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Some claims made for critical realism in
economics: two case studies

Geoffrey M. Hodgson

Abstract Instead of examining critical realism directly, this essay critically exam-
ines claims made by two prominent critical realists, namely Andrew Collier and
Tony Lawson, on behalf of their philosophy. These are (a) that critical realism
supports Marx’s law of the tendency of the rate of profit to fall, and (b) that
critical realism is illustrated by the workplace organization theory of the relative
decline of the British economy. It is argued that the first claim is false and the
second is unsubstantiated. Furthermore, propositions that are rejected by Collier
and Lawson are shown in fact to be consistent with critical realism. These two
case studies raise important questions concerning the claims made for critical
realism on behalf of its adherents. Some questions are also posed concerning the
character of critical realism as a movement.
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1 INTRODUCTION

Critical realism has established a substantial following in the last few
years, leading to the formation of the International Association for Critical
Realism in 1997.2 The works of Roy Bhaskar have attracted widespread
interest. His ideas have been adopted and applied by leading social scien-
tists, including Margaret Archer, Andrew Collier and Tony Lawson. The
core philosophical ideas of critical realism are beginning to be widely
debated by economists and other social scientists (Baert 1996, Fleetwood
1998, Lewis 1996, Runde 1998, Walters and Young 1999, Faulkner
2002).

It is not the primary intention of this article to discuss those core ideas.
Instead, the foremost aim here is to examine some of the claims made on
behalf of critical realism, as guidance in the development of economics as a
discipline.

However, there is little consensus among critical realism on key questions
of concern for economists. For instance, critical realists are themselves
divided on the question of the value of econometrics. On this, compare Paul
Downward’s (2000) defence of some econometric techniques with Tony
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Lawson’s (1997) rejection of them in all cases where ‘open systems’ are
involved. Other divisions exist. Some ‘Analytical Marxist’ supporters of
critical realism have declared in favour of ‘explicit abstract models, some-
times highly formalized as in game theory’ and other ‘rational choice
models’ (Wright 1994: 183-9). But Lawson (1997) and several other critical
realists oppose such sentiments.

It is also notable that leading critical realists have made a number of
normative and policy assertions. These include: the allegedly ‘emancipatory’
nature of critical realism (Bhaskar 1991, 1993); the claim that ‘critical
realism shows the fallacy of several of the classical arguments against social-
ism and supports the possibility of a form of socialism’ (Bhaskar and Collier
1998: 392); and the insistence that the critical realist perspective leads to a
rejection ‘of contemporary social democracy’ (Bhaskar 1989: 6). Elsewhere
I have shown that these claims do not logically follow from critical realism
(Hodgson 1999).

The present article scrutinizes some further claims made for critical
realism. These claims are of a theoretical nature and are of interest for
economists. Concerning the alleged implications of critical realism for
economic theory, here too there is a range of stances. This range is evident
when the two ‘critical realist’” examples chosen here are compared, one
taken from the work of Andrew Collier (1989) and the other from the
work of Tony Lawson (1997). On the one hand, Collier argues that critical
realism directly supports a particular theory — Marx’s law of the tendency of
the rate of profit to fall. On the other hand, Lawson is more circumspect.
One chapter of his book is titled ‘Illustration’. Here he suggests that the
deployment of critical realism is ‘illustrated’ by the theory that the type of
workplace organization in Britain helped to bring about relative industrial
decline. Lawson (1997: 247) claims that such a theory seems ‘broadly
consistent with critical realism’. But Lawson (1997: 326) adds a significant
qualificatory footnote to the beginning of this ‘illustration’ chapter:

Substantive explanations, then, even when serving illustrative purposes,
ought not be tagged ‘critical realist’. Nor, incidentally, should they be
interpreted as constituting evidence by which the critical realist explan-
atory framework is itself to be assessed.... In short, the examples and
discussion which follow merely provide. . .an indication that explanatory
endeavours consistent with critical realism are feasible in the social
realm.

In fact, Lawson explores only one ‘illustration’ of critical realism. His words
provide a welcome qualification concerning the theoretical impact of
his methodology. Collier is more definitive; he sees critical realism as
positively supporting at least one specific theory. In contrast, Lawson sees
the association between theory and critical realism as in a sense negative, in
that critical realism is used to reject some theories, leaving a sizeable set
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of different theories that are compatible with critical realism. A purpose of
the present paper is to argue that while Lawson’s position is preferable
to Collier’s, the set of remaining theories is even larger than suggested
by Lawson, and critical realism has even less discriminatory power at the
theoretical level, than Lawson suggests. This is because at least one of the
important rival theories rejected by Lawson is in fact consistent with critical
realism.

The ‘critical realist explanatory framework’, as such, is not assessed in
the present essay. Nevertheless, four prominent claims have been made by
critical realists: that (a) critical realism supports Marx’s theory of the falling
rate of profit (Collier 1989), and (b) critical realism is ‘illustrated’ by the
workplace organisation theory of the relative decline of the British economy
(Lawson, 1997). Furthermore, both (¢) Collier (1989) and (d) Lawson
(1997) reject some alternative theories or explanations, seeing them as
inconsistent with critical realism.

Critical realists range between (i) making claims concerning ‘implica-
tions’ or ‘illustrations’ of critical realism of the above type, and (ii) stressing
that no philosophy (critical realism included) can provide detailed or
substantial theoretical or policy implications. I believe that philosophy can
only be a guide on such matters; it cannot generate theory or policy on
its own. Lawson himself seems to take this view, but then in the name of
critical realism he rejects some theories and associates his philosophical
argument with one particular theory taken from economics. In contrast,
Bhaskar, Collier and others make more exaggerated theoretical and policy
claims on behalf of critical realism.

