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1. INTRODUCTION

The current intellectual climate is marked by a dual retreat, faltering and un-
even, from the excesses of neo-liberalism and postmodernism. First, the idea
that the world is, and should be made as far as possible, like a perfect market,
virtualism for Carrier and Miller (1998), is losing ground, giving way to an un-
derstanding organized around the more-or-less pervasive presence and influ-
ence of market imperfections and the need for the non-market to correct them.
Second, obsessive interpretative and relativist deconstruction of the world as-
sociated with the cultural turn across the social sciences is increasingly con-
ceding to a renewal of interest in material culture—how reality is both con-
struedandcreated. Over the past decade, the extraordinary rise to prominence
of two concepts in particular has symbolized these developments. In the lead,
serving as a filter for a highly diverse range of approaches and topics, is glob-
alization! Close behind in timing, weight, and scope is social capital, the coun-
terpart in most respects to globalization at the national or lower levels of com-
munity?

Acknowledgements: This article was first drafted whilst Ben Fine was in receipt of a Research Fel-
lowship from the United Kingdom Economic and Social Research Council (ESRC), under award
number R000271046, to study “The New Revolution in Economics and Its Impact upon Social Sci-
ences.” Thanks to Douglass North, an anonymous referee, and others for comments on earlier
drafts. Note that in order to reduce numbers of citations and length, fuller reference to North’s vo-
luminous work has been deliberately limited.

1 For brief overview, see Fine (20023, ch. 2; 2002b).

2 See Fine (2001) for a comprehensive and critical account.
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For ideological and intellectual reasons, rational choice has prospered dur
ing the period governed by the strange co-existence of neo-liberalism and post
modernism. It has been complicit with neo-liberalism, both feeding and feed
ing upon it.Yet, because of its general lack of interest in, and capacity for
deconstruction, rational choice is essentially incompatible with postmodern
ism. But the latter has at least tolerated rational choice, not least in view of its
own pre-occupation with subjectivity (of a féifent type, admittedyas iden
tity comes to the fore), and its abandonment of the economic field for those who
have cared to claim it. Rational choice, neo-liberalism, and postmodernism
have thrived together

These generalities aside, what are the prospects for rational choice as it loses
its erstwhile bedfellows®n answer depends upon another major development
across the social sciences, the growing success of economics impeAalism.
argued elsewhere, economics is currently colonizing the other social sciences
as never beforéThere has been a proliferation of new fields in and around eco
nomics, potentially appropriating the subject matter of other disciptities
new institutional economics, the new household economics, the new econom
ic sociology the new welfare economics, the new political econdhg/new
growth theorythe new labor economics, the new economic geogyéphipew
financial economics, the new development economics, the new economic his
tory, and so on. Such economics imperialism is far from Bemvpreviously it
was based upon reducing the non-economic to the economic, treating the for
mer as if it were equivalent to a perfect market even in its absence. It had sig
nificant but limited appeal and scope, most notably through the work of Gary
Beckets “economic approach.” For him, everything is reduced to the rational
choices of individuals endowed with biologically determined preferences.

Just a decade ago, this was considered outrageous even by Séslaw
mainstream economists (Swedipd©990). In the interim, a new form of eco
nomics imperialism has come to the fore, emphasizing the crucial impact of
market (especially informational) imperfectiofifiese are claimed, in typical
reductionist fashion, to explain econoraitdsocial outcomes, the latter as the
potentially collective but individually rational response to market imperfec
tions. Conformity to institutions, customs, and culture become construed as ra
tionality in light of feedback from historically evolving conditions.

In short, the new version of economics imperialism extends its explanatory
power by inserting the rational individual into a world of statistical uncertain
ty and, equallyextends its appeal by adopting and adapting the language and
concepts of colonized subject matiéet, as Zafirovski (2000) has perceptive
ly documented in detail, all purveyors of rational choice rely upon a division
between the rational and the irrational, between what they explain and what
they find inexplicable (and generally to be dismissed or explained as irrational).

3 Fine (2001 and 2002a) for detailed discussion and, for further accounts and references, web
site http{//www?2.soas.ac.ulEconomicgeconimgeconimpl.html.
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Becker is an extreme example since he claims all behavior is accommodated
within his economic approach. More generatithers suggest rational choice
resides somewhere between this extreme and limits set by pursuit of self-inter
est through the market. In the past, as recognized even by its most ardent prac
titioners, rational choice has its limits and limitations, where the irrational and
the social take over and complementfie position could not be more clearly
stated byThaler: “I will end my remarks with the following two false state
ments. 1. Rational models are uselesalli2Zoehavior is rational” (1987:99).
Further asVelthuis (1999) demonstrates foalcott Parsons, it is not so much

a matter of the subject of enquiry as the method of analysis in which the eco
nomic approach is concerned with the individual and sociology with the social
as a separate and legitimate approach (denied by the purist committed to ratio
nal choice).

Throwing these evolving elements together does not lead to identieal out
comes in developments across the social sciences. How each discipline and top
ic responds to more general intellectual, and external, factors depends upon its
own continuing traditions and debat@his paper is critically concerned with
recent developments in economic history and the way in which Douglass North,
in particular has dealt with the relationship between the rational and irrational.

North is an apt choice. He has had a major influence on economic history in
a number of waysAs founding contributor to the new economics histary
cliometrics, for which he was awarded a Nobel Prize in economics in 1993, he
pioneered the application of mainstream neoclassical economics to.Mstory
he also rejected that earlier work, or its approach, for its inability to address the
role of property rights and their foundation in institutiohisese factors have
themselves now fallen under the compass of “the newer economic fiistary
that draws upon the new micro-foundations or information-theoretic approach
to economicsThe rational, optimizing individuals of mainstream economics
still prevail but they inhabit an informationally imperfect world that leads them
to form and conform with institutions and customs. North has remained-dissat
isfied with such reductionism, worrying over how the ideas for new institutions
arise and stick. Ultimately he rests his explanation on ideology or beliefs.

Thus, despite or even because of his intellectual foundations within neoclas
sical economics, North has recognized and emphasized its limitat®iise
irrational has become rational, the exogenous rendered endogenous, so he has
embraced, retained, and strengthened his commitment to such duBtiises.
has had two important fetts. First, it has led some to be confused about
whether Norths institutionalism is neoclassical or not, and whether it can or
cannot be wedded to older institutional traditions.

Second, and more important, Nogtleconomics and economic history clear
ly both predate and cohabit with their current evolution and mutual interaction.
For he is widely cited across these fields and the social sciences more-general
ly for his role in what might be termed “bringing institutions and history back
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in”—from an economics and a (new) economic history that had been widely
perceived to have omitted them, alongside poeanflict, and the like. But, in
restoring institutions and histgrthe questions of what (is) history and what
(are) institutions remain vital.

In this light, this paper shows that Nogléconomics and economic history
have, in some respects, remained fundamentally consistent with one .another
That he should at times be perceived to be otherwise is a result of the failure to
recognize that his undoubted methodological individualism persistently refus
es to allow it to be reduced to rational choice alone. In this respect, North re
mains faithful to the divisions between the social sciences, and the rationale for
them, that were characteristic of the intellectual environment of his earliest
work. In contrast, currentlyhere are those who seek to restore institutions and
history without recognizing the limitations of, and the limits to, explanations
based upon rational choicEhey can only draw approvingly upon North and
his authority by ignoring the conundrums around ideology and beliefs with
which North has puzzled over the last decades.

