) note that Marx characterized humatohishy identifying four basic modes of productiamich
corresponds to the distinctive evolutionary stafjaumman society, viz: ancient (primitive communisrigudal,
capitalist and communist. Mode of production acegdo Marx is a historically specific complex abcsal
relations through which human societies collectiyiloduce their material means of existence (Buti®87). It
consists of two elements; thmaterial forces of productiorand therelations of production The former
comprises the physical means of production (lands material, machinery etc) and labour power, wiiike
latter defines the distribution of ownership ovee productive forces between different groups ass#s in the
society. That is, it addresses the conditions wittiich the productive forces are brought into afien.

Therefore, central to Marxism is the analysis @& thitical role of the economic structure of calstasociety
and the contradictions inherent in it which consgéis the determinants of human consciousness ang. ber
Marx, a capitalist system is characterized by aleéeay for capitalists to maximize the rate of pgrafy the
exploitatiorf or appropriation of the surplus value of labole, the part of the value created by labour in sxce

! Each synthesis becomes the next thesis and soitheo permanent resolution as each synthesisiosnwithin itself the
roots of its own destruction (Johnston, 1997). Mapplied the dialectical method to analyse thereaiittions inherent in
capitalism which arises as a consequence of thaatlon of labour power from its fruits and theuteant decline in the
capitalist’s rate of profit.

2 Social relations are conceived as relations betwssses centred on the extraction of surplusilatime or exploitation.
Societies are exploitative when uncompensatedssifpbour or its products are taken from the dipeatiucers, the
exploitation process being an arena of struggkedthminant using a combination of economic, palitand ideological
force, and the dominated resisting through ovednmmadike social organization, rebellion and hiddeans like reluctant
compliance (Peet, 1998:82).
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of the cost of labour. Capitalists aim to maximpefit while keeping the cost of labour as low asgble
through investment imlead labour— equipment, machinery and technological develogmehis difference
between the capitalist’s selling price and the afstabour is thesurplus valuewhich is the source of the
capitalist's profit. However, this arrangement s@@merates conflict or antagonism between labodrcapital
since the consumption of the proletariats (the warkclass) is constrained by their limited resoareéhich
reflect the increased disparity in capital concaiin within a class of the society. Hence, thedeto over-
production or under-consumption since the markehmises a substantial percentage of the workingscla
whose resources are constrained and thus a sulnségiie the capitalist’s rate of profit (Johnatal986).

Essentially, Marx’s theory of socio-economic chamgatre on the conflict between the material préigac
forces and the relations of production (Hodgso®120Therefore, this crisis or contradiction betwéee forces
of production and the relations of production irgrrin the capitalist system will necessitate adition to a
new mode of production. In other words, the proiductelations which initially encouraged the deyetent of
the productive forces soon creates an inter-clasgganism which eventually leads to a hindrancehgir
further development. Consequently, the contradistiovithin the capitalist system are circumvented iy
creation of new relations in production which s@mp$ the prevailing mode (Scott, 1991; Peet, 1998).

Another feature of human social life which Marxisims to uncover in the general laws of history l&ss
division of society which reflects the antagonisfrtte division. Social class, according to Scof91) is not
simply a passive category to which individuals assigned; rather it is the basis upon which théreent
consciousness of the individual, their interesdeas, aspirations and actions are shaped. LevB@8)Inotes
that Marxism conceptualizes class in terms of ghationship of individuals to the structure of owstep or paid
labour, i.e. classes are defined in relation tdr thesition in the production process. AccordingMarx (1976)
the defining characteristics of the relationshipw#en labour and capital can be understood by xp®itative
nature of the capitalist production system. In #egse, exploitation results from the power thatrtdations in
production bestow on one class at the expense eofother. Levine (1998) and Scott (1991) observé tha
‘exploitation’ has a specific meaning in Marxisbeomics and is derived from Marxist labour thecryalue.

Building upon Adam Smith and Ricardo’s theory ofuea Marx drew a distinction between thse valueand
exchange valuef a commodity and designated labour as use valoé,labour power (the actual commodity
transacted between the employer and employee)dmsege value. He argued that the labour power wihieh
capitalist purchases has both a market price anchderlying value which is theocially necessary labour time
for its (re)production However, labour has a unique ability to creattueain excess of its reproductive
requirements, which is referred to as surplus valdence, the appropriation of this surplus value thg
dominant class in the relations of production isatibed as exploitation and forms the root of baségjuality
and class struggle in capitalist society (Scot§1t Mandel, 2002; Derek, et al 2009).

