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Austrians have frequently criticised neoclassical economics for the unrealistic character of its 

assumptions.  Neoclassical models are typically “idealised”; that is, they leave out such features 

of the real-world economy as rivalry, imperfect information, non-monetary incentives, and the 

passage of time.  In his enormously influential 1953 article “The Methodology of Positive 

Economics”1 – a work which Friedrich Hayek once described as being “as dangerous” as 

Keynes’ General Theory2 – Milton Friedman defended the use of unrealistic models against 

Austrian-style criticisms, on the grounds that any good explanatory theory must be abstract, and 

abstractions by their very nature are unrealistic.   Friedman wrote: 

 
A hypothesis is important if it “explains” much by little, that is, if it abstracts the 
common and crucial elements from the mass of complex and detailed 
circumstances surrounding the phenomena to be explained and permits valid 
predictions on the basis of them alone.  To be important, therefore, a hypothesis 
must be descriptively false in its assumptions; it takes account of, and accounts for, 
none of the many other attendant circumstances, since its very success shows them 
to be irrelevant for the phenomena to be explained. … Truly important and 
significant hypotheses will be found to have “assumptions” that are wildly 

                                                 
1  In Essays in Positive Economics (Chicago: University of Chicago Press, 1953), pp. 3-43.   
 
2  F. A. Hayek, Hayek on Hayek:  An Autobiographical Dialogue, eds. Stephen Kresge and Leif Wenar (Chicago:  
University of Chicago Press, 1994), p. 145. 
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inaccurate descriptive representations of reality, and, in general, the more 
significant the theory, the more unrealistic the assumptions ….3 
 

 One obvious Austrian response to Friedman’s argument is that the features typically omitted 

by neoclassical models are the very features that are crucial to understanding how the market 

functions, and so cannot be “irrelevant for the phenomena to be explained.” In Austrian theory, 

for example, the process by which correct entrepreneurial judgments are rewarded and incorrect 

ones penalised is central to explaining how markets serve consumer preferences; but no model 

that posits perfect information could take account of this process.   

Such a reply would have little weight with Friedman, however, because he simply does not 

mean by “explain” what Austrians mean by it.  As an empiricist, Friedman takes a theory to 

explain a phenomenon if it enables us to predict the phenomenon’s occurrence; whereas for 

Austrians, to explain economic phenomena is, in Ludwig Lachmann’s phrase, “to make the 

world around us intelligible in terms of human action and the pursuit of plans.”4  As philosopher 

Peter Winch shows, these two conceptions of explanation are radically different: 

 
The important question for us is:  in what circumstances could one say that one had 
understood this sort of behaviour? … Weber often speaks as if the ultimate test 
were our ability to formulate statistical laws which would enable us to predict with 
fair accuracy what people would be likely to do in given circumstances. … [But] 
we might well be able to make predictions of great accuracy in this way and still 
not be able to claim any real understanding of what those people were doing.  The 
difference is precisely analogous to that between being able to formulate statistical 
laws about the likely occurrences of words in a language and being able to 
understand what was being said by someone who spoke the language. … [A] man 
who understands Chinese is not a man who has a firm grasp of the statistical 
probabilities for the occurrence of the various words in the Chinese language.5 
 

                                                 
3  Ibid., pp. 14-15. 
 
4  Ludwig M Lachmann, “Sir John Hicks as a Neo-Austrian,” pp. 261-2; in Walter E. Grinder, ed., Capital, 
Expectations, and the Market Process (Kansas City:  Sheed Andrews McMeel, 1977). 
 
5  Peter Winch, The Idea of a Social Science and Its Relation to Philosophy, 2nd ed. (London:  Routledge, 1990), 
p. 115. 
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While I agree with Winch, my present concern is not with the general merits of Austrian versus 

empiricist approaches to economic methodology, a subject I have pursued in detail elsewhere.6  

Rather, I shall argue that before we can even consider the question of which features of the 

economy belong in our explanatory theories and on what grounds, we need to reject the entire 

conception of abstraction that Friedman is working with.  Invoking a rival understanding of 

abstraction – the Aristotelean one – will allow us to rebut Friedman’s argument and to vindicate 

the Austrian position on unrealistic models. 

Here’s a brief itinerary for the rest of the paper.  First, I will show how abstraction is 

understood in the Aristotelean tradition.  Second, I will use the Aristotelean understanding of 

abstraction to show how Friedman’s argument is confused.  Third, I will show that this 

Aristotelean critique of Friedman is already implicit in the work of Ludwig von Mises.  Fourth, I 

will show that there is a legitimate Austrian use for unrealistic models, but it is not the use 

Friedman envisions.  Finally, I will show how the Austro-Aristotelean critique of Friedman 

sheds light on the dispute between Friedman and the Austrians over methodological apriorism. 