Such, in light sketch, are the analytical elements that form $dtabry of
history and its continuing significance. In section 2, we briefly outline the new
and newer economic history so that the evolution of Nedin stance can be
brought into relief by way of departure, as elaborated in sections 3 and 4, one
covering his account of the economic, the other ideolNgyth's theoretical
vision of history is shown to have traversed a path from the principle ef pric
ing (resources and their allocation are everything) to the pricing of principle
(ideology is decisive and open to implicit purchase), combining the rational
with the irrational and mainstream economics with ideqlagg with transac
tion costs, property rights, and institutions bridging the divide between the two.

2. FROM NEW TO NEWER RCONOMIC HISTORY

Cliometrics is in its fifth decade. Its most enduring, and endearing, quality is
navel-gazingAs one of its leading practitioners, McCloskputs it:

The members of the [Economic HistoAdsociation must be sick to death of “The
Achievements of the Cliometric Schoollhe health of a field, it is said, is inversely
proportional to the percentage of essays on method, by which standard cliometrics itself
was sick to death in childhood and is only just now recovefiihg. few essays on
method appearing nowadays are usually commissioned, lack revolutionary éeyor

have become as predictable as sportswriting: gee whiz, how extraordinary has been the
growth of cliometrics; cliometrics is gravely limited by its attachment to neoclassical
economics; do not be alarmed by counterfactuals (1978:13).

McCloskey signals a schizophrenic response of the profession to the adolescent
field. Ardent supporters facedfaigainst dismissive critic3.he former have
stressed achievement. McCloskey summarizes these & thregpose slop

4 See Lamoreaux (1998) for an account of the historiography of cliometrics from the perspec
tive of the newer approach.
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py economics and restilgf data; to engage in better counting; and, most im
portant, to address grand questions of which debate over the economics of slav
ery has been the most important.

Pre-occupation of cliometrics with itself is unique across the new fields be
ing colonized by economics. In general, these have taken some old version as
point of departure without benefit of a return ticket. Indeed, the old has been
treated with scant respect for lack of “rigor” and “science,” by which is meant
formal mathematical models and falsifiability based on statistical techniques.
It has been left to critics of the new not so much to defend the old as to observe
that the new is not so novel after all with its insights fully understood and more
fully grounded in earlier scholarshipgn many respects, the new and wider
grasp of economics has been parasitic upon the-m@duiring the latter to pose
its problems and provide raw materials for its models and t-statistios oth
erwise profoundly ignorant of its content unless through the selective prism of
reductionist modeling.

Such qualities are commonplace in the cliometric literature. But so is the
more circumspect elemerithis reflects a nagging historical consciengée.
are dealing with major economic and social change, starkly revealed by-the pas
sage of time and scarcely reducible to the dull intersection of supply and de
mand. Should cliometricians themselveg#irtheir broader mission in esti
mating the maginal product of the last slave, the softer side of the profession
can serve a salutary remindbr short, cliometrics has been particularly-vul
nerable to criticism from others as well as to critical self-reflection, especially
by comparison to the encroachment of economics into other social sciences.
The “irrational” continues to haunt the “rational.”

The last decade has provided a striking illustration of the fragile self-confi
dence of the new economic history through the gemare of thenewereco
nomic history (Fine 2000)Its leading representatives have been scathing of
the old cliometrics and have posted a collective noticaes culpao earlier
skeptics, now adjudged to have been exonerated. Specjficislgccepted that
the old cliometrics depended unduly upon perfect competition and absence of
institutions. Institutions now mattealongside customs, norms, and the like.
But these are amenable to formal modeling by means of the new information-
theoretic economics with its emphasis upon market imperfections. By embrac
ing the corresponding latest models from neoclassical economics, apart from
purporting to explain the presence of economic structures, non-market forms
of interaction and apparent abandonment of (direct) pursuit of self-interest are
also understood as an appropriate response to informational imperfections.

5 For a selection see Nelson (1997) on the new growth thetangin (1999) on the new e€o
nomic geographyingham (1996) on the new economic socioldgye (1995) on the new institu
tional economics, and Fine (1998) on new labor market theory

6 See Lazear (2000) and Fine (2002c) for a critique.

7 See Fine (2000) for a critical account of the newer economic history
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From such analytical richness, rectifying the sins of omission of the past has,
in its own mind, permitted the newer economic history both to command the
field by incorporating the concerns of its erstwhile critics and by extending the
scope of analysis from firms to industries and from industries to nations as re
flected, respectivelyn the sequence of volumese(in 1991; Lamoreaux and
Raff 1995; and Lamoreaux et al. 1999.)

The newer economic history is marked by five fundamental features. First is
its reductionism, comprising a number of elements. Despite claiming to break
with mainstream economics, it only does so as far as the assumptions of per
fect competition are concerned. Indeed, the newer economic history might be
seen more as tagging upon recent developments within information-theoretic
economics rather than as a responding to its critics within hiSawyificant
ly, in a relatively recent textbooktack and Passell comment: “As new tools
and insights have been added to the econ@nmblbox—whether principal-
agent problems, human capital themgmputable general equilibrium models,
or game theoryto name a few-economic historians found that they provided
better ways to interpret the past. Consequgtitgy have been quick to adopt
them.At the same time economic history has not merely borrowed from eco
nomics but also contributed to our understanding of economics” (1994:xiv).

Yet, this promises too much, too early in terms of what the volume delivers,
for the mentioned tools and insights scarcely figure in the book, despite its 700
pages, and they are absent in index entfiesns such as “principal-agents”
and “moral hazard” do appear in a glossand presumably both introduction
and glossary were drafted at a later stage, just as the newer economic history
was coming rapidly to the fore. In any case, the basic reliance upon method
ological individualism remain3.he economy is made up of an aggregate of op
timizing individuals who are burdened by imperfect and asymmetric informa
tion and corresponding transaction costs. Consequehtlg possible for
economic and social structures to be explained, together with institutions, cus
toms, and norms, as the individually rational but collectively reproduced re
sponse to such market imperfections.

The newer economic histogysecond fundamental feature is that, method
ologically, it depends upon a division of variables between endogenous-and ex
ogenous, a proxy for the rational and irratioéith the benefits of the new-in
formation-theoretic economics, the boundary between the exogenous and the
endogenous shifts in the lattefavor Consequentlywhether it be preferences,
technologyand endowments, as in the old neoclassical model, residual expla
nation will always reside outside the modekith some initial starting point
for the triumvirate previously listed for example, even if they are endogenized
with the passage of history through custom, learning, norms, or wha@ewer
cially, the division of variables between endogenous and exogenous, wherever
the boundary falls, leads to a corresponding definition of the scope of econom
ic history and the contribution that economics can makes. historiographi
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cal framework is put particularly clearly by Davis (1970: 68), who divides his
tory into four categories of susceptibility: to existing economic theory; to-analy
sis other than economic theory; prospectively to one or another of the social
sciences; to interdisciplinarityVhilst potentially perceived as a neutral de
scriptive scheme for ganizing the literature, it is taken for granted that none
of these categories is emplyfollows that any extension of economic theory
must extend its scope of application to histdhe newer economic history-en
dogenizes what was previously exogenous. It must be able to do more, better
More specifically the new approach brings history back in. Its previous de
parture under the old approach and its dependence on mainstream economics
is pinpointed by McCloskey:
“Smith, Marx, Mill, Marshall, Keynes, Hecksche3chumpeterandViner, to name a
few, were nourished by historical study and nourished it in turn. Gazing dowivélem
halla it would seem to them bizarre that their heirs would study economics with-the his
tory left out ... Yet this is what happened. It began in the 1940s, in some respects ear
lier, as young\merican economists bemused by revolution in the substance and method

of economics neglected the reading of history in favor of macroeconomics, mathemat
ics, and statistics” (1976:434).

