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Rough Notes for a Paper on Language and the Economy

"How to Buy, Sell, Make, Evaluate with Words"
Arjo Klamer's way of looking, independently discovered by Fiske [and people he and Arjo cite]:

Logic of Exchange                         Logic of the state

"Not" chps. on S and D                         Nationalism, planning

Logic of the social: this is it,

not the others.
Logic of Connection

The family, religion
Each sphere has its institutions.  The market has the floor of the Chicago Board of Trade, with its hand-signals and commotion.  Joke: . . . .  The state has its bureaucracies in serried rows.  Joke: Dept of Agric.  The family has its traditions of the two-week camping trip to the north woods, or Sinterklas.  Joke: An Australian child goes to court for relief from his parents, who always beat him.  The judge assigns the child to the English cricket team, "Because they can't beat anyone."  The social has its institutionalized rules of easy conversing among strangers.  Joke. . . .  

Each sphere has, in other words, as the rhetoricians put it, "special topics," that is, certain ways of talking, certain scripts that would sound strange if applied to another sphere.  If a family follows strictly the rules of easy conversing among strangers, and never gets down to cases, we worry, seeing it as a tragedy or a joke.  If a bureaucracy uses the language of the market, we are startled--NNN as telephone operator in the days of AT&T's monopoly saying to an angry customer, "If you don't like our service, go to our competitor."  If a club member in the realm of the social demand a special quid pro quo for taking his painful turn on the governing board, we are annoyed.

But the places in common---literally, the commonplaces, the loci communes, the koinoi topoi---are linguistic.  The lone institution that all four spheres share is language.  All we have in common is language, not our separate tongues after Babel but the faculty of speech.  Language as institution.  In fact, all other institutions are analogies to language, when they are not violent appropriations (which is by no means as uncommon as Douglass-North-type institutional economics supposes).

Sharing language means sharing metaphors and stories.  The effective constraint on human behavior is not grammatical.  Prove this.  It is "pragmatic," in the technical sense used in linguistics.  

So, the metaphor of GOVERNMENT IS A FAMILY brings notions of caring into politics.  The "family" of the United States of America, admittedly, contains 300 millions souls instead of two or six or a dozen.  But nonetheless (the metaphor asserts) we should treat other Americans as family: being family means you have to take him in.  You can celebrate or criticize the metaphor, but the point here is that family-talk spills over into government-talk.  In a rhetoric common in 1593 in England, THE KING IS A FATHER dominated political discourse.  Thus the Anglican divine Richard Hooker wrote, "To fathers within their private families Nature hath given a supreme power."  But then he sharply criticizes the metaphor, on ground similar to the criticism of a 300-million person family:

Howbeit [i.e. "however that may be," "be that as it may"] [,] over a whole grand multitude [such as 300 million souls] having no such dependency upon any one [in as much as it does not have a single natural father]. . . impossible is it that any should have complete lawful power, but by consent of men, or immediate appointment of God; because not having the natural superiority of fathers, their power must needs be either usurped . . . or, if lawful, then either . . . consented unto by them. . . or else given extraordinarily from God.

Hooker 1593, p. 191, italics supplied.

The phrase "by consent of men, or immediate appointment of God" states the gist of the political struggle to come in 17th-century England.  Are kings by God anointed, or are they consented unto ]Decl of Inde phrase]?

So the story of expertise in government . . . .  spills into the market.  Obsession with Bernanke and Buffett. . . .  "Someone must be an expert," which the economist denies. . . .  Jerry Nordquist story. . . .

The spillage of special topics into the common places has consequences.  If you really do think of the Pope as "the Holy Father," you are less likely to protest at innovations sponsored by him such as clerical celibacy [DATE] or papal infallibility [DATE].  Father knows best.  If you speak of the Pope instead as merely a highly successful clerical politician, then all your disdain or admiration for politicians spills into your actions in ecclesiastical polity.



example of stories spilling badly from one to another.
Consumption: imagining having X entails a language of thought (Jerry Fodor's point, q.v.); that is, choice entails a language, an internal debate (as Aristotle pointed out), even a rhetoric.  This is true of animals, and certainly of Crusoe on his island alone.  He says so.  The human ability to imagine is merely a more extreme form of choice-making common to all living things.  

But it is extreme.  A bird imagines (we suppose) a nest of a species-particular kind.  But only humans---so far as we can gather from watching whales and elephants and chimps a little---can imagine a thousand different forms of Crusoe's cave and compound.  
The mind, that ocean where each kind

Does straight its own resemblance find;

Yet it creates, transcending these,

Far other worlds and other seas,

Annihilating all that’s made

To a green thought in a green shade. 

In a society the language becomes something other than an internal language of thought.  Humans do it, but so do birds signaling territorial limits, or fish in a school.  Trademarks and brands are of course linguistic items, "signs" literally.  Informational advertising would provide some of the data for a study of social language, making use of the immense academic literature on marketing, for example.  

Semiology arises at that point---again in animals and plants as well.  Flowering plants are signals: "Here I am, oh pollinating insect, oh seed-spreading bird or mammal."  Once the information is developed the incentive to persuade arises immediately.  And beyond the point of honest persuasion comes the temptation to lie.  This we have in common with other great apes, but also indeed with camouflaging plants and animals.  Advertising is mainly, statistically speaking, informative, or bonding as to quality.  But notoriously it is sometimes persuasive in dishonest ways.  Humans often resent being persuaded, or at any rate the clerisy does.
Production: the choice of technique involves language, that same imagining ability entailed in deciding about consumption.  How things are made with recipes entails of course language.  "Take two eggs. . . ."  The books of recipes that Paul Samuelson characterized as "the production function" are informational, and this is as far as economics gets in thinking about them.  But books of recipes are persuasive, too.  "Hmm: that looks good."  A chemical engineer must be persuaded that this or that technique he has heard of does in fact work as advertised, and indeed trade magazines directed at him are quite elaborate exercises in persuasion-for-a-sophisticated-audience, sweet talk of a professional sort.  Look for example at the Journal of the American Medical Association, its articles, its editorials, its ads.
Invention:  The alertness that Israel Kirzner thinks of as the essence of entrepreneurship involves language of a sort.  Its necessary, next step of persuading oneself, a banker, a supplier, an employee, a customer---which Kirzner does not treat--- is not "of a sort."  
Work: The metaphor of a production function must always involve getting people to do the job--take the eggs, adopt the technique, arrive on time.  Organizing other humans obviously involves language, on which popular books about management devote such attention.  Management is the great realm of sweet talk in a free society---not so in a society of status and instant obedience backed by swords.  And not so in a society of utter routine, the steady state, even if the workers are free.  If every question of what to do is already answered, then people just do it, without the persuasive, "John, we need you to go on the road next month to consult with our big client in Milwaukee.  It's an important assignment."


The management need not be suited and tied.  Any human cooperation in a task requires language, at any rate for a new, non-routine task.  A master electrician needs language to tell his journeyman to push the feed further into the wall.  The catcher signals the next pitch, the pitcher shakes off the sign, the catcher tries another.  They are speaking, and persuading.


Social clotting can stop persuasion, well short of any intrinsic, purely linguistic inability to express this or that.  If a worker resents every order, unwilling to imagine himself a member of a sacred Team or unwilling to try to see the economic point of the order (perhaps because he does not give a hoot whether the customer is well served, or whether the Team wins), then cooperation breaks down.  A society in which low status people---women, blacks, untouchables, young people---are not listened to by high status people will forego a gain from cooperation.  The point is similar to one defense of classic democratic theory, namely, that the more opinions that are expressed the better can the society choose the best ones.  A mechanical form of the argument appears in the voting schemes of Condorcet.  A less mechanical version is the advocacy of free speech by John Stuart Mill, and Lord Bryce's phrase, adopted enthusiastically by the economist Frank Knight, "government by discussion."  The question is how big the loss is from government by politburo as against government by discussion.  The experiments in the 20th century with communism suggests that the loss is big, in treasure and in spirit.

Credit:  Borrowing and lending take place only after a persuasive story has been told and believed.  You do not lend to your brother-in-law if you do not believe his promises to repay, or if you do not share his vision of the millions to be earned in real estate.  The more so with strangers.  In the absence of signals of trustworthiness such as belonging to the same, unpopular religion, say, or having a high rating from Dun and Bradstreet, no stranger gets a loan.  

A classic paper in 1963 by the legal sociologist Stewart Macaulay studied firms that did business in Wisconsin.  He confirmed what everyone in business knows, that business normally depends on a state of trust, not on explicit contracts to be enforced in courts.  One large manufacturer of cardboard boxes looked into how many of its orders had no agreement on exact terms and conditions that would satisfy a lawyer looking for a "contract."  The manufacturer found that in the mid 1950s the percentage ranged from 60 to 75 percent of the orders, in an industry in which an order canceled means you end up holding a lot of useless boxes shaped and printed to the particular customer's specifications.
  

It drove the company lawyers crazy.  One said, "Often businessmen do not feel they have `a contract'—rather they have `an order.'  They speak of `canceling the order' rather than `breaching the contract'."
  Another lawyer declared that he was "sick of being told, `We can trust old Max,' when the problem is not one of honesty but one of reaching an agreement that both sides understand."
  The non-lawyer businessmen didn't see it that way.  "You get the other man on the telephone and deal with the problem.  You don't read legalistic contract clauses at each other if you ever want to do business again.  One doesn't run to lawyers if he wants to stay in business because one must behave decently."
  One uses the courts only when someone defects.  But few defect.  There's a purely prudent reason, to be sure—that it's bad for business.  But there's a just, faithful, loving ("good old Max") reason, too.  

People want to be virtuous in business as elsewhere in their lives, and their virtues depend on relations developed with good old Max through talking.  Macaulay concluded that "Two norms are widely accepted.  (1) Commitments are to be honored in almost all situations; one does not welsh on a deal.  (2) One ought to produce a good product and stand behind it."

In 1912 before a House committee on the money trust J. P. Morgan was being questioned by a hostile Samuel Untermyer:

Untermyer: Is not commercial credit based primarily upon money or property?

Morgan: No sir; the first thing is character.

Untermyer: Before money or property?

Morgan: Before money or property or anything else.  Money cannot buy it. . . because a man I do not trust could not get money from me on all the bonds in Christendom.

Of course.  If you want to be frightfully sophisticated about people's real motives and claim that these are not the rules of bourgeois life, that capitalists are a pack of liars and thieves, you will need to explain why you get indignant when they are violated, and why in your daily transactions you assume they will be obeyed.  


The rumor of the Street determines the price of stock, at any rate within limits of fundamentals---though the very fundamentals, such as imagined futures sales and returns, or the imagined power of the Federal Reserve, are themselves often sweet talk.
Trust and friendship, further, make possible speculative bubbles, from the tulip mania of the 1630s to the dot-com boom of the 1990s.  The very fact of capitalism's speculative instability, therefore, argues for an entirely new prevalence of belief in strangers.  "Credit" is from creditus, "believed."  A business cycle based on pyramids of credit was impossible in the distrustful 16th century.  The macro-economy could in earlier times rise and fall, of course, but from harvest booms and busts, not from credit booms and busts.  In those pre-modern-capitalist days God's hand, not human beliefs, made for aggregate ups and downs.  Medieval and early modern people trusted only allies, and had wise doubts even concerning some of them: “How smooth and even they do bear themselves!/ As if allegiance in their bosoms sat,/ Crowned with faith and constant loyalty.”
  Pre-moderns had to keep faith with God and with their lords temporal.  Late moderns keep faith with the market and with their friends.

On this theory the episodes of disorder and unemployment in capitalism from the 1630s in Holland and from 1720 in Northern Europe arose from the virtues of capitalism, not from its vices, from its trustworthiness, not from its greed.  To be more exact: the business cycle arose from trustworthiness breaking down suddenly in an environment of quite normal human greed for abnormal gain, the auri sacra fames which has characterized humans since the Fall.  What is novel in capitalism is the faithful trust, lotsverbondenheid writ large.

Face-to-Face Contact: Why do people ride on airplanes at great expense to have sit-downs with customers or bankers?  


The limits and patterns of human speech limit and give pattern to the economy.  Some conversations are impossible in human practice.  At the most abstract level Chomskyan limits might possibly apply, though it seems doubtful.  Perhaps there are deals, orders, desires, plans that would be possible in a language of another species but are impossible, or at any rate difficult, in human language.  A being that was not differentiated individually, for example, would find orders naturally persuasive in a way that humans do not.  An army that is something other than a gang of Homeric heroes clashing with each other in massed single combat is a form of life that responds to particular orders issued by particular people.  The phalanx on the left flank moves when the general speaks, as though it were an organism and not a collection of free citizens of Athens.  Wittgenstein said that "to imagine a language is to imagine a form of life" (PI I, 19).  He might as well have said that to imagine a form of life is to imagine a language.  "It is easy," he remarked, "to imagine a language consisting only of orders and reports in battle" (same place).


But as I said the binding constraints are more likely to be matters of pragmatics and socio-linguistics.  I have a friend, a Dutch woman, who built a vacation home on a Greek island.  She found that within Greek society it was impossible, simple impossible, for a woman to tell the male contractor what to do.  He ignored her requests, and she was forced to hire another Greek man to give the orders.  Even that did not work perfectly: an order to have large waste pipes for the bathrooms was ignored, with the result that---as is common practice in rural Greece---soiled toilet paper is not flushable.  There's an economic effect.

The formal attempts to extract from sheer logic or even from an enriched logic of conversational implicatures any interesting constraints that language places on economic behavior has not borne fruit, and seems unlikely to.  The attempt of the game theorist Ariel Rubinstein to do so shows how little can be expected even from very canny ruminations on evolutionarily stable strategies or a supposition that the equation ψ = [φ(x,y)∩φ(y,z)∩T]→φ(x,z) is a tautology.
Rubinstein, Ariel.  2000.  Economics and Language: Five Essays.  Cambridge: Cambridge University Press.
Israel Kirzner put his finger on what a free society achieves.  "It [is] highly desirable to choose among alternative social arrangements those modes of organization that minimize [ignorance of knowledge that can be absorbed without decision and search, by the sheer noticing of it]. . . that is, those modes of organization that generate the greatest volume of spontaneous, undeliberate learning" (Kirzner 1979, p. 147, 145].  The assertion runs against the love of explicitness in modern life, the proliferation of handbooks on leadership and of axiomatizations of thinking.  Surely, the educationist avers, we need to fill the student's mind with information, and if this can be centrally planned, all the better.  Every schoolchild in France is on the same page at the same hour of the same day, thanks to the planners in Paris.  But real innovation, Kirzner is saying, entails real ignorance, "knowledge about which nothing is known" (1979, p. 144).  It can be put economically: known knowledge (shades of Donald Rumsfeld) earns its normal reward.  If you know how to read a balance sheet you do not on that account alone become Warren Buffett, because so many other people know how to read a balance sheet.  Unknown knowledge generates profits.  When Pacioli invented the idea of a balance sheet, then he, or his Italian readers, could pick up the profit from the innovation.  But once the reading go balance sheets is widely known the profits fall to zero.  It's still a good idea for people to learn to read balance sheets, engaging in "search" that has a known reward to the MBA who engages in it.  The opportunity cost of such searching may be good for the society, as against worthless search for learning to read the stars astrologically, say.  But it is not an innovation.  National income does not fall, since learning to read balance sheets has a marginal product equal to its opportunity cost, whereas learning to read the stars does not.  The intramarginal reward to routine learning sustains the national income.  In fact, it is the national income.  But national income will not rise unless the innovation is Kirznerian.


"The ease of calculation provided by money," writes Kirzner, "is thus not merely a device for lowering transaction costs relevant to deliberate search," as the neoclassical claim (Kirzner 1979, p. 150).  "It represents a social arrangement with the ability to present existing overlooked opportunities in a form most easily recognized and noticed by spontaneous learners."  But something is missing, at any rate if our ambition is to explain the Industrial Revolution.  Europe had markets in everything early.  The fairy tale about the "monetization" of Europe to the contrary, people dealt in money terms throughout the Dark Ages.  Markets existed in everything from land to wives.  China, too, which did not develop beyond its astonishingly accomplished level of 1000 AD, had markets everywhere, recorded by the imperial bureaucracy monthly for centuries (cite Rawski, ed.).  If the government fails to support markets, allowing violent men to ignore them, for example, or itself taxes them out of existence, then national income will assuredly fall.  See Somalia.  But England even in 1300 was a nation of markets, and yet it did not innovate on anything approaching the scale that became usual after 1750.


Kirzner's analysis is correct.  But what is misses from it is language.  A community of free speech---which was unique to Northwestern Europe after 1700 or so---"represents [in another sense of the word, too: shows, exhibits] a social arrangement with the ability to present existing overlooked opportunities in a form most easily recognized and noticed by spontaneous learners."  
Post-Autistic Economics Review, September 2006

A Solution to the Alleged Inconsistency in the Neoclassical Theory of Markets: Reply to Guerrien's Reply

Deirdre McCloskey
University of Illinois at Chicago
and Academia Vitae, Deventer


In the Post-Autistic Economics Review of October 2002, which has just come to my attention, Bernhard Guerrien wrote an elaborate reply, including an appendix attacking in detail the old textbooks by me and by David Friedman, to those of us who believe that supply and demand curves are useful.  He is very harsh in his complaint, and briskly confident that his complaint tells.  Perhaps his confidence is misplaced.


Guerrien's complains bitterly about supply and demand curves that they assume a "given" price (correct); and that there is no conceivable source for the givenness except the patently absurd fiction of an Walrasian auctioneer (incorrect).  


What's incorrect about this old criticism is that there is a source, an obvious one, though neglected by the Samuelsonian economics that Guerrien and I join in criticizing.  Still, the obvious source is also ignored by Marxist economics, institutional economics (old and neo-), post-Keynesian economics, behavioral economics, whatever.  The only economists who so much as mention it are the Austrians.  That's one reason I count myself a fellow traveler of this much-disdained little group.

The missing source is conversation, rhetoric, language, sweet talk itself.  The price gets its givenness from the literal conversations that go on in markets.  I do not mean by "conversations" only the putting and taking of offers, surrounded otherwise, as has been assumed in economic theory since Ricardo, by stony silence.  To be sure, mere money offers are, Adam Smith noted, a variety of persuasive talk:  "The offering of a shilling, which to us appears to have so plain and simple a meaning, is in reality offering an argument to persuade one to do so and so as it is for his interest" (Lectures on Jurisprudence, Report of 1762-3, Glasgow edition, vi. 56, p. 352).  But people do not merely silently offer shillings and silently hand over haircuts.  People are not, as autistic economics and as Guerrien in his attack assume, vending machines.  They talk, or as Arjo Klamer puts it, they converse.  And in conversing they open each other to modifications of the price, it may be, and anyway they establish, as we say, the "going" price.  Market participants "in this manner . . . acquire a certain dexterity and address in managing their affairs, or in other words in managing of men [and women, dear Adam, if you please]; and this is altogether the practice of every man in the most ordinary affairs."  The ordinary affair of economics itself, for example.  The going idea in Samuelsonian economics, we post-autism folk are saying, is that people do not converse.  The Samuelsonians are mistaken.

Of course, in a large market or a large conservation a small voice is seldom heard.  That is what we mean by givenness.  There is little point in driving to an enormous California supermarket and initiating a conversation with the manager about the price of milk.  You wait until you are talking to your friend the local shopkeeper, perhaps, who might actually respond, persuading you in the ensuing conversation that nothing is to be done, because after all he is in turn a small voice in the market for milk.  Or you might, as an economist, wait until you are talking to the Milk Board, which sets the wholesale price of milk, though doubtless it does so after much talk with fellow Board members and with politicians and with Ministry of Agriculture functionaries.  You might change their minds, and so their talk, and so the price, a bit.  You certainly could change some weak minds if you were the President the United States, and wanted to redefine, say, the word "torture."

The situation in markets is identical to that of language.  No prudent person will initiate conversations with strangers on the bus about the definition of "givenness" in economic theory.  She will wait until she in talking to other economists, at any rate to economists imagining in their conservations a post-autistic economics that is not so dogmatically of the Left that it objects to every idea that the cursed bourgeois economists have articulated.  We use the French word amour or the English word love without stopping to quarrel about their meanings, or insisting that love actually means "hate," or "light bulb," or "the train will arrive in six minutes."  That is, the on-going conversation of language---I note that Walras' colleague Saussure made this point a century ago---gives to us mere ordinary speakers of it a set of distinctions serving to define what's on offer in French or English by way of  sheep/mutton as against mouton.

Guerrien will perhaps reply that the going price/meaning is just an instance of his much-beloved bargaining.  I think he and I agree, though, that if bargaining in a strictly game-theoretic way is what we are talking about, then we should abandon hope in economics entirely.  The Folk Theorem showed some time ago that in a properly infinite game and an assumption of Prudence Only you can get any old equilibrium you want.  Prudence-only game theory, without social agreements of solidarity and justice as to how a conversation can change minds, has no implications.  None at all: change the assumptions, change the equilibrium.  And in every empirical test on offer, this or that set of prudence-only assumptions has failed.  Unlike supply and demand curves.

A price is not set usually by silent bid-offer, move-countermove game bargaining, with its intrinsic paradoxes, an elderly example of which Guerrien has repeated.  (I note that in Guerrien's reliance on lecture-room paradoxes here, rather than on the lived experience of markets and languages, he perpetuates exactly the autistic, or if I may say Cartesian, method he has done so much to warn us of.)  Price is not set by an auctioneer in most markets---though I wonder what Guerrien would make of the Alsmeer flower market in Holland, with its Dutch-auction clocks ticking the price down; or of the electronic exchanges replacing open-outcry pits at the Chicago Board of Trade.  Most prices get their meaning and in particular the givenness of their meaning from the economic conversation.  Just as amour has a more or less given meaning in French, modifiable at the edges by particularly persuasive talkers, so do dictionary-makers face a more or less given money price for their product.  Larrouse cannot suddenly decide to charge 10,000 euros a copy for its big dictionary, or even much above the going price.  And therefore it lives with supply and demand curves.  There is nothing mysterious or self-contradictory about the situation.  


I do not claim that we economists have already figured out how language and the economy intermesh.  This scientific task still remains to be done, and will yield a fully humanistic economics, that is, an economics acknowledging humans as talking, singing, story-telling, ethical creatures.  Until then the science will be incomplete and paradoxical in the ways that Guerrien has noted.  Adam Smith, whose first job in Edinburgh was essentially that of a lycée teacher of English composition, started us off thinking about a science humaine of economics, but after 1790 we mislaid his instructions.  Time to get back to them.   


Meanwhile let's not let clever-sounding paradoxes of the lecture hall persuade us to toss away what tools we do have.  Givenness is how we little folk in a large society face any piece of our culture.  We only need to recognize that the economy is part of the culture, and of its conversations, to recognize that supply and demand curves do after all work, rather well.
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