Although many writers have recognized the signiftz of the works of Marx for economic theorizingtire
explanation of important macroeconomic phenomenzapitalist economies, such as the rate of prpétjodic
depressions, value of labour etc (Moseley, 19897 18lohun, 1994; Foley, 2000), Marxism has beeuoljest

of enormous criticisms. For instance, Veblen (189%hilst acknowledging the relevance of Marxist
materialistic interpretation of history in explaigi social development, argues from an evolutioragnomics
perspective that an explanation of the operativeef@t work is lacking in Marxism as there is nplaration of
the causal mechanism of how individual attitudesppses and behaviours are influenced by sociattsires or
institutions. He contends that Marxism lacks anqadée theory of human agency as it denies humanediisn
and effort at seeking a better adjustment but qoinedizes man as the creature of circumstances.

Similarly, Peet (1998) opines that Marxist struatism is an overly abstract, totalizing and deteistic
conception of human existence which does not pewad adequate consideration of the autonomy of huma
consciousness. Giddens (1981: 88) note that Mair\s of the superiority of production over othepasts of
social life is untenable. According to him, thetféltat material production is a necessary mearsusfaining
human existence does not imply that social orgéioizaf production is more fundamental to the erplion of
the persistence or transformation of societies @@y other institutional form. From a neoclassieabnomics
viewpoint, Samuelson (1971; 1992) a blunt criticMé#rx argues that Marxian theory of land rent aigl h
transformation problefris grossly misconceived and lacking in logical @@mce (see also Glick and Ehrbar,

1 Karl Marx’s transformation hypothesis relatestte transformation of the value of a commodity basethe socially
necessary labour time expended on its productmoling with his labour theory of value) into thengoetitive price of the
market place. The transformation problem is thélam of finding a general rule to transform theues of commodities
into Marxian prices of production, defined as qass profit at the average rate. Karl Marx gaveadthmetic illustration of
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1987). Blaug (1990) further argues that Marx’s tigedoes not provide definite predictions which do¥l as
logical deductions from the empirical premisesta theory. He maintains that most of Marx's cornchs do
not only follow logically from his premises, busalhave been contradicted by empirical evidence.

One distinct criticism of structuralist approachdaby extension Marxism is offered by Hodgson (1999)
According to him, structuralism fails to acknowledte role of a special type of social structues, institution
and its influence on agents’ action and intentiddedgson (2006) argues that institutions are the lof
structures that matter most in the social realnthay make up the substance of social life. Hodgaf94)
further notes that institutions unlike social stures do not only enable and constrain agentshiite and
action but can also condition and shape such iotehtind actions.

4. Institutionalism

An assessment of the history of economic thougleaks widespread attempts at incorporating issoesebing

on institutions within the economics discipline. eThmost apparent example is that of the American
institutionalist tradition of Veblen, Mitchell, Camons and Ayres. However, prior to that, institutivad been

an important element of political economy. Ruthetf(1994a) posits that institutional analyses afouss kinds
are evident in the earlier works of classical eenists such as Adam Smith and J. S. Mill; membershef
English, German and American historical schoolsmivers of the Austrian school such as Menger, vois&ve
and Hayek.

Nevertheless, Thorstein Veblen is arguably the géorof the field of knowledge that has come to bevin as
institutional economics. Langlois (1989) notes \éeld early methodological writings are perhaps riregor
source of the old institutional economics (OlEQtt@n. Prior to 1918, institutional economics waxt a distinct
school of economic thought, although Veblen’s wdrld attained popularity in America by that timegdson,
2004). However, the term, ‘institutional economiggs not brought to the public attention of therexoics
discipline until 1919 by Walton Hamilton in an Anean Economic Association conference paper (Rubhe;f
2001).

Thus, institutionalism became a significant elemiemdmerican economics and reached its peak inrteswar
period; it however suffered from decline and fragtaéion leading to its estrangement from the madash of
economics (Foster, 1991; Hodgson 2004). Fosted)(ibbtes that contrary to impressions gained inesom
historical accounts of economic thought, institnéibeconomics was indeed the principal and domisahbol

of economic thought during this period and was Widaught and exerted a strong influence on policy.
However, it was displaced and supplanted by thelagsical economics school following the Second I&/or
War by the latter’s resolute and vigourous aspiretifor economists to be regarded as scientistdlardthe
rejection of the normative priorities of the instibnal economics tradition in favour of the posgm of
mathematical logic represented in neoclassicism.