Third, then, for the new approadtistory as “time and context” thahatters
is re-introduced as a matter of thedByt it is understood in a particular way
as path dependence (or presence of dynamideamulltiple equilibria) This
understanding of history is seriously deficient. Despite allowance for path de
pendence, the models and concepts are ahistorical, asocial, timeless; and uni
versal. Historytime,and context are confined to the random shocks, or other
haphazard factors which lead to one rather than anptiateterminedf sto-
chastic, path to be takemhus, Greif (1997:402) sees the neoclassical eco
nomics deployed by cliometrics to have been too narmwaontrast:

This new economic theory. . underscore[s] the importance of history in economic
processes... endogenous-growth models, and dynamic general-equilibrium models .
posteriors, focal points, learning, coordination, sunk investment, historically determined
interest groups, social groups, social norms, legislation, and preferences. Hence, eco
nomic theory has begun to support, rather than undermine, the claim regarding the im
portance of history and to provide conceptual frameworks within which path-depen
dence may be examined.

But, as is made clear in the volume contributed by Bates et al. @&28&hich
Greif is a contributgrhistory at most serves to aid in the selection between oth
erwise ahistorical models or between equilibria for a selected model.

Fourth, as already apparent in its narrow understanding of higtergew
er economic history remains more or less untouched by postmodernism and
concern with the socially constructed meaning of its objects of. Sthiyis in
evitable for any analysis that draws upon mainstream economics, for the latter

8 Somewhat paradoxicallyhe book is dedicated to North, Boniface and Sharman (2001).
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is unique in having been totally untouched by the influence of postmodernism.
Quite apart from its own version of subjectiyilyawn from the preferences or
utility of otherwise unexamined individuals over unexamined goods, it relies
exclusively on universal categories such as utiitpduction, goods, and-in

puts for its analysi¥et, the new economics does appeal to, and draw upen, no
tions of culture, trust, values, and so on. But the meaning attached to these is
reduced to how individuals respond to informational uncertainties about the
world. There is otherwise no socially and historically specific discursive con
tent.

Last, and partly as a matter of style but significant in determining scope and
appeal of the new approach, the formal modeling, and explicit assumptions and
methodology upon which it rests, is often tempereckisgn inconsistently in
corporated with, informal analytical discourse. From broad propositions of the
sort that institutions, customs, or history matter as a response to market imper
fections, it is a simple step to allow for inclusion of any of the traditional vari
ables of social theoryrom culture and ideologyo exploitation, powerand
conflict. Whether explicitly signposted as such, these ultimately derive from the
opportunities or impediments created and sustained by optimizing individuals
in a world of imperfect information.

From the preceding account of the newer economic hjsadigmiliar pat
tern of analytical evolution presents itself. Because of the division between ex
ogenous and endogenous, progress can be made by shifting variables from one
to the otherrespectivelyWhat was previously a residual and unexplained be
comes a variable and subject to explanafitwe newer approach is exemplary
illustration. Yet it is associated with one, as yet, unobserved anofitaty/is
the relationship between the newer approach and Douglass North, one of the
founding fathers of cliometrics and credited with having coined the expression
“new economic history” (Goldin 1995:193s will be seen, there are consid
erable dinities between North and the newer approach. He has for some time
been highly critical of the old neoclassical model of perfect competitiory espe
cially in aiguing that institutions and history mattéet North cannot be com
fortably accommodated within the newer approach. One reason for this is be
cause his own work has evolved informally and independently of it, not least
because he commendably broke with its, and his own, early version prior to the
rise of the new information-theoretic approathe new and newer economic
histories can in principle explain anything on the basis of rationality by push
ing out the boundaries of the endogercattonal, one by extending the scope
of the as-if-perfect market, the other by appeal to market imperfections. By con
trast, North has retained a continuing commitment to the role of ideology which
occupies an uncomfortable position in straddling the ratioretional divide?

2 In what follows, we concentrate exclusively on Nattiieoretical trajectoryFor an assess
ment of its application to histargee Milonakis and Fine (2001).
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3. SHIFTING VISION OF THE HISTORIAN OF THE WESTERN WORLD

Since early cliometric years, Norghthinking has evolved continualkt the
outset, he reports major change in the academic windgvélution is taking
place in economic history in the United States” (1963:IR&).impact will be

felt on the political and the social rather than vice-versa (1963:130). “More
over, this new emphasis in no way vitiates the contributions of the nonguanti
tative historian. It does promise to provide both the historian and economist
with important new support. For the political and social historian, the basic re
visions of our economic history should suggest some fundamental reinterpre
tations in political and social history” (ibid.).

The revolution involves the application of economic theory to economic his
tory. North suggests taking any leading article and seeing whether it issuscep
tible to formal modeling, even if needing to rely upon the most favorable (un
realistic?) assumptions. Most revealing of the primitive level of Nerth’
approach is his view on the viability of slavery: “Only if the wages of free la
bor fell to the subsistence level, so that in fact the prices of slaves fell to below
their reproduction cost, would the institution become nonviable” (1965:91).

More generallya manifesto is provided for the fledgling cliometrics: “In
summary .. we need to sweep out the door a good deal of the old economic
history, to improve the quality of the new..and it is incumbent upon eceno
mists to cast a skeptical eye upon the research produced by their econemic his
tory colleagues to see that it lives up to standards which they would expect in
other areas of economics” (ibid.).

By the early 1970s, North adopts a more ambiguous stance toward neoclas
sical economics and its application to histdtyis roundly praised and per
ceived to be essential: “Neo-classical theory has been a powerful tool of analy
sis of the new economic history and has demonstrated repeatedly that it can
shed light upon our economic past. In fact, | would put it strodgéreory of
choice—the self-conscious application of opportunity cost doctrimeessen
tial to the framing of meaningful questions in economic history” (1974:3). But,
crucially, it is a theory that must know its limitations: “It is the systematic use
of standard neo-classical economic theory which both has provided the incisive
new insights into mar’economic past and also serves to limit the range-of en
quiry” (1974:1).The problem is the neglect of transaction costs and associated
enforcement. Indeed, “The growth or decline of economic systems is clearly a
function of increasing or decreasing productivity of the two seetg@ods
and services and protection and justicelt is the interplay between the two
sectors that is a key to an understanding of economic chalhge leads to the
development of “dicient” or “inefficient” property rights and how do these
“rules of the game” influence the output of goods and services?” (1974:6).

