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Chapterr 7 

Concludingg Remarks 

Inn the previous chapters we have used various econometric studies of 

consumptionn to discuss econometric methodologies and compared them with the 

semanticc approach in philosophy of science in terms of both structure and 

representation.. This thesis has argued that econometrics is concerned with 

constructionn and specifications of models for the purpose of representation. The 

representationn is structural, but there are various notions of structure. In Chapter 3 we 

havee seen Haavelmo's effort to characterize the structure which is construed as the 

constitutionn of the economic system. Afterwards structure became synonymous with 

autonomyy and interpreted as in variance. In Hendry's LSE methodology and the Lucas 

critiques,, discussed in Chapters 5 and 6 respectively, the appraisal of econometric 

modelss required models to represent the invariant relationships between economic 

variables. . 

Modelss are further distinguished as theoretical models and empirical models 

inn order to answer the question: "What do models represent?" Stone's linear 

expendituree system model (Chapter 2), Haavelmo's simultaneous equations model 

(Chapterr 3), and Hall's random walk model (Chapter 6) are theoretical models, in the 

sensee that their models capture the properties and relations imposed by economic 

theories.. Friedman's four-equation permanent income hypothesis model (Chapter 4) 

iss concerned with a theoretical framework but is constrained by considerations 

outsidee economic theories (i.e., zero-correlation assumptions). 

Inn contrast, Hendry's DHSY model (Chapter 5) aims to be congruent, that is, 

too capture the observable characteristics of data. According to the LSE methodology, 
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econometricc models do not account for what is not observed. Whether a model is 

congruentt or not can be justified by using a series of F tests in order to be secure that 

theree is no loss of information from the data during the model construction process. 

Thiss approach is consistent with van Fraassen's constructive empiricism or structural 

empiricism,, which argues that scientific theories only account for observable 

phenomena.. The realism/antirealism discussion in philosophy is used to contrast the 

structurall  empiricism of Hendry's LSE methodology to the structural realism of the 

Eulerr equation approach (Chapter 6). In this latter approach, the Euler equation 

representss the intertemporal preference ordering, which is an invariant relationship 

preservedd in various new classical consumption models. According to Worrell's 

account,, the Euler equation presents a structural realism because its presence in 

variouss consumption models suggests that economists believe the Euler equation 

capturess the true structure of the world. 

Representationss require rules. We need rules to tell us what counts as a 

satisfactoryy representation. The representational theory of measurement exemplifies 

this.. In this theory, which treats measurements as representations, we need both the 

representationn and uniqueness theorems, as rules, to guarantee a good measurement 

andd to categorize the types of measurement. These rules, transposed from 

measurementt theory into the semantic approach, can be applied to models. The rule 

thatt the representation theorem and isomorphism offer is that models have the same 

structuree as that of the entity they aim to model. The rule that the uniqueness theorem 

offerss is a rule of yielding a unique representation. So, the semantic approach, though 

inheritedd from Tarskian model theory, makes sense for empirical science, and in 

particularr here for econometrics, in terms of the representational theory of 

measurementt and the modeling rules it provides. 

Specifically,, the semantic account of models is useful to econometrics in two 

respects.. First, the representation and uniqueness theorems are related to discussion 

off  the role of models and they parallel the purposes of econometricians in their 

concernss centered on econometric models. Econometric models have often been 

regardedd as devices derived from and associated with economic theory (for example, 

Koopmans'ss account, see Chapter 2, Section 2.1). However, to judge econometrics on 

itss own merits, the main issue really lies in models per se. As shown in the cases 
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studiedd in this thesis, the main tasks of econometricians are centered around models 
inn relation to their construction and specification for measurement purposes. 

Thee second respect is related to current discussions on the nature of economic 
methodology.. Wade Hands claims in his illuminating new book on methodology 
(Hands,, 2001) that the syntactic approach (he called it "the Received View" and the 
"Legend")) has gone. Traditional economic methodology, as Hands argues, is a rule-
basedd methodology that uses the concepts and ideas from the syntactic approach in 
philosophyy of science to apply to economics. Wade Hands (2001) therefore depicts 
thee traditional economic methodology as the "shelf of scientific philosophy" view: 
youu take an idea off the shelf of philosophy of science and apply it to economics. 
Sincee the rules provided by the syntactic approach are not applicable to economics, 
Handss argues that we should abandon this rule-based approach in economic 
methodology. . 

Itt should be noted that Hands himself is one of the handful of methodologists 
whoo have dealt with the semantic approach. Indeed, in his new book, Hands spends 
significantt space on discussing the semantic approach and its relation to Continental 
structuralism.. Nevertheless he does not seem to recommend the semantic approach to 
economics.. This is perhaps because, for him, economic methodology based on the 
semanticc approach is merely another application from the "shelf of scientific 
philosophy". . 

Thiss thesis, on the contrary, suggests we can use the semantic approach to 
understandd econometrics. (In this context, it should also be noted that Hands does not 
discusss econometrics in his book.) It is not merely because we can pull the 
representationn and uniqueness theorems off the shelf and apply them to econometrics, 
butt also because both econometrics and the semantic approach are concerned with the 
samee methodological issues. As we have seen in the thesis, the identification problem 
inn econometrics is similar to the uniqueness theorem exemplified in the 
representationall  theory of measurement. And the direction of influence, historically 
speaking,, is from the econometrics of the Cowles Commission era to Patrick 
Suppes'ss semantic account, not the other way around. Nowadays, we have, Hendry's 
general-to-specificc methodology in parallel to van Fraassen's structural empiricist 
account.. Whereas van Fraassen's semantic approach helps to clarify the notions of 
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representationn and structure and the role of measurement in econometrics, Hendry's 

practicee of econometrics gives philosophers of science an example of how to 

constructt congruent models in order to represent the observed phenomena. 

Prominentt econometricians are self-aware of methodology. Their concerns 

aboutt methodology are reflected in their views and treatments of models. They ask 

thee following questions: "What do models do?" "How do models relate to theory and 

phenomena?""  The answers are provided in terms of the practices and strategies of 

theirr model construction and usage. The attempts made by Friedman, Haavelmo and 

thee Cowles Commission scholars, Hendry, Hall and Lucas, and Stone have been 

documentedd in the preceding chapters. Economic and econometric practices follow 

rules,, whether they are from the syntactic approach or the semantic approach, for, as 

wee have seen in Chapter 2, we can find economic examples for both approaches. But 

inn econometrics, especially in the cases discussed in the this thesis: models are 

representations;representations; and more importantly, models aim to represent structures. This 

thesiss makes us conclude that the semantic approach is useful to understand 

econometricc methodology. 

Thee syntactic view may be gone. Nonetheless, the semantic approach seems 

too be able to provide another type of rule-based methodology for econometrics. 