 

1. Aristotle and Abstraction 

Aristotle developed his theory of abstraction in response to the following worry.  It can easily 

seem that abstract concepts do not strictly apply to reality.  The concept horse, for example, is 

supposed to apply to all horses, of whatever colour.  But obviously it could not do so if it had as 

its content a horse of any one definite colour; if it were the concept of a brown horse, for 

example, it could not apply to a black one.  In order to apply to all horses, then, the concept 

horse must have as its content a horse of no determinate colour.  But in that case the concept still 

does not apply strictly to any actual horse; for every actual horse has some determinate colour.  

Either the concept horse somehow falsifies reality, then, or else – as Aristotle’s teacher Plato had 

argued – its actual referent is not any physical horse but the transcendent, immaterial Form of 

Horse, which indeed has no determinate colour, and of which our familiar physical horses are 

merely an inadequate reflection.  Hence abstractions have either mysterious otherworldly 

                                                 
6  Roderick T. Long, Wittgenstein, Austrian Economics, and the Logic of Action:  Praxeological Investigations 
(London:  Routledge, forthcoming 2004); cf. also Long, “R. G. Collingwood:  Historicist or Praxeologist?” 
(unpublished; available at <praxeology.net/praxeo.htm>.) 
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referents or no referents at all; in either case, they cannot refer to the familiar objects of ordinary 

experience.  

Aristotle’s solution to this puzzle is to reconceive abstraction as a matter of attending to some 

aspects of a thing and ignoring others.  To think the concept horse, for example, we focus on an 

ordinary horse – whether a real horse before us or an imagined horse before our mind’s eye – and 

then attend to the features it shares with other horses while ignoring its distinguishing features, 

such as its particular colour. 

 
In making [geometrical] diagrams … although we make no use of the fact that the 
triangle is determinate in quantity, we nonetheless draw it as determinate in 
quantity.  Likewise also one who thinks, even if what he thinks is not quantitative, 
sets up before his eyes something quantitative but thinks of it not as quantitative; 
and if what he thinks is of a quantitative nature but indeterminate, he sets up 
something determinately quantitative but thinks of it merely as quantitative.7 
 

Accordingly, Aristotle disagrees with Plato’s view that physics and geometry study different 

sorts of objects, physical and non-physical respectively.  For Aristotle, geometry studies physical 

objects just as much as physics does, but it studies them in a non-physical way; the two sciences 

deal with the same familiar spatially extended objects, but geometry attends to their shape and 

position while abstracting from their physical embodiment: 

 
We must consider how the mathematician differs from the physicist; for physical 
bodies have surfaces and volumes, lengths and points, all of which fall within the 
mathematician’s purview. … Now the mathematician too is concerned with such 
things, but not qua boundaries of physical bodies …. For they are separable in 
thought from motion, though from this separation no distinction or falsity arises.8 
 
Just as there are many statements characterising things qua movable only, apart 
from what each of them is and apart from their accidents, and it does not 
necessarily follow from this that there is something movable apart from perceptible 
things, nor yet that there is some distinct nature within them, so too there will be 
statements and sciences that apply to movable things not qua movable but qua 
corporeal only, and again qua planes only, and qua lines only, and qua divisible, 
and qua indivisible but having position, and qua indivisible only. … For a human 

                                                 
7  Aristotle, On Memory 450a1-7.   (All transaltions from Aristotle are mine.) 
 
8  Aristotle, Physics 193b22-36. 
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being is indivisible, qua human being.  Now the arithmetician treats him as one 
indivisible thing, and considers what belongs to him qua human, while the 
geometer considers him neither qua human nor qua indivisible, but rather qua 
solid; for it’s clear that whatever would hold true of him even if he were somehow 
not indivisible can hold true of him irrespective of these characteristics.  
Accordingly, geometers are right in saying that the objects they discuss are real 
existents.9 
 

 This Aristotelean conception of abstraction was revived by the medieval Scholastics.  Pierre 

Abélard (1079-1142), for example, undertook to “explain why thoughts gained through 

abstraction are not erroneous … even though they conceive things other than they are.”  John 

Marenbon summarises Abélard’s solution: 

 
When I regard a man only as substance or only as a body, he explains, I am not 
conceiving anything in his nature which is not there, but I am not attending to all 
which he has.  My thought would be erroneous if I regarded his nature as being 
only substance or only body.  There is nothing erroneous, however, in regarding 
him only as substance or body; the ‘only’ must apply to the regarding, not to the 
way in which the man exists.10 
 

Essentially the same position was held a century later by Thomas Aquinas (1224/5-1274), who 

wrote: 