Significantly, the complementary role of protection and justice is viewed as
a sector of the econongithough it is subsequently tempered with the passage

https://doi.org/10.1017/50010417503000252 Published online by Cambridge University Press


https://doi.org/10.1017/S0010417503000252

FROM PRINCIPLE OF PRICING TO PRICING OF PRINCIPLE 555

of time and the wise use of terminology less grating to the non-economist. Not
surprisingly he rejects the option of rejecting neoclassical economics alogeth
er, simply because the economy rests cheek by jowl with the non-economic:
“The approach | wish to suggesferts a common analytical framework to study
the structure of economic systems. Standard micro-economic theory then be
comes one part of a broader framework of analysis” (1974:3).

North’s subsequent work has sought to fill out that broader framework, pri
marily building upon rather than setting aside what has gone before. Since the
1970s, his central task is to accountdbange in economic histpin this he
considers neoclassical theory is inadequate: “Neoclassical economics applied
to economic development or economic histarydoes not and cannot explain
the dynamics of changeThis does not mean that neoclassical theory is use
less for the historian. For it, “may account very well for the performance of an
economy at a moment in time @rith comparative statics, contrasts in the per
formance of an economy over time,” (North 1981:57). Howeyieen its es
sentially static characteits usefulness in studying the dynamics of change is
limited. Although, “explaining economic performance in history requires-a the
ory of demographic change, a theory of the growth of the stock of knowledge
and a theory of institutions, in order to fill the gaps of neoclassical theory”
(1981:7), the focus of his theoretical work became institutions.

The building blocks of this theory are, first,tteeoty of popetty rightsthat
describes the individual and group incentives,” secoadhéoy of the state,
since it is the state that specifies and enforces property rights” and, aHind,
ory of ideologythat explains how diérent perceptions of realityfatt the re
action of individuals to the changing ‘objective situatigid981:7-8, empha
sis added)The key concept lying behind his theory of institutions is that of
transaction costsNorth notes, “What economists have not realized urtil re
cently is that the exchange process is not costlessd [they] ignore the costs
involved in exchange... contending that such costs exist but are passive and
therefore not important, or are neutral with respect to their consequences for
economies” (1989:1319)

Indeed, this observation is elevated to the highest level of importance: “In
fact, the costs of transacting are the key to the performance of economies”
(ibid.). Consequentlythe work of Coase (1960) is singled out for its signifi
cance both in emphasizing the presence of transaction costs and as a sorely ne
glected point of departure from mainstream economics: “Coase pointed out that
the neoclassical model, which has served as the basis of economic reasoning
for most scholars in thé/estern world, holds only under the severely restric
tive assumption of zero transaction costs” (ibid.).

The next theoretical task is to set the potential gains from trade against the
pervasive presence of transaction costs. Consequdatiglopment is under
stood in terms of the net advantage of one over the other: “The result of all this
is that resources devoted to transacting (although small per transaction) are
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large, while the productivity associated with the gains from trade is even
greater; and high rates of growth and development have charact&ggesin
societies” (1989:1320)Why should North have set up the problem of devel
opment in these term3he answer is his wish to explain why some economies
should perform better than others. If it were simply a matter of “fundamentals,”
availability of resources and technolodlien diferences would tend to be
eroded by factor mobility and costless transactions.

Instead, as already indicated, North focuses on explaining howgeine
in performance derives from tifences in transaction costfiese, in turn, are
explained by ascending a further analytical layerthe level ofnstitutions:
“with positive transaction costs, institutions matter” (1989:13A9) rela
tively early stage, North defines institutions as “a set of rules and compliance
procedures and moral and ethical behavioral norms designed to constrain the
behavior of individuals in the interest of maximizing the wealth and utility of
principals” (1981:2042). To highlight the importance, and potential variabil
ity, of institutions, North posits two extrem&idn “a simple model of persen
al exchange,” there is a complete absence of “cheating, shirking, opportunism,
all features that underlie modern industriajaization theory” (1989:1320).
Everyone knows everyone else so that it is impossible to walk away -perma
nently as the beneficiary of a bum deal for others. Here we have pure integrity
for fear of being exposed, but the division of labor is crucially limited by the
absence of the impersonal market. By contrast, at the other extreme, “a pure
model of this world of impersonal exchange” (1989:1320), is rife with poten
tial for cheating, etcetera. Consequenthystly though it may be, these need to
be discouraged: “In order to prevent such actiétgborate institutional struc
tures must be devised that constrain the participants and so minimize the cost
ly aspects . . As a result, in moderestern societies we have devised formal
contracts, bonding of participants, guarantees, brand names, elaborate moni
toring systems, andfettive enforcement mechanisms. In short, we have well-
specified and well-enforced property rights” (1989:13Zppetty rights,
then, are a core component of the institutional level, imperative for agents to be
able to handle the uncertainties attached to increasingly complex and imper
sonal exchange¥here are two broad aspects to institutional structures. One is
the stateunderstood as an enforcement agency; the othsacisl normstt
“The institutional requirements . [are] the result, first, of the development of
a third party to exchanges, namely government, which specifies property rights
and enforces contracts; and second of the existence of norms of behavier to con
strain the parties in interaction, which will permit exchange where high mea

10 North (1990:34-35) also identifies an intermediate stage of exchange, one based on, “im
personal exchange, in which the parties are constrained by kinship ties, bonding, exchanging
hostages, or merchant codes of conduct.”

1 Social norms also perform the function of explaining why economites dif performance
even though they share the same formal institutions.
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surement costs, even with third party enforcement, pose problems with respect
to opportunism, cheating, etc.” (ibid.).

Consider Nortls theory of the stat&heraison d’éte of the state is its pow
er to specify and enforce property righfthese are designed to produce forms
of economic aganization that would reduce transaction costs and promote eco
nomic growth. By doing so the state plays the role of the wealth maximizer for
society There is, howevem caveat: if this model is correct, what explains the
widespread tendency of states to create and tolerafieieaf property rights?

On the one hand, the state has two contradictory objectives: in addition to de
vising property rights in order to maximize societal output, the state also tries
to specify rules which maximize the income of its rulers. Indeed, the latter is of
primary importance to North (1981:43), but receives little analytical elabora
tion in later work: “The state will specify rules to maximize the income of the
ruler and then, subject to that constraint, will devise rules to lower the transac
tion costs (and promote economic growth).” Furth&his fundamental di
chotomy is the root cause of the failure of societies to experience economic
growth” (1981:25). On the other hand, the ridenaximizing strategy is sub

ject to two constraints which also help to produceficieht property rights:

first is a competitive constraint (from potential rulers within their own state or
from rival states); second is a transaction cost constraint (referring to the costs
of monitoring, metering, and collecting taxes) (1981:28).

