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ECONOMICSAND THE THEORY OF HUMAN BEHAVIOUR

Abstract

Economics purports to be a science of human behaviour, and yet it falls well short
of this aim, probably because of the anthropological assumptions on which it is based,
which are too simplistic and restrictive. Nevertheless, the tendency of the main currents in
economic science is currently forcing the broadening of these assumptions, although in a
slow and disordered process, with many upsets, restrictions and setbacks along the way —all
because of the lack of an adequate research programme. In this paper, we shall discuss
various attempts to broaden the assumptions on which economic science is based and
propose the general lines for the revision of these assumptions. We shall place particular
emphasis on the definition of the anthropological (and sociological) hypotheses that sustain
the development of economics, as well as on the link between the theory of (economic)
allocation and a more wide-ranging theory of human behaviour.



ECONOMICSAND THE THEORY OF HUMAN BEHAVIOUR

Introduction (1)

When von Mises (1949) called his treatise on economics Human Action, he was
setting high targets for our science. In any case, our profession had aready taken up the
challenge, since it had been trying to formulate just such a theory for a long time. By this
stage we can safely say that our attempt has been only partially successful or, at the very
least, that the representation of human behaviour offered by the main schools has more in
common with a caricature than with an explanation of the real world (2).

It is logical, over time, that there should have been a proliferation of attempts to
correct, wholly or partialy, the dominant paradigm. It has to be said, however, that we
economists are better at criticising than at constructing a new economics, which is afar from
easy task. To begin with, it requires considerable knowledge of the traditional formulation of
economics; one has to have explored its possibilities at length and, at same time, be well
aware of its limitations and, above al, know the causes of these limitations. In addition, it
requires a broad sweep of knowledge beyond the frontiers of our subject. This will clear the
way for new ideas, which will be reflected in an examination of the foundations, and the use
of analogy and comparison (Mclntyre 1990).

Nor should one neglect the importance of maintaining a critical attitude towards
traditional economics. Indeed, the accumulation of evidence regarding the shortcomings of the
prevailing, received wisdom and the creation of an atmosphere of crisis which favours new
ideas have made it possible to detect specific circumstances in which the standard science is of
no use, to discover cracks in the edifice and, even more importantly, to spot weaknesses in its
premises. For al that, we should not underestimate the profession’s capacity to resist any
change in the paradigm. Any such change is likely to have to come about through ascientific
revolution (Kuhn 1970), i.e. by changing the questions —the relevant problems— and the
method of inquiry, while at the same time expanding and/or correcting the foundations.

The questions are changing already, although this is not always apparent. For instance,
the unemployed who so troubled Keynes sixty years ago and who embodied the surplus of
supply over demand for work were the same kind of people as those who now queue up to
receive unemployment benefit in many countries of the European Union. Nowadays, however,
the problem is different. Thisis not just because of the numbers involved, or the length of time,
or the difficulties in achieving any improvement. It is different above all because the solutions
offered by economics in recent years appear merely to have succeeded in making the problem
worse. Conventional theory has had perverse effects (Llano 1988) because it believed that the
explanation for certain phenomena was scientifically closed, when in fact it was open.



In spite of this, many economists would argue that the questions have not changed.
They would claim that events have become more complex (or that we are now in a position
to examine them in greater depth and pay more attention to detail) and that, in spite of
everything, economics is perfectly capable of dealing with them. No doubt this is true, at
least in the early stages. However, events such as interdependence, learning processes,
feedback, review of preferences and other, similar questions that contribute to this new
complexity end up demanding a broader framework and a new theory (which may take
decades to appear). Thisis the change which | believe to be in gestation.

| am not trying to say that traditional economics is mistaken. In fact, | believe it to
have been right on many occasions. Let us consider the example of inflation: nowadays, there
IS a consensus about its causes, which was not the case thirty years ago (3), although this
does not imply unanimity (4), nor, of course, does it mean that the diagnosis is correct. In any
event, this consensus about the immediate causes —growth in the money supply— has switched
our attention to a higher level: that of the social and political processes which explain the
creation of money. Such an extension is legitimate. Furthermore, traditional economics has
provided the instruments to enable us to tackle the new questions, thereby extending the
classical analysis of individual preferences to governments, politicians and civil servants.

Nevertheless, we economists are on unfamiliar ground when we start to analyse
political preferences. Undoubtedly, it is difficult to believe that a politician, on being invested
with authority, dramatically alters his procedure for rating his preferences by ceasing to
compare the potential consumption of apples and oranges (which is how our elementary
textbooks formulate the decision-making problem) and starting to think in terms of social
welfare, of combinations of levels of inflation and unemployment (against which he enjoys a
fair amount of protection), or of guns versus butter (which do not feature in his consumption
function). How do these political choices get to figure among his preferences? Is it only by
means of income effects and the substitution of his consumption of apples and oranges? We
need to know more about how our politician decides his preferences. And the same applies to
the average citizen, for he or she, too, may be concerned about the macroeconomic
consequences of substituting butter for guns, or inflation for unemployment, in which case
we ought perhaps to review what traditional theory says about the way individual consumers
determine their preferences.

Note how, once traditional theory had enabled us, with a fair degree of confidence,
to posit monetary causes as the reason for continuous and sustained increases in prices, we
could then pose a more advanced question: why do governments engage in expansive
monetary policies if they know that it will lead to higher inflation? Once again, traditional
theory can provide answers, although to do so it will have to clarify its assumptions. Here, we
are treading on less firm ground. It is one thing to explain how the reaction of thousands of
rational individuals to an increase in the supply of money leads to rising prices, but it is
altogether another matter to explain why the Executive Council of the Bundesbank |owered
its official discount rate by half a point on December 14, 1995. Do we have a sufficiently
precise theory of (economic) decision-making to be able to respond to such a question?

Up to now, our answer was affirmative on the basis of the autonomy of economics.
But, can we go on thinking like this? Plato and Aristotle, those excellent observers of human
nature, explained the behaviour of the rulers of the Greek city states in terms that do not
coincide with those used by the theoreticians of “the political economy of economic policy”.
Were the philosophers so very wrong? We theoretical economists can explain a great ded
with considerable precision, but then so can the philosophers (and the sociologists, and the
educationalists, and the political scientists...). Can we learn anything from them? In short,



where does the autonomy of economics begin and where does it end? What are the advantages
(and disadvantages) of adopting an interdisciplinary approach that links the economists
insights with those of the other social sciences? Indeed, is such a link necessary? Does the
broadening of the basic assumptions of economics lead us to posit the existence of such alink?

In the next few pages | shall endeavour to outline the scope of work for broadening
(or renewing, or replacing) the prevailing conventional paradigm. | shall try and do thisin the
least traumatic way possible. Nevertheless, although it is likely that the change will end up
being a scientific revolution, | think it important that we start our task by recognising the
achievements of traditional economic science. This will enable us to locate its weaknesses in
order to overcome them. | shall begin by explaining what | believe a general theory of human
behaviour should consist of. | shall then consider the two fronts (which, in reality, are just
one) on which one can consider developing a plan for revising the basic assumptions, i.e. that
of the underlying anthropogical conception of man, and that of the theory of human
behaviour. This will be followed by a discussion of their application to organisational
theories, institutions, and economic systems, before concluding.

The theory of human behaviour

The central thesis of this paper is that economics should renew its calling to be a theory
of human behaviour. Or rather, we need a general theory of human behaviour, and economicsis
in a position to provide us with an excellent (though incomplete) base for this purpose. For,
although it has not managed to become a complete science of human behaviour, it has
developed a (partial) theory of behaviour in relation to economic or alocatory processes (5).

A general theory of human behaviour ought to be able to respond to the following
types of question: Why do people act? What do they seek with their actions? What are the
motives that move them to act? How do they choose the ends of their actions? How do they
establish these ends? What criteria do they use to determine the means? How do they know
what ends they have available? How do they design the specific courses of action that will
enable them to achieve those ends with the means they have available? What factors
determine the development of human actions in time? Is there a hierarchy of actions that
leads to some being subordinated to others? Or, at the very least, is there a degree of
coordination between different actions? What effect does this hierarchy or coordination have
on the preparation of action plans? How can one relate the action plans of different agents?
Are there any mechanisms that ensure or facilitate compatibility between the plans of
different agents? What effect do interpersonal relations have on the preparation of individual
plans? What (individual or social) learning processes are involved in the preparation and
execution of action plans? What effect does this learning have on the ends, the means, the
preparation and execution of the action plans, interpersonal relations and future learning? Is
such learning always positive, in the sense of working to ensure the satisfaction of the
individual’s future needs, or can it have a negative effect? What consequences does negative
learning have for future processes? Can one talk of equilibrium, stability and convergence
processes (6), either in an individual or in asocia context? In what sense?

All these questions are important, although only a few can be answered by traditional
economic science, i.e. by the theory of human behaviour in economic or allocatory processes
This theory has the following characteristics.

1) Thereisadefinition of the decision-maker (consumer, producer, worker, etc).



2) The action is identified in terms of certain alternative objectives or ends and
scarce means within a given framework or set of circumstances.

3) The process is characterised as economic when it involves a choice between
scarce means in order to attain alternative ends, according to the principle of
optimisation or economic efficiency (achieving the best result with the minimum
means).

4) Theindividua’s choice is manifested in action plans.
5) Individual action plans are coordinated via the market (or some other institution).

By analysing these various points, we will be able to identify the significant
elementsin the traditional structure of economics, together with the lines that should guide its
improvement. This shall be our task over the next few sections.

The agent: anthropological foundations

We would al like to start our analysis of human behaviour by describing the character
of the real men and women who are responsible for this behaviour. However, the theory of
human behaviour would be unworkable without some sort of prior selection and simplification.
That is why al theories begin by abstracting, or simplifying, the real traits or characters of
people and selecting only those that are most relevant to their goals.

In the case of traditional economics, these character types might be: evaluator,
resourceful, and optimiser (Brunner and Meckling 1977) (7), compared with a sociological
view of man that considers him to be determined by socia processes and réles. To say that
the economic agent is an evaluator means that he “is not indifferent”, that he “cares about the
world around him”, that he “differentiates, sorts and orders states of the world, and in this
ordering, reduces al entities encountered to a commensurable dimension” (pp 71-72).

“Resourceful” implies that the agent is capable of making use of external and internal
resources (his or her potential and capacities); that he is capable of developing them and
putting them to use for the purpose of achieving his ends. This quality “emerges whenever
man is confronted with new and unfamiliar opportunities, or when man searches for ways to
modify the constraints and opportunities. Coping, groping and learning all express man’s
resourcefulness and form an essential aspect of his systematic behavior” (p. 72).

Finally, there is the maximising element: the agent “recognises that all resources are
limited, including his own time” and “attempts to achieve the best position he can, under the
constraints facing him” (p. 72). That is, economic man —in fact, any economic agent—
systematically applies the economic principle, the principle of optimisation, in that he seeks
to obtain the best possible results with the available resources (or, alternatively, to consume
the least possible resources in fulfilling a predefined target) (8).

The characters we have chosen here are not representative of any particular school (9).
Nor can they merely be applied to the set of prevailing economic theories, not even to those of
the “mainstream” (10). Our point is smply that when we attribute these (or any other)
characteristics to the economic decision-maker, we are effectively accepting a particular
anthropological framework. This framework influences the whole of the rest of our anaysis.



The choice of the terms in which we define the agent is not a scientifically neutra act, as it
implies a particular concept of the person, i.e. it involves a selection of character traits that
affects the rest of the analysis.

In any case, the anthropological characteristics mentioned above do not help us to
discover how the individual forms hissher preferences, i.e. how he/she chooses between
different ends. Traditional theory solves this problem by appealing to the satisfaction of
certain needs, which are assumed to be known to the individual. A theory of action (whether
general or economic) that fails to explain the choice of endsisonly valid if those ends remain
unchanged as a result of the agent’s decision-making process, i.e. if the ends are affected
neither by the learning that takes place as a result of the choice (and the execution of the
choice) (11), nor by the acquisition of capacities and techniques, nor by the information
obtained regarding the viability of the proposed action plan, nor by the reaction of other
individuals to this plan, and so on. Of course, all of thisis most improbable.

Besides considering the extent of the agent’s knowledge of his own needs and the
chances of fulfilling them, the study of the choice of ends should also consider the agent’s set
of values, i.e. how he decides which needs (his own and other people’s) should be satisfied
and what restrictions he wishes to place on the means he proposes to use; in short, the ethical
dimension of his decisions. The traditional economist usually assumes that these restrictions
are included in the agent’s preferences and are therefore given. However, this is not correct.
Ethical learning is far more important for the agent than learning for knowledge or for
abilities, because it has a bearing on hisfinal goal; accordingly, each and every one of his acts
contributes in one way or another to that moral learning, which goes on changing his
assessment of the ends he should or should not pursue and the means he may or may not, or
should or should not, use.

Accordingly, the assumption of unchanging preferences is unacceptable except in
the simplest cases. In order to explain how these preferences are established (how the ends
are chosen), we need atheory that is linked not just to the satisfaction of needs but also to the
process of acquisition of knowledge, abilities, values and attitudes. This processis not merely
individual: it also has a social dimension, as it is both inter-personal and social (12).

We assumed earlier that economics had progressed by expanding its assumptions so
that it could make predictions that were increasingly penetrating and that held true in ever wider
circumstances. In this way, the theory gained in depth and in extension, athough at the cost of
displaying some inconsistencies. These were rectified by revising and purifying the assumptions.
This approach has now been tried without the specific backing of an anthropology, resorting
instead to a procedure based on tria and error. Our suggestion is that more work should be done
to base economic theory on clear anthropological concepts Such concepts would indicate the
aspects of the person that are relevant to economics, and how they relate to one another (13).

There are quite a few different anthropologies available (including that of homo
oeconomicus). And as one might expect, some are more valid and useful than others. How do
we choose the most appropriate anthropology for our purpose? We should make our choice
only after we have studied human action.

Human action and economic action

There is no such thing as a type of behaviour which, because of its content, deserves
to be described as “economic behaviour ” (because it has to do with the production and



distribution of goods and services, or with money and wealth, or with the welfare of nations,
etc.). The adjective “economic” is better applied to any action that involves an allocatory
process (i.e., allocating scarce means to satisfy aternative ends. Robbins 1935).

Whatever the ends may be (the satisfaction of needs, the acquisition of knowledge,
power, prestige, pleasure, happiness) and the means used to achieve them (money, material
goods, services, time, prestige, knowledge, influence, threats, promises), they are not material
to the allocatory (economic) character of the act so long as the ruling criterion is that of
efficiency or optimisation. Thus, allocatory economic processes tend to be broad and diverse
and are present in many human actions.

For our purposes, we shall assume that the individual isfaced with a potentidly infinite
number of possible objectives or ends, whether material or non-material, real or imaginary. He
will invariably seek to impose a subjective order upon these ends by establishing a scale of
priorities and trade-offs among them. Thiswill be true both for the overall objectives and for the
intermediate objectives, which are means to achieving the former. We have aready remarked
that economic science does not tell us what these ends are, nor where they come from, nor how
the individual can recognise them. Nor doesit say whether there is any method for reviewing the
endsin the light of the experience gained from the planning and execution of specific courses of
action. Instead, it assumes that the ends exist, that they are given, and that the individual knows
exactly what they are (14). Similarly, the means can vary considerably; they can be material or
non-material, present or future, certain or possible —all that mattersisthat the individual consider
them appropriate for achieving his’/her ends and that they be scarce (for him/her).

All of thisimplies that a theory of economic behaviour is not, and never can be, a
theory of human behaviour in general. This is so because the first thing that any theory of
human behaviour should do is specify the ends of any given action and the changes it brings
about. This ought not suprise us, for, as we have aready pointed out, an economic act is only
one type of human act: one that allocates scarce means among alternative ends (although this
has not prevented people from trying to view the economic theory of human action as a
genuine anthropology).

| would suggest that there ought to be a general theory of human behaviour, with the
economic aspects being one particular manifestation. However, economic science does not
usually recognise any such general theory because it considers economic actions to be
autonomous: whatever explanation is offered for human behaviour in general, so long as an
action is economic (i.e. involves a process of allocating scarce means among alternative
ends), it can follow its own logic, which will be derived from the laws of economics,
independently of the general laws of human behaviour.

However, this assumption is ill-founded. What the allocatory nature of an action
says about that action isthat it fulfils a condition of efficiency: the chosen end (or set of ends,
duly ranked) shal be attained with the minimum possible use of means (also given) and
within a stable set of circumstances (ceteris paribus). Under these conditions, traditional
economic science assumes that the agent formulates a plan of action that links the means to
the ends and proposes a number of actions, to be carried out over time, that lead to a certain
outcome (15). This outcome is assumed to coincide with the planned outcome, which means
that no new, relevant information can emerge regarding the desirability, hierarchy,
compatibility, etc. of the ends, the availability and ability of the ends to fulfil the needs, the
circumstances, or the agent himself. And should the process affect other agents, there are
means (such as markets) that assure the mutual compatibility of their actions (16). In the last
analysis, the course of action turns out exactly as planned.



This description coincides, more or less, with that offered by our textbooks. But
economics is not like that, or at least should not be like that. We know that reality is far
removed from thisideal world and have therefore introduced certain “realistic’ elementsinto
our assumptions. markets are not aways up to date with the latest information, prices are
relatively rigid, there is a lack of information (and acquiring it is bothersome as well as
expensive), some plans do not succeed, effective demand does not always match notional
demand, there are market failures, etc. Nonetheless, we usually retain the essential elements
of our earlier formulation, denying the existence of learning or feedback processes in relation
to the ends, the means and the mechanisms for coordinating actions that affect various agents.
Basically, we do not know how to introduce these complicating factors into our model
without undermining the paradigm that we have constructed.

Aswe said earlier, the problem would disappear if we had a general theory of human
behaviour (17) that could explain that economic actions (i.e. those with an allocatory content)
are part of, and derive their meaning from, broader human actions (of which the allocatory
element will be merely one aspect). This general theory should identify the agent’s motives:
some will be aimed at obtaining a response from the environment in which the action takes
place (extrinsic motivation); others will be geared to obtaining results within the individual
(intrinsic motivation); while others are intended to produce results in other people
(transcendental motivation). On the basis of this understanding of motives, the ends would
cease to be known data subject to unidimensional maximisation. We would need to explain the
process of preference formation (Morse 1993, 1995a, 1995b) and integrate the acquisition of
knowledge (data about the agent and the environment, expectations, etc.) with the acquisition
of abilities (and, accordingly, with changes in the ends and in the use of the means), attitudes
and values (and, therefore, ends) in a homogeneous and coherent process. Motivational
learning thus ends up changing not just the results of the action plans but also the very
composition of these plans, and even their basic elements. the ends, the means, and the
processes of interpersonal coordination.

This is not the place to elaborate a genera theory of human behaviour; our
proposition here is that economics should be developed on the basis of such a theory.
Needless to say, this would remove some of the (supposed) autonomy of economics, but it
would place economics on a genuinely autonomous foundation; and to the extent that it was
founded on assumptions that were genuinely realistic (18) in respect of human behaviour,
economics could become much more fruitful. In the last analysis, this is the true meaning of
the economic or allocatory process: to put into operation, and to obtain, all the potential to be
derived from the principle of optimisation that drives the relationship between means and
ends and that lies at the basis of the whole theoretical construction of economic science (19),
although subordinated to the principles of human action in general.

Organisations, institutions and the economic system

So far, we have not discussed the framework, environment or context in which the
agent takes his decisions. This environment comprises the physical, human, social, historical,
cultural and institutional elements that economic theory takes as given. Thisis not to say that
the environment does not change, but rather that such changes as do occur have no bearing
on the relationship between means and ends in the action plans that have been put into effect.

It seems fairly obvious that this assumption is unreadlistic, even though there are
reasons for defending it in practice. On the one hand, an economic action can have many



effects on the circumstances of the decision, and a priori we have no way of knowing in
advance which of these effects will be relevant in terms of the feedback effect they may have
on the agent and his system of ends and means. On the other hand, it would be reasonable to
assume that the circumstances do not play an active role in the decision-making process and
that we can therefore leave the question of coping with this supposition until later.

Nevertheless, it seems to us that treating the circumstances as given is largely a
consequence of the type of process studied by traditional economics (at least that of a neo-
classical hue), i.e. mechanical processes of ultra-stable equilibrium (Pérez-Lépez 1993), in
which the agents are mechanisms that react in predetermined ways to any changes in
resources or relative prices (20). In this sense, a more broadly based anthropology (i.e. a
more generalised theory of human action) would allow us to record other types of individual
response to changes in the circumstances. This ought not make our analysis more complex,
however, given that the changes would most likely be introduced by way of the theory of
motivation, information and learning outlined above.

When the actions of one agent have an effect on other agents, some sort of
interpersonal co-ordination mechanismwill be required if their independently formulated plans
are to be made compatible. The market is the obvious answer to this need, athough there are
other options, such as the firm (organisations in general) and institutions (which include the
network of laws, rules, social standards, mores, etc. geared to solving this problem).

In recent years, economics has made considerable progress in developing a theory of
the firm (or organisation). Reasonably enough, it has nearly always done so by starting from
its basic assumptions, in line with conventional wisdom. For example, Coase (1937) did not
need to extend the anthropological hypotheses. Instead, he ssmply introduced into his analysis
the transactional costs, which had received insufficient attention up to that point (of course,
this could also be seen as a change in the anthropology underlying neoclassical economics).
However, the limitations imposed by anthropol ogical assumptions are displayed more acutely
in the business and institutional world (Argandoiia 1994a).

Changes in the assumptions underlying the theory of the organisation have affected the
basic assumptions of our science (21). If economics has failed to progress, it is because it has a
weak anthropological base and is not founded on a general theory of human behaviour (22). For
all that, it behoves us to keep up with developments in the field of economics, as well asin
manageria science, in order to find ways of moving forward in these areas (Pérez-L 6pez 1993).

Aswe have already indicated, besides the market and the firm, there are other means
of interpersonal —or social— coordination of behaviour: institutions, rules and norms. These
are the product of human —though not always premeditated— behaviour, and serve to save on
information and transaction costs, coordinate actions and give security in socia behaviour
(Argandofia 1996a). Institutional economics (23) has advanced considerably in recent years
and has produced a number of interesting ideas that may help overcome the narrow focus of
traditional economics. Its contribution has included more realistic assumptions (regarding the
environment and the mechanisms of interpersonal relations) and new thrusts.

By this stage, it would not be surprising if the reader had become somewhat
confused by this review of the various branches of economic science. Where is this leading
us? Remember that earlier we claimed that there is a need for a general theory of human
action on which to base an (economic) theory of action in the context of the allocatory
process. Obviously, any such theory should begin with conducts that are strictly individual
(Robinson Crusoe type), but should immediately open out into a theory of human action in



society. Thiswill form the basis for the branch of economics that we have called the theory of
organisations (or theory of the firm). Once we move beyond the strictly personal context, our
theory of human action in society should link up with sociology or atheory of society. Itsfirst
building block will be the minor organisations (the family, the firm, etc.), but it will then
open out to embrace institutions, markets (as mentioned earlier), local, regiona and national
organisations, and eventually the whole of human society.

Unfortunately, we do not possess a genera theory of society equivalent to the
general theory of human action referred to earlier, and of which an economic theory of
society (markets, institutions, political economy, regional and international economics, etc.)
would be but a part (24). Nevertheless, we need to continue working in this context without
the benefit of such a general theory, which, on the other hand, could benefit from the (partial)
insights of an economic theory of markets, institutions, etc.

In this context, the study of economic systems deserves to play aleading réle in any
revision of the foundations of economic science, for it is here that economics manifests its
rationality and legitimacy (25). In fact, the elements that go to make up an economic system
are similar to those we have already discussed: agents and their behaviour, the (physical,
geographical, historical, biological, cultural, legal, political, etc.) environment or context
(26), the institutions, the rules, the socia standards, the laws and the organisations (including
firms and organisations and markets), etc.

However, our knowledge of an economic system remains incomplete so long as we
are unable to say what system of ideas, concepts and values define that society. This should
include society’s knowledge (both explicit and implicit, popular and scientific, true and false,
certain and indeterminate) about man, life, society, the economy, institutions, sciences, etc. It
should also cover society’s values, i.e. the things on which society places value (not just
economic value, of course), that is to say, the things that society considers good and just,
what should and should not be done; in short, the things that society believes can be done
(including in the economic sphere) (27) and should be done. As indicated earlier, what can be
done belongs to the realm of ideas, whereas what should be done belongs to the realm of
ethics —which here we understand not so much as a system of standards imposed “from
outside” but rather as the “operating rules” for man and society, which are derived from his
own anthropology (and sociology, as we explained earlier).

This comprehensive vision of the economic system does not amount to a different
approach to the re-founding of economics. An economic system is ssimply a part of the
society in which we live (or, indeed, a facet of that society, to the extent that it is related to
the alocation of resources). A society functions according to the concepts and values of its
members and agents. These concepts and values are derived from the social theory and, in the
last analysis, the anthropology of society’s members. The economic system finds its meaning
in society and society guides it towards the welfare of its members (at least so far as the
allocation is concerned). For this reason, by arguing in favour of an anthropology (atheory of
human action) and a theory of society, we are redly laying the foundations for the
development of the theory of the allocatory processes (economic theory), first on an
individual level and then in the context of society as a whole. Indeed, when we define the
ideas and values of a society, we are laying the foundations for what its individual members
know and want, i.e. the set of knowledge and motives that is at the root of human (and
economic) action, first in an individual setting, then in an organisational context, and finally
in the whole of society.
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Conclusions

Science does not advance in a straight line. It is subject to ebbs and flows (scientific
revolutions). Although one does not sense an atmosphere of deep crisis in the field of
economics, there is ample evidence that we need to revise the existing paradigm, which is
shared by many schools and is corrected and counterbalanced, in one way or another, by each
of them.

In the course of this paper, we have put forward some ideas about the way this process
of revising the foundations of economic science will develop. The broadening of the
anthropological assumptions (which are not always explicit), which is characteristic of
scientific progress, will give rise to problems of coherence. This will force us to continually
revise and clarify our initial hypotheses. Thanks largely to this preliminary work, we are now
in a position to undertake an overall evaluation of the anthropological understanding on which
we base our discipline. An examination of the motives for our actions and the process of
acquiring knowledge, techniques, attitudes and values (motivational and ethical learning) in the
context of a general theory of human action would appear to us to be a suitable basis on which
to undertake the task of redirecting economics, in both the individual and the organisational
(i.e. firm) context, in the context of institutions and in the overall economic system.

(1) | am grateful to Juan Antonio Pérez-L 6pez, Rafael Rubio-de-Urquia and Blanca Sanchez-Robles for their
comments.

(2) | do not propose to go into the differences between the various schools (neo-Classical, Keynesian,
Monetarist, new-Classical, neo-Keynesian, Austrian, etc.), which in some cases are substantia.
Nonetheless, it is worth mentioning the (unsuccessful) Keynesian attempt and that of the Austrians.

(3) See Argandofia (1995b) and compare this with Argandofia (1969) or Bronfenbrenner & Holzman (1965).

(4) Consider, for example, the thesis of the inverse causality of money and, therefore, the non-monetary
causality of changes in prices, which is supported by authors as diverse as rea cycle theorists and
postkeynesians.

(5) Inrelation to these questions, see Rubio-de-Urquia (1990, 1992, 1993a, 1993b, 1994 and 1995).

(6) | usethese neoclassical concepts in an analogical sense.

(7) Seeadso Brunner (1983).

(8) Certain writers, such as Simon (1957), would replace the concept of maximisation with that of the
achievement of a ‘sufficient’ level of ends.

(9) The line we have adopted could be considered a weak version of the neoclassical approach. In its strong
form (which would embrace the entrepreneurial capacity), it would be close to the Austrian school.

(10) See, for example, the comments of Schotter (1985) and Hamlin (1986) with regard to the anthropological
characteristics of traditional economics.

(11) Stigler and Becker (1977) have explained how one can (and should) overcome the unchanging nature of
preferences.

(12) See Morse (1993, 1995a, 1995b).

(13) The reluctance of economists to discuss the basics of their science (equalled only by their reluctance to
discuss methodology) is quite understandable. Nonetheless, sooner or later they end up having to engage
in such discussion. Indeed, as we explain in this paper, they do so each time they decide to broaden their
assumptions.

(14) The most one can say is that the objectives, or ends, can be expressed as expected values of a given
variable, according to a known distribution of probability.

(15) Or an outcome with the degree of uncertainty common in the usual models (e.g., a random disturbance of
zero mean and constant variance), which makes the concept of uncertainty almost redundant. All the
same, it has to be said that there are plenty of more searching analyses of this issue.
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(17)
(18)

(19)
(20)

(21)
(22)

(23)
(24)

(25)
(26)

(27)
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Some authors —those of Keynesian inspiration, for example— cast doubt on the existence and correct
functioning of these procedures for interpersonal coordination; Clower (1965) and Leijonhufvud (1966)
come to mind in this context. However, they do not draw the conclusions that we mention here (a review
of the agent’ s preferences, for example).

The following is based largely on Pérez-Lépez (1991, 1993). | have presented these ideas in a more
succint form in Argandofia (19914, 1994a, 1994b, 1995c).

Realism should not be judged by how close its assumptions are to reality, but by how successful it isin
identifying the strands of an individual’s behaviour that are significant for the purpose of explaining his
actions.

This is what Rubio-de-Urquia calls “the unvarying, non-deterministic universal legality”, which can be
applied to specific alocatory processes in order to derive economic laws.

It is significant that economics should explain the agent’s behaviour as a response to changes in
incentives, given the agent’s preferences and the fact that those preferences are expressed in monetary
terms or the equivalent. This means that the variety of motivation ascribed to the individual can be
reduced to just one type: extrinsic motivation, which says that an action is performed in the expectation of
receiving a certain response from or producing a certain effect on the environment (for example, offering
to work for a given number of hours in the expectation of receiving a salary in return).

| shall give just a few references. Barnard (1938), McGregor (1960), Simon (1976), Williamson (1975
and 1985), etc. See Pérez-L 6pez (1993) for acritical review.

Take, for example, agency theory (Jensen and Meckling, 1976), whose harrow motivational framework
only alows for conduct prompted by extrinsic rewards and sanctions. This is undeniably an interesting
contribution; it has highlighted a number of relevant issues and can be applied in certain cases. However,
it is obviously far too narrow to work as atheory of organisational management.

See, for example, Eggertsson (1990), Knight (1992), Langlois (1986), North (1990) and Schotter (1981).
Current developments in sociology do not suggest that such atheory of society islikely to be forthcoming
in the near future.

See Argandofia (1991b, 1991c, 1992, 1994c, 1995a and 1996h).

The “environment” that we referred to when discussing individual behaviour includes the economic system,
institutions, markets, etc. It is therefore a broader term than the “environment” of the economic
system, although not for all that substantially different.

What this means is that economic ideas (economic science) belong to this domain of ideas and interact
with it.



12

References

Argandofia, A., 1969, Estado actual de las teorias sobre la inflacion y su aplicacion a la
economia espafiola. Unpublished doctoral thesis. Barcelona: University of Barcelona.

Argandofia, A., 1991a, “Mercado de trabgo: ¢Supone alguna diferencia tratar con
hombres?’, Actas del II Congreso de Economia Regional de Castilla 'y Ledn. Valladolid:
Junta de Castillay Leodn, 1991.

Argandofia, A., 1991b, “Etica y economia de mercado”, Informacién Comercial Espafiola,
691, March.

Argandofia, A., 1991c, “La economia de mercado a laluz de la Doctrina Social Catdlica’, in
Doctrina Social de la Iglesia y realidad socio-econémica en el centenario de la Rerum
Novarum. XII Smposio Internacional de Teologia de la Universidad de Navarra.
Pamplona: EUNSA.

Argandofia, A., 1992, “Capitalismo y economia de mercado en la Centessmus annus’, in F.
Fernandez (ed.), Estudios sobre la Enciclica “ Centesimus annus’ . Madrid: Union Editorial.

Argandofia, A., 19944, “La estructura interna de la empresa en la visién de Coase’, Research
Paper IESE No. 271.

Argandoiia, A., 1994b, “Sobre las motivaciones humanas: Un enfoque unificador”, in R.
Rubio-de-Urquia and E. M. Urefig, eds., Economia y Dinamica Social. Madrid: Union
Editorial and Universidad Pontificia Comillas.

Argandofia, A., 1994c, “Is a market economy an economic system ethically acceptable in any
cultural environment?’, in W.M. Hoffman, J.B. Kamm, R.E. Frederick and E.S. Petry,
eds., Emerging Global Business Ethics. Westport: Quarum Books.

Argandofia, A., 1995a, “La moralidad de la economia de mercado”, Research Paper IESE
No. 294, September.

Argandofia, A., 1995b, “La inflacion: causas y consecuencias’, Revista del Instituto de
Estudios Econémicos, 1-2.

Argandofia, A., 1995c, “Etica y participacion del trabgjo en la cultura de la empresa’,
presented at the “| Jornadas de Eticay Empresa’, Fundacién Argentaria, Madrid.

Argandofia, A., 1996a, “Economic ethics and ingtitutional change’, Research Paper |IESE
No. 302, January.

Argandofia, A., 1996b, “La economia de mercado”, Research Paper IESE No. 310, March.
Barnard, C. I., 1938, The Functions of the Executive. Cambridge: Harvard University Press.
Bronfenbrenner, M., and F. D. Holzman, 1965, “A survey of inflation theory”, in American

Economic Association and Royal Economic Society, Surveys of Economic Theory.
London: Macmillan, val. 1.



13

Brunner, K., 1983, “The perception of man and justice and the conception of political
institutions’, in F. Machlup, G. Fels and H. Mueller-Groeling, eds., Reflections on a
Troubled World Economy: Essays in Honour of Herbert Giersch. London: Macmillan.

Brunner, K., and W. H. Meckling, 1977, “The perception of man and the conception of
government”, Journal of Money, Credit and Banking, 9, 1, part 1, February.

Clower, R. W., 1965, “The Keynesian counterrevolution: A theoretical appraisal”, in F. H.
Hahn and F. P. R. Brechling, eds., The Theory of Interest Rates. London: Macmillan.

Coase, R. H., 1937, “The nature of the firm”, Economica, 4, November.

Eggertsson, T., 1990, Economic Behavior and Institutions. Cambridge: Cambridge University
Press.

Hamlin, A. P, 1986, Ethics, Economics and the Sate. Brighton: Wheatsheaf Books.

Jensen, M. J., and W. H. Meckling, 1976, “Theory of the firm: Managerial behavior, agency
costs and ownership structure”, Journal of Financial Economics, 3, 4, October.

Knight, J., 1992, Institutions and Social Conflict. Cambridge: Cambridge University Press.

Kuhn, T. S, 1970, The Sructure of Sientific Revolutions. Chicago, University of Chicago
Press, 2nd. ed.

Langlois, R. N., ed., 1986, Economics as a Process. Essays in the New Institutional
Economics. Cambridge: Cambridge University Press.

Leijonhufvud, A., 1966, On Keynesian Economics and the Economics of Keynes. New York:
Oxford University Press.

Llano, A., 1988, La nueva sensibilidad. Madrid: Espasa Calpe.
McGregor, D., 1960, The Human Sde of Enterprise. New York: McGraw-Hill.

Mclintyre, A., 1990, Three Rival Versions of Moral Enquiry. Encyclopaedia, Genealogy and
Tradition. Notre Dame: University of Notre Dame Press.

Mises, L. von, 1949, Human Action. New Haven: Yale University Press.
Morse, J. Roback, 1993, “The economists' view of human nature”, mimeo.
Morse, J. Roback, 19953, “ The development of the child”, George Mason University, March.

Morse, J. Roback, 1995b, “Who is rational economic man?’, George Mason University,
August.

North, D. C., 1990, Ingtitutions, Institutional Change and Economic Performance.
Cambridge: Cambridge University Press.

Pérez-Ldépez, J. A., 1991, Teoria de la accion humana en las organizaciones. La accién
personal. Madrid: Rialp.



14

Pérez-Lopez, J. A., 1993, Fundamentos de la Direccién de Empresas. Madrid: Rialp.

Robbins, L., 1935, An Essay on the Nature and Sgnificance of Economic Science. London:
Macmillan, 2nd. ed.

Rubio-de-Urquia, R., 1990, “La Enciclica ‘Soallicitudo rei socialis y los sistemas de
organizacion de la actividad economica’, in F. Fernandez, ed., Estudios sobre la Enciclica
‘Sollicitudo rei socialis . Madrid: Unién Editorial.

Rubio-de-Urquia, R., 1991, “Etica y procesos de asignaciéon de recursos’, Informacién
Comercial Espaiiola, 691, March.

Rubio-de-Urquia, R., 1992, “La Enciclica ‘Centesimus annus’, la ordenacién de la accién
humana y la dindmica global y econdmica’, in F. Ferndndez, ed., Estudios sobre la
Enciclica ‘ Centesimus annus'. Madrid: Unién Editorial.

Rubio-de-Urquia, R., 19933, “La autonomia de ‘1o econdmico’”, Nueva Revista, 31, October.

Rubio-de-Urquia, R., 1993b, “Los procesos de produccion de la accion humana, la teoria
neoclésica de los procesos de asignacion de recursos y la ‘economia de la familia”,
Revista Espafiola de Pedagogia, 51, 196, September-December.

Rubio-de-Urquia, R., 1994, “Acerca del lugar de las concepciones antropolégicas en la
congtituciéon y progreso de la teoria econémica’, in Homenaje a D. Julio Caro Baroja.
Boletin de la Real Sociedad Bascongada de los Amigos del Pais, 50, 2.

Rubio-de-Urquia, R., 1995, “* Amor de preferencia por los pobres’ y dinamica econémica del
cristiano”, Madrid, July, mimeo.

Schotter, A., 1981, The Economic Theory of Social Institutions. Cambridge: Cambridge
University Press.

Schotter, A., 1985, Free Market Economics. New York: St. Martin's Press.
Simon, H. A., 1957, Models of Man. New York.
Simon, H. A., 1976, Administrative Behavior. New York: Free Press, 3rd. ed.

Stigler, G. J., and G. Becker, 1977, “De gustibus non est disputandum”, American Economic
Review, 67, 1, March.

Williamson, O. E., 1975, Markets and Hierarchies: Analysis and Antitrust Implications. New
York: The Free Press.

Williamson, O. E., 1985, The Economic Ingtitutions of Capitalism. Firms, Markets,
Relational Contracting. New York: The Free Press.



15

|ESE
DOCUMENTOS DE INVESTIGACION - RESEARCH PAPERS

No. TITULO AUTOR

D/306 Sociologiay santificacion del trabajo. Pérez Lopez JA.
Febrero 1996, 14 Pags.

D/307 Process Innovation: Changing boxes or revolutionizing Andreu R.
organizations? Ricart J.E.
February 1996, 18 Pages Valor J.

D/308 Derivados exaticos. Fernandez P,
Marzo 1996, 52 Pags. Arifio M.A.

D/309 Valoracién de opciones por simulacion. Fernandez P,
Marzo 1996, 53 Pags.

D/310 Laeconomia de mercado. Argandofia A.
Marzo 1996, 21 Pags.

D/311 Convertible bondsin Spain: A different security. Fernandez P.
March 1996, 38 Pages

D/312 Bancos universalesy bancos especializados: Los limites de la Canals J.
diversificacion bancaria
Abril 1996, 27 P&gs.

D/313 Country, industry and firm-specific factors in global competition. Canals J.
April 1996, 30 Pages

D/314 Cédigos internacionales de conductay competitividad global. MeléD.
Mayo 1996, 15 Pags.

D/315 Divisas. Evoluciény andlisis de tipos de cambio (1980-1995). Fernandez P,
Mayo 1996, 38 Pags. Arifio M.A.



16

|ESE
DOCUMENTOS DE INVESTIGACION - RESEARCH PAPERS

No. TITULO AUTOR

D/316 Laprimaciade lapersonaen el disefio de organizaciones MeléD.
empresariales.
Mayo 1996, 14 Pags.

D/317 Popular business media: The missing link in business knowledge Mazza C.
diffusion. An exploratory study.
June 1996, 24 Pages

D/318 Proyecto Eurocash 94. Andlisis comparado de la gestion de Santoma J.
tesoreria en las empresas espafiolas y europeas.
Julio 1996, 47 Pags.

D/319 Reflexiones en torno alainvestigacion social. Alvarez de Mon S.
Julio 1996, 45 Pags.

D/320 Financia intermediaries and capital markets: An international Canals J.
perspective.
July 1996, 45 Pages

D/321 Universal Banks: The need for corporate renewal. Canals J.
July 1996, 31 Pages

D/322 Lasempresas familiares de gran tamafio del sector espariol de Gallo M.A.
alimentacion y bebidas. Cappuyns K.
Julio 1996, 37 Pags. Vilaseca A.

D/323 Lainfraestructura ética del mercado en los paises postcomunistas. Argandofia A.
Un enfoque sistémico desde |a experiencia de las economias
occidentales.
Julio 1996, 22 P4gs.

D/324 Laeconomiay lateoriade la accién humana Argandofia A.
Julio 1996, 18 Pags.

D/324 Economics and the theory of human behaviour. Argandofia A.

BIS July 1996, 18 Pages



