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Relevance of Begriffsgeschichte to History of Economic Analysis

“Whoever, undertakes to set himself as a judge in the field of Truth and 

Knowledge is ship-wrecked by the laughter of the gods.” Einstein

Economics may be an imperial science it, at least occasionally, is humble and does get influenced by developments in other disciplines. Newton’s law of gravity, Kuhn’s paradigm shift and Lakatos’s scientific research programs did find some applications in economics. It is no surprise that now Koselleck’s Begriffsgeschichte (conceptual history) is drawing economists’ attention. Klaes (2001) and Klaes and Sent (2005) apply conceptual history to transaction costs and bounded rationality respectively. Koselleck (1985, 1988, 2002) has numerous publications and only a few are noted here. Kari Palonen (1997), Melvin Richter (1995), Jan Ifversen (2003) and they have many additional publications and many others have devoted a considerable amount of effort in exploring Koselleck’s contributions. In fact, almost a cottage industry has sprung to explain and expand Koselleck’s approach. Melvin Richter and Michaela Richter (2006) note that Koselleck’s approach has inspired the Netherlands, Spain, Italy, Denmark, Sweden and Finland into launching such projects. 

Section I provides a brief introduction to Reinhart Koselleck’s begriffsgeschichte. It is one of the three approaches to conceptual history and may be called the German version of the linguistic turn in conceptual history. It has been applied to concepts in political science and management. Koselleck, Quentin Skinner, J. C. A. Pocock, and Michel Foucault and many others have taken issue with Lovejoy’s unit-idea approach, and with his claim that ideas are transcendent and finite. Recently, Richard Macksey (2002), and John Diggins (2006) have offered a strong defense of Lovejoy’s program. A few observations by them are included in this section.

Robert Adcock’s (2005) makes a distinction between the scientific-ideal and the language-focused approaches to concepts. Section II discusses the relevance of Robert Adcock’s distinction to economic analysis and how economists disambiguate economic concepts. As an illustration, this is applied to the concepts of transaction costs, institution, and equilibrium. Relevance of Koselleck’s begriffsgeschichte to the history of economic analysis is explored here. It is shown that economists handle concepts in a simple and unambiguous way whereas adoption of Begriffsgeschichte would unnecessarily make them ambiguous. That is, at present, there does not exist any ‘Babylonic confusion’ regarding most of the concepts in economics, so why create one? This section also discusses Klaes (2001) on transaction costs and Klaes and Sent (2005) on bounded rationality. It is indicated that contrary to their claims these concepts may still be somewhat vague but are not ambiguous and their stand on the relevance of Begriffsgeschichte to these economic concepts appears to be ambiguous. They advance the proposition that the conventional analysis in economics is associated with Lovejoy’s unit-idea approach. In fact, economists do not follow any specific approach. They, most likely borrow ideas from Lovejoy’s, Skinner’s, Dewey’s and others’ works. Essentially, most of the economists follow a blend of foundational and hermeneutics approaches.

Although disambiguation is now almost a sub-field but it is not pursued here. It deals with disambiguation of words with multiple meanings. Usually, the method of maximum likelihood is used for estimating the missing value of a variable instead it is used for finding the missing meaning (sense) of a word. Frank Safayeni, Natalia Derbentseva and Alberto Canas (2005, p 748) observe, “The simple observation is that when a concept is named, the word brings with it a past and a future of possible meanings. Thus, naming a concept increases the variability of the concept for the decoder who may be unfamiliar with the context in which the concept was encoded and used. The frequently cited Wittgenstein (1958) discussion of the concept of game illustrates the high variability in the concept and the difficulty of finding the common property for all those instances that can be called a game.” They add, “A concept can be disambiguated either directly or indirectly. The direct approach depends on descriptions, definitions, and exemplars; whereas an indirect approach utilizes analogies between concepts (e.g. computers are like the human mind). Some researchers have suggested that more abstract concepts may be understood through metaphors as opposed to exemplars (Gibbs, 1997).”