This notion of the state is riddled with problems. First, the state is here treat
ed as a Hobbesian institution standing above sotatieus ex machina de
fine and sustain the idea of ownership” (Hodgson 1988:2843uch it needs
separate analysié transaction-costs gument invoked in the explanation of
most institutions is not applicable. Instead, Nortfiersfa functionalist expla
nation in terms of the stageServices to society: the specification and enforce
ment of property rights and the maximization of societal wealth (of its rulers).
Second, a collectivity (the state) is here treated as if it were a rational maximiz
ing individual subject to constraints, albeit with a dichotomy of motiVes
serves Nortls purposes well. If “inditient property rights” arise, this is due to
the first maximization principle, whereas ifieient property rights prevail the
second maximization principle comes to the fore. Institutions gemand
persist according to whether they are functional to state objectives, however de
fined, in face of transaction costs seen beloyin case of an individua'be
havior contradicting the neoclassical rational fzestefit calculus, North appeals
to the concept of ideologizacking a similar residual in the case of the state, he
inculcates in its logic two self-contradictory objectives (maximization postu
lates), drawing freely between them according to the explanandum.

With an institutional structure comprising government and norms, and-a sepa
rate distinction between institutions as formal rules and informal norms, this com
pletes Norths analytical framework with the exception of one crucially impor
tant refinement of social norms that adds one last layer to be elaborat&drtter
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consider how this structure explains historical change and economic- perfor
manceThere is one essential mechanism that straddles all of the analytical lev
els—individual pursuit of self-intest with an as-if market mechanisnevaik

ing throughout societyThis is already explicit in the gains from behaviors such
as cheating, but for institutional impediments. But it penetrates everywhere, even
to the determinants of ideolagyith every principle having its price:

To the degree that individuals believe in the rules, contracts, property rights, ete., of so
ciety, they will be willing to forego opportunities to cheat, steal, or engage in-oppor
tunistic behaviarln short, they live up to the terms of contracts. Converselye de

gree that individuals do not believe in the rules, regard them as unjust, or simply live up
to the standard wealth maximizing behavioral assumptions we typically employ-in neo
classical economics, the costs of contracting, that is transaction costs, will also increase.
Empirical evidence suggests the price we are willing to pay for our conviction is a neg
atively sloped function, so that ideological attitudes are less important as the price in
creases (1989:1322).

In this light, outcomes are path-dependent, contingent upon the strength of bar
gaining parties and, not surprisinglyith (transaction costs) market imperfec
tions as a starting point, can potentially lead to Paretdidgiegfcy. The latter
arises as those with power have an incentive to exploit it at the expense of ef
ficiency, presumably in the absence of evolved mechanisms for transfer pay
ments that could be more than provided for by the gredieieaty that is at
tainable in principle: “[I] the revenue that can be raised by the rulers [is]
greater with an indéitient structure of property rights . even when rulers wish

to promulgate rules on the basis of theficegncy consequences, survival will
dictate a diferent course of action, becausiognt rules can dénd powerful
interest groups in the polity” (1989:132This means that history is the “end
less struggle of human beings to solve the problems of cooperation so that they
may reap the advantages not only of technglbgyalso of all the other facets

of human endeavor that constitute civilization” (North 1990:133).

But what exactly does North mean by “history”? Essentially it is confined to
the impact of path dependence. In moving from the opening of his book, “His
tory matters” (1990:vii), he adds the refinement one hundred page$Raitr
dependence means that history matters” (1990: 100). But he considers that the
literature has neglected the importance of transaction costs, without which past
mistakes could be costlessly rectified, and explicitly refers to the work of Paul
David and QWERY, the setting of keyboard lay-out in stéplastic2 “If . . .
the actors initially have incorrect models and act upon them, they either will be
eliminated or dicient information feedback will induce them to modify their
models” (1990:85). Once again, NodMlivegence from the mainstream is at

12 QWERTY is the typing keyboard laid out to minimize jamming for mechanical typewriters
but now redundant in the age of computers. Its use by David as an example of path dependence
through technological lock-in has become a historical cliché. For a critique of path dependence as
understood by David, see Fine (2000).

https://doi.org/10.1017/50010417503000252 Published online by Cambridge University Press


https://doi.org/10.1017/S0010417503000252

FROM PRINCIPLE OF PRICING TO PRICING OF PRINCIPLE 559

most maginal and reflects no apparent sensitivity to the social as something
distinct from the individual.

4. FROM PRINCIPLE OF PRICING TO PRICING OF PRINCIPLE

North’s analytical framework presented so far is consistent with the newer eco
nomic historyIndeed, the latter has engendered a positive response, Notth writ
ing: “I am far more optimistic than | was in 1977,” partly because of initiatives
“exploring the ‘black boxbf the rationality assumption, confronting theeriz

ing in the real world of uncertainty (or ambiguity), exploring the implications

of transaction costs for economic performance, modeling political-economic
systems, examining the nature of preferences and so on” (1997a:412, 413).
With the partial exception of reference to uncertainty and ambjguith sen
timents could have been expressed by mainstream economists, or newer eco
nomic historians. North also shares a huge ambition in reach of historcal ex
planation, as revealed by the title of his seventeen-page joint article of 1970,
“An EconomicTheory of the Growth of thé/esternWorld.” Yet, North does

not follow, or anticipate, the route taken by the newer approach, which is to
elaborate ever more complex models of imperfect information on the basis of
an ever wider range of uncertainties. Rathercritically departs from this path

in response to one analytical and one empirical i$%Tibe latter concerns his
acceptance that not all behavior is reducible to economic ratiqreaiy of the
extended type associated with the conscious adoption of such things as custom
for individual through collective gain. Simply put, behavior remains anomalous
by such criteria, most notably in the phenomenon of individual voting in elec
tions where the negligible anticipated rewards (nil unless a tie) do not justify
the efort. Consequentlysocial norms become something more than, and dif
ferent from, game-theoretic, long-term strategizifigey incorporate, at one
further level, ideology: “Norms are codes of conduct, taboos, standards of be
havior, that are in part derived from perceptions that all individuals form both
to explain and to evaluate the world around them. Some of these perceptions
are shaped and molded byanized ideologies (religions, social and political
values, etc.). Others are honed by experience, which leads to fivenagain

or rejection of earlier norms” (North 1989:1322).

Ideologybecomes a truly marvelous and powerful explanatory faetwrit
encompasses whatever is not explained by rationality (which has itself been ex
tended by appeal to market imperfectiofi$iis is a point of departure from the
newer approach, certainly as promulgated by economists, for whom enly ra
tionality exists, and appeal to any other form of behavior is arbitrary and unac
ceptable. North defines ideology as “the intellectuidres to rationalize the
behavioral pattern of individuals and groups” (1981:A8gin, as for the state,

13 HenceVandenbeg’s (2002) notion that North inconsistently combinegedifint approaches
where he departs from the neoclassical economics with which he began.
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this approach changes little in his later work. But, unlike the state, much more
analytical weight becomes placed upon ideology (possibly because the state is
an institution that is itself seen as ideologically determined over and above the
pursuit of self-interest). For North, ideology performs two critically important
analytical functionsThe first is to act as a constraint on a simple hedonistic,
individual calculus of costs and benefits. It does so by legitimizing a given set
of property relations, thus helping to reduce enforcement (transaction) costs.
“Strong moral and ethical codes of a society is the cement of social stability
which makes an economic system viable” (1981:47).