In particular, if Lawson is right in his assertion that a whole range of
possible theories is consistent with critical realism, then a number of impor-
tant questions still remain. Among these are the following: Why do these
authors choose and concentrate upon these particular examples in critical
realist writings? In what sense can such an exposition ‘illustrate’ critical
realism? And why are some particular alternative theories or explanations
rejected?

Rather than attacking critical realism directly, this essay focuses on
the four claims (a), (b), (¢) and (d), as well as the questions that are raised
in the preceding paragraph. A crucial part of the argument here is to show
that alternative theories, rejected respectively by Collier and Lawson, are
also consistent with critical realism. In particular, contrary to the arguments
of Collier and Lawson, it is argued that an (untenable) ‘law of the tendency
of the rate of profit to rise’ (implicitly countered by Collier) and the (plau-
sible) ‘management failure thesis’ (explicitly rejected by Lawson) are both
consistent with critical realism, when suitably formulated.

While no overall verdict is pronounced here on critical realism as a
philosophical approach, these case studies provide some insights concerning
critical realism as a ‘movement’ or ‘project’. Accordingly, after looking at
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the two case studies, some observations are made in the concluding section
concerning the character of critical realism, especially as it is presented to
academic economists.

2 DOES CRITICAL REALISM SUPPORT MARX’S THEORY
OF THE FALLING RATE OF PROFIT? OR COULD
A THEORY OF A RISING RATE OF PROFIT BE
CONSISTENT WITH CRITICAL REALISM?

In a book on critical realism, Collier (1989: 66-7) refers to the debate on the
validity of Marx’s ‘law of the tendency of the rate of profit to fall’ as an
illustration of his philosophical approach. As I am the main person singled
out for criticism by Collier I have a special interest in raising it. According
to Collier, my arguments against this alleged Marxist ‘law’ are wrong, and
inconsistent with critical realism. I claim the contrary, on both counts.

In chapters 1315 in the third volume of Capital, Marx (1981) attempted
to show that there is a tendency, rooted in the structures of the capitalist
mode of production, for the rate of profit to fall. Marx defined the general
rate of profit as the total amount of profit (or ‘surplus value’) divided by the
total value of the fixed and circulating capital advanced by the capitalists.’
The general rate of profit is the rate of return on investment for the capital-
ist class as a whole. Marx argued that capitalism has a tendency, as capital
accumulates and technical progress advances, to substitute machinery for
labour. In other words, production becomes more machine-intensive. In
turn, Marx assumed that this results in a tendency for the value of capital
goods (or ‘constant capital’) per worker-hour to increase. He argued that
the denominator in the expression for the general rate of profit would tend
to increase more rapidly than the numerator. According to Marx, there is a
consequent underlying tendency for the general rate of profit to fall within
capitalism.

Marx clearly believed that this tendency would eventually be manifest
empirically. Marx (1981: 337) wrote: ‘In practice, the rate of profit will
fall in the long run’. It was not simply an ‘underlying tendency’ that never
surfaced in the actual world. For Marx, in critical realist terminology, the
law ultimately operated at the ‘empirical’ and ‘actual’ levels, and not simply
the ‘real’. (Of course, for critical realists, the ‘empirical’ and ‘actual’ are
also ‘real’.) However, Marx was rightly aware that any economic ‘law’ is
a propensity, rooted in economic structures, rather than a sequence of
empirical events.

Having made this argument, Marx (1981: 339-48) then went on to
discuss some ‘counteracting factors’ or ‘counteracting influences’ that
would supposedly delay or ameliorate any fall in the rate of profit. One of
these is the ‘cheapening of the elements of constant capital’. Alongside a
supposed tendency of capitalism to increase the physical quantity or
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complexity of machinery per worker, Marx also recognized the tendency for
the physical quantity of output per worker to increase. In other words, by
some appropriate measure, labour productivity has a tendency to increase.

As a result of these productivity increases, the (monetary) value of (or
socially necessary labour time embodied in) each physical unit of capital
goods would decrease. Consequently, this ‘cheapening of the elements of
constant capital’ means that the physical mass of capital goods per worker
might increase but this may not necessarily result in an increase in the
(monetary or labour) value of that constant capital. As Marx (1981: 343)
himself put it: ‘In certain cases, the mass of the constant capital elements
may increase while their total value remains the same or even falls.’

In other words, the denominator of the expression of the rate of profit
may not increase, and the ‘counteracting factors’ may nullify a fall in
the rate of profit. Marx believed that the ‘counteracting factors’ might be
sufficiently strong to keep up, or even increase, the rate of profit for a while.
Nevertheless, he wrote, ‘the rate of profit will fall in the long run’. Marx
discusses the interaction between the ‘the law of the tendency of the rate of
profit to fall’ and the labelled ‘counteracting factors’ at length. Sometimes
he considers cases where the ‘counteracting factors’ hold sway. But he
still proclaims profit falls and crises as the outcome and last word (Marx
1981: 375).

To draw his conclusion, Marx had to assume that the ‘tendency of
the rate of profit to fall’ eventually dominates the ‘counteracting factors’.
Critical realists might interpret Marx as saying that the ‘tendency’ has some
kind of eventual causal dominance over the ‘counteracting factors’.

Marx’s supposed ‘law’ has been criticized by a number of authors
(Sweezy 1942, Okishio, 1961, Hodgson 1974, Steedman 1977, Van Parijs
1980, Bowles, 1981). There are several key arguments against the law. One
of the principal counter-arguments is quite simple: there is no reason given
by Marx why the ‘tendency of the rate of profit to fall’ will eventually win
out over the ‘counteracting factors’. There is no reason why one has causal
priority, is more fundamental than, or dominates the other.