I An Introduction to Koselleck’s Begriffsgeschichte

The importance of concepts (perhaps from Socrates onward) has been universally acknowledged and yet so far no generally accepted definition of a concept has evolved. Concepts are used both as instruments and as an end in themselves for any knowledge-based pursuit. Andrew Heywood (2000, p 7) states, “Concepts are the ‘tools’ with which we think, criticize, argue, explain and analyze. Merely perceiving the external world does not in itself give us knowledge about it. In order to make sense of the world we must, in a sense, impose meaning upon it, and we do this through the construction of concepts.” Robert Adcock (2005) provides a very illuminating etymology of ‘the concept of concept’. According to him (p 5), the words ‘conceive’ and ‘conception’ were first introduced in 1300 and referred only to pregnancy. He (p 6) observes, “The central point here is that while ‘conceive’ and ‘conception’ are found in a range of senses as early as the fourteenth century, the introduction of ‘concept,’ as well as the use of ‘conception’ specifically to discuss postulated mental products of conceiving crystallizes only in the mid to late seventeenth century.”

Koselleck hypothesizes that concepts are social factors and inherently ambiguous.1 He believes that concepts are multi-layered in the sense that they are the embodiment of ‘space of experience’ and ‘horizons of expectation’. According to him, ambiguity is a necessary condition for being a concept. Since concepts are condensations of many meanings. Jan Ifversen (p 42) describes Koselleck’s program as: “Avoiding this sort of ambiguity has been a major enterprise in both politics and especially the human sciences. Students are still taught in most academic introductory courses that concepts should be as atemporal, univocal and uncontroversial as possible. Against this academic ideology the conceptual history a la Koselleck makes the historical, ambiguous and controversial character of concepts a precondition for studying politics, culture and history. It marks a real revolution.”

Methodology of Begriffsgeschichte: According to Laszlo Kontler (2005), Koselleck’s approach, the history of concepts proceeds, at least in two possible ways: (i) the synchronic and diachronic analysis of all meanings of a single term (semasiology) and (ii) the synchronic and diachronic analysis of all terms for the same concept (onomasiology). He (p 12) explains, “The initial methodological commitments of Begriffsgeschichte can be quite adequately evolved from Koselleck’s introduction to this project. “Basic concepts” are clusters of words which constitute a field of meaning and express goals and expectations as to the nature of the organization of society and the polity, and thereby function as vehicles of the movement of history. As such, they do not merely indicate and register social and political change, but also affect it, because it is through concepts that a horizon of expectations is conceived, against which structural transformation is conceptualized and acted upon.” He adds, “The methodological principles of Begriffsgeschichte that arise from these features comprise, besides the application of traditional historical criticism, historical semantics, i.e. the diachronic and synchronic analysis of language using both semasiology (the study of all meanings of a single term) and onomasiology (the study of all terms for the same concept), and the reliance on an unusually broad range of sources discrepant in origin and appeal, from texts by classic thinkers, through products of the press, government, administrative and bureaucratic documents, reports of speeches, private papers, to contemporary dictionaries.” 

Michael Illuzzi (2004) applies Begriffsgeschichte to the concept of ‘equal opportunity’. He (p 34) concludes, “Both reformers and those trying to ward off more extensive reforms employed the concept as a defensive strategy, connecting their political reforms with the political aura provided by the Declaration while avoiding charges of supporting an overly idealistic concept of equality (such as equality of results, equality of conditions, equality of incomes, or equality of abilities). In other words, it was the very ambiguity of the terms “equal opportunity and “equality of opportunity” that made them so appealing for both radical reformers and their opposition. The two sides talked past one an other in most debates that used the terms, with neither side providing a reasoned argument for where to draw the line between an artificial barrier to opportunity and in equality due to the inherent diversity of people.”

First, the phrase ‘employed the concept as a defensive strategy’ may be labeled as strategic ambiguity. Second, the acceptance of the equal opportunity concept by both the groups indicates a Nash-equilibrium, that is, no party wanted to change it implying that it was not contested anymore. However, there are different conceptions of ‘equal opportunity’ (equal income, equal wealth etc.) and those are very much contested.