Second, a positive theory of ideology is necessary to explain secular change,
mostly as an initiator and fuel of & group actiorAs a historian mindful of
change through time, North is not surprisingly devoid of reliance upon an equi
librium in which ideology is a self-reproducing artifact complementing,-inter
acting, and integrating with the material world. Indeed, for North, “it is simply
impossible to make sense out of history (or contemporary economies) without
recognizing the central role that subjective preferences play” (199643
North is acutely aware, not least for methodological individualism, that for the
world and for its institutional structures to change, someone must do it
(1999:16-11). “Secular change has occurred not only because of changing rel
ative prices but also because of evolving ideological perspectives that have led
individuals and groups to have contrasting views of the fairness of their situa
tion and act upon them” (1981:58). FurtH@ndividuals change their ideoleg
ical perspective when their experiences are inconsistent with their ideology”
(1981:49). “Individuals will attempt to force change as a result of injustice and
alienation they feel.” In other words, individuals may attempt to change the sys
tem because of a “deep seated conviction” that the system is unjust (1981:12).
There must not only be incentive but conception, as revealed in this sweeping
summary of his approach:

The reality of a politico-economic system is never known to anyone, but humans do con
struct elaborate beliefs about the nature of that realitgliefs that are both a positive
model of the way the system works and a normative model of how it shoulderk.
belief system may be broadly held within the sociegflecting a consensus of beliefs;

or widely disparate beliefs may be held, reflecting fundamental divisions in perceptions
about the societyrhe dominant beliefs, that is, those of political and economic-entre
preneurs in a position to make policies, result over time in the accretion of an elaborate
structure of institutions, both formal rules and informal norms, that togeditemine

[our emphasis] economic and political performafde path dependence that results
typically makes change incremental, although the occasional radical and abakii.

to punctuated equilibrium change in evolutionary biology can occur in economic change
as well .. . the rate of change will depend on the degree of competition amgaugj-or
zations and their entrepreneurs resulting in alterations of the institutional matrix.
What follows are revisions to perceptions of reality (199911().

Thus, at the end of the day, anore exactlyon the top layer of the analyti
cal structure, resides ideology or beliefs as underlying, explanatory. faetor
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deed, for North, “It is belief systems that are the underlying determinant of path
dependence, one of the most striking regularities of history” (1994b:385). But
as Rutherford puts it, “North does not provide a theory [of ideology] so that

his treatment of institutional change and stability now rests on the change or
stability of a factor that is, in significant part, exogenously determined”
(1994:46). It is a remarkable destination for an analytical journey that begins
with optimizing individuals in a perfect market. In turning full circle and re
turning to the individual, by way of markets, property rights and institutions, at
last a more rounded human being egest one with values and beliefs. By the
same token, a more rounded economic history is created, one that straddles the
other social science¥et, if use of fundamentals depends on transaction costs,
and institutions depend on ideologlye latter is ultimately decisive. How has

it been understood by North?

First, there is some lack of clarity in the way North treats ideoldgying

defined structure as “the characteristics of society which we believe to be the ba
sic determinants of performance,” he goes on to include in this “the political and
economic institutions, technologyemographyand ideology” (1981:3). Ideol
ogy, therefore, becomes part of the structure of society on a par with technolo
gy and demographyl’he problem with this formulation is that in treating ideol
ogy as part of the structure of socjehe analytical distinction between structure
and human agency,an David Lockwoods (1964) terminologybetween “sys
tem integration” and “social integration,” is completely blurred since an aspect
of the latter (human agencsocial interaction) is simply treated as part of the
former (structure, system integratiomhus one of the basic problems that has
puzzled social theory from its inception, from Karl Marx and Méeber to
David Lockwood anénthony Giddens, appears to evaporate unless it be-the re
sult of a huge and complex mechanism of simultaneous interdependencies over
time. Ideology however whatever the exact meaning one chooses to attach to
it, by its very nature implies a subje&itthoughsocially constucted,it involves
intellectual processes and is therefaubjectively heldy individuals As such,
it is an indispensable part of human age&tyuctures, on the other hand, refer
to objectively identified properties and positions within a social sygtsisuch,
in Giddenswords, “structures are necessarily (logically) properties of systems
and collectivities, andre characterised by the absence of a subj@&79:65-
66). Hence, ideology cannot legitimately be treated as part of the structure of
society but is itself part of the social process through which objective determi
nations in the form of structural positions and properties are translated into sub
jective action (see Callinicos 1987:3480; Anderson 1980:17)*

Second, despite its crucial analytical significance for his framework, North’

14 In commenting on an earlier draft, North accepts he was wrong in his 1981 book to “imply
that ideology is part of the structure.” He also claims that he has since “conspicuously stayed away
from the term because it is so loaded; and | have really been more concerned with the way in which
beliefs evolve and the way in which learning takes place.”
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treatment of ideology is admitted to be superficial although, he claims, through
no fault of his own. North writes of ideology as: “That complex of ideas, cus
toms, dogmas, values, ethical standards, etc., which make up our understand
ing of the world around us, establish our normative standards, and help define
the choices we mak®&/hile some norms are externally enforced, others are in
ternally enforced codes of conduct, like honesty or intedtiyould be an im
mense contribution to have a testable general theory of the sociology of knowl
edge and therefore an understanding of the way overall ideologiegecamel
evolve” (1989:1323).

Ideally, there would be a theory of how ideologies arise and are reproduced.
But North declares himself dissatisfied with what is available: “The immense
literature on the subject from Marx and Mannheim to Merton is not very con
vincing, although Robert Mertasithapters written in 1949 are stilla good sum
mary of the state of the art” (1989:1330). Because the literature does ot pro
vide a general theory of the sort he seeks, North sets most of it aside altogether
(Although, if such a theory were available and passed the test, it would close
his model of history for good!)

What does North derive from Mert@naccount® The answer seems to be
very little, despite the decisive importance of ideology for his theory of-histo
ry. Indeed, with one minor and heavily distorted exception to be taken up as
the next point, Nortls approach is marked by a rejection of Merton, especial
ly in two respects. So much taken for granted that it does not bear stating, Mer
ton is concerned with thsocial determinants of ideology-through class,
structure, etcetera-even if harshly dismissive in his commentary of such fac
tors being decisive in of themselves. Nastireatment of ideology proceeds
exclusively from the individual, each deciding to change perception of reality
like they would a production technique or color or design of clothing. Further
in seeking to avoid excessive determinism, Merton necessarily ranges over a
wide set of explanatory variables and processes. By contrast, North chooses to
focus upon one ideological determinant alone, stripped to its bare essentials
the costs and benefits to an individual of holding to, or changing, an ideology
Otherwise, with frequent reference to the work of Herbert Simon, and others
working on (ir)rationality from the perspective of the individsatbgnition
and system of beliefs, North is most readily interpreted as always-recon
structing social theories of ideology through the prism of methodological in
dividualism, of agents making sense of their external environment by inter
acting with, and internally contemplating it. In short, for North:th&ory of
learning would model the way in which the initial genetic architecture, col
lective learning .. from past generations, and the playesgderiences to

15 In commenting on an earlier draft, North reports that he “sat in on Mergoaduate semi
nar at Columbia in 1949.. | have tried to modify his framework in terms of what we have since
learned about institutions, ganizations, and culture, but a lot of my approach is derived from
[what] | have learned from Merton and, for that mafirem Marx too.”
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gether shape the mental models of the player to thereby provide the resultant
belief systems (1995:822§.