In addition, the tendency of capitalism to increase labour productivity is
also likely to cheapen the elements of constant capital. This cheapening of
capital goods may overwhelm the forces acting on the rate of profit in the
opposite direction, and the rate of profit may thus rise. There are forces
acting in both directions, and we have no reason to assume that the down-
ward acting forces will have a tendency to win out over those acting in the
opposite direction. There is no basis to claim a principal tendency for the
rate of profit to fall, or a principal tendency for it to rise.

After the brief post-1968 revival of Marxism, the debate over Marx’s
law reached a peak in the 1970s. Subsequently, the debate subsided after
the supporters of the law failed to refute the counter-arguments. The
defenders of the law failed to provide a single reason why there should be
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a tendency — manifest empirically or otherwise — for the denominator in
the rate of profit equation to increase faster than the numerator. They
failed to provide a single argument to show why the alleged principal
‘tendency’, depending on a sufficiently rapid increase in the value of the
capital goods per worker, was more fundamental or important than the
alleged ‘counteracting factors’, including the cheapening of those capital
goods. Accordingly, Philippe Van Parijs’s (1980) careful and intelligent
summary of the debate was appropriately entitled ‘an obituary’ for Marx’s
law.*

Some years later, Collier (1989) enters the fray, bringing critical realism
into the dispute. Strangely, he does not identify any of the critical works
against Marx’s law that are cited above. Remarkably, he chooses just one
critic as an adversary — myself. But he does not cite my 1974 article, which
is my only work devoted entirely to criticism of Marx’s law. Instead, he
addresses a later article of mine (Hodgson 1982a) that does not enter into
detailed discussion over the law, to concern itself instead with other issues.
In other words, among a host of works critical of Marx’s law, the work
chosen as the object of Collier’s critical realist counter-attack, is a single
article that is not even principally devoted to criticizing that law.

Collier (1989: 67) rightly argues that ‘there is a multitude of generative
mechanisms at work’ and says quite reasonably that ‘science must neces-
sarily abstract from some of them to formulate laws, while remembering
that the concrete situation is always a conjuncture. ..of several interacting
processes.” Fair enough. But that does not give us a law of the rate of profit
to fall any more than it gives us a law of the rate of profit to rise.

Collier seems to think that simply by mentioning the magic concept of
abstraction that he has clinched the matter. But there is no justification to
simply jump from the statement that there are ‘several interacting processes’
and the outcome ‘is multiply determined’ to the statement that ‘there is a
mechanism in capitalism which necessarily generates a tendency of the
rate of profit to fall’ (Collier 1989: 68). What Collier seems to be arguing —
although it is far from clear — is that the economist must (for some unspeci-
fied reason) focus on the forces acting in a downward direction, leaving the
upward-acting forces out of vision, so as to derive ‘the law of the tendency
of the rate of profit to fall.’

But the use of the concept of abstraction cuts both ways. In contrast to
Collier, one could choose to focus on the tendency of capitalism to increase
labour productivity and to thereby cheapen the elements of constant
capital, thus ‘abstracting from’ the forces with an opposite result on the rate
of profit. In this case, to use another useful critical realist phrase, increasing
labour productivity in the production of capital goods is the ‘generative
mechanism’ upon which I choose to focus. Neither Marx nor Collier gives
any reason why these forces, which tend to cheapen the value of capital
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goods, should be regarded as less deeply rooted in the structures of capital-
ism. Neither Marx nor Collier gives any reason why one set of tendencies
results from a ‘generative mechanism’ and the other does not. Marx focuses
arbitrarily on one set, abstracting from the other. My alternative ‘abstrac-
tion’ in this paragraph is equally arbitrary. I here describe the tendency to
cheapen constant capital as resulting from the ‘generative mechanisms’ of
increasing productivity, and ‘abstract from’ those forces tending to bring
down the rate of profit.

Hey presto! According to the same critical realist methodology, I formu-
late ‘the law of the tendency of the rate of profit to rise.” The basic structure
of the ‘abstraction’ argument in the last two paragraphs is identical. The
conclusions are equally phoney. None of them proves a ‘law’ that has any
special status over tendencies working in the opposite direction.

It is reasonable to ask why Marx and his defenders give the downward
pressing forces the description and implied status of a ‘law’ and those that
press in the opposite direction are labelled ‘counteracting factors’. It is
not enough simply to describe forces pushing downwards as ‘laws’ or
‘tendencies’ and those pressing upwards as merely ‘counteracting factors’.
This is an arbitrary, unwarranted and misleading labelling. In an equally
unjustified and arbitrary manner, the labels in Marx’s theory could be
switched, giving the ‘cheapening of the elements of constant capital’ a
higher status, calling those acting to push down the rate of profit ‘counter-
acting factors’. This would also result in ‘the law of the tendency of the rate
of profit to rise’. Given that Marx’s labelling of one as the ‘law’ and the
other set of forces as ‘counteracting’ is entirely arbitrary, by the same canon
we can arbitrarily switch the labels, giving the opposite result (Hodgson
1974: 76). I made this argument thirty years ago. No defender of Marx’s
law has ever given an adequate reply to this argument.

To show why ‘there is a mechanism in capitalism which necessarily
generates a tendency of the rate of profit to fall’, Collier needs to show why
the ‘downward’ set of forces dominates the forces acting in the reverse
direction. Only then will the choice of ‘abstraction’ cease to be arbitrary.
But no text from critical realism gives any guidance on this particular
question. To use the language of critical realism: we have two sets of
‘generative mechanisms’ or forces. There are ‘generative mechanisms’ acting
to push down the rate of profit. In addition, there are ‘generative mecha-
nisms’ — resulting from a tendency within capitalism for labour productivity
to increase — acting to push up the rate of profit. Concerning the rate of
profit, why give one set of ‘generative mechanisms’, any higher (or lower)
ontological, law-like or explanatory status than the other? Critical realism
has not yet provided an adequate methodology to help us to find an answer.

