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Abstract: We address the challenge of attempting to advance a strong and consistently subjectivist view of economic agency without at the same time undermining the possibility of providing a coherent account of social institutions and socio-economic order.  The argument is presented as a case study and development of the ideas of Ludwig Lachmann, a prominent and self-confessed ‘radical subjectivist’ member of the modern Austrian School, who was both aware of the challenge and sought to address it.  Two significant tensions are revealed in Lachmann’s account, and it is shown how, drawing on recent contributions to realist social theory, these tensions may be resolved.   JEL: B4, B5.   Keywords:  subjectivism, institutions, social structure, socio-economic order. 
SUBJECTIVISM, INSTUTIONS AND THE POSSIBILITY OF SOCIO-ECONOMIC ORDER: THE CASE OF LUDWIG LACHMANN
I INTRODUCTION

One of the oldest challenges facing social theorists who emphasise the subjectivity of individual decision-making and the freedom of individual choice is how to reconcile these aspects of human agency with the existence of socio-economic order.  In particular, they need to explain how individual actors’ actions and interactions, given that these issue from choices based on often very different perceptions, interpretations and expectations, nevertheless somehow seem to achieve the quite remarkable levels of coordination regularly witnessed in many spheres of socio-economic life. 

The issue is all the more pressing for those who adopt a strongly subjectivist view of economic agency.  A good example here is Ludwig Lachmann, a prominent and self-proclaimed member of the ‘radical subjectivist’ wing of the Austrian school of economics.  We have chosen to focus on Lachmann’s work for two reasons.  The first is that he offers a sophisticated attempt to marry what is widely regarded as a relatively extreme form of subjectivism with an account of how the plans of individual actors are coordinated in a market economy.  That is to say, he is someone who squarely accepts the challenge described above.  The second is that, while we are sympathetic to many aspects of Lachmann’s theory of the socio-economic order, we shall argue that it is ultimately undermined by his commitment to a metaphysical scheme founded on the primacy of events and the presence (in closed systems) or absence (in open systems) of regularities between events.   There are some interesting lessons to be learned here, in our view, which generalise to other parts of economics.

The structure of the paper is straightforward.  Our argument begins with an overview of Lachmann’s position on the prevalence of uncertainty in economic affairs, which he traces to the ‘open’ nature of the social world, and the important role of social institutions in mitigating this uncertainty and thereby facilitating successful action.  We then go on to identify what we regard as some weaknesses in Lachmann’s conception of social institutions, and in particular that he sometimes appears to reduce them to the type of event regularities that he elsewhere presents as being the province of the natural rather than the social world.  The remainder of the paper is devoted to some ideas from recent contributions to realist social theory, which we believe provide the conceptual resources to provide a theory of social institutions as sources of stability in social life, but which do not reduce institutions to recurrent patterns of events.   
II LACHMANN ON UNCERTAINTY AND THE POSSIBILITY OF SOCIO-ECONOMIC ORDER
We noted above that Lachmann’s writings on uncertainty and socio-economic order reflect a dualistic metaphysics that furnishes him with two categories in terms of which the nature of socio-economic reality may be conceptualised: closed and open systems.   The ontological bedrock of this position is provided by events, that is, occurrences, happenings, manifestations, and so on.  The key difference between closed and open systems is then that whereas the former display a ‘uniformity of sequence’ - events that are regularly conjoined in a deterministic way or in accordance with some stable, well-behaved probabilistic law - open systems do not.


Lachmann regards the socio-economic world as an open system and offers two arguments in support of this view.  In the first place, he observes ex posteriori that stable event regularities are conspicuous by their absence in the socio-economic world:

Even the staunchest adherents of the view that economics is a ‘science’ and that economists must therefore devote themselves to the search for empirical generalisations of comprehensive character (whether or not we wish to speak of ‘universal laws’) will have to admit today that during the last 250 years the quest has not been successful.  Neither the Tableau Economique nor the Malthusian law of population, neither the quantity theory nor Keynes’s ‘law of the declining marginal propensity to consume’ has stood the test of time.  The consumption functions we know can almost invariably be improved by the addition of further variables … [until] it is possible to feel that not much is left of the original ‘law’ (Lachmann, 1986, p. 27).

In the second place, Lachmann argues that the observed openness of the socio-economic world reflects people’s capacity for genuine choice and the ‘subjectivism of active minds’.  Choice, if the term is not to be emptied of it’s meaning, implies that people could always have decided to act other than in fact they did in a particular situation.  That is to say, if in any given circumstances (x) a person chose to do y, then s(he) could always have chosen some other course of action (not-y), perhaps as a consequence of interpreting the situation differently (reflecting the subjectivism of interpretation), or by forming different expectations of possible future eventualities (reflecting the subjectivism of expectations), or simply by acting differently on the basis of those same interpretations and expectations (perhaps reflecting changes in preferences).
  According to Lachmann, people’s interpretations of the past and current states of the world, the way they form expectations about the future, and their choice of actions based upon those expectations, are all creative, spontaneous ‘acts’ of the human mind, not passive responses to external stimuli.  ‘The market economy is thus an “open system”,’ according to Lachmann (1977, p. 123), which ‘does not permit “precisely” determined relations between quantities’, and it is precisely the existence of active human minds and genuine choice that contribute to making socio-economic reality an open system.
  The argument also holds in the reverse direction: that is, the existence of active human minds and genuine choice presupposes that socio-economic reality is an open system.  To hold otherwise would deny the reality of choice.  

The distinction between open and closed systems is significant for Lachmann because of its implications for people’s capacity to predict the future ‘in the sense we expect … from a science’ (Lachmann, 1986. p. 139).  For Lachmann, scientific prediction, and more specifically the knowledge of the future that makes such prediction possible, is based on the apprehension of (stochastic) event regularities that describe quantitative relationships between economic variables that are comprehensive in the sense that they apply not just to the past but also to the future realisations of those variables.  In such circumstances, where both the past and future values of economic variables are realised in accordance with the same probability distribution function, information about the relative frequencies of events derived from historical data will enable people to form accurate, unbiased estimates of the future values of the relevant economic variables, thereby furnishing them with (probabilistic but actuarially certain) knowledge of the consequences of their current actions.  But event regularities of this kind, which are the sine qua non for ‘scientific’ knowledge and prediction, presuppose a closed system.   In an open system, comprehensive event regularities governing the realisations of both past and future economic variables are absent.  It is ‘a world which not merely changes, but whose change is not governed by any known law’ (Lachmann, 1977, p. 90).  Historical data are here an inadequate source of evidence regarding the future since, while they may yield unbiased estimates of the probability distribution functions that describe past events, they do not provide the basis of the (perhaps different) probability distribution functions that will describe future events.  The future is then incalculable in the sense that ‘no well-founded figures of probability for different kinds of outcome can be established on the basis of experience’ (Shackle, 1949, pp. 109-10; quoted in Lachmann [1956] 1978, p. 26).  The upshot is that inhabitants of open systems are unable to assign meaningful probabilities to the consequences of their actions and, although Lachmann does not always mention uncertainty explicitly, therefore confront uncertainty in the Knightian or Keynesian sense of the situation in which decision-makers are unable to assign numerically definite probabilities to future events.
  And in many cases, of course, people may not even be able to arrive at a full list of the possible consequences of their decisions, let alone assign probabilities to those consequences. 
The question then arises how purposive conduct is even possible in the face of Keynesian or Knightian uncertainty.   Lachmann, following Shackle, argues that people deal with their ignorance (‘unknowledge’) of the future, and so manage to act in a purposeful, goal-driven fashion, by using their imaginations to envisage desirable future outcomes and then deciding which actions might bring them about:

Economic choice does not consist in comparing the items in a list, known to be complete, of given fully specified rival and certainly attainable results.  It consists in first creating, by conjecture and reasoned imagination on the basis of mere suggestion offered by visible or recorded circumstance, the things on which hope can be fixed.  These things, at the time when they are available for choice, are thoughts and even figments (Shackle, 1972, p. 96; quoted in Lachmann, [1990] 1994, p. 246).