Four kinds of arguments have been leveled against Koselleck’s Begriffsgeschichte. First, it fails to clarity the distinction between a term and a concept; and it discusses only uses of a concept not a ‘concept of a concept’; second, it almost exclusively concentrates on hermeneutic interpretations and neglects causal interpretations; third, its emphasis on periodization may be arbitrary and finally, just like the classical approach to concepts, Koselleck also resorts to definitions of concepts. These are elaborated below.

Lack of Clarity between Term and Concept: Koselleck himself and others who follow Begriffsgeschichte blur the distinction between history of a term and conceptual history. A case in point, Klaes (2001, p 159) states, “Koselleck mentions, for example, the conceptual change of the German expression Burger between the late seventeenth and early twentieth centuries, which proceeds from “burger” via “citizen” to “bourgeois.” This semantic development mirrored the changing structure of society. Hence, one should resist the temptation to impose present-day understandings on words of the past. In the history of economics, this case has been forcefully argued by Keith Tribe’s (1978) investigation of notions such as “land” and “labor” in the pre-classical literature.” Similarly, Klaes and Sent (p 29, fn. 1) state, “For the purposes of the present paper we use the terms “word,” “expression,” “notion,” and “term” interchangeably, and refer to the class of lexemes considered in the approach to conceptual history we are interested in as “concepts”.”

Jouni-Matti Kuukkanen (2006, p 167, fn. 95) comments, “It does not improve the situation that sometimes the notions of term and concept appear to be mixed in the usage. For example, Richter talks at times of “meanings of concepts”, without saying how it differs from meanings of terms, which might be taken as a concept. When saying that the German word ‘Burger’ denoted the citizen of a city in 1700, the citizen of a state in 1800, and someone who was not a proletarian in 1900, it seems we are talking of the denotation of a term, not that of a concept. (46).” Ole Waever (2002, p 9) also points out a lack of clarity on the part of Begriffsgeschichte people regarding when ‘a concept is a concept’.

Second, according to Steinar Stjerno (2005, p 6), “Koselleck is clearly more preoccupied with hermeneutic interpretation than with causal analysis and does not explicitly discuss causal explanation contra interpretative understanding.”

Third, Bogdan Costea, Norman Crump and John Holm (2006) apply Bergriffsgeschichte to managerial ideologies. They (p 173) conclude, “The main conclusion is that historical interpretation is a theoretical enterprise whose results depend upon the temporal unit of analysis expressed in periodization. Using the concept of ‘play’, we contrast its history in two periods. In the 20th century (conventionally periodized by management academics such as Barley and Kunda [1992]) the destiny of ‘play’ is marked by a series of discontinuities characterized by a complete turnaround: from being viewed as subversive, destructive, and a challenge to productivity (as in scientific management’s attack on ‘soldiering’), to an emerging management literature for which ‘play’ is the central source of management’s most precious of commodities- creativity, innovation, motivation, commitment, and knowledge.” According to them, if the recent past is taken, there appears to be a discontinuity. However, if the last five hundred years are taken, there is no discontinuity. It implies, if a long-term view is taken, Lovejoy is vindicated. If short-run view is taken then Lovejoy’s hypothesis of continuity is rejected. 

Finally, according to Kari Palonen (1997, p 52), Koselleck believes, “A ‘definition’ does not determine a concept but, rather, demarcates or identifies a problem.” Palonen comments, “Still, to speak of a “definition” here seems to turn down the ambiguity and controversiality of contemporary concepts, their character as knots of problems.”

Clearly, no generalization regarding ideas are possible since some ideas are for all times, others are temporary and get replaced or modified and also new ideas are created all the times. As Kuukkanen (p 166) remarks, “[W]e do not find only the descendance of concepts, but totally new concepts, such as ‘spin’, the disappearance of concepts, such as ‘phlogiston’, and cases of the partial absorption of concepts, such as ‘ether’ to ‘field’ and ‘space-time’.” 