According to Hodgson (1998, 2004) OIE was relegaded to the profound methodological shift in social
science from an institutional economics approactt #mphasizes analytical description or explanasiod a
holistic and evolutionary view of the economy ivdar of a neoclassical approach that stresses matical
formalism, prediction and scientific generalizatmvout empirical regularities. Hence, Hodgson {ilniotes that
behaviorist psychology and positivist philosophgpdaced the instinct psychology and pragmatistogbjphy
upon which early institutionalism had been builonSequently, in comparison, institutionalism wagarded as
technically less rigorous and thereby inferior.

However, over the years, another strand of ingtitalism known as the new institutional economigts) has
developed, not via a re-emergence of traditionatitutionalism but mainly from within the neoclasali
economics tradition (Hodgson, 1989). Hence, NIEong some of the provisions of the neoclassicabschut
essentially differentiated from it on some vitatdhetical aspects. Rutherford (1989) observesNHatadopts a
purely individualistic approach in line with neosticism and one which emphasizes invisible-handga®
Hodgson (2004) also notes NIE places emphasis ersthvival of specific institutional forms becaubey
lower transaction costs relative to their altewegi According to Coase (1984: 230), the distingois feature
of the NIE School is its use of standard econoimémoty to analyze the working of institutions anditscover
the part they play in the operations of the econoiiityus, Nee (2005) points out that NIE has sought t
differentiate itself from OIE by adapting, rathkah rejecting, as did the latter, neoclassical econ theory.

the transformation process in volume IlI@épital (see Seton, 1957).
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Yet, the OIE tradition represents a rich, albeitedse and disparate school of economic thoughtiwhinerged
largely out of a critique of mainstream orthodoswamptions. The conventional view is that the twmgpal
publications that lent foundation to the OIE sche@re Veblen's The Theory of the Leisure Classind
Commons’ ‘A Sociological View of SovereigntySamuels, 1998). In the evaluation of institutim, OIE can

be broadly classified into a Veblen-Ayres and a @ums branch. While both Ayres and Commons derived
much of their inspiration from John Dewey, Ayresplgd these ideas to a Veblenian tradition whereas
Commons developed a rather diverse conceptualizafithese ideas in relation to his personal idet&lgson,
2004). Veblen’s writings borders on issues suclcastalism, imperialism, foreign policy, businesgle,
economic growth and development and, evolutionaepity (Hodgson, 2004).

On the other hand, Commons’ interest on issueshbaters on law and organizations, labour, impaeaof
property rights, the system of courts, the evotlutad common law and the determination of statute ia
comparison to the other major writers in the Amemiénstitutionalist tradition is unrivaled (Rutherd, 1994a;
Hodgson, 2004). Commons, like other institutiontalisras concerned about orthodox economics failare t
incorporate institutions into its theory and atitied this failure to the latter’'s presumption ofrhany of interest
on the part of individuals instead of conflict mitérest which follows necessarily from the pervasass of
scarcity. He argues that orthodox theory fails tod out the need for institutionalized rules tonswain
individual behaviour, create order, certainty aadusity of expectation.

Commons (1893) emphasized the importance of law @nogerty rights in affecting both production and
distribution and explicitly challenged the tendersmpong orthodox economists to take the laws ofapeiv
property for granted with an assumption that they faced and immutable. He argues that propertysiane
changeable and its evolution is often an outcommmg-term historical processes (Chase, 1986). urie of
analysis in Commons’ writing is thgansaction which according to him is the ultimate unit ofoaomic
activity (Commons, 1931). According to Rutherfo®83, 1994b), Commons’ ideas are built around tmch
concepts of transactions, working rules and goimgcerns with his idea of transaction focusing aatarious
legal relationships arising in economic transaciodence, from Commons works on transactions, ptgppe
rights and organizations, writers have argued theeeclose links with the NIE School and even satggkthat
Williamsons’ (1975, 1985, 1990) idea of transactimwsts and economics of organization developed from
Common’s ideas on transaction as the major unécoihomic analysis (see Rutherford, 1994a; Dugdii3.1
1996 and Williamson, 1996: 152).