For Lachmann, then, as for Shackle, far from being ‘given’ unproblematically, the ends pursued by people are actually a creative product of their imaginations and are therefore subjective:

The future is to all of us unknowable, though not unimaginable.  Future knowledge cannot be had now, but it can cast its shadow ahead.  In each mind, however, the shadow assumes a different shape, hence the divergence of expectations.  The formation of expectations is an act of our mind by means of which we try to catch a glimpse of the unknown.  Each of us catches a different glimpse … Divergent expectations are nothing but the individual images, rather blurred, in which new knowledge is reflected, before its actual arrival, in a thousand different mirrors of various shapes (Lachmann, 1976, p. 59).


At the heart of Lachmann’s account of human conduct in the face of uncertainty is the concept of the ‘plan’, that is ‘the coherent design behind the observable action in which the various purposes as well as the means employed are bound together’ (Lachmann, 1970, p. 20, 30, 38).  Lachmann re-defines praxeology, which Mises understood to be the study of how people use means to achieve given ends, as the study of how people devise and act upon plans to use means to achieve (imagined) ends.  People carry an image of what they want to achieve in their minds, and human action is the implementation of plans designed to bring about these imagined ends.  It follows from this, Lachmann argues, that human action can be understood only in terms of the plan of that gave rise to it.


If people act on the basis of plans whose origins lie in spontaneous acts of the creative human imagination, then the question arises of how the plans of different people relate to one another.  This question is of paramount importance because, in modern industrial societies characterised by an elaborate division of labour, the success of any one person’s plan depends upon how it meshes with the actions of countless other people, each of whom is planning and acting in a similar (creative) way (Lachmann, 1970, p. 39, 49).  In such circumstances, the possibility of an outcome which is orderly in the sense that most people are able to carry out their plans successfully requires those plans to be mutually compatible in the sense that the actions sponsored by one person’s plan should not disrupt the plans of others (Hayek, [1937] 1948).  This in turn demands that each person is able (to an extent at least) to foresee and so orient his actions towards the behaviour of those of his fellows on whose conduct the fruition of his own project depends.  And for that to be happening, different peoples’ plans must be informed by similar expectations of the future.  For if people have widely divergent expectations, they cannot all be correct and some of the plans will miscarry.

Viewed in isolation, Lachmann’s commitment to the subjectivism of active minds appears to make it difficult for him to explain how the convergence of expectations required for plan coordination can be achieved.  For if (as we have seen) expectations are the spontaneous, subjective constructs of people’s creative imaginations, a given situation is likely to yield a variety of (subjective) expectations of the future, prompting people to formulate different (and often incompatible) plans.
  The fact that people devise and act upon plans under conditions of uncertainty, and where knowledge is dispersed, fragmented and often ephemeral,
 implies, therefore, that some people’s plans will invariably fail and need to be revised (Lachmann, 1970, p. 46).  Furthermore, plans are carried out in real time, the passage of which entails changes in circumstances and knowledge: ‘As soon as we permit time to elapse,’ Lachmann (1977, p. 92) states, ‘we must permit knowledge to change, and knowledge cannot be regarded as a function of anything else.’ In a world of uncertainty, then, people must continuously reflect upon their goals, considering whether as time passes and unforeseen changes in circumstances occur, the ends they initially selected are still worth pursuing or whether other objectives (perhaps not formerly envisaged) have now become more attractive.

Lachmann contends that there is no guarantee that this process of plan revision will always result in greater overall plan coordination.  ‘It is impossible to show that, as a result of repeated failures and revisions, the various divergent plans will tend to grow closer together and in the end converge’ (Lachmann, 1970, p. 46).  For while the passage of time might be thought to give a person the opportunity to learn more about other peoples’ plans, in actual fact the latter are simultaneously being refashioned, so that even as the first individual becomes more closely acquainted with them, they change, rendering his recently acquired ‘knowledge’ obsolete and therefore upsetting even his revised plans.  The upshot of this, Lachmann argues, is that people inhabit a ‘kaleidic’ world in which ‘individual plans, each consistent in itself, never have time to become consistent with each other before new change supervenes’ and prompts their revision: 

[T]he real world is a world of continuous unexpected change in which targets are moving rather than fixed.  This means that even while men are gaining additional knowledge by learning from earlier mistakes, at the very same time some of their existing knowledge is continuously becoming obsolete … We have to conclude that in a world in motion forces reducing the divergence of plans and other forces tending to widen such divergence will both be in operation, and that it is impossible to say which set of forces will prevail in any concrete situation (Lachmann, 1970, pp. 46-47; see also pp. 230-36; 976, pp. 59-60; 1986. p. 29, 48, pp. 56-57).
For Lachmann, then, the market is best understood as an ‘ongoing process, impelled by the diversity of aims and resources and the divergence of expectations, ever-changing in a world of unexpected change’ (1986, p. x; see also 1986, pp. 24-25).


Significantly, however, while Lachmann argues that there can be no a priori guarantee that the market process will always and everywhere generate ever greater degrees of plan coordination, he acknowledges that in actual fact people often are able to form expectations that are good enough to enable them to implement their plans successfully.  To claim otherwise would be to fly in the face of the wealth of evidence that the market process often does produce a reasonably orderly allocation of resources:
[A] world of uncertainty clearly is not a world of chaos.  To say that economic phenomena cannot be predicted in the sense we expect such an activity from a science is not to say that men are unable to form expectations about the future outcome of the actions they presently are planning.  Our inability to predict future events in no way prevents us from making forecasts about the success of our actions, forecasts which may of course be falsified by later events.  Indeed, the former compels us to undertake the latter.  Making such forecasts is a human, not a scientific activity (Lachmann, 1986, p. 139)