According to Richard Macksey (2002), none of the challengers has been successful in replacing Lovejoy’s project. He (p 1094) asserts, “Despite these disputes, Lovejoy’s far-ranging scholarship itself has stood the test of time remarkably well.” Similarly, Jouni-Matti Kuukkanen (2006, p 169, fn. 97) comments on Skinner’s and Foucault’s works as follows: “Yet the question is whether either of these projects is enough to replace the historical accounts that rely on concepts or ideas. I tend to agree with Keith Thomas that Skinner’s project is about the uses of concept, not the history of concept, and as such, it relies in fact on the notion of concept (Thomas 2005, 48).”

John Diggins (2006, p 194) asserts, “Lovejoy’s Reflections needs to be evaluated against the Cambridge School of intellectual history as expounded by Skinner and Pocock. For the book shows clearly how a “unit idea” traveled through the centuries to preoccupy the best of minds, an idea (and its variations) that was pondered by Hobbes, poeticized by Pope, praised by Mandeville, indicted by Rousseau, reflected upon by Burke, systematized by Adam Smith, fretted over by John Adams, checked and balanced by Madison, and satirized by Veblen.”

Combinations of existing ideas: Lovejoy differentiates between a unit idea and ‘composite idea’, which is a combination of two ideas. He proposed a combinatorial approach for creating new ideas. There are thousands of ideas created by combing other ideas. Recently, Weitzman (1996) emphasizes the importance of creating new ideas by combining the existing ideas. Actually, more than two thousand years ago, Empedocles (500? - 430? BCE) asserted that there were endless possible combinations of water, air, fire and earth accounting for all kinds of matter in existence. Similarly, Aristotle saw combinations of four basic qualities: hot, cold, dry and moist, which produced fire (hot and dry), water (cold and moist), air (hot and moist) and earth (cold and dry). Application of his combinatorial theory of ideas is very prevalent in economics. For example, ‘bounded rationality’ is the combination of two ideas ‘bounded’ and ‘rationality’. Klaes and Sent (p 40) state, “Orthodox economics, according to Simon, posits people who behave rationally subject to a wide range of boundary conditions. In his opinion, the “action” lies in the boundary conditions. He sought to underline this by combining “boundary” and “rationality” into “bounded rationality”.” Similarly, ‘asymmetric information’, ‘transaction costs’ and many other concepts are combinations of ideas.

Section II: Concepts of Institution, Equilibrium and Transaction Costs

“Easy to grasp and understand, free from verbosity, Kautilya has composed this 

treatise with precise words, doctrines and sense (1.1).” Kautilya (4th Century BCE, p 99)

Philosophers and linguists have engaged among themselves in creating and debating numerous distinctions, such as between intellectual analysis and intellectual history, between conceptual analysis and conceptual history, between intention and extension between analytic and synthetic, sense and significance and concept and conception. Most of such distinctions are not relevant to economic analysis. However, Robert Adcock’s (2005) distinction between the scientific-ideal and the language-focused approaches to concepts seems to be simpler and more relevant to the purpose here. Since economists do not engage in philosophical discussions related to the ‘concept of concept’. Also they do not consider concepts as ‘mental representations’ and are interested only in the roles concepts play in economic analysis. That is, economists use concepts to build theories, which are intended to model real economy.

Note that there is a basic difference between economics and political science or sociology. One can develop and apply several economic concepts, such as opportunity cost, production possibility frontier, indifference curve, utility maximization even to a Robinson Crusoe’s island (economy). But political science or sociology does not have a single concept that can be applied to such an economy. The other big difference is that almost all the concepts in political science or sociology are used both by the scholars and the ordinary individuals. Koselleck calls this the process of democratization. Anyhow this perhaps is the major source of ambiguity in these disciplines. This does not happen in economics. Since most of the economic concepts, such as deadweight loss, money multiplier, Okun’s law, Phillips curve etc. are confined only to the professionals. Unlike political concepts no ‘space of experience’ or ‘horizons of expectation’ can be attached to economic concepts.