A basic strength of the OIE School which may notbaetested is that it provides the foundation fighlighting
the importance of institutions in human interactaomd as key elements of any economy. As Hodgso®4{20
argues, OIE emphasizes the importance of instituticeconomic life and attempts to understand tfae and
their evolution. Thus, a common theme in the Olglition is the concept of the institutionalized iindual.
This notion is projected by the idea that the ifdiral is not given but is reconstituted by theitnson. In other
words, individuals are affected by their instituid@b and cultural situations and the former do mmipsy create
institutions intentionally or unintentionally, bate rather born into existing institutions and itasibns in turn
influence the motivations and preferences of thitvidual. Hence institutions in the context of B¢ School
are a social structure which shapes the very maéer, purpose, behaviour and disposition of thévithaial.
This view has been described by Hodgson (2003, 2&®4reconstitutive downward causation”.

Thus, institution is the centrepiece of analysigshe OIE thesis. However, it is difficult to aseila precise
definition to institution in the OIE thesis partlady due to the quite dramatic differences betweke
methodologies and theoretical directions of itsniers (Rutherford, 2000). Notwithstanding, Hodg£2®06)
defines institutions as the systems of establigtmeprevalent social rules that structure soctafractions.

In providing the causal and evolutionary explamafior how individual disposition conform to socrales and
are reconstituted by the institution, Veblen (19f¥&de recourse to the psychology of human motinatitd the
social mechanism of the creation and reproductibmotes. This argument is based on the instinctthab
psychology of human. Instincts, according to Hoaigé2004) are inherited behavioural dispositiong thilaen
triggered give rise to reflexes, urges or emotiwhgch are directed to some objective end, whileitsadre the
means by which the pursuit of these ends coulddagptad in particular circumstances.

The habit-driven capacity to reflect and reasonnuparticular situations gives rise to new behasaamd new
habits. In turn, the capacity to form new habitdedi by both instincts and reason falls into coneaat lines,
acquires the consistency of custom and prescripiwh hence takes up an institutional characterfand.

Institutional adaptation and behavioural normsthen stored in individual habits and passed orutzeeding
generations by education, imitation or socializatidlence, habits or habits of thought are essetatiabgnition
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and provides the mechanism through which individaral able to perceive and understand the worldatswa
mechanism through which institutional norms andvemions are pressed upon the individual (Hodgoiah).

Thus, a major thesis in the OIE tradition is metilodical collectivism or holism, i.e. the explarmati of
individual behaviour, action or intention in termsocial, structural or institutional phenomenéaeiiefore, in
contrast to the NIE emphasis on methodologicalviddialism, the OIE is replete with arguments intiiog
social forces or phenomena that are not a consequehindividualistic behaviour or that are not quiately
linked to mechanisms involving individual decisimaking (Rutherford, ibid). As Langlois (1989) camis, the
OIE view of methodological holism is establishednfr the observation that individuals do not liveisalation
but are influenced by the society in which thegliv

However, the OIE School does not embody a singidl-aefined body of thought or programme of reshamd
has witnessed enormous criticisms. A widespreadpaochinent criticism especially from within the NiEamp

is the former’'s lack of theory and overly descriptimethodology. According to Coase (1984) OIE i$ no
theoretical but anti-theoretical. Coase’s (ibidOR8ismissive criticism of the OIE tradition is iactlated in his
statement:

“Without a theory, they had nothing to pass on @x@mass of descriptive material waiting for aghg
or a fire”.

Coase (ibid) reiterates that the distinguishinguea of the NIE School is that they do not only alpabout
institutions but also employ standard economic theto analyze the working of these institutions anod
discover their influence on the operations of teenemy. Similarly, Williamson (1998a) maintains tthiae
difference between the older style institutionaliand the NIE School is that while the former wasteat with
critique of orthodoxy and simple description, ta&dr affirms that institutions are susceptibleabalysis. This
emphasis on description and failure to advances#ipe research agenda, he observed, led to ttepsel of the
OIE School.

Rutherford (2000) points out that OIE often appéacsherent, and a little more than a set of irttlrail research
programmes with nothing in common other than a tijpieiag of more orthodox theory and method and a
dissent from the latter. Thus, while the importan€énstitution in human interaction is not conient as well

as the lofty position of the OIE School in furnisgiour knowledge of the significance of instituticghe OIE
School does not provide any concise and corroh@ atiethodological or analytical approach for theeital
assessment of its research agenda.

