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What about falsifiability? – further notes on a revision of the 
neoclassical economic methodology 

Geert Reuten (University of Amsterdam, Department of Economics) 1 

Appeared in Journal of Economic Methodology, 1992, 4/2, pp. 297-302 
 

Abstract 
Even if falsificationism in the strict Popper-Lakatos sense may be too harsh for 
economics, falsifiability and refutability are eminent criteria for theory appraisal. 
Hausman's (1997) revision of his (1992) methodology of economics does not come 
sufficiently close to meeting such a methodological requirement and risks allowing 
the prioritising of irrefutable theories over empirical phenomena. It therefore needs 
further advancement. 
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Introduction 
Methodology covers much more than criteria for theory appraisal and the 
demarcation of science from non-science. However, questions of demarcation and 
theory appraisal are fundamental and remain in the background, even when other 
work is being done. This means that when a new methodology is proposed (such as 
in Hausman's The Inexact and Separate Science of Economics (ISSE)) the first thing 
to consider is the attitude taken to these fundamental issues, even if some of the 
methodology's interesting features lie elsewhere, because methodologies do matter 
for the way disciplines operate, and professional ethics requires us to be clear about 
our criteria for theory appraisal and demarcation. This is why I focus on the question 
of theory appraisal. Though I disagree in many respects with Blaug (1992) and Klant 
(1978, 1984), I agree with them on the importance of theory appraisal, particularly 
the requirement for theories being falsifiable. 
 
Hausman’s ISSE: an alternative criterion for demarcating between science and 
non-science? 
The dominant paradigm in contemporary economics, neoclassical theory, does not 
meet the fundamental criteria of the Popper-Lakatos methodology; and no other 

                                                           
1 I am grateful for comments by Mary Morgan, Marcel Boumans, Roger Backhouse and 
Marjan Zijlmans. 
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currently available methodology (such as instrumentalism, or 'rhetoric') provides a 
viable substitute, not least since they do not provide a suitable way to distinguish 
between science and non-science in economics. Whereas most methodologists worry 
about this, neoclassical economists themselves are unconcerned. They are not 
interested in developing a methodological foundation for what they are doing. 
Hausman, in ISSE, undertakes a brave and creative attempt to fill this gap.  

The book can usefully be placed in perspective by considering two approaches to 
methodology. One is to start from general philosophy of science, and then develop 
principles applicable to economics. The other is to develop principles out of 
economic practice.2 Hausman adopts the second approach, but in doing so he 
identifies himself so closely with neoclassical practice that, as I (1996) set out, he 
fails to provide a sound methodology capable of demarcating between science and 
non-science in the context of economics. Nevertheless, I appreciate Hausman's 
attempt to bridge the methodological gap discussed above, and appreciate the fair 
way in which he responded to my criticisms:  

“Reuten also criticizes my account of the deductive method. He argues correctly 
that my account appears to be much too 'soft' on neoclassical economics. Section 
5 below presents the revisions his critique stimulated.” (Hausman 1997: 293)  

In what follows I centre first on Hausman's Section 5, and then discuss one other 
issue raised by Hausman's comment. 
 
“What then ought neoclassical economists to do?”  
I think that Hausman's Section 5 still fails to meet my point concerning theory 
appraisal. He seems to allow theory to be given priority over data. In particular, data 
are not allowed to impose any significant control over theories, and seem to be 
neither the starting point nor the end point in developing and appraising theory. He 
writes: “One of the reasons why evidence matters so little in economics is, I 
maintain, a good reason: market data are of little evidential worth” (Hausman 1997: 
294). But if this is so, what is it that we are seeking to explain or understand? Even if 
we were to accept that market data are not very helpful in testing theory, they are still 
the phenomena we want our theory to explain. What, in Hausman's account, are the 
phenomena that do matter? Even if there are many contingent factors determining 
actual market data, they nevertheless have to be explained as contingent and 
plausibly so in the light of the systematic determinations (or the “fundamental 

                                                           
2 Ultimately these two approaches cannot stand unconfronted: on the one hand, as history shows, 
the notion of 'science' generally is not fixed; on the other hand, at some point a 'separate science' 
will have to take sides, either for the 'separate' or for the 'science'. With this I am not arguing that 
practices and procedures cannot be different in the natural and social sciences or in the fields 
within these. I argue that qua demarcation a field cannot forever stand as a 'separate science'. 
Rosenberg (1992) predicts that if economists themselves accept the separateness for much longer 
the social funding might gradually be withdrawn.  
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principles” as Hausman would say).3 Hausman continues: “The links between 
fundamental principles and market data are so weak that the plausibility and 
pragmatic virtues of the fundamental principles give one good reason to hold on to 
them” (ibid.: 294-5). But this is to blame the data for weaknesses in the theory. The 
real problem is the failure to theorize the (contingent) links between fundamental 
theory and data. If we are unable to make the intermediate theory linking the 
fundamental theory (principles) and data, we should conclude that there is something 
wrong with the fundamental theory – not with the world qua empirical world that we 
are trying to explain and understand.4  

From the perspective of theory assessment Hausman slides, at least as regards 
emphasis, on to the same track when, after posing the key question “What then ought 
neoclassical economists to do?” (ibid.: 295), he answers:  

“First, they should refine their techniques of gathering and analyzing market data 
to make them more relevant to the assessment of theory. … Second, neoclassical 
economists should devote most of their efforts at theory assessment to gathering 
data that will bear more clearly on their theory.” (ibid.: 295)  

This seems eminently sensible, yet, here again, Hausman seems to prioritize the 
general theory over weak empirical data, for it is only the latter that have to be 
improved. Nevertheless Hausman admits that “Economists should of course use the 
results of high-quality tests to improve and to modify their theories. As I document in 
ISSE, Chapter 13, economists have however been remarkably unimpressed by 
damaging experimental evidence” (ibid.: 295). This reveals precisely the tension (to 
express it mildly) in Hausman's account: an account bearing on the existing practices 
of neoclassical economics must necessarily come to terms with the methodological 
failure of those practices. 