Economic concepts share some properties with hard sciences and others with social sciences. Some economic knowledge is cumulative like that in the hard sciences, and biology and some very specific to certain time periods or locations only. That means, economic concepts may be classified into three groups. (i) Concepts, in fact a majority, that like the hard sciences, do not contain any inherent ambiguity. (ii) Concepts that may be controversial during the exploratory period, such as consumer surplus, and transaction costs but the controversies or ambiguities get resolved. Interestingly, Begriffsgeschichte is not averse to such a process. For example, Kari Palonen (1997, p 54) summarizes the ‘history of meanings’ as: “(A) history of thematization of a concept, by conceptualizing some experiences or by turning a word into a concept; (b) history of the formation of a definite conception (like Aristotle’s polis); (c) history of the of conflicts on the interpretation of a concept; (d) history of modification of a conception by reception.”

(iii) Normative concepts in economics, like those in the social sciences, are ‘essentially contested’, that is, are inherently ambiguous. For example, the concept of equity (fairness) has occupied a central place in human history and has more than one conception for its realization, such as whether to adopt the maximization of the sum of utilities or the maximization of the utility of the worst person (Rawls’ Max-min principle) in the society. These alternative conceptions of fairness are essentially contested or ambiguous.

Adcock distinguishes the scientific-ideal from the language-focused approaches to concepts. According to him (p 15), “[A] cognitive structure is a property of an individual while a linguistic structure is a property of a language shared by many individuals.” He (p 20) adds, “Scholars whose use of ‘concept’ suggests the scientific-ideal framework extol the need for the “disambiguation” of existing concepts and the creation of new concepts that can “solve” the problem of the lack of clear communication of ideas amongst social scientists.” He (p 25) points out, “It should be stressed that the language-focused approach does not discover what concepts actually are, but instead lays out an alternative framework for the use of the word ‘concept’ in contrast to the classical model’s focus on ‘perception’, ‘abstraction, and ‘products of a mental faculty’ this alternative framework discusses ‘concepts’ in terms of ‘rules’, ‘norms’, and ‘abilities’.”

Economists prefer the parsimony of concepts. In fact, they take pride in minimizing on the creation of new concepts. For example, Manski (2000) remarks, “Indeed, an economist reading sociological research is struck by the sheer number of concepts that sociologists employ. Economics has sufficed with a remarkably small set of basic concepts: preferences, expectations, constraints and equilibrium. Why does sociology require so many more concepts?”

Concepts of Transaction Costs: Klaes (2001, p 192) asserts, “Moreover, the introduction of transaction costs can be seen as an attempt to rephrase the nineteenth-century notion of friction in terms of the economic concept of cost. It will be argued that this conceptual “endogenizing” was ultimately self-refuting, as the transaction cost concept developed the same characteristics that were originally criticized in the notion of friction.”

This is an inappropriate characterization of the tremendous progress made in understanding and clarifying the concept of transaction cost. Certainly, the seminal works of John Hicks (1935), Ronald Coase (1937, 1960) and Jacob Marschak (1950) initiated the discussion on transaction cost, and William Baumol (1952) and James Tobin (1956) formalized its role in explaining the transaction demand for money. However, Oliver Williamson (1975, 1979, 1981, 1985, 1990), Steve Medema (1995a, 1995b, 1996a, 1996b), and Douglas North (1990, 1995) deserve credit for their sustained efforts in enriching, clarifying and making it a core concept in economics.2 Transaction costs have been employed for explaining the existence of firms and incomplete contracts, the creation and protection of property rights, the variation in income growth rates among nations, and the holding of money. Douglas Allen (2000) lucidly explains the transaction costs from the perspectives of comparative institutional analysis, and neoclassical frictions. According to Carliss Baldwin and Kim Clark (2003), before transfers could become transactions, they have to be ‘standardized, counted and compensated’. Richard Langlois (2005) extends their analysis and offers an insightful taxonomy of transaction costs. Recently, Ross Starr (2002) has extended the non-monetary Arrow-Debreu general equilibrium model to a monetary one. His model permits an endogenous origination of money due to the economies of scale arising from network effect.
Klaes (2001, p 165) asserts, “The transaction cost concept is well suited for this task, as it is non-controversial to argue that it is subject to systematic ambiguity. The transaction cost literature itself is full of statements to this effect. Why do people carry money? How can one explain the existence of firms? Does the kind of legal system in operation matter from an economic point of view? These are some of the questions economists have tried to answer with the help of the concept of transaction costs. Yet, there is a surprising scarcity of systematic elaboration of its content and a pervasive heterogeneity of its usage by practicing economists. This has led a number of authors to criticize transaction costs for being “vague,” “ill-defined,” and not well suited for theoretical analysis.” He adds, “Hence, if one measures the success of a concept by how widely it is used, precision of definition does not seem to be a success factor.”