5. Conclusion

In the history of the development of modern ecomorttiought, three key schools are identifiable —
neoclassicism, structuralism with its prominent kst variant and, institutionalism. These tradiSoof
economic thought are also closely related to the lfwoad philosophical approaches to economic thegrthat
are often employed within the social science anthdmities, that is, empiricism, positivism, humaniamd
structuralism.

Without doubt, neoclassical economics represemtsrtbst dominant of these key schools of econonuiaght.
Neoclassical economics is strongly grounded ontipadi philosophy and places emphasis on empirical
evidence, objective, descriptive and scientific meblogical approach to solving a variety of preatiand
theoretical problems. This methodological appro&chncapsulated in the neoclassicist hypothetichictive
mode of enquiry which comprises a logical structafearguments whereby statements about a phenomenon
whose explanation is sought is deduced by dedutdiyie from a combination of a minimum of one unisa

law and a statement of relevant initial or boundaogditions (Hempel and Oppenheim, 1948).

However, criticisms of the neoclassical economidsosl’'s overdependence on formalism and mathentatica
modelling in part led to the rebirth, developmendl @urvival of rival and distinct schools of econoithought.
One of such schools — Marxism, credited to the restte 19" century writings of Karl Marx, is a socio-
economic and socio-political view that borders omaterialistic conception of history. It is founded four
distinct and notable themes, that is, historicatemalism, the mode of production, the theory @fssl or class
conflict and the labour theory of value (Scott, 199

Marxism is a structuralist approach to economicottzing which presents observed phenomena as
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representations of underlying social structures sghbase lies in the material conditions of existeand
wherein the future is fashioned by past events ralaog to specific laws of evolution (Johnston, 1R8@arx
drew substantial inspiration from Hegel (1770-183a})l applied the latter’s principle of dialecticstudy the
mode of productiorand understand the conflicting elements at workh@ thesis, antithesis and eventual
synthesis of the structure of capitalism.

Essentially, Marxism focuses on the conflict betw#®e material forces of production particulddpour power
and the distribution of ownership over the prodeetiorces between different classes in the socitgrefore,
central to Marxism is the analysis of the criticale of the economic structure of capitalist sociahd the
contradictions inherent in it which constitutes tteterminants of human consciousness and beingetdawa
distinct criticism of Marxism is the failure to agieately incorporate the role of institutions — &gl type of
social structure in its analysis.

Institutionalism or OIE represents a rich, albéiedse and disparate school of economic thoughthveimerged
largely out of a critique of mainstream orthodoswasaptions. It refers to the tradition of economitssely
associated with Thorstein Veblen, John R. Commbvssley Mitchell, and Clarence Ayres. While the OIE
School does not embody a single, well-defined bofdthought or programme of research, a major idethé
OIE tradition is methodological collectivism or lwh. That is, the explanation of individual behawijoaction
or intention in terms of social, structural or ingional phenomena (Rutherford, 1994). Langloi883) notes
the OIE view of methodological holism is establdhieom the observation that individuals do not live
isolation but are influenced by the society in whibey live. Essentially, the School emphasizedyéinal
description or explanation of economic phenomena takes a holistic and evolutionary view of economi
issues (Rutherford, 2000, 2001; Hodgson, 2004a)lé/Vha basic strength of the OIE School is thaird@vides
the groundwork for highlighting the importance ostitutions in human interaction and exchangeufailto
advance a concise theoretical agenda and overtyigttée methodology are its major drawback. Thuser the
years, a younger school of institutionalism, ttgtthe NIE School has emerged from within the ressital
economics tradition largely out of a critique oéththeoretical approach of the OIE School. In @sttto the
latter, NIE employs standard economic theory tdyemeathe working of institutions and to discovee thart they
play in the operations of the economy.

Each of these schools of thought has their pagicpiovisions, assumptions, philosophical undeiipgs and
limitations. Nevertheless, these traditions of enit thought have collectively enriched the styohgdiction,
analysis, explanation and scientific generalizafbout empirical regularities and economic phenangvhile
each one may be more suitably applied in differemitexts or particular circumstance, it is argubdlt t
approaches that emphasize social structures anmgpastant as those that stress their economic atprits in the
study of human interaction and exchange. Thabisafholistic study and analysis of economic pheswan the
spatial, temporal and sectoral variations in humaeraction and exchange dictates that approachats t
emphasizes social character to the exclusion oftb@omic or vice versa might not be appropriate.
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