“Theories should be harshly tested and well supported.” To this thesis “most 
economists and I subscribe”, says Hausman (ibid.: 295). The question is what this 
means. Even if one does not believe in a crucial experiment, the crucial points 
remain: What kind of empirical evidence would ever be considered as a refutation of 
the theory? What kinds and how many would be enough to ever reject the theory? 
Even if neoclassical economists and methodologists were to hold that the content of 
the Popperian methodological rules (such as empirical falsifiability and rejection in 
case of falsification) is too harsh, they might still adopt the form of such 

                                                           
3 My wording here, in terms of contingent and systematic or systematic-necessary factors, derives 
from the systematic-dialectical methodology (see Reuten and Williams 1989: 16-18, 30-31; 
Reuten 1998). The terminology can, however, usefully be applied for the methodological 
problems that Hausman is concerned with.  
4 It is of course quite a different issue that some of us may think that the world is wrong (that is, 
normatively – cf. the next section) or even that the 'positively' prevailing standards in society may 
bias the way the phenomena are perceived. For example, OECD-type capitalist societies may be 
considered to bias phenomena to the extent that their dominant measure is primarily monetary. In 
the current context, however, these phenomena , including the biases, are the facts that have to be 
explained by the fundamental and/or the linking intermediate theory. 
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methodological rules. By this I mean that these economists would have to indicate 
what kind of (non-empty) empirical evidence would count as refutation, as serious 
refutation, and, in the end, as grounds for rejection of the theory. Thus they would 
have to indicate to what extent their theory is considered refutable at all. (It would be 
a great step forward if some of the neoclassical economists in the world, or at least 
one, would take up the challenge and answer this question in the pages of this 
journal.)  

Hausman's methodology provides no succinct guidelines on these crucial 
questions concerning falsifiability or refutability. Therefore his revision still remains 
'too soft' on (neoclassical) economics. 
 
Explanation and justification 
One other issue in my paper on which Hausman comments concerns the explanatory 
and justifying function of  “neoclassical rationality” to which I had objected.5 As this 
seems central to Hausman's view of what neoclassical economics is about I briefly 
take this up. 

As I indicated in my earlier contribution the neoclassical notion of rationality is a 
restricted one.6 Hausman holds and maintains (1992: 218-19; 1997: 293) that 
explanations based on neoclassical rationality “justify as well as explain”. But if this 
were so then explanations of empirical reality in neoclassical terms would at the 
same time serve as justifications of that reality.7 Implicit in ISSE is the unwarranted 
idea that the normative value of the neoclassical concept of individual 'rationality' is 
beyond doubt, and that it therefore has “an educative function”.  

In my earlier paper (1996: 51) I quoted Hausman (1992: 218): “Explanations in 
economics justify as well as explain, and they consequently depend on the same 
factors that economic agents focus on and find of interest.” To this I added ironically, 
I thought, “What about a theory explaining exploitation?” (Would this also serve as a 
“justification” of exploitation?) Even if Hausman were to respond that by 

                                                           
5 The other issue is about the notion of tendency in J. S. Mill. Hausman: “I suspect that Reuten's 
interpretation of Mill is the correct one . . . I am not convinced, however, that this notion of a 
tendency provides a better interpretation of the inexactness of the basic principles of economics” 
(that is, of the neoclassical principles – which was Hausman's 1992 project). However, I did not 
claim that. I argued that Mill's account “un-twisted” might have provided the beginnings of an 
interesting and demarcative normative methodology (1996: 54, further set out on 54-9). Besides I 
objected (p. 55) to the very notion of “inexactness” to the extent that it misleadingly suggests a 
principal difference in this respect between economics and the other sciences. 
6 Reuten 1996: 51, cf. note 25. 
7 Hausman might perhaps not agree with this formulation on two accounts, arguing that: (1) only 
the individual behaviour is relevant, not the outcome; or (2) only outcomes predicted by the 
theory are relevant (thus, for example, if the theory predicts full employment then the empirical 
existence of unemployment is interpreted as 'voluntary' even if there are no grounds for believing 
that unemployed people are voluntarily taking leisure and don't want a job). In the first case we 
seem to be concerned with a particular kind of psychology. In both cases the theory isolates itself 
from the empirical social-economic reality as discussed in the previous section. 
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'explanations in economics' he referred simply to 'neoclassical economics', that 
would not make things any better, for some people might not be overly enthusiastic 
about a 'utopian world of neoclassical economics'.  

In addition, therefore, to the failings of neoclassical economics as a positive 
theory, outlined in the previous section, it also has limitations as a normative theory, 
as a result of which some people might question its “educative function”. 
 
Final remarks 
The latter issue may be no more than a misperception or confusion that can readily 
be cleared up. The serious unresolved question is whether Hausman's revision of the 
neoclassical methodology can be developed further so as to produce a methodology 
that can serve to appraise economic theory according to some specified criterion. Of 
course, for it to be a methodology applicable to economics in general, it would also 
have to be applicable to the other (minor) paradigms in economics, and to new 
theoretical developments springing from within the neoclassical tradition (cf. 
Backhouse 1997). If this project, in which Hausman has taken an important initiative, 
can be advanced, this may further stimulate work on the other aspects of 
methodology alluded to at the start of this rejoinder. 
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