Third, in confining himself to work surveyed up to 1949, North entirely-over
looks the postmodernist period, and before, in which ideology is seen to-be con
cerned not only with its attachment to cause afetelbut also irreducibly with
its own meaningsThis theme is not absent from Mertentork but is more
easily read into it retrospectively rather than it jumping out of the page.1n con
trast, there is little or no evidence throughout Nartffitings that he is aware
of such considerationéccordingly, he feels entitled to revert to an outlook
based on the as-if market price for principles: “In the absence of such g theory
we can still derive an important and potentially testable implication about
norms at a more specific microlevel of analysis, which is derived from-an un
derstanding of institutions. Specificallthe structure of rules and their-en
forcement help define the costs we bear for ideologically determined choices;
the lower the costs, the more will ideas and ideologies matter” (1995:1323).

In effect, from starting with the principle of pricing in establishing the old
version of the new economic histpand then applying it successively te re
source allocation, property relations, and institutions, North can be neatly ad
judged to have moved to a position of the pricing of principle. It is a theme that
recurs throughout his later work, although consistent with what has gene be
fore.As it were, ideologyetcetera, is complicated; we do not have a complete
theory; so the focus will be on ondeaft aloneThus, North suggests: “Insti
tutions basically alter the price individuals pay and hence lead to ideas; ideolo
gies, and dogmas frequently playing a major role in the choices individuals
make” (1990:22). He confirms that ideas, etcetera, respond to the prices im
plicitly chamged by institutions for our beliefs, even if we cannot decipher oth
er determinants: “If our understanding of motivation is very incomplete, we can
still take an important forward step by taking explicit account of the way insti
tutions alter the price paid for oseconvictions” (1990: 26). North uses this
forward step to explain changing attitudes toward the family and to the role of
women in society (1990, 84), and toward slavery: “What perhaps needs stress
ing more than anything else is that individuals could express their abhorrence
of slavery at relatively little cost to themselves and at the same time exact a high
price from slave owners” (1990:85). Nonetheless, had the North foreseen the
cost of the CiviWar, it might never have taken place.

Fourth, as already remarked, North definitely departs from the neoclassical
version of ideologyone that reduces it to biologically determined preferences
that are, nonetheless, potentially influenced by random as well as optimally
chosen experience. North (1981:51) explicitly distinguishes himself from
the pure form of rationality associated with Stigler and Becker (1977).-He ar

16 For North, in short again, it would tell us “what is the relationship between the way the mind
works and the formation of institutions?” (1993:161).
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gues that they neglect the formation ofeli€nt individual ideological stances

on the basis of the same experiences, and that ideology containketharal
judgments (especially around fairness and equity). For North, ideology is seen
as theory-driven, if at times unconsciously so, and as a means to simphfy deci
sion-making; it is “inextricably interwoven with moral and ethical judgments”
and altered when inconsistent with experiences. North is particularly favorably
inclined towards the bounded rationality approach of Simon, quoting him at
length and concluding, that he: “Captures the essence of whiye subjective

and incomplete processing of information plays a critical role in decision mak
ing. It accounts for ideologyased upon subjective perceptions of reality .

It brings into play the complexity and incompleteness of our information and
the fumbling eforts we make to decipher it” (1990:23).

Fifth, as already apparent, absence of a general theory justifies North in
choosing arbitrarily across ideological determinants. Pricing of principle is one
example, but equally prominent is the idea that whilst formal rules and institu
tions can be changed overnight, ideology and the informal evolve incremental
ly and are slow to adjust, a critique of a caricatured Marx for his base-super
structure model (1999). It is worth emphasizingomething more than a
polemical point—that the modern economics literature through formal models
has sought to demonstrate that Nartonclusion of the inevitability of incre
mentalism is simply wrong. Relatively small changes in some arena can lead
to huge changes in others as a result of multiple equilibria, complex dynamics,
and path dependence, quite apart from catastrophe and chaoslthadding
the informal, and unmodeled, there is no reason to believe that this should be
otherwise. Nonetheless, in drawing many of the separate elements of his ap
proach togethemand recognizing that preferences are strongly subjective and
interpretative as distinct from the one-dimensional subjective rationality of
mainstream neoclassical economics, he concludes that, “The agent of change
is the individual entrepreneur responding to the incentives embodied in the in
stitutional frameworkThe sources of change are the changing relative prices
or preferenceslhe process of change is overwhelmingly an incremental one”
(1990:83).

PresumablyNorth wishes to deny that revolutionary change is possible, on
the basis of normative as well as of historical judgment. Paradoxicallyor
ders on the dialectical in denying the revolutionary:

Although ideological commitment is a necessary condition for mass support of a revo
lution, it is difficult to sustain. Giving up wealth and income for other values is one thing

in face of a common and hated oppressor but the value triceaofjes as the oppres

sor disappearS.herefore, to the extent that the new formal rules are built on an-incen
tive system that entails ideological commitment, they are going to be subvertbhd .

formal rules change, but the informal constraints do not. In consequence, there devel
ops an ongoing tension between informal constraints and the new formal.rulés .
though a wholesale change in the formal rules may take place, at the same time there
will be many informal constraints that have great survival tenacity because they still re
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solve basic exchange problems among the participants, be they social, political, or eco
nomic.The result over time tends to be restructuring of the overall constraimtsoth
directions—to produce a new equilibrium that is far less revolutionary (199@2p

Thus, with resource allocation and pricing nested in a structure that ultimately
rests on an informal system of beliefs, change can only be slow and ineremen
tally cumulative as the higher layers in the hierarchy of determinants act as a
buffer on those below (North 1994a; 1995; 2000).

Last, having departed the neoclassical world, a whole new world is opened
up for North from which to explain the ideologies we addpart from tech
nology, demographyand institutions to address the evolution of fundamentals,
he embraces cognitive analysis as a means to understand id&aogwhere
inside our psyche, human history is waiting to be told. In short, the simultane
ous weakness of Northtreatment of ideology and its strength as an explana
tory factor is a consequence of his failure to have drawn from the immense lit
erature on the topic, most notably that ideology is subgaiallyto what might
be termed the six Cs: it is constructed, construed, chaotic, contradaxinry
textual, and contestéd.This is to be contrasted with Norshtinderstanding of
culture: “Culture is more than a blending offéient kinds of knowledge; it is
value-laden with standards of behavior that have evolved to solve “loecal” ex
change problems (be they social, political, or economic). In all societies there
evolves an informal framework to structure human interaciibis. framework
is the basic ‘capital stockhat defines the culture of a society” (1997b:13).

Thus, in reviewing the theme of comparing North with Merton, one-over
whelming diference stands out between the tMhilst, in the context of the
social, Merton is committed to avoiding reductionism and rigid determinism,
whether to the economic or otherwise, North ultimately settles on the strongest
form of reductionism and determinism at the level of the individtta. im
pact of other factors is acknowledged if only to be sidelined in deference to the
“pricing of principle.” The as-if market mechanism works its way up through
his analytical framework from resource allocation, property rights, and mstitu
tions, to ideologyOne reason for what might be thought of as an ironic revenge
upon Marxism, whose practitioners would surely blush at the extent of the eco
nomic reductionism, is the substitution of the individual for the social in this
parody of a base-superstructure model (with intermediate leVal®ughout
his work, North remains inseparably attached to methodological individualism,
however much it may be complemented by property rights, institutions, and
culture.