First, Klaes (p 159, fn. 12) makes a distinction between ambiguous and vague. Based on that distinction, none of the above explanations, such as being “vague,” “ill-defined,” or “imprecise” warrants labeling the concept of transaction cost as ‘ambiguous’.

Second, Adcock (p 21) writes, “In general we can note that, if applied rigidly, the classical logic of the scientific-ideal framework suggests that any two scholars whose application of words employ different sets of characteristics must be seen as employing different “concepts”.” Accordingly, the use of the concept of transaction cost could be field specific and therefore, need not have to contain any inherent ambiguity. Douglas Allen (1999, pp 912-913) puts it very aptly, “This paper has argued that two definitions prevail in the literature: one that defines transaction costs as only occurring when a market transaction takes place; the other defining transaction costs as occurring whenever any property right is established or requires protection. I have called these the neoclassical and property rights definitions and have argued that which definition is useful depends on what question is being examined. Recognizing the distinction, though, is important for removing ambiguity and animosity.” 

Allen’s suggestion amounts to having a narrower definition of transaction costs say TC1 and a broader definition of transaction costs say TC2. Narrower definition may include only the neoclassical transaction costs. Richard Langlois (2005, p 7) provides very detailed definitions of neoclassical transaction costs as: “Brokerage fees, commissions; insurance premia; queuing at the bank, ATM fees; inspection and regulatory fees; per-transaction bribes”. TC2 may be defined as the sum of TC1 and the transaction costs of establishment and protection of property rights. Langlois defines the costs of property as: “Legal, organizational, and technological standards; hostages and bonds; locks, closed-circuit TV plus salaries of police, supervisors, and other monitors; monthly protection money; maintenance of fixed investments.” This is similar to the generally accepted distinction between M1 and M2 in monetary economics. 

Third, in fact, this has also been accomplished in biology, which may be similar to economics. For example, Ingo Brigandt (2004) discusses the different roles of the concept of homology in comparative biology, evolutionary biology, developmental biology and molecular biology. He concludes, “My approach suggested pinning down potential differences in the content of the term ‘homology’ by looking at the theoretical role of this concept-the types of inferences and explanations that a particular homology concept makes possible. This account has the advantage that it links the individuation of concepts with the epistemic product and theoretical goals of particular scientific fields or research approaches, which in turn makes intelligible why a particular concept is used in a specific field. My discussion of the homology concept suggests that a conceptual role semantics approach might be a fruitful approach for the study of conceptual change and variation of several scientific concepts.”

Concepts of Equilibrium: The concept of equilibrium has changed drastically both in terms of its significance and the number of its uses. Now it is used in so many different applications, such as temporary equilibrium, short-term equilibrium, long run equilibrium, inter-temporal equilibrium, partial equilibrium, general equilibrium and Nash-equilibrium. Yet there is no ambiguity. Murray Milgate (1987, Vol. 2, p 182) observes, “From being the central organizing category around which the whole of economic theory was constructed, and therefore the ultimate basis upon which its practical application was premised, equilibrium has become a category with no meaning independent of the exact specification of the initial conditions for any model. Instead of being thought of as furnishing a theory applicable, as Mill would have said, to the whole class of cases under consideration, it is increasingly being regarded by theorists as the solution concept relevant to a particular model, applicable to a limited number of cases.”