 
Abstraction may occur in two ways.  First … we may understand that one thing 
does not exist in some other, or that it is separate from it.  Secondly … we 
understand one thing without considering another.  Thus, for the intellect to 
abstract one from another things which are not really abstract from one another, 
does, in the first mode of abstraction, imply falsehood.  But, in the second mode of 
abstraction, for the intellect to abstract things which are not really abstract from 
one another, does not involve falsehood. … If, therefore, the intellect is said to be 
false when it understands a thing otherwise than as it is, that is so, if the word 
otherwise refers to he thing understood. … Hence, the intellect would be false if it 
abstracted the species of a stone from its matter in such a way as to think that the 
species did not exist in matter, as Plato held.  But it is not so, if otherwise be taken 
as referring to the one who understands.11 

                                                 
9  Aristotle, Metaphysics 1077b23-1078a29. 
 
10  John Marenbon, The Philosophy of Peter Abelard (Cambridge:  Cambridge University Press, 1997), pp. 166-7. 
 
11  Summa Theologiæ I. 85. 1 ad 1; Thomas Aquinas, On Human Nature, ed. Thomas S. Hibbs (Indianapolis:  
Hackett, 1999), p. 157. 
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Aquinas is here distinguishing between two different ways in which we might consider, say, a 

horse in abstraction from its colour.  We may consider the horse as not having a determinate 

colour, or else we may consider the horse not as having a determinate colour.  To consider the 

horse as not having a determinate colour is to hold, or attempt to hold, as the object of our 

thought a horse that simply has no determinate colour – a creature never encountered in physical 

reality, and having its home either in Platonic heaven or nowhere.  This sort of abstraction 

falsifies and contradicts the concretes on which it is based.  But to consider the horse not as 

having a determinate colour is simply to consider the horse as a horse without considering its 

colour one way or the other; and here no falsification is involved. 

 These two types of abstraction are often referred to as precisive and non-precisive.  As 

Armand Maurer explains: 

 
Precision is a mode of abstraction by which we cut off or exclude something from 
a notion.  Abstraction is the consideration of something without either including or 
excluding from its notion characteristics joined to it in reality.  Abstraction without 
precision dopes not exclude anything from what it abstracts, but includes the whole 
thing, though implicitly and indeterminately.12 
 

In short, a precisive abstraction is one in which certain actual characteristics are specified as 

absent, while a non-precisive abstraction is one in which certain actual characteristics are absent 

from specification.13  Plato failed to see how abstract concepts could apply strictly to physical 

reality because he failed to see that abstraction could be non-precisive; one might say that he 

mistook an indeterminate way of thinking about something for a way of thinking about 

something indeterminate. 

 In recent years, the Aristotelean approach to abstraction has been revived by Ayn Rand. On 

the issue of universals Abélard was a nominalist and Aquinas a realist, while Rand attempted to 

                                                 
12  Note to Thomas Aquinas, On Being and Essence, 2nd ed., trans. Armand Maurer (Toronto:  Pontifical Institute 
of Medieval Studies, 1968), p. 39n. 
 
13  For further discussion of this distinction see Roderick T. Long, “The Benefits and Hazards of Dialectical 
Libertarianism,” pp. 406-17 (Journal of Ayn Rand Studies 2, no. 2 (Spring 2001), pp. 395-448), and “Keeping 
Context in Context:  The Limits of Dialectics,” pp. 404-15 (Journal of Ayn Rand Studies 3, no. 2 (Spring 2002), pp. 
401-22). 
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transcend the nominalist/realist dichotomy altogether; all three thinkers, however, stand in the 

Aristotelean tradition, and all three appealed to non-precisive abstraction to explain how 

concepts apply to reality.  Rand does not employ the Scholastic terminology, but her approach 

follows that of her Aristotelean predecessors.  (It’s not clear how far Rand was drawing 

specifically on the Aristotelean tradition, rather than being led by her generally Aristotelean 

approach to develop the same solution independently; the same question, for that matter, applies 

as well to Abélard, who had access to only a fraction of the Aristotelean corpus.)  