But I hear a possible critical realist response to this — the sound of falling
leaves. It might be argued that the law of gravity acts to make the leaf
fall, but this outcome might be suspended or countered by wind wafting it
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upwards. However, falling leaves are not the same things as falling profits,
and they involve different types of causal mechanism. In particular, in the
physical world, gravity and the wind are not the same kind of causal mecha-
nism and they operate on different ontological levels. Wind is an emergent
property of a huge pack of gas particles, whereas gravity applies to every
single particle in the universe. In this sense, the law of gravity acting on a
leaf is more fundamental than the wind wafting it upwards. This is because
the forces of gravity, while varying, are always present whenever two
or more masses are in proximity. On the contrary, a wind depends on the
existence of an atmosphere and the direct collusion of the atmospheric
particles with the object. Accordingly, physics has developed a theory of
the motion of a body in a vacuum, prior to amending it to include any
contingent atmospheric forces.

In contrast, in the economic domain, there is no basis whatsoever to
give those forces that would lead to a fall in the rate of profit any higher
law-like, causal or explanatory status than the increases in the productivity
of capital goods that tend to increase the profit rate. Critical realism does
not tell us which has priority over the other. Its method of abstraction can
lead just as much to ‘the law of the tendency of the rate of profit to rise’.
Critical realism does not support the ‘law of the tendency of the rate of
profit to fall’ neither does it show that the criticisms of the law are invalid.

The error in Collier’s account is to jump from the valid proposition that
tendencies are not always realized at the level of events to the arbitrary
choice of a tendency that he sees as the important one. He fails to show that
other countervailing tendencies — whether or not realized at the level
of events — are unimportant. The ontology of tendencies does not give us
licence to choose some tendencies and ignore others. But Collier, following
Marx, gives just one tendency unwarranted law-like status.

There is a finale to all this. Immediately following his attempted rebuttal
of my criticisms, and in concluding his discussion of the falling rate of
profit, Collier writes: ‘nor does it mean that that we can’t forecast with
some degree of confidence that capitalism will collapse’. This is a curious
and symptomatic double negative. It seems that Collier would like to assert
that we can forecast with some degree of confidence that capitalism will
collapse. When critics, such as myself, point out that we are unable to
predict the actual tendency of the rate of profit we are then lectured about
scientific method. We are told that we should ignore empirical manifesta-
tions and focus on the deeper ‘generative mechanisms’. In contrast, Collier
himself is seemingly allowed to move to the empirical level and invite
a ‘forecast with some degree of confidence that capitalism will collapse’
without giving any valid reason for such a forecast.

Collier is wrong about ‘the law of the tendency of the rate of profit
to fall’. And critical realism, per se, gives us valid arguments neither for
nor against this alleged ‘law’. At the crucial point, in deciding which set
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of forces might have priority over the others, it gives us no guidance.
Additional arguments would be required, extraneous to critical realism, at
least as we know it so far. In sum, contrary to Collier, critical realism offers
no support to Marx’s theory on this question.

3 IS CRITICAL REALISM ILLUSTRATED BY THE WORK-
PLACE ORGANIZATION THEORY OF THE RELATIVE
DECLINE OF THE BRITISH ECONOMY? AND DOES
CRITICAL REALISM LEAD TO A REJECTION OF THE
MANAGEMENT FAILURE THESIS?

In his Economics and Reality, Lawson (1997) presents a major statement on
critical realism and on its significance for economics. In an era when many
economists have lost their way in mathematical puzzles, forgetting that
their science should be principally concerned to understand and explain
economic phenomena in the real world, Lawson’s book comes as salutary
reading. But it is not my concern here to assess this volume overall. What
I am concerned to do is to look at the implications of the approach that
Lawson attempts to develop for the practice of economic science. Apart
from making a case against mathematical formalism in economics, Lawson
makes some illustrated claims concerning the application of critical realism
as an adjudicator in theoretical disputes.

However, there are several remarkable omissions from his discussion
of the possible implications of critical realism. There is no consideration,
for example, of different theories of price or value, of monetarism versus
Keynesianism, of the causes of economic growth, or of many of the promi-
nent theoretical questions that have concerned economists in recent
decades. To move beyond criticism of the mainstream to the construction of
an alternative, we are left asking how critical realism may, more specifically,
guide the choice or construction of economic theory.

I sympathize with Lawson, because he is in a difficult position here. As
I know from my own attempts to criticise mainstream economics, the
response is typically: ‘What, then, are the implications of your approach?
What do you propose instead?” The critic is then seemingly faced with
the impossible task of rebuilding economic theory single-handed. In prac-
tice, the most that can reasonably be expected is a few illustrations of the
implications of the proposed alternative approach.

When Lawson turns to such illustrations in his book, he chooses just
one application of critical realism to a substantive theoretical controversy
in economics. This is the debate concerning the causes of the long-term
relative decline of the British economy. Lawson’s choice of this example is
understandable: some time ago he himself made a major contribution
to this debate. But it may be unwise to stake all on just one (challengeable)
illustration.
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In one of the major formulations of the workplace organization thesis,
Andrew Kilpatrick and Tony Lawson (1980) argue that worker resistance
to technological and workplace change in Britain, based largely on the
strength of trade union organization and the decentralized nature of collec-
tive bargaining, contributed substantially and cumulatively to Britain’s
loss of its world lead in several of its manufacturing sectors. There is much
evidence in support of this argument and it has considerable plausibility.
Similar or related arguments have been put forward by Andrew Glyn and
Robert Sutcliffe (1972), David Purdy (1976) and G. Bernard Stafford
(1983), among others. In his 1997 book, Lawson argues that this account
is rooted in the social structures of work organization and conforms to the
explanatory requirements of critical realism. His claim is that the workplace
organization thesis is an ‘illustration’ of critical realism because it is an
‘empirically grounded’ explanation of a social phenomenon that is ‘couched
in terms of structures and mechanisms that are reproduced overtime, where
that reproduction is itself explained’ (Lawson 1997: 247).

The first problem is that there are several competing explanations
of Britain’s relative industrial decline. Some theories may be rejected on the
grounds that they are implausible, misconceived, denied by the evidence, or
internally logically inconsistent. Some of the remaining multiple explana-
tions may be mutually incompatible. In which case some further explanations
have to be rejected, on the basis of their false assumptions or whatever. But,
after these processes of filtering, we still may be left with a substantial
number of plausible theories. The remaining set will contain theories which
are potentially complementary, leading to possibility of multiple and
logically compatible explanations of a single complex phenomenon (Méki
1997).

Consider some prominent alternative explanations of the British relative
decline. Studies have pointed to low investment and productivity in manu-
facturing (Kaldor 1966), the institutional schism between the City and
industry (Hobsbawm 1968, Ingham, 1984), the low skill levels in British
management (Landes 1969, Caves 1980, Wiener 1981, Wilson 1995), or the
sclerotic nature of British economic and political institutions (Choi 1983,
Elbaum and Lazonick 1986, Hodgson 1989, 1996).

In assessing these different explanations, we may ask, first of all, is a
plausible causal explanation offered? Even if the answer is in the affirma-
tive, the problems of theory choice do not end there. We may end up with
several viable causal explanations. We may not be able to exclude any more
of them. They may be mutually compatible. We may reach the conclusion
that the remaining explanations may all be causally operative. The problem,
then, is how do we decide among them: which are the more important? We
have a number of causal arrows. The problem is to determine which are the
strongest and thickest in the circumstances.
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This problem of comparative causal assessment among potentially
compatible theories is ubiquitous in economics. Take the problem of unem-
ployment as an example. Collier (1994: 171) rightly rejects the ‘fecklessness’
theory of unemployment. However, some people may in fact be unem-
ployed because they are feckless. We may be able to discover some unem-
ployed people who are too lazy to get a job — that being a major reason
for their idleness. But this does not mean that the fecklessness theory of
unemployment is generally correct. The theory remains generally invalid
partly because it points only to a very minor causal arrow. Some unemploy-
ment is caused by fecklessness, but the fecklessness theory is wrong as
the principal explanation of unemployment. It fails to explain the sudden
increases in unemployment in recessions and the durability and scale of this
mass phenomenon. We do not refute the fecklessness theory of unemploy-
ment because it fails to identify any causal link. We refute it because the
causal link is of relatively little significance.

A similar problem arises, for example, in the debate between monetarist
and rival theories of inflation. I am not aware of any economist who
has denied that an expansion in the money supply can have inflationary
consequences. No one has denied the possibility of a causal link between the
supply of money and the price level. Instead, the debate between monetar-
ists and Keynesians is over whether the money supply is, or is not, the most
important causal mechanism involved in forcing up prices.

In an important paper, Jochen Runde (1998) discusses the problem of
assessing causal explanations from a critical realist perspective. Notably,
and judiciously, he does not claim too much. From a realist viewpoint,
Runde is clearly able to dismiss causal explanations that depend upon
unreal idealizations ‘that have no existence other than in the minds and
discourse of scientific investigators’ (p. 159). He further argues that candi-
date factors should be ‘causally effective’, be ‘sufficient’ and have ‘causal
depth’. These are important arguments, but they do not take us as far
as some may wish. Runde admits that the ‘the prospects for a universal
method of assessing causal explanations are. . .poor’ (p. 165) and the ‘prin-
ciples used to assess causal explanations...will often not have sufficient
bite, to discriminate unambiguously between competing causal explana-
tions. . .there will always be situations in which it is not possible to identify
one explanation as unambiguously superior to its rivals’ (p. 168). His paper
does not show that critical realism has very much more to add here. This is
not necessarily devastating for critical realism, but it should encourage
some much needed modesty from some other critical realists on what can be
claimed for their philosophy.

Critical realism rightly emphasizes the importance of causal mechanisms,
but it gives us little guidance to assess the importance of one causal link
compared with another. It emphasizes underlying social structures, but even
this does not clearly indicate what is more important or fundamental. It
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can be argued that this is not the task of critical realism: philosophy cannot
legislate for science. If so, then in what sense is Lawson’s single chosen
example of a causal explanation of Britain’s relative industrial decline an
‘illustration’ of critical realism? The meaning and very possibility of such an
illustration is called into question.

Let us return to the assessment of the specific causes of Britain’s relative
industrial decline. Lawson (1997: 256) makes the claim that:

The most comprehensive attempt, that I am aware of, to compare the
explanatory powers of the range of theories, has been carried out by
Stafford (1983). This author deduces implications which would follow
if the different theories considered were true, and checks each out empiri-
cally in the appropriate context. On the basis of a wealth of detailed
evidence. . .this author concludes in favour of an explanation which
attributes at least part of the responsibility for the experience of
relatively slow growth in the UK to the...far more highly decentralised
system of collective bargaining compared to that which emerged
elsewhere, along with the associated relatively localised nature of worker
organisation in the UK.

At first sight this seems an attempt to answer the problem of comparative
causal assessment. Lawson cites Stafford, who does in fact give some
explanatory precedence to the workplace organization thesis.’

But note Lawson’s precise claim here. After comparing the explanatory
powers of different theories, and on the basis of an alleged ‘wealth of
detailed evidence’ Stafford is said to conclude ‘in favour of an explanation
which attributes at least part of the responsibility’ (emphasis added) to the
relatively decentralized nature of collective bargaining and relatively
localised worker organization in the UK.® However, saying that we have
identified a cause that is partly responsible for a phenomenon is not saying
that we have identified the most important cause of the phenomenon. We
cannot yet exclude the possibility that other factors were more important in
causing the relatively slow growth of the British economy. It is necessary to
deal with the crucial problem of comparative causal assessment among
competing and potentially compatible theories. This is especially the case if
we wish to draw policy conclusions.

Consequently, Lawson does not exclude other explanations from being
part of the picture. In fact, he is ambivalent about this. In passages in
Economics and Reality he clearly argues that the process of abstraction is a
deliberately selective view, ‘meaning looking at something in a “one-sided”
manner’ (Lawson 1997: 236). But Lawson also insists that this gives us no
licence to assume that other causal mechanisms are non-existent: ‘there is
literally a world of difference between leaving something (temporally) out of
focus and treating it as though it does not exist’ (ibid.). However, in his
account of the British industrial decline, and without adequate reason, he
steers us (permanently) towards one view only.



Critical realism in economics 65

Lawson attempts to steer this way on methodological grounds. He
argues that the ‘structure’ of British work organisation empowered worker
resistance to technological change. ‘In short, the explanation in question
focuses on a set of structures that empowers workers (as well as others) to
exercise a significant effect on all manner of outcomes’ (Lawson 1997: 257).
Having emphasized structure, he then tries to exclude some other explana-
tions. Hence he writes: a ‘social explanation which ignores the social
reproduction of causally efficacious structures will often be too partial
to constitute an adequate or sufficiently comprehensive understanding’
(p. 268). However, while this persuasive methodological injunction would
find some explanations inadequate, the workplace organization thesis does
not have exclusive title to conform to it. The truth is that several alternative
theories would pass Lawson’s methodological test.

Lawson admits the possibility of alternative or complementary explana-
tions, but still does his best to raise the workplace organization thesis to the
highest profile. The manner in which this is done is partly by exclusion. A
host of alternative explanations, including Geoffrey Ingham’s (1984)
refined study of the role of the City, and my own focus on institutional
rigidities (Hodgson 1989) are simply omitted from Economics and Reality.
Of course, it would be impossible to mention all possible rival theories.
Nevertheless, any selectivity does give the impression that the preferred
theory has some special status above the rest. Otherwise, why is it selected?

The second of Lawson’s tactics is to belittle other competing or more
inclusive explanations, by suggesting that they fail his methodological tests.
In particular, this is how the management failure thesis is addressed:

If. . .British management is really somehow less capable or more com-
placent. . .then presumably those brought in from overseas...should be
found to be associated with productivity performances that are frequently
notably better.

(Lawson 1997: 270)

But the conclusion does not follow from the premise. In the above passage,
Lawson treats managers as if they are social atoms, who retain their
individual competencies or inadequacies, as they are moved from one
context to another. Even if some proponents have made this mistake, it is
wrong to reduce the arguments and evidence of British management failure
to matters of individual capability or complacency that derive from the
individuals alone. On the contrary, a fairer treatment of the argument that
British managers are less capable or more complacent would treat it on the
same intellectual level as Lawson’s own argument that British workers have
been more militant and less accommodating to change.

To show this, let us treat workers as if they are social atoms, with
unchanging capacities to resist in different contexts, and argue that:
‘presumably workers brought in from overseas are more accommodating,
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and British workers who emigrate retain their propensity to resist’. If the
above quoted passage by Lawson (1997: 270) is a valid objection to the
management failure thesis then the last sentence is a valid objection to
the workplace organization thesis.

But, of course, neither argument is convincing. They are both very weak
objections because they ignore the structural constraints and institutional
determinations of managerial or worker behaviour. Lawson’s rejection
of the management failure thesis fails, because it ignores the structural
constraints and institutional determinations of managerial behaviour. He is
not consistent in his criteria of theory assessment. This particular attempt to
steer the reader away from an alternative — and by default in the direction
of the workplace organization thesis — fails. It may be that versions of
the management failure thesis are equally ‘illustrative’ of critical realism.
We have no reason to assume otherwise. There is no adequate comparative
assessment of the two theories in Lawson’s work.

Importantly, structural constraints and institutional determinations have
not been omitted from several accounts of entrepreneurial or management
failure in Britain. For example, in a detailed, sophisticated and multi-
faceted institutional analysis, Bernard Elbaum and William Lazonick (1986)
write:

We attribute the decline of the British economy in the twentieth century
to rigidities in the economic and social institutions that developed
during the nineteenth century.. .Britain’s problem...was that economic
decision-makers, lacking the individual or collective means to alter
existing constraints, in effect took them as ‘given’. In failing to confront
institutional constraints innovatively, British businessmen can justifiably
be accused of ‘entrepreneurial failure’. But this failure cannot be
adequately explained by reference to cultural conservatism, despite the
frequency of such assertions....Britain’s failure derived less from
the conservatism of its cultural values per se than from a matrix of
rigid institutional structures that reinforced these values and obstructed
individualistic as well as collective efforts at economic renovation.
(Elbaum and Lazonick 1986: 2)

It is abundantly clear from this quotation that managerial or entrepren-
eurial failure is here seen as rooted in social and economic institutions,
and contrary to Lawson’s critical depiction, it is not merely a matter of the
personal or psychological propensities of atomistic individuals.

In a brief and restrictive discussion of some of the alternative theories,
Lawson (1997: 269) admits: “To the extent that such claims can be sup-
ported empirically and are complementary to the sort of explanation identi-
fied here there is no problem’. But again he gives little guidance as
to the way in which we may assess the relative importance of each causal
mechanism involved. The nearest we get to an answer to this crucial
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question is right at the end of the relevant chapter, where he writes of
‘relative empirical grounding’ as a basis of comparative theory assessment.
A theory would be supported if it ‘is found to be the most empirically
adequate’ (Lawson 1997: 270). But the precise test of empirical adequacy
is not made clear. These words by themselves are extremely inadequate,
and do nothing to exclude a whole host of rival explanations of Britain’s
relative economic decline. Above all, Lawson’s account of critical realism
in economics does not show us how to engage in the crucial task of
comparative causal assessment. As yet, critical realism is far from ground-
ing and demonstrating the particular theoretical conclusions that it uses as
exemplars, or to which it declares allegiance.

I am not taking sides here in the dispute over the different causes of the
British relative economic decline. The point of this argument has not been
to resolve this debate but to show that critical realism does not especially
countenance the particular explanation favoured by Lawson. In particular,
Lawson’s attempt to exclude the important ‘management failure thesis’,
using critical realist tools, fails. Contrary to Lawson, there is nothing that is
essential to the ‘management failure thesis’ that inconsistent with critical
realism.

Critical realism is possibly useful in helping to exclude some explana-
tions, particularly those with inadequate causal explanations. But as so
far constructed it leaves us, not only with a substantial set of remaining
and contrasting theories, but also without adequate means to discriminate
between them, on explanatory or empirical terms. Lawson’s attempt to use
critical realism to discriminate between the ‘management failure thesis’ and
his own preferred theory is a failure.

It is not that critical realism has been shown to be wrong here. It is
simply that it is in danger of claiming too much by stressing and focussing
upon one explanation. As Lawson (1997: 268) himself admits, he has been
too ‘partial’ on this question. Lawson wavers between presenting the work-
place organization thesis as one explanation among many, and presenting
the thesis as a front runner by ignoring or attempting to reject other
theories. In fact, critical realism gives us no reason to exclude or belittle
alternative explanations. Critical realism has not shown that alternative
theories — such as managerial failure, or institutional sclerosis — are less
plausible or powerful. As yet, critical realism has not led us to any particu-
lar explanation of Britain’s industrial decline. Furthermore, it has not
shown us how to assess the relative causal weights of several plausible and
possibly complementary theories. As Lawson (1997: 270-1) himself admits,
the task is not yet done.

The contentious claim is that the workplace organization thesis is
somehow an ‘illustration’ here of critical realism. But the point here is that
critical realism could just as well be illustrated by other explanations,
including some that Lawson chooses to ignore or reject. My argument here
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is not that the chosen theory is right or wrong, but that after some suitably
critical realist tests, critical realism is consistent with a variety of rival
explanations of the British decline, and gives us inadequate guidance to
choose one ‘illustration’ over another. As a result, Lawson’s notion of an
‘illustration’ of critical realism itself becomes severely weakened.

4 CONCLUDING REMARKS

We have examined two case studies of critical realism and their claimed
implications or illustrations for economics. Here are the results:

Al. Ttis claimed that critical realism supports Marx’s ‘law of the tendency
of the rate of profit to fall’. However, this claim is not based on
an assessment of the appropriate critical literature and powerful key
arguments against Marx’s law are not addressed.

A2. In particular, using the same critical realist arguments and terminol-
ogy, it is possible to formulate an (equally dubious) ‘law of the
tendency of the rate of profit to rise’. Consequently, critical realism is
compatible with both Marx’s law and its opposite.

B1l. It is claimed that critical realism is ‘illustrated’ by the workplace
organization explanation of the relative decline of the British
economy. Lawson’s version of the workplace organization thesis
passes a critical realist test: it points to underlying structures and
causal mechanisms.

B2. The problem is that a substantial number of other theories would also
seem to pass the test, and critical realism provides no good reason for
excluding them. Above all, critical realism, as so far formulated, fails
at the crucial point of comparative causal assessment of rival and
potentially complementary theories.

B3. In particular, Lawson argues against the ‘management failure thesis’.
However, this alternative theory, when properly formulated, is
also consistent with critical realism. Consequently, critical realism is
compatible with at least two theories, including one that is rejected by
Lawson.

C. Consequently, considering both case studies, critical realism has
not yet developed adequate criteria to distinguish between rival or
alternative explanations, at least in two areas of study chosen by its
exponents.

Emphatically, it does not follow from the above propositions that critical
realism is unfruitful or has to be rejected. The evaluation of critical realism
as a philosophy has to be the task of another work. The point of this paper
is not to challenge critical realism as such, but to criticize some claims that
are allegedly based upon it. Consequently, leading and other critical realists
(including Bhaskar, Collier and Lawson) should be more careful in making
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explanatory, normative or illustrative claims on behalf of their philosophy.
Whether or not critical realism is a sound and useful approach, exaggerated
claims on its behalf will not help its advancement in the scholarly commu-
nity. Furthermore, if explanatory or other stronger claims are to be made
for critical realism, then more attention has to be made to developing the
criteria for comparative assessment of theories or policies. As a scholarly
approach, critical realism would not be weakened if critical realists were
much more cautious about their claims of theoretical or policy implications.

At the methodological level, critical realism succeeds in being able to
criticize and exclude some theories, on the grounds that they do not point to
viable causal mechanisms. According to critical realism, adequate explana-
tions must address ‘the social reproduction of causally efficacious struc-
tures’ (Lawson 1997: 268). But as Lawson himself notes, this does not lead
us to a single theory. We still have a whole host of viable theories from
which to choose. But to go further, at least one theory is mistakenly rejected
by Lawson by a misapplication of the critical realist criteria that he invokes.
In addition, in a number of respects, including the key question of relative
causal importance, critical realism gives us no adequate means of discrimi-
nation between a number of different and plausible theories. Consequently,
the claimed theoretical ‘illustration’ of critical realism is somewhat limited
in its impact.

Critical realists make much of the concept of abstraction. But the two
examples discussed here show that the question of abstraction is problem-
atic. I am not arguing against the value of abstraction. On the contrary, it
is a necessary feature of all science. The problem is that critical realism gives
no clear and adequate guideline concerning what abstractions are appropri-
ate. For example, it has been shown above that the criteria provided by
Collier for abstracting the more powerful tendencies causing the rate of
profit to rise, could equally well apply to those causing it to fall. Similarly,
Lawson focuses on the workplace organization theory of the British
economic decline, but gives no adequate reason for downplaying several
other causal mechanisms and explanations. The upshot of the two case
studies discussed above is that critical realism does not as yet provide
enough guidance on the question of abstraction to overcome these more
concrete difficulties.

But I wish to raise another question here. Collier’s adherence to Marxism
as well as to critical realism is obvious from his writings. It is also perhaps
no accident that the single theory that Lawson chose to ‘illustrate’ critical
realism is one prominently described as a ‘Marxist view’ in a reprint of the
Kilpatrick-Lawson paper (Coates and Hillard 1986: 223 ff.). The workplace
organization thesis found favour among many Marxists because it sug-
gested two stark political alternatives: either to smash the organised resis-
tance of the working class and restore capitalism to greater profitability,
or to support a socialist worker’s revolution. In their dislike of reformist
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compromises, Marxists have a preference for such stark choices. But the
reasoning behind them does not always stand up to critical examination.

This failure to choose additional ‘illustrations’, outside the orbit of what
is widely (and rightly or wrongly) described as ‘Marxist’ is symptomatic of
something else going on within critical realism. It is notable, that prominent
theoretical claims and ‘illustrations’ of critical realism are generally of a
Marxist character, even if not all critical realists are declared Marxists. To
this we may add the statements of Bhaskar and Collier, cited above, which
associate critical realism with some form of socialism and with a rejection
‘of contemporary social democracy’. The socialist and Marxist overtones of
much (but not all) critical realist writing are blatant.

Critical realism, at least as so far developed, does not support such
stances. But, given these symptoms, it is also appropriate to examine their
causal origin. It would be appropriate to apply some of the canons of criti-
cal realism to the critical realist ‘movement’ itself. The ‘sociology’ of critical
realism as a movement is a suitable topic for study.

As an early step in this direction, some evidence is unearthed here that
critical realism is much more than a philosophical doctrine. It seems also
to be a predominantly leftist political movement, of distinctly — but not
entirely — Marxist hue. I have provided further evidence and developed this
claim elsewhere (Hodgson 1999). For example, it is noticeable that when
some critical realists argue that there is something of value in the works of
Friedrich Hayek (Lawson 1994, Fleetwood 1995), they do not discuss
Hayek’s powerful argument that comprehensive central planning is impos-
sible. Perhaps, for leftists, this would be too close for comfort. For many,
the attraction of critical realism is that it appears to combine a radical leftist
policy stance with apparent philosophical sophistication. But it is possible
that, for some, the leftism rather than the philosophy is providing much of
the attraction.

These concluding remarks point to questions, rather than providing
answers. But in showing that critical realism is compatible with several
different and sometimes contradictory positions, while in the name of
critical realism some positions are promoted rather than others, these
questions are surely placed on the agenda.

Geoffrey M. Hodgson
University of Hertfordshire
g.m.hodgson@herts.ac.uk

NOTES

1 The author is very grateful to Markus Becker, Richard Carter, Wilfred Dolfsma,
Steven Fleetwood, Edward Fullbrook, Clive Lawson, Tony Lawson, Uskali
Miki, Stephen Nash, Stephen Pratten, Jochen Runde, Colin Shaper, anonymous
referees and many others for critical and helpful comments.
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2 The modern ‘critical realism’ of Bhaskar, Archer, Lawson, Collier and others
should not be confused with the earlier but contrasting tradition in American
philosophy describing itself as ‘critical realism’. See Sellars (1908, 1916), Bode
(1922) and Moore (1922).

3 The reader may choose whether ‘value’ is defined in terms of money or in terms
of ‘socially necessary embodied labour time’, and whether or not they are
equivalent. To resolve this question would raise the controversial issue of the
labour theory of value, which in fact we do not need to discuss here. Although I
am a critic of this theory (Hodgson 1982b), the reader may prefer to assume that
the labour theory of value is valid. Alternatively, the reader may wish to assume
otherwise. For the purpose of this article, and this discussion of the falling rate
of profit, nothing of immediate importance hinges on this question.

4 See also Blaug (1980: 43-7, 1997: 235-40) for incisive summaries of the debates
over Marx’s law.

5 Lawson’s over-dependence on the important but now outdated study by
Stafford (1983) tempts him to exaggerate slightly. Stafford does not compare all
major theories of the British decline. Stafford skips over the management failure
thesis and is chronologically unable to deal with Ingham’s (1984) sophisticated
study of the role of City in the British decline, or with the institutionalist
approach of Elbaum and Lazonick (1986). Yet, fourteen pages later, Lawson
(1997: 270) is again found overstating the case when he refers to Stafford
‘as an example where competing hypothesis of Britain’s relative productivity
performance have already been assessed according to their relative empirical
grounding.” On the contrary, Stafford’s early and preliminary assessment of
the empirical evidence hardly closes the issue. After all, Stafford’s single table of
figures and his citation of a few historical studies is hardly ‘a wealth of detailed
evidence’. Stafford (1983: 17) himself says that the ‘evidence is certainly not
abundant’. There are more detailed data in Caves (1980: 173) who found ‘strong
statistical evidence to support the negative influence on industrial productivity
of both poor labor-management relations and deficiencies in British manage-
ment’. For more recent evidence on managerial failure in the UK see Grinyer
et al. (1998) and Sisson and Marginson (1996).

6 Other than ‘part of the responsibility’, the only other possible meaning here of
‘at least part of the responsibility’ is ‘all the responsibility’. Does Lawson wish to
imply that there is just one cause of the relative decline of the UK? If not, then
the phrase ‘at least’ is redundant here.
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