Concepts of Institution: There are three different concepts of institutions depending on their roles. (i) In the Sense of Rules of the Game: According to North (1995, p 23), “Institutions are the rules of the game of a society, or, more formally, are the humanly devised constraints that structure human interaction. They are composed of formal rules (stature law, common law, regulations), informal constraints (conventions, norms of behavior and self-imposed codes of conduct), and the enforcement characteristics of both.” (ii) In the Sense of Organizations: Most people use institutions in the sense of organizations, such as financial institutions, educational institutions, and legal institutions. (iii) In the Sense of Nash Equilibrium: According to Aoki (2001, p 26), “An institution is a self-sustaining system of shared beliefs about how the game is played. Its substance is a compressed representation of the salient, invariant features of an equilibrium path, perceived by almost all the agents in the domain as relevant to their own strategic choices. As such it governs the strategic interactions of the agents in a self-enforcing manner and in turn is reproduced by their actual choices in a continually changing environment.”

Klaes (2001, p 160) specifies the role of a Begriffsgeschichte of transaction costs. He states, “It explores the emergence and growth of the concept of transaction costs in the economic literature. In doing so, it supplements the more conventional accounts presented in Klaes (2000a, 2000b) with a documentation of the gradual institutionalization of the concept.” However, after the empirical analysis, he (2001, p 167) concludes, “In this paper, I have discussed Begriffsgeschichte as a naturalistic alternative to conventional forms of conceptual history closely related to the history of ideas.” It is not clear whether Begriffsgeschichte substitutes or supplements the conventional approach.

Klaes incorrectly labels conventional analysis as foundational analysis, which has been attributed to Aristotle. It may be more appropriate to claim that economists, perhaps not consciously or judiciously, blend both foundationalism and hermeneutics into their analysis. Kelley L. Ross (2006, 5), “The interaction of hermeneutics and foundationalism is the same as the interaction of interpretation and reality. Our connection to reality may undermine the interpretation, leaving a range of possibilities, but it does impose a limit to interpretation, determining a certain range. What hermeneutics and foundationalism really represent, however, is something logically more precise. Hermeneutics is about interpretation, which is about meaning, which is about what is understood. Foundationalism is about reality, which is about truth, which is about what is known.”

Klaes and Sent (p 46) state, “And despite the fact that Simon’s “A Behavioral Model of Rational Choice” (1955) talks of “boundaries” without containing “bounded rationality” as a concept, Simon (1991, p 165) notes in his autobiography, when covering the article, “Of all my writings on this topic, the ‘Behavioral Model’ paper comes closest to the mathematical format with which economists are comfortable. Hence, economists who wish to refer to bounded rationality…most commonly choose this paper for citation.” Others also make this attribution (Tversky and Kahneman 1981; Schoemaker 1982; Steiner 1983; Hirshleifer 1985).” 

Klaes and Sent label Simon’s reference to his 1955 paper as anachronistic and question the judgment of Simon himself, the father of bounded rationality rather than their own approach. In fact, a major weakness of their approach gets exposed that it is limited only to manifest or surface content and it cannot handle latent content.

Klaes and Sent (p 28) remark, “Whereas idealist conceptual history takes the content of a concept as given and traces the forms in which that concept has found expression in historical discourses, the institutional approach reverses this order of emphasis, taking form as given in order to trace content. Its heuristic consists in tracing not content but a certain class of words.” They claim that the institutional approach traces content but they adopt an approach that involves ‘not tracing content’ implying that they really do not follow an institutional approach.

Similarly, Klaes and Sent (pp 28-29) assert, “Its methodological focus is not the uncovering of a common idea or theme that runs through various literatures and epochs. Instead, it concentrates on the fate of individual expressions. In principle, these may be studied from a semantically agnostic stance. In the institutional approach, a particular trajectory of conceptual development is defined in terms of the (material) continuity of a particular word or expression, rather than the (semantic) continuity of an underlying idea.” Such a categorization may offend some institutional economists since institutional economics need not ignore semantics.