In Introduction to Objectivist Epistemology, Rand writes: 

 
If a child considers a match, a pencil and a stick, he observes that length is the 
attribute they have in common, but their specific lengths differ. … In order to form 
the concept “length,” the child’s mind retains the attribute and omits its particular 
measurements. Or, more precisely, if the process were identified in words, it would 
consist of the following: “Length must exist in some quantity, but may exist in any 
quantity. I shall identify as ‘length’ that attribute of any existent possessing it 
which can be quantitatively related to a unit of length, without specifying the 
quantity. … Bear firmly in mind that the term “measurements omitted” does not 
mean, in this context, that measurements are regarded as non-existent; it means 
that measurements exist, but are not specified.14 
 

To regard the measurements as non-existent would be to abstract precisively; to regard the 

measurements as existent without specifying them is, by contrast, to abstract non-precisively.  If 

all abstraction were precisive, then “every advance of knowledge” would be “a setback, a 

demonstration of man’s ignorance.”  Since “the savages knew that man possesses a head, a torso, 

two legs and two arms,” it follows that if absence of specification meant specification of 

absence, then “when the scientists of the Renaissance began to dissect corpses and discovered 

the nature of man’s internal organs,” we would have to say that their discoveries “invalidated the 

savages’ concept ‘man’,” and likewise that “when modern scientists discovered that man 

possesses internal glands, they invalidated the Renaissance concept ‘man’.”15  On a proper 

understanding of abstraction, however, so long as whatever one fails to include in one’s concepts 

                                                 
14  Ayn Rand, Introduction to Objectivist Epistemology:  Expanded Second Edition, eds. Harry Binswanger, 
Leonard Peikoff (New York:  Penguin, 1990), pp. 11-12. 
 
15  Ibid., pp. 67-8. 
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is merely unspecified, rather than specified as absent, then “even if the scope of [one’s] 

knowledge is modest and the content of his concepts is primitive, it will not contradict the 

content of the same concepts in the mind of the most advanced scientists.”16  Like Abélard and 

Aquinas before her, Rand thus employs the concept of non-precisive abstraction to reply to the 

charge that abstraction falsifies reality: 

 
The basic principle of concept-formation (which states that the omitted 
measurements must exist in some quantity, but may exist in any quantity) is the 
equivalent of the basic principle of algebra, which states that algebraic symbols 
must be given some numerical value, but may be given any value. … In the 
equation 2a = a + a, any number may be substituted for the symbol “a” without 
affecting the truth of the equation. … Let those who attempt to invalidate concepts 
by declaring that they cannot find “manness” in men, try to invalidate algebra by 
declaring that they cannot find “a-ness” in 5 or in 5,000,000.17 
 

2. Aristotle versus Friedman 

 With the distinction between precisive and non-precisive abstraction in hand, we can now 

turn to Friedman’s defense of unrealistic models and identify its flaws.  Friedman, as we’ve seen, 

thinks that a worthwhile economic theory “must be descriptively false in its assumptions,” since 

it “takes account of, and accounts for, none of the many other attendant circumstances” but 

instead “abstracts the common and crucial elements from the mass of complex and detailed 

circumstances.”  Friedman is of course quite right that an economic theory needs to leave aside a 

mass of complex details; but so long as it leaves them aside by failing to specify them, rather 

than by specifying their absence, it does not need to be descriptively false.  A perfect-

competition model, for example, does not merely fail to specify the existence of entrepreneurial 

error; if it did, it would fail to explain much about the workings of the market, but at least it 

would not say anything false.  Rather, a perfect-competition model, by positing that all economic 

actors possess complete (and completely similar) information, explicitly specifies the absence of 

entrepreneurial error – and it is to this falsification that Austrians object.  George Reisman was 

exactly on target when he characterised the perfect-competition model as “Platonic 

                                                 
16  Ibid., p. 43. 
 
17  Ibid., p. 18. 
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Competition”;18 and Friedman is making precisely the Platonic mistake of treating all abstraction 

as a form of idealisation. 

 Further evidence that Friedman has confused precisive with non-precisive abstraction is 

apparent in the following passage: 

 
A theory or its “assumptions” cannot possibly be thoroughly “realistic” in the 
immediate descriptive sense so often assigned to this term.  A completely 
“realistic” theory of the wheat market would have to include not only the 
conditions directly underlying the supply and demand for wheat but also the kind 
of coins or credit instruments used to make exchanges; the personal characteristics 
of wheat-traders such as the color of each trader’s hair and eyes, his antecedents 
and education, the number of members of his family, their characteristics, 
antecedents, education, etc.; the kind of soil on which the wheat was grown, its 
physical and chemical characteristics, the weather prevailing during the growing 
season; the personal characteristics of the farmers growing the wheat and of the 
consumers who will ultimately use it; and so on indefinitely. … No critic of a 
theory would accept this logical extreme as his objective; he would say that the 
“assumptions” of the theory being criticized were “too” unrealistic and that his 
objective was a set of assumptions that were “more” realistic though still not 
completely and slavishly so.19 
 

Friedman’s mistake lies in taking a theory that incorporates ancestry, eye colour, and so on to be 

the “logical extreme” of realism.  But realism does not demand that all these extraneous traits be 

specified; it merely demands that their non-existence not be specified either