The principal task of economic theory, on this view, is to explain how, given the subjectivism of active minds, the market economy facilitates the in many respects remarkable degree of plan coordination that is observed in practice.  Lachmann’s point is not that severe uncertainty renders people utterly incapable of forming expectations that are for the most part sufficiently accurate to enable them to implement their plans.  On the contrary, what he is really doing is attacking the work of those (orthodox) theorists who, in a (scientistic) attempt to imitate what they (erroneously) see as the methods of the natural sciences, attempt to develop spurious mechanistic models of expectations-formation (Lachmann, 1970, pp. 34-43; 1986, pp. 26-31, 42-45, 112-13) which, rather than showing how plan coordination really arises, yield ‘apparent demonstrations [which] amount to no more than the apparent proof of what is already assumed’ (Hayek, [1937] 1948: p. 45):
Nor does our inability to predict mean that the economist as an observer of the social scene is prevented from describing the conduct of agents pursuing ends in an uncertain world and forming expectations in the course of such pursuit.  In fact, again, it is only in the absence of mechanical causation that such description of human action in terms of means and ends is called for and makes sense … To elucidate the variegated activity men engage in in revising their expectations is one of the tasks of the economist … As regards ‘nihilism’, this appears to be a term more appropriate to describing the mentality of those who, blind to the variegated activity of human minds when engaged in the formation of expectations, are frantically searching for links of mechanical causation where there are none, than to that of those who do their best to draw the attention of their colleagues to the problems we all face (Lachmann, 1986, pp. 139-40).
Far from asserting the impossibility of forming expectations that can provide useful guides to conduct, then, Lachmann is arguing that theorists need to face head-on the problem of explaining how real people form expectations that are good enough to facilitate the degree of plan coordination that is observed ex post in real economies.
 


Lachmann’s own answer to the question of how socio-economic order is possible in decentralised market economies highlights the crucial role that social institutions play in enabling people to formulate expectations that are sufficiently accurate, much of the time, for the successful coordination of plans.  Like Mises and Hayek,
 Lachmann regards people as social beings whose beliefs, expectations and plans, far from being formed in a solipsistic social vacuum, are profoundly shaped by the institutional environment that they inhabit (Lachmann, 1977, p. 75; 1990, pp. 138-42).  More specifically, and following Weber, he argues that social institutions furnish people with a shared set of rules and conventions that stipulate in general terms how they should interpret and respond to the circumstances in which they find themselves.  In this way, according to Lachmann (1970, pp. 13, 61, 70-72; 1990, pp.138-41), institutions limit (without precisely determining) the range of actions which people are likely to take in a particular situation, making their conduct more predictable and thereby facilitating the formation of reliable expectations and mutually compatible plans:

An institution provides means of orientation to a large number of actors.  It enables them to co-ordinate their actions by means of orientation to a common signpost.  If the plan is a mental scheme in which the conditions of action are co-ordinated, we may regard institutions, as it were, as orientation schemes of the second order, to which planners orient their plans as actors orient their actions to a plan … The existence of such institutions is fundamental to a civilised society.  They enable each of us to rely on the actions of thousands of anonymous others about whose individual purposes and plans we can know nothing.  They are nodal points of society, co-ordinating the actions of millions whom they relieve of the need to acquire and digest detailed knowledge about others and form detailed expectations about their future action (Lachmann, 1970, pp. 49-50).

According to Lachmann, social institutions channel people’s interpretations of their circumstances, and therefore their plans and actions, narrowly enough to enable them to form reliable expectations of each others’ behaviour, but so not so rigidly as to exclude the possibility of genuine choice:  ‘Human action is not determinate, but neither is it arbitrary … In other words, human action is free within an area bounded by constraints’ (Lachmann, 1970, p. 37; also see Lachmann, 1970, p. 61 and Vaughn, 1994, p. 171).

In summary, Lachmann (1970, p. 141) sees social institutions as ‘vehicles of human action’ that at once serve as ‘instruments of, and constraints upon, human action’ in situations of uncertainty.  And it is a short step from this insight to the recognition that so long as these ‘vehicles’ continue to be implicated in human action, they are reproduced – perhaps in a transformed way - through action over time.   We shall return to this point below. 
III LACHMANN ON SOCIAL THEORY AND THE POSSIBILITY OF SOCIO-ECONOMIC ORDER: A CRITIQUE

We shall now offer some criticisms of Lachmann’s writings on socio-economic order.  Our analysis will concentrate on ontological issues – that is to say, issues concerning the constituents and structure of the socio-economic world - raised by Lachmann’s attempts to explain how socio-economic order is possible even in situations characterised by high levels of uncertainty.  This focus is warranted for a number of reasons.  In the first place, as we have seen, it is Lachmann’s account of the nature of socio-economic reality that underpins his (epistemological) claim that people cannot predict the future and that their choices are generally not informed by numerically definite probabilities.  Secondly, in contending that social institutions facilitate purposeful human conduct in the face of uncertainty and ‘unknowledge’, Lachmann touches on one of the most fundamental ontological issues in social theory, namely the relationship between social structure and human agency.  We shall argue that Lachmann’s account of the structure-agency relationship – and, more specifically, his claims about the ontological status and causal efficacy (or lack thereof) of social structure – exhibit shortcomings that undermine his efforts to develop a convincing explanation of how social institutions help people to deal with their ignorance of the future and thereby facilitate an orderly allocation of resources.  Thereafter, in the next section, we shall go on to argue that the limitations of Lachmann’s account of socio-economic order can be remedied using a more sophisticated model of the structure-agency relationship that has emerged in parts of recent realist social theory.

As we have already noted, Lachmann does not claim that people are paralysed into inactivity by their inability to make predictions that are on par with what might be achieved in the physical sciences.  Rather, he sees people as being able to form expectations and make forecasts of the future, based on their knowledge of social institutions, most notably the legal system, and to act in a purposeful, goal-driven way that is informed by these expectations and forecasts.  However, while the general thrust of Lachmann’s reasoning about the role of social institutions in facilitating purposeful action in the face of high levels of uncertainty is one that we wholeheartedly endorse, an attempt to flesh out the details of his argument reveals a number of difficulties, stemming in particular from his views on the nature and properties (in short, the ontological status) of social institutions.
Consider first Lachmann’s account of the nature of social structure (for present purposes, social institutions and rules).  For Lachmann, a social structure is just a ‘recurrent pattern of events’ (1970, p. 23).  More specifically, he refers to ‘those recurrent patterns of conduct we call institutions’ and argues that the term institution ‘denotes a recurrent pattern of conduct … a complex network of human action’ (1970, p. 75, 50).
 These remarks suggest that Lachmann believes social institutions to consist in (and so to be ontologically reducible to) recurrent patterns of human action.  Indeed, Lachmann equates rules of conduct with ‘empirical generalisations’ (1986, p. 47, 51), a claim that again suggests that social structures amount to no more than patterns of observable human action.  That Lachmann views social structures as ontologically reducible to (recurrent patterns of) human action is confirmed by his remark that, ‘In the last resort … human action … is the ultimate reality of social life’ (1970, p. 141).
The problem with this account of the nature of social structure, however, is that the idea that social institutions and rules consist in nothing more than recurrent patterns of events is incompatible with the arguments that Lachmann marshals in support of his view about the omnipresence of uncertainty in the social world.  For if the socio-economic world is indeed an open system devoid of event regularities as he maintains in his writings on uncertainty, then surely this also undermines his view of social institutions and rules as consisting of event regularities.  And if so, people would be left without any signposts to guide their plans and actions, leaving Lachmann unable to explain how socio-economic order is possible under conditions of uncertainty.  If people have no grounds for believing that a particular set of social institutions will endure at least some time into the future, then they will have no reason to orient their plans towards those institutions.  And if people do not orient their plans towards common social institutions, then it is well nigh impossible to see how they will be able to form plans with the inter-compatibility required for a reasonably orderly allocation of resources.


Of course defenders of Lachmann’s position might respond by saying that the regularities he has in mind as occurring in the social world are different from those in the natural sciences, less sharp perhaps, or admitting of exceptions.
  The notion of ‘demi-regularities’ proposed by Lawson, that is, ‘regularities that are not only highly restricted but also somewhat partial and unstable’ (Lawson, 2003, p. 79; 1997, pp. 204-221) might capture something of these qualities.  But the use of a concept of this sort needs to be stated and argued, particularly in a context in which so much weight is placed on the absence of event regularities in the social world.  In the absence of any such statement or argument, therefore, Lachmann appears to be caught on the horns of a dilemma.  On the one hand, his contention that people face significant uncertainty is predicated on the socio-economic world being an open system that does not exhibit event regularities of the type required for people to acquire knowledge regarding the future.  But on the other hand, given his claims about the nature of social institutions, Lachmann’s account of how socio-economic order is possible under conditions of uncertainty presupposes the existence of the very recurrent patterns of events that (on his account) are ruled out in an open socio-economic world.

The root of this dilemma, we submit, lies in the limitations of Lachmann’s metaphysics.  The binary categories in terms of which he couches his account of the nature of socio-economic reality, namely those of closed and open systems, constitute an oversimplified metaphysics that divides the world into domains where event regularities obtain and those where they do not.  The fact that this metaphysics furnishes Lachmann with just one abstract form in terms of which the significant, enduring features of the socio-economic world can be conceptualised, namely event regularities, implies that it provides no basis for distinguishing between the various possible objects of knowledge in the socio-economic world in order to show that, even where objects of knowledge of one sort (event regularities, say) are absent, there remain other objects of knowledge (namely, social institutions and rules) which can guide and inform people’s actions and thereby facilitate an orderly outcome.  As we shall see in the next section, what is required in order to do justice to the role of social institutions in facilitating purposeful human conduct and socio-economic order in the face of radical uncertainty is a more sophisticated metaphysics that allows social institutions to be conceptualised, not only in terms of empirically observable regular conjunctions of events, but also as non-empirical in nature.  And, as we shall also see, the requisite conceptual resources are provided by some recent developments in realist social theory.


The inadequacy of Lachmann’s metaphysics also manifests itself in his views on the causal efficacy of social structures.  Lachmann’s account of the possibility of socio-economic order presupposes that social structures exert their own, sui generis causal influence on people’s actions.  To see why, recall that Lachmann argues that social institutions and rules ‘prescribe certain forms of conduct and discourage others’ and so ‘reduce uncertainty by circumscribing the range of actions of different groups of actors,’ thereby rendering people’s actions predictable enough to enable them to form mutually compatible plans and so act in concert with one another (Lachmann, 1990, p. 139, 141; also see 1970, p. 61, 141).  In other words, Lachmann acknowledges that social structures make a difference to people’s behaviour.  Given that it is just such a capacity to help bring about changes in observable events (such as people’s behaviour) that is the hallmark of causal efficacy,
 Lachmann’s account of the generation of socio-economic order can be seen to presuppose the causal efficacy of social structure.
  Indeed, in one of his earliest paper, Lachmann himself appears to acknowledge the causal efficacy of social structures:
[A]s social scientists … we are concerned [not] with … individual acts but mass-phenomena.  Mass-phenomena have to be made intelligible by reference to the similarity of the conditions under which different individuals have to act.  The conditions the similarly of which makes different individuals, who are subject to them, act in an identical manner, may be either of a subjective (psychological) or an objective (institutional) nature; i.e., they may either exist purely in the imagination of the acting individuals or have a socially objective existence …  Men may act identically, either because they are all subject to the same mass-psychological influences or because they all have to operate within the same institutional framework.  As our knowledge of mass-psychology is rather scanty compared with our comprehensive cognition of institutions and the way they work, it might be useful to lay down as a preliminary rule that if … a mass-psychological and an institutional hypothesis come to compete for the role of ‘cause,’ preference will be given to the latter (Lachmann, [1937] 1994, p. 30; emphasis added).


However, while the analysis of Lachmann’s work presented above suggests that his account of socio-economic order implicitly presupposes the causal efficacy of social structure, some of his other explicit remarks on causality and causal explanation contradict this interpretation.  ‘The social sciences,’ Lachmann (1977, p. 171; emphasis added) states, seek to ‘render the social world intelligible by reducing phenomena of human action to that irreducible final cause: human choice.’  Similar comments are to be found in The Legacy of Max Weber, where Lachmann writes that:

In social theory our main task is to explain observable phenomena by reducing them to the individual plans (their elements, their shape and their design) that typically give rise to them. This is what Weber meant by the explanation of action ‘in terms of the meaning attached to it by the actor’ (1970, p. 31, emphasis added; see also Lachmann, 1977, p. 170).

But if it is really the case that Lachmann believes that social phenomena are causally reducible to the properties of individuals - if it is indeed the case that ‘the task of social theory is to construct and to analyse our sociological models carefully in descriptive or nominalist terms, that is to say, in terms of individuals, of their attitudes, expectations, relations, etc. – a postulate which may be called “methodological individualism”’ (Popper, 1957, p. 136; quoted in Lachmann, 1986, pp. 3-4) - then there appears to be little conceptual room left for the possibility that social institutions are causally efficacious entities in their own right, which influence people’s actions.


Lachmann once again appears to be caught on the horns of a dilemma.  Either he can acknowledge the causal efficacy of social structure, disavowing the commitment to the unadulterated individualism found in his explicit methodological pronouncements.  Or he can deny that social institutions have the sui generis causal power to affect people’s plans and actions and so bring them closer into conformity with one another, thereby undermining his account of the possibility of socio-economic order.  The former option would have been particularly unattractive to Lachmann because his commitment to radical subjectivist individualism was motivated in large part by his belief that human choice is an ‘irreducible’ (or, to use Shackle’s phrase, ‘uncaused’) cause of social-economic phenomena and that attempts to causally explain it as a function of antecedent circumstances misleadingly portray people as automata whose expectations and actions are mechanically determined by their surroundings.
  But the second option would appear to be equally unappealing to Lachmann, because it leaves him without an account of the causal mechanisms that contribute to rendering people’s plans compatible enough to facilitate a reasonably orderly allocation of resources.  In our view, Lachmann never did successfully resolve this dilemma, leaving his genetic-causal account of socio-economic order incomplete.  What we are left with is an inconsistency whereby, on the one hand, Lachmann’s explicit statements about methodology extol the virtues of an individualistic approach that denies that social structures possess sui generis causal powers, while, on the other hand, his own substantive causal-genetic explanation of socio-economic order treats social structures as causally efficacious.
  It will be argued below that the aforementioned inconsistency in Lachmann’s approach can be resolved, but only if his metaphysics is expanded to allow a more elaborate account of the variety of causal factors in operation in the socio-economic world.
IV TRANSCENDENTAL REALIST SOCIAL THEORY AND THE NATURE OF SOCIAL INSTITUTIONS

We now turn to an alternative conception of socio-economic reality that we believe offers the conceptual resources required to overcome the two problems just identified in Lachmann’s account.  In particular, what follows draws heavily on the recent literature on transcendental realist social theory or TRST (Archer 1995; Lawson 1997, 2003a).
  It will emerge that there is significant overlap between his literature and the critical themes we have drawn from Lachmann’s writings.
  

At the heart of the social ontology sponsored by TRST is a specific view of the relationship between social structure and human agency.  A key feature of this view is that it avoids the polar extremes of voluntarism (social structure portrayed as the mere creation of, and so is ontologically reducible to, human agency) and determinism (human agency portrayed as totally determined by, and so reducible to, social structure).  Proponents of TRST suggest instead that human intentional agency and social structure are best understood as being recursively related, each being at once a necessary condition for, and a consequence of, the other.  More specifically, TRST sponsors a transformational model of social activity according to which people continuously draw on social structure in acting, with their behaviour leading either to the reproduction or transformation of those structures.

Proponents of TRST justify their account of the nature of the socio-economic world in a way that shares much common ground with Lachmann’s own.  Like Lachmann, they argue that the socio-economic world is an open system in the sense outlined above.  Moreover, they justify this claim by adducing the same two observations made by Lachmann: (i) that, notwithstanding all the effort that econometricians have devoted to their discovery, few sharp, stable event regularities have yet to be uncovered in the socio-economic world; and (ii) that the principal explanation of the openness of the socio-economic world lies in the fact that the possibility of genuine human choice implies that people’s actions are not a determinate or single-exist response to their circumstances.  On the contrary, in the view of many proponents of TRST, choice is an open-ended enterprise such that if in any given circumstances (x) a person chose to do y, then s(he) could always have chosen some other course of action (not-y).  That is to say, genuine choice is one source of the openness of the social world, and indeed also presupposes that the socio-economic world is an open system (Lawson, 1997 pp. 8-11, 70; 1998, pp. 357-60).  

But if a person’s actions are indeed chosen, then it must be possible to give an account of these actions in the light of that person’s beliefs and desires.  That is to say, human action must be intentional under some description, where intentional agency is possible only if the people in question have some idea about how to achieve their goals.  If people have absolutely no idea of the consequences of their actions, then purposeful human conduct would be impossible.  This observation raises the question of the source of the knowledge that informs people’s decisions.  The fact that the socio-economic world is an open system leads realist social theorists to conclude that the objects of such knowledge cannot be event regularities.
  Rather, they propose that the relevant objects of knowledge are typically non-empirical in nature.  More specifically, the vantage point provided by TRST suggests that people’s actions are informed by their knowledge of, or an expression of their capacities to respond to or act in accordance with, perhaps non-empirical social structures (social institutions and rules) (Lawson, 1997, pp. 30-31).

For example, to take a case to which Lachmann devoted a good deal of attention, the legal system is a social institution that, by making it possible for people to enter into and enforce contracts, enables them to secure a degree of control over their future income and expenditure (in the case of households) and revenues and costs (in the case of firms), thereby providing them with a measure of assurance about the future.  Such contracts do not tie the future down completely, of course, and so cannot guarantee event regularities.  Unforeseen contingencies may occur, and there always remains the possibility, sometimes realized, that one of the parties will unexpectedly renege on their contractual commitments (Macneil, 1980; Vaughn, 1994, p. 156).  Nevertheless, long-term contracts, in conjunction with the broader network of institutions and rules that constitute the legal system, do provide people with enough confidence in their beliefs about the consequences of their actions to facilitate intentional agency.   Of course, the legal system and the contracts it underpins do not only facilitate action; they also constrain it.  For example, contracts must be drawn up in particular ways if they are to be legally binding, and any party whose contracts fail to satisfy the relevant legal requirements is likely to be unsuccessful in their attempts to use contracts to safeguard their future welfare (Runde, 1993, pp. 388-93; Lawson, 1998, pp. 357-62; see also  Lachmann, 1970, pp. 70-73; [1979] 1994). 
In the light of the above, realist social theorists divide the socio-economic world can be divided into three ontologically distinct realms: the actual (occurrences, states of affairs, episodes, and so on); the empirical (our sensory experience of the aforementioned manifestations); and a domain of underlying, non-empirical social structures (social institutions and rules).
 This metaphysics is significant for our present task of resolving some of the problems we have identified in Lachmann’s work because the category of underlying, social structures, reducible neither to people’s actions nor to their perceptions thereof, denotes just the sort of non-empirical objects of knowledge required to sustain his claim that purposeful human agency is possible even in an open socio-economic world: 

If enduring generalities at the level of events are not widely in evidence, and if the capable activities of the agents we observe depend upon a degree of knowledgeability, where this knowledgeability in turn presupposes relatively enduring (intransitive) objects of knowledge, then such enduring objects of knowledge must both exist and lie at a different level to events and their patterns (Lawson, 1999, p. 222).

In this way, TRST postulates a realm of non-empirical objects of knowledge as a legitimate part of the ontological furniture of the socio-economic world.  Even if what is manifest at the level of observable events, actions and states of affairs does not take the form of comprehensive event regularities, then, people are nonetheless able to act in a purposeful, goal-driven way thanks to their knowledge of, or at least their ability to act in accordance with, relatively stable but non-empirical social institutions and rules.

The practice of identifying rules and institutions in terms of event regularities, as Lachmann does, tends to lead to a view of human behaviour as rule-described (action first, which is then categorised as conforming to some or other rule).  TRST, in contrast, tends to lead to a view of behaviour as rule-governed (rules first, in the sense that action presupposes rules).  According to TRST, rules are for the most part followed in a tacit way, that is, at a subconscious level or level of practical consciousness.  As many social structures, such as the laws of contract and the legal institutions which underpin them, are relatively stable over time, these structures (and their stability) become ingrained as part of people’s taken-for-granted world or what John Searle calls ‘the Background’, a reservoir of non-intentional (i.e. non-directed) ‘capacities, abilities, tendencies, habits, dispositions, taken-for-granted presuppositions and “know-how” generally’ (Searle, 1999, pp. 107-108).
  However, as we have noted, in an open world, the particular events or outcomes governed by these structures are not necessarily realised in completely predictable or even highly regular ways.  Even legal contracts do no provide certain knowledge that the contracting parties will honour their commitments.  Moreover, as Lachmann (1970, p. 82) himself notes, the legal system itself may change in hitherto unimagined ways because of the innovative activities of the people who use it (see also Horwitz, 1998).  However, this is not something that usually looms very large in the set of things that people take into account when making their decisions.  The point is that institutions such as the legal system do provide considerably more assurance about what the future might bring than would be the case in their absence.


According to both Lachmann and TRST, people are able to deal with the vagaries of an uncertain future by acting in accordance with the dictates of social institutions and rules such as the legal system.  Lachmann was well aware of the element of compulsion that the existence of these historically given social structures introduces into socio-economic life: 

There are certain super-individual schemes of thought, namely institutions, to which … [people’s] plans must be oriented.  They constitute, we may say, ‘interpersonal orientation tables’ (Lachmann, 1977, p. 62; emphasis added).

Social structure – the ‘norms [and] institutions … to which all individual action has to be oriented’ (Lachmann, 1970, p. 21; emphasis added) - can thus be seen to exercise a degree of coercive power over people’s behaviour, in the sense that they encourage and/or discourage particular sorts of action and thereby make a difference to people’s behaviour.  Unlike Lachmann, however, realist social theorists do explicitly acknowledge that this capacity to make a difference to people’s actions is the hallmark of causal efficacy and as such implies that social structures are causally efficacious (Lewis, 2000, pp. 251-2).  TRST is able to do so, we shall argue, because it possesses a more sophisticated portfolio of concepts for articulating their understanding of causality than does Lachmann.

The guiding idea here is the conceptualisation of the causal efficacy of social structure in terms of an Aristotelian framework.  The paradigm of the Aristotelian approach is a sculptor.  A sculptor produces works of art using the raw materials and tools available to him.  The sculptor is the efficient cause - the prime mover or driving force - of this artistic activity.  Nonetheless, while the material upon which the sculptor works clearly does not initiate activity (it does not sculpt itself of its own accord) and hence does not qualify as an efficient cause, it does affect the final outcome by influencing the sculptor’s actions.  Different types of material lend themselves to different types of sculpture and may as a result induce the sculptor to employ different tools and techniques and also to pursue different goals.  Thus, the material makes a difference to the sculptor’s actions, thereby exerting a causal influence over the ensuing outcome.  And it is in recognition of this that the medium in which the sculptor works is described as a material cause of that outcome.
TRST suggests that the behaviour of the sculptor as the exemplar of social action in general.  Just as a sculptor fashions a product out of the raw materials and tools available to him, so social actors produce their actions out of pre-existing social structure.  Like the medium in which the sculptor works, pre-existing social structure lacks the capacity to initiate activity and to makes things happen of its own volition.  It is indeed the case that people are the only efficient causes or prime movers in society.  Nevertheless, as we have seen, social structures constitute indispensable prerequisites for human agency and do affect the course of events in the social world by influencing the course of action that people choose to pursue.  And by influencing people’s actions, pre-existing social structure makes a difference to and hence exerts a (material) causal influence over social life (Lewis, 2000, pp. 263-5).  However, this does not mean that people’s behaviour is determined by social structures.
  For example, while (as we have seen) the institutions and rules of the legal system affect people’s actions by stipulating what they must do if they are to draw up a legally binding contract, the social structures that constitute the legal system do not determine the precise details of the transaction which the contract is being used to govern.  What this goes to show is that, while TRST regards social structure as being causally efficacious, it does not reduce human agency to a mere epiphenomenon of social structure.
TRST suggests that one way to explain and resolve the tensions in Lachmann’s work identified above is to argue that he relies on two notions of causality, only one of which is made explicit.  In his explicit discussion of causality, Lachmann reduces causal efficacy to the capacity to initiate trains of events, that is, to efficient causality.  However, the vantage point provided by TRST suggests that if ‘causality’ is understood as the ability to make a difference to the course of social events, then efficient causation does not exhaust all the varieties of causality in the social world.  For although people are the only efficient causes in the social world, there are also material causes such as social structure.  And it is on something like the notion of material causation that Lachmann seems implicitly to be relying in their accounts of how traditional interpretive schemes and shared meanings orient people’s actions and thereby facilitate socio-economic order.

TRST shows how it is possible to ascribe causal efficacy to social structure whilst avoiding the errors of the naïve holism and structural-functionalism that Lachmann was so keen to avoid (Lachmann, 1970, pp. 7-8, 73-74, 124).  The ontological distinction between actors and social structure implies that social structure and human agency can be attributed very different properties.  For example, it is possible to argue that people possess the ability to initiate activity without anthropomorphically attributing such a capacity to social structure.  The theoretical framework provided by TRST suggests that while social structure possesses its own distinctive property of material causality, it is neither a conscious decision-making entity nor an efficient cause that subordinates people to the dictates of a group mind.  Moreover, while TRST suggests that at any given moment in time there exist social structures that are real in the sense that they are ontologically distinct from people’s actions, it does not reify social structures by denying their ultimate dependence on human agency.  It is readily acknowledged that the historically given social structures extant at a particular moment in time are the result of actions undertaken in the past, their continued existence depends upon current human agency.  

However, while TRST readily acknowledge the ultimate activity-dependence of social structure, and the potential for structural and institutional transformation it brings, it also eschews voluntaristic accounts that ignore the fact that extant structures condition people’s actions and so help to decide whether the inherent potential for change is realised. For, as has been touched upon above, and as has been also elaborated at length elsewhere, both by advocates of TRST (Archer, 2000; Lewis, 2000, pp. 258-62; 2004; 2005) and also by others working within the tradition of realist social theory more generally (Hodgson, 2002; Davis, 2003), the human agency on which the reproduction or transformation of existing social structures depends is itself shaped and influenced, and (at least in part) constituted, by those selfsame structures: people’s personalities and dispositions, their habits of thought and deed, the knowledge which informs their actions, the pattern of incentives which confronts them and which influences whether they seek either to preserve or to transform extant structures, and the distribution of the resources required successfully to act on those incentives, are all conditioned by existing social structures, which as a result constitute an ontologically irreducible influence on human agency.  It is in recognition of the fact that the agency on which the continued existence of social structures hinges is itself dependent upon those structures that structure and agency are said to recursively related or mutually constitutive. More specifically, because current human agency takes place within the context provided by pre-existing social structures, and is itself dependent upon them in the aforementioned ways, the relationship between social structure and human agency is best thought of as one in which current agency reproduces or transforms (pre-existing) social structures rather than (voluntaristically) creates them out of nothing, while the resultant (reproduced or transformed) set of structures in turn (re)constitutes human agency. And it is to conceptualise the impact of social structure in this regard that TRST employs the notion of material causality.

V CONCLUSION: A TRANSFORMATIONAL CONCEPTION OF SOCIO-ECONOMIC ORDER
TRST suggests that the market process just is the process whereby people draw on (pre-existing, historically given) social structures (such as the legal system) in order to act and, in doing so, subsequently either reproduce or transform those structures.  The reconstruction of Lachmann’s analysis of the market process facilitated by TRST suggests that, far from lapsing into nihilism, Lachmann can be reinterpreted as providing a causal explanation of how such market processes can yield an orderly outcome in decentralised market economies.  Lachmann’s account is, however, one that differs from many standard Austrian theories of socio-economic order in two crucial respects.  In the first place, his explanation is one in which the causal factors at work not only include people’s actions but also encompass the social structures which, by shaping and channelling people’s plans, help to ensure that a situation of order – that is, ‘a state of affairs in which a multiplicity of elements of various kinds are so related to each other that we may learn from an acquaintance with some spatial or temporal part of the whole to form correct expectations concerning the rest’ (Hayek, 1982, p. 36) – is generated.  Second, Lachmann’s account is one in which the ordering principle employed is provided, not by the notion of general equilibrium, but rather by a transformational conception of socio-economic order, according to which the social structures which facilitate the formation of mutually compatible expectations, and which therefore underpin the possibility of socio-economic order, are the ever-present condition for, and also the continually (re)produced outcome of, people’s actions.  And, according to the vantage point provided by TRST, it is by identifying the social structures which underpin and facilitate people’s actions, and by showing both how they influence people’s actions and also how they themselves come to be reproduced or transformed in turn, that causal explanations of socio-economic order are to be had (Fleetwood, 1996; cf Boettke et al., 1986, p. 73 n. 12).
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�  Lachmann (1970, pp. 34-37; 1977, p. 88, pp. 122-23; 1986, p. 23).  Lachmann’s notion of event regularities is broad and encompasses both the idealized variety found in formal economic models - regularities between, on the one hand, realisations of hypothetical states of affairs described by sets of axioms and assumptions and, on the other, (sets of) hypothetical outcome(s) deduced from these states of affairs - and the empirical variety that econometricians seek to uncover (Lachmann, 1977, pp. 98-99, 122-23; 1986, p. 23, pp. 112-13).   Closed systems are sometimes identified in terms of the boundary conditions under which event regularities occur, and sometimes in terms of terms of event regularities themselves.  Lachmann appears to take the former approach much of the time, while the literature we rely on later on this paper takes the latter.  The difference is not material for our purposes, because in both cases the central idea is that event regularities are the product of mechanisms or processes operating in isolation from any disturbing factors.  Isolation may be achieved by way of direct human intervention, as exemplified by the controlled laboratory experiment, or may occur naturally as in case of the absence (so far) of anything that disturbs the regular movement of the planets.   


� An anonymous referee raised concerns about Lachmann’s own choice of examples in this passage, and asked whether Keynes had ever actually upheld ‘a law of declining marginal propensity to consume’.  The last question is indeed contentious.  On the one hand, Keynes did express the relationship between consumption and income in functional terms (1973, p. 90) and did talk about the ‘fundamental psychological law … that men are disposed, as a rule and on the average, to increase their consumption as their income increases, but not be as much as the increase in income’ (p. 96).  But on the hand, he devoted the bulk of Chapters 8 and 9 of the General Theory to ‘objective’ and ‘subjective’ factors that may disturb the propensity to consume, and was careful not to claim more that that it was reasonable to assume that it could be taken to be  a fairly stable function in a given situation (see Runde, 2001a, pp. 105-106).


� Lachmann understands choice as the opposite of action that is determined by antecedently sufficient causal conditions (determinism), and his explicit remarks suggest that he rejects each of the three varieties of determinism distinguished by Hodgson (2004, pp. 58-62). Lachmann clearly rejects what Hodgson terms ‘regularity determinism’, namely the ontological claim that any given set of circumstances must lead to a unique outcome. For instance, Lachmann regards people’s expectations as ‘economically indeterminate’ (1977, p.  67) because, thanks to the subjectivity of interpretation, a given set of circumstances can yield a variety of different expectations. And it follows from this, according to Lachmann, that human action cannot be a determinate function of people’s objective circumstances (Lachmann, 1970, pp. 35-37; 1977, pp. 65-67, 72). Second, as we shall discuss in greater detail below, Lachmann argues that people are unable to predict the future in the sense that all too often be they will unable even to assign numerically definite probabilities to future events.  Hence, Lachmann rejects what Hodgson terms ‘predictability determinism’,  namely the epistemological claim that, given sufficient information about past events, together with the relevant empirical laws, the future can be predicted with any desired degree of precision. Even if the relevant empirical laws existed – something about which, as we have seen, Lachmann harbours grave doubts – Lachmann still believes that prediction is impossible. The reason is that the subjectivism of people’s minds implies that past events can be interpreted in a variety of ways, so that the knowledge and expectations to which past experience gives rise (and which comprise part of the set of initial conditions required for prediction) are themselves subject to sudden, unpredictable changes simply because ‘the individuals acting have “changed their minds” ’ about how to interpret their circumstances and about the latter’s implications for the future (Lachmann, 1970, pp. 10-11, 35-41; 1977, pp. 84-91, 170). ‘Predicted man is less than human,’ Lachmann avers, ‘predicting man is more than human’ (Lachmann, 1977, p. 88, quoting Shackle, 1958, p.  104). Finally, and (as we shall see later, in Section III, most controversially), in claiming that genuine human choice is an ‘irreducible final cause’ of human action Lachmann (1977, p. 171), in effect rejects what Hodgson calls the ‘principle of determinacy’, that is, the ontological claim that every event has a cause. In respect of this last point, it is worth noting that Lachmann himself was reluctant to immerse himself in deep philosophical questions concerning the problem of free will. He tends instead to treat free will as a ‘useful hypothesis which has not hitherto been invalidated’, taking the view that ‘Choice indeed is a manifestation of the Free Will’, and emphasising that where the available means ‘are of a kind to leave us no choice, no economic problem exists either’ (Lachmann, 1977, p. 167).  Searle (2001, chap.9) offers a particularly clear survey of the problem of free will, choice and action. 


� ‘Acts of the mind do not fit easily into the formal apparatus of a body of thought the main purpose of which is to produce a closed system within which it is possible to assign numerical values to a large number of magnitudes’ (Lachmann, 1977, p. 156; also see 1986, p. 32, pp. 112-13,  p. 159).  See also Lachmann (1970, pp. 31-41; 1977, pp. 65-67, 170; 1986,  pp. 22-58).


� See Lachmann (1976, pp. 57-58; 1977,  p. 58, 67,  pp. 84-91; 1986, pp. 23-32) and Runde (1998a, 2001b).  Although the term ‘expectations’ crops up more than the term ‘uncertainty’ in Lachmann’s writings, it is clear from his descriptions of the nature of expectations and their formation that he would strongly reject any assumption to the effect that decision-makers are guided by sharp numerical probabilities (be these derived from a knowledge of frequencies or simply personal probabilities in the modern Bayesian sense).  Note that this position is not inconsistent with decision makers being guided by rough, qualitative probability estimates.  For example, in Capital and its Structure, Lachmann ([1956] 1978, chapter 2) uses Lange’s (1944) model of the ‘practical range’ to describe investors’ expectations regarding future asset prices, a model which presupposes a conception of epistemic probability that admits of at least a qualitative ordering of probabilities (Runde and Bibow, 1998, p. 185).


� Lachmann (1970, pp. 7-12, 29-40;  1976, p. 57). For a very useful discussion of the notion of the ‘plan’, see Lewin (1999, pp. 30-33).


� See Hayek ([1937] 1948, p. 38) and Lachmann (1970, pp. 5-6; 1977, p. 123). Austrians such as Lachmann contrast their emphasis on the importance of understanding whether, and if so how, the process of plan formation and revision leads to the coordination of people’s plans with the way in which much (orthodox) general equilibrium analysis focuses on ‘equilibrium states’ where the mutual compatibility of people’s expectations and plans has already been established. The problem with the latter approach, Austrians contend, is that while its central achievement – namely, a mathematical proof of the existence of a set of prices that can reconcile the plans and actions of self-interested economic agents – establishes that it is logically possible for the pursuit of private self-interest in a decentralised market economy to be consistent with an orderly allocation of resources, it begs rather than answers the question of how socio-economic order is generated in practice because it does not explain how plan coordination is established in the first place (Lachmann, 1977, pp. 33-40, 52-56, 188-91; 1986, pp. 141-43, 158-62; also see Hayek [1937] 1948, pp. 44-48, 51). However, as a number of Austrian economists have noted, Lachmann does not explicitly set out an alternative conception of socio-economic order that can replace the notion of general economic equilibrium (Prychitko, 1994, pp. 312-14; Vaughn, 1994, pp. 150-61). A tentative suggestion concerning the requisite notion of socio-economic order is set out below, in the final section of the paper.


� Lachmann (1977, pp. 66-75; [1956] 1978, pp. 20-22; 1986, p. 19, pp. 43-58).  


� Hayek ([1937] 1948, pp. 50-54; [1945a] 1948, pp. 77-83).


� See also Lachmann (1977, pp. 84-86, 169-71), Vaughn (1994, p. 161) and Boehm et al. (2000, p. 389).


� See Lachmann ([1982] 1994, p. 173; 1977, pp. 122-23, 151-53).


� See Mises ([1949] 1966, p. 43) and Hayek ([1945b] 1948, p. 6).


� Lachmann (1970, pp. 75-83) distinguishes between ‘external’ or designed institutions ‘which constitute, as it were, the outer framework of society, the legal order’, and ‘internal’ or undesigned institutions, ‘which gradually evolve as a result of market processes and other forms of spontaneous individual action’.  While internal institutions clearly come down to recurrent patterns of conduct, in his view, it is not clear whether he believes the same to be true of external institutions.  To the best of our knowledge he nowhere appears to discuss the fundamental nature of external institutions.  


� We are grateful to Roger Koppl for emphasising this point.  Further, we would not wish to deny that there are forms of social institution that involve partial regularities that ‘lie on the surface’ in an empirically manifest way.  For example, a key feature of social conventions of the sort analysed by Schelling (1960) and Lewis (1969) is that these stem from people mimicking some empirically observed aspect of the behaviour of others in contexts in which they are seeking to coordinate.  However, much of social structure does not lie on the surface in this way.   For example, there seems to be no empirically observable counterpart to many kinds of social rules that most of us live by most of the time, such as the rule ‘thou should not kill’.  The fact that most of us do not kill most of the time is surely not empirical manifestation of this rule, since there are always an infinite number of things we are not doing at any one moment in time, and we would hardly consider our not doing most of those things an expression of any social rule.  Further, there are cases in which what we observe is the opposite of people conforming to the rule in question (in wars, car accidents, voluntary euthanasia, suicide, etc.), none of which undermine the general rule.  Indeed, cases of this kind are usually explicated as quite intelligible (and empirical) exceptions to what is a pre-existing and often non-empirical social rule.  


� There are further criticisms that can be levelled against positions such as Lachmann’s, which suggest that social structures (social rules and institutions) are ontologically reducible to (patterns in) people’s actions. Such approaches make it difficult to explain the observation that practices governed by social rules are not always, or even often, in conformity with those rules. For instance, the possibility of workers threatening to ‘work-to-rule’ presupposes both the existence of workplace rules and also that the workers usually do not conform to the strict letter of the rules in their everyday activities (Lawson, 2003a, pp. 36-38). In a similar vein, the claim that institutions consist of nothing more than patterns in people’s practices makes it difficult to explain how changes institutions shape people’s practices, that is, it makes it difficult to explain how people’s actions change save through external shocks (Lawson, 2003b, 189-194).


� There appears to be something of a consensus, even among Lachmann’s followers in the Austrian school, that his failure to articulate a satisfactory theory of the relationship between human action and institutions undermines his attempt to explain the possibility of socio-economic order.  See, for example, Prychitko (1994) and Vaughn (1994, pp. 155-61).


� ‘We can speak of cause only if something that takes place can be conceived, imagined, to have been different from what it is. To cause is to make a difference’ (Shackle 1979: 49).  See also Lachmann (1977, p. 170), Miller (1987, p. 61), Lawson ( 1997, pp. 31-32, 57-58) and Runde (1998b).


� As Birner (1995, p. 305) remarks apropos Lachmann’s claim that social institutions help people to cope with their ignorance of the future by moulding and channelling peoples’ actions, ‘This is the same as saying that the institutions causally influence the behaviour of individuals.’


� The causal reductionism to which Lachmann’s brand of subjectivism gives rise has been described as follows: ‘Subjectivism is the methodological doctrine that economic explanation must trace all causality to … mental acts …. This subjectivist view of things is what Lachmann meant by methodological individualism’ (Koppl and Mongiovi, 1998, p. 4; emphasis added).


� Lachmann (1970, pp. 5-12, 35-43, 73-74; 1977, pp. 67-70; 1986, p. 5, pp. 139-40, 159; 1990, pp. 135-37, 141; [1990] 1994, p. 248).


� This inconsistency is also to be found in the work of contemporary radical subjectivists whose work takes its inspiration from Lachmann’s writings (see Lewis, 2005). 


� The ‘transcendental’ in TRST refers to a commitment to a form of reasoning that moves from the phenomenon to be explained to its grounds or conditions of possibility’ (Lawson, 2003a, p. 34).  There are also a number of other recent contributions that are not so closely wedded to transcendental forms of argument, but which nevertheless arrive at ontological positions that have much in common with TRST.  Here we would include the work of Bunge (1998), Cartwright (2001), Hodgson (2004) and Searle (1995, 1999), amongst others. 


�  This overlap may be traced to the fact that many critical contributions to the realist literature share the same target as Lachmann, namely empiricist philosophies that portray science as being primarily concerned with the discovery of event regularities.


� It is on this point that Lachmann runs into trouble by insisting at one and the same time that the social world is an open system and that it nevertheless displays the event regularities which his conception of social institutions demands.


� See Lewis (2000, 2004) for further arguments in favour of an ontological distinction between social structure and human agency, based on the idea that the interaction between them occurs in real, historical time.


� For an Austrian perspective on Searle’s work, see Boettke and Subrick (2002).


� By ‘determined by social structure’ we mean that social structure leaves no room for individual choice in the senses described in section 2 above. 


� Advocates of TRST at times express this point about the causal efficacy of social structures slightly differently by saying that social structures possess the emergent causal power to (re)constitute and shape human agency (Lawson, 1997, pp. 63-65, 124, 174-88). And, of course, in a similar vein, TRST suggests that human agency is itself an emergent product, with features of human being such as intentionality and consciousness being emergent from the biological and material realms in the sense that they depend upon, but are irreducible to, the latter (Lawson, 1997, 174-88, 2003a: pp. 43-52). For similar perspectives, drawn from other strands of realist social theory, see Bunge (1980), Hodgson (2004) and Searle (2001).


� Hence, so far as the Lachmann’s work is concerned, we would fully endorse Boettke et al.’s remark that, ‘To question the value of equilibrium analysis is not to question the value of economic science. Systematic thought is not equivalent to equilibrium analysis … One can have a theory of the market without postulating that the market is always moving toward general equilibrium … [T]he market process is neither equilibrating nor disequilibrating; it is rather an orderly process of change’ (1986, p. 63, 70; see also  Vaughn 1999). 