III Conclusions

Eminent historians of economic thought fully understand that concepts do not originate in finished forms and ready to be used. As an illustration, Medema and Samuels (2001, p 299) quote Spiegel as: “There are only a few ideas in the history of economics that emerged immediately in the form of a comprehensive and consistent theory. Often they first emerge as fragments, replete with contradictions, and loaded with policy implications.” Also, sometimes the originator of an idea may not comprehend its full scope. A case in point, Edgeworth conceived the concept of indifference curves but failed to appreciate its significance. As Samuelson (1983, p 206) observes, “To a man like Edgeworth, steeped as he was in the Utilitarian tradition, individual utility- nay social utility- was as real as his morning jam.” It implies that the ‘conventional approach’ does trace both form and content.

In recent years, attempts have been made to search for similarities among Begriffsgeschichte, Cambridge school and the French approaches to conceptual history. All these approaches essentially take for granted the concept of concept and deal only with the uses of concepts. In any case, Koselleck’s Begriffsgeschichte suffers from some serious weaknesses and its application to the history of economic analysis cannot be extended blindly as has been by Klaes and Klaes and Sent. Economics, to a large extent, has succeeded in keeping its concepts unambiguous. However, normative concepts where inter-personal comparisons are involved most likely would stay as contested for some time. As Jamieson (2003, p 476) notes, “According to Alasdair MacIntyre, modern moral philosophy serves up a cafeteria of conflicting moralities among which it is powerless to decide.”

End Notes

1. It may be noted that the word ambiguity is used in two senses. (a) Webster’s Dictionary defines the word ambiguous as: “having several meanings or interpretations.” And its antonym is ‘clear’. (b) Probabilistic ambiguity (uncertainty) due to missing information. Dequech (2000) presents a definition of ambiguity by Camerer and Weber, as ‘ambiguity is uncertainty about probability, created by missing information that is relevant and could be known’. That is, according to Dequech, ambiguity implies that ‘the information is hidden, rather than nonexistent at the moment of decision’. Economists in recent years have devoted a considerable amount of intellectual effort to probabilistic ambiguity and ambiguity-aversion. Also some attention by Simon Grant, Jeffrey Kline and John Quiggin (2006) has been paid to semantic ambiguity. But so far not much attention has been paid to lexical ambiguity and syntactic ambiguity in economics.

2. Kautilya on Transaction Costs: It is an old concept. Although Kautilya did not use the word transaction costs but he describes them. He (p. 237) states, “The Chief Controller of State Trading shall ascertain the profitability of a trading operation with a foreign country using the following method.  The price of the goods to be sold in the foreign country and the price likely to be realized on the goods imported in exchange shall be estimated. From the gross margin, all expenses, as described below, shall be deducted:

For caravans: customs duty, road cess, escort charges, tax payable at military stations, ferry charges, daily allowances paid to merchants and their assistants and the share payable to the foreign king.

For trade using ships: all the above plus the following additional charges: i.e., the cost of hiring ships and boats, provisions for the journey (2.16).”

He (p 239) suggests, “The frontier officer shall inspect the caravans carrying foreign goods and classify as those of high value or of low value (2.21).”  He adds, “All dutiable goods shall be weighed, measured or counted and the duty payable on goods of low value shall be determined carefully [not ignoring them as insignificant] (2.21).”

He (p 238) states, “If the Chief Controller of State Trading sends a caravan by a land route, he shall choose a safe route.  One quarter of the goods shall be of high value.  Jungle chieftains, frontier officers and governors in the City and the countryside shall be contacted beforehand for assuring security.  Steps shall be taken to ensure the protection of the members of the caravan and goods of high value (2.16).”

Kautilya (p 623) states, “Some teachers say that a small production of high value minerals is preferable [to a large production of inferior products] because valuable products (such as diamonds, precious stones, pearls, corals, gold and silver) are worth much more than a large amount of inferior products. Kautilya disagrees. Buyers of high-valued products are rare and are found after a long search; there are many buyers and a steady demand for products of small value (7.12).” Kautilya understands the distinction between thin and thick markets, and links transaction costs to the nature of such markets. He also understands the concept of liquidity since he points out the transaction cost of search and wait as important factors in selling an asset.
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