As a result, his most recent interest in cognitive science is understandable
and entirely compatible with the evolution of his thinking. But this work re
mains underdeveloped both in itself and in its results.ifFaddressing the no

17 See Fine (2002a) for this in the context of the culture of consumption. Note, though, that North
(1995), for example, accepts inconsistencies in beliefs.
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tion of the social construction of ideolgdyorth suggests thag “you cannot
understand the way the mind works without intimately understanding the con
nection between the mind and its social environment” and, in order to take this
further, “what we would like to understand is the way in which the external sig
nals that the mind receives from the environment get structured into neural nets
that produce the beliefs that human beings have.”

5. CONCLUSION

North’s starting point in his post-cliometric phase has been a critique of neo
classical theory as a framework for analyzing change in hiSorge “the neo
classical world is a frictionless one where no institutions exist” and in which
“change occurs via a change in relative prices in an impersonal market,” neo
classical theory can account for neither the institutional framework nor for
change in history (1981:5, 8). In addition, neoclassical theory with its individ
ualistic calculus is considered inadequate for a host of other reasons: first, it
does not tackle the free rider problem and as such cannot explgm giaup
action,” which for North is a major source of change; second, it cannot account
for altruistic behavior; and, third, it cannot explain stability (“why do people
obey the rules of society. . when an individualistic calculus would suggest
cheating, shirking, stealing, assault and murder should be everywhere evi
dent?”). “Indeed,” North goes on, “a neoclassical world would be a jungle and
no society would be viable” (19811

To account for all this, one has to go beyond the individualistic account of
costs and benefits of neoclassical economics. Hence the introduction-of insti
tutions through a transaction-costgament and of ideology as a means of
overcoming the free rider problem and of accounting for all forms of behavior
that do not conform to individual rational choice calculuss is, according to
North, the task of the social sciences: “The task of the social scientist is to
broaden the theory to be able to predict when people will act as free riders and
when they will not” (1981:46). In other words, for North, the task of social sci
ences is supplementary to the “economic approach” in order to deal with situ
ations in which the latter fails, as is the case with altruistic behéaige group
action, secular change, and so fofithe rational individual, howevgremains
the starting point as well as the most pervasive element in Kq@rbblemat
ic. Having extracted the social from the picture by starting his analysis with the
asocial, ahistorical rational individual, he then reintroduces it from without to
account for the theoretical lacunae created by the very act of leaving the social
out of the picture in the first place.

What is more, he does so the basi®f the individualistic rational choice
postulateThis is obvious in the way he treats both institutions and ideology
He regards both simply as constraints on individual maximization. Institutions

18 This, and the following, from commentary on an earlier draft.
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in particular although of central importance in Nogttheoretical discourse,
are not taken as a point of departure but are themselves explained in terms of
the individual motivation of agents that comprise them (1981:44; and 1990:3
6). The state, on the other hand, is treated as if it were a maximizing mdivid
ual.All is attached to a static and timeless framework.

This is how North himself summarizes his approach:

Defining institutions as the constraints that human beings impose on themselves makes
the definition complementary to the choice theoretic approach of neoclassical econom
ic theory Building a theory of institutions on the foundation of individual choices is a
step toward reconciling dérences between economics and other social sciefires.
choice theoretic approach is essential because a logically consistent, potentially testable
set of hypotheses must be built on a theory of human behavibrstitutions are the
creation of human being8hey evolve and are altered by human beings; hence our the
ory must begin with the individual (1990:5).

But North's methodological individualism also goes beyond the utility maxi
mization of mainstream economics to encompass a more complete human be
ing, purportedly drawing upon and integrating social science as a wsole.
North puts it: “All theorizing in the social sciences builds, implicitly or explic
itly, upon conceptions of human behavior traditional behavioral assump
tions have prevented economists from coming to grips with some very funda
mental issues... a modification of these assumptions is essential to further
progress in the social scienc&ke motivation of the actors is more complicated
(and their preferences less stable) than assumed in received theory” (1990:17).

His approach might be best understood as a combination of rational choice
theory with irrational choice theqgrthe latter comprising whatever is left aside
by the formerYet, the approach is admitted to be flawHak first, rational, el
ement is unable to explain action other than in self-intefést.second has
proved so elusive that, in a remarkable non-seqWtoth focuses systematic
analysis on the pricing of principlget, if there is one thing to be learned from
the literature on ideologyt is that, however widely cast, its origins, meanings
and evolution cannot be found within the individual. Ideol@ithough indi
vidually held, issociallyconstructedHaving taken social and historical speci
ficity out of the analysis in the first instance by appeal to universal categories
such as transaction costs, division of lalfactor endowments, and ideology
itself, it is hardly surprising that North should face severfcdifies in rein
troducing them at a later stage.

North’s overt influence, then, has been to establish economic history as (a
shifting) mainstream economics plus ideologith transaction costs, proper
ty rights, and institutions bridging the divide between the two. His covert influ
ence has been to deter those who look for something else from their-history
to classes, movements, power and conflict, with corresponding theory to suit.
The result in the past has been a great divide between economic and social his
tory, in which there has been a corresponding if inexact division of responsi
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bility between material and cultural factors, respectivihys division is break

ing down as economics increasingly purports to be able to address the social,
the cultural, the institutional, and so die example of Nortl’work reveals

how limited are these claims derived, as they are, from methodological indi
vidualism, for which a division is necessarily drawn between the rational and
the irrational, the endogenous and the exogenous, and the economic and the ide
ological. Nonetheless such methods will prevail to the extent that “social” his
torians fail to grasp the nettle of providing economic alternatives to the-princi
ple of pricing and the pricing of principle. For the latter will be influential if not
central amongst those, such as North himself, who are dissatisfied with exclu
sive reliance upon formal modeling and reductionism to rational choice (with
history as path dependence and model choildese approaches, as in the
newer economic historyave already introduced the richer language of -histo

ry and social science by reference to culture, institutions, norms, trust and so
on. North ofers an alternative in allowing for the irrational, something outside
the modeling itself, but only at the expense of a continuing commitment to
methodological individualism however much it might be disguised by the adop
tion and adaptation of concepts and terminology derived from genuine social
theory Thus, North has become a standard reference in providing authority for
the newer economic history (especially if citing work before his cognitive turn),
but also for those who wish to engage on a wider compass whether in social
history, political science, the new institutional economics, or the new develop
ment economics and studies.

What is the alternative? First is to recognize the current intellectual climate
as one of dual retreat from the extremes of neo-liberalism and postmodernism.
Unavoidably for North, the non-market and ideology mat#hough each is
narrowly construed. Second, Nodldwn intellectual voyage, despite setting
out under the mast of individualism, eventually leads him to the troubled wa
ters of collectivities, poweand conflictThird, these should be taken as an an
alytical starting point, historically grounded in the societies under considera
tion for which capital and capitalism, for example, are more appropriate as both
material and cultural categories than are the universal notions of praperty
stitutions, and ideology
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