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Preface 
 
Dear IBEB student, 
 

Recently, you have made the two best choices you could make after your final exams:  
the choice to study Economics and Business Economics and your choice for the city of 
Rotterdam.  
 
Besides studying, you are of course also busy with discovering the student life in 
Rotterdam. You can obviously do this at a study association, a sorority/fraternity or at a 

sport club. However, you can also do this with your friends from high school or with your 
new study friends. One thing is for sure, you don’t want to be constantly busy with your 
studies. There should be enough time to experience new, fun and crazy things.   
 
Because we know like no other – the employees of SlimStuderen are students 
themselves – that it is important to enjoy the student life, we would like to help you out. 
We understand that you don’t want to study every morning, afternoon and evening.  

 
SlimStuderen offers the ideal solution: summaries. These summaries are not just 
summaries. They are made for and by students and they contain exactly the required 
material for your exam, no more and no less.  
 
Each semester, the lectures are summarized for you. The literature is integrated into the 
summaries as well. In this way, you immediately know the compulsory subjects for your 

exams and you know what to focus on. Because of the summaries of SlimStuderen, you 
can stay in bed a little bit longer after the ringing of the alarm clock in the early morning.  
 
In short, SlimStuderen provides you with a complete package of study material at a very 
favourable price, which makes it possible for you to pass your exams with minimal effort 
and to fully enjoy your student life at the same time. Honestly, where can you find a total 
package of summaries of the highest quality nowadays? 
 
This is a sample summary and it contains the first two lectures of the course Philosophy 
of Economics. We also provide you with a discount code that you can use for this block: 
WelkomEco15-16. Enter this code when you’re ordering your summaries at 
www.slimstuderen.nl. When you do this before 19:00, the summaries will be shipped the 
same day.  

 
Enjoy your student life and good luck with your studies! 
 
Kind regards, 
Linda Kievits 
Study manager Economics SlimStuderen.nl 

 
 
 

http://www.slimstuderen.nl/
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HC 1. Introduction 
 
Modernism: the stance that (a) science investigates facts and only facts and (b) factual 
knowledge is exhausted by what can be ascertained on the basis of observations. Science 

examines what is (facts), and not what ought to be (values). 
 
Hume’s Fork 
According to Hume, all our genuine knowledge is either a ‘matter of fact’ and as such 
verifiable by observation (analytical statement) or a logical or mathematical truth and as 
such verifiable by thinking (synthetic statement). Everything that is not true as a matter 

of logic or verifiable by observation is at best second-class knowledge or at worst 
meaningless mumbo jumbo. 
Scientists, economists included, have traditionally tried to stay on the safe side of this 
divide, leaving the more speculative side to philosophers. 
Parallel developments in both economics and philosophy during the second half of the 
twentieth century have helped to overcome these dichotomies. Economists, though, still 
emphasising the distinction between positive and normative economics, cannot shy away 

from value judgements altogether. Especially through the work of Amartya Sen it has 
transpired that an economist qua scientist needs to engage in ethical query. Economics 
and philosophy have drawn closer to each other. 
 
Philosophy of economics rests on three columns: 
Foundations of economic theory: main vehicles are rational choice theory and game 
theory (pos). 

Methodology: whether hypotheses are supported by observable data. (pos & norm) 
Ethics: the rules of good and bad conduct. (normative) 
John Neville Keynes, the famous economist’s father, distinguished between positive 
economics, normative economics and the art of economics (Keynes 1999[1890]). Positive 
economics is a ‘body of systematized knowledge concerning what is’ (ibid.: 22). 
Normative economics is ‘a body of systematized knowledge relating to criteria of what 
ought to be, and concerned therefore with the ideal as distinguished from the actual’ 
(ibid.). The art of economics is the investigation of rules for attaining given practical 
purposes. 
According to one widely held view, human behaviour is caused by intentions and 
motivations and therefore resists subsumption under natural laws. Rather, explanation of 
human behaviour should describe the reasons for actions => rationality. 
Deductive: ‘theory first’, studies as a way to test theoretical claims against data. 

Inductive: seek general principles from a theoretical data analysis. 
 
RCT: Rational Choice Theory 
Economists pursue a variety of aims using a variety of scientific tools and methods. A 
classical statement by Carl Menger ascribes the tripartite goal of explanation-prediction-
control to economics. According to this view, economists aim to explain past events and 
regularities; they also aim to anticipate future events and thereby help with policy and 
planning; and third, they aim to provide recipes for successful interventions in the 
economy. 
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HC 2. Explaining Economic Phenomena 
 
Methodologists 
Whereas Carl Menger, writing at the end of the 19th century, demanded that good 

economic theory give us all three: the explanation, prediction and control of economic 
phenomena, critical realist economists such as Tony Lawson deny that the latter two are 
possible. 
Somewhat less radical, economist/social theorist/philosopher Jon Elster believes that the 
nonexplanatory aims of social science are auxiliary (Elster 2006: 9): ‘The main task of 
the social sciences is to explain social phenomena. It is not the only task, but it is the 

most important one, to which others are subordinated or on which they depend.’ 
 
Instrumentalists 
The instrumentalist, by contrast, thinks of science as striving to build a ‘toolbox’: its 
theories, models, statements, results aim to provide, and to some extent succeed at 
providing, its users with devices for orienting themselves in this world and to mould it 
into shape according to their values and aspirations. Its orientation is practical. It regards 

understanding as an at best subsidiary goal to the more worthy ultimate goals of 
successful anticipation of and control over phenomena. 
 
Francis Bacon who thought, famously, that ‘knowledge is power’ and that ‘to know 
something (a natural phenomenon) amounts to being able to (re)produce that very 
phenomenon on any material substratum susceptible of manifesting it’. 
Scientific realists such as Jon Elster therefore privilege explanation because it leads to 

understanding. 
The instrumentalist’s order of priority is the other way around. She cherishes the 
practical value of theories, their ability to help us in decision-making, planning and 
policy. Understanding is important too but as an instrumental value. 
The Greek verb ‘phainomai’ means ‘to appear’, so in most general terms a phenomenon 
is an appearance of sorts. Obviously, not everything that transcends the immediacy of 
sense experience would be called a phenomenon. Rather, a phenomenon is something 
that is significant, something of scientific interest. A further characteristic is that 
phenomena are to some extent idealised. 
 
Kaldor’s stylised facts (Kaldor 1957): 

• The shares of national income received by labour and capital are roughly constant 
over long periods of time; 

• The rate of growth of the capital stock is roughly constant over long periods of 
time; 

• The rate of growth of output per worker is roughly constant over long periods of 
time; 

• The capital/output ratio is roughly constant over long periods of time; 

• The rate of return on investment is roughly constant over long periods of time; 

• The real wage grows over time. 
 
Many of the events or processes economists seek to analyse are, however, unique. They 
are not types but tokens. 
 
Logical positivists 
‘Deductive-nomological model’ (or ‘DN-model’) of scientific explanation: a scientific 
explanation falls into two parts: an explanandum (from Latin: ‘the thing to be 
explained’), a description of the phenomenon of interest, and an explanans (from Latin: 
‘the explaining thing’), the sentences that are thought to give an account of the 
phenomenon (Hempel and Oppenheim 1948).  
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The logical positivists thought that the right kind of connection between the explanans 
and the explanandum was that of logical consequence: the explanandum must follow 
from the explanans as a matter of logic. 
The logical positivists imposed two main conditions. First, the sentences in the explanans 

must be true or at least verifiable and verified. Secondly, the premisses must contain at 
least one law of nature essentially. 
A scientific law is a regularity or universal generalisation of the form ‘All C are E’ or 
‘Whenever C, then E’. 
For such a law to be a scientific law, it also has to be verifiable and supported by 
evidence. 
 
Engel’s law 
‘As incomes rise, the proportion of income spent on food falls, even if actual expenditure 
on food rises’. 
 
Law of diminishing returns 
‘In all productive processes, adding more of one factor of production, while holding all 

others constant, will at some point yield lower per-unit returns’. 
 
Gresham’s law 
‘Bad money drives out good money’. 
 
Say’s law 
‘[All] products are paid for with products’. 

 
Laws of supply and demand 
‘If the supply of a commodity increases (decreases) while the demand for it stays the 
same, the price decreases (increases). If the demand for a commodity increases 
(decreases) while the supply remains the same, the price increases (decreases)’. 
 
Iron law of wages 

‘Real wages always tend, in the long run, toward the minimum wage necessary to sustain 
the life of the worker’. 
 
Okun’s law 
‘For every 1% increase in the unemployment rate, a country’s GDP will be at an 
additional 2% lower than its potential GDP’. 

 
The DN-model 
In sum, the DN-model says the following: a scientific explanation is a logically valid and 
sound argument (‘deductive’) that contains at least one scientific law essentially 
(‘nomological’). Schematically: 
 Laws    L1, L2, ... Ln 
 Initial conditions  C1, C2, ... Cn 
Therefore, E (the explanandum or phenomenon of interest). 
 
The rational-choice model 
The rational-choice model postulates that people have preferences among the various 
alternatives they can choose, and they have beliefs about what alternatives are available 
to them. 
Law statements therefore do not (usually) express universal generalisations but rather 

causal tendencies or ceteris paribus laws. A causal tendency obtains when some factor 
pushes another in a certain direction, even when its operation is interfered with by a 
disturbing factor. 
A good explanation in economics will therefore ask for the detailed causal process or 
mechanism that is responsible for the phenomenon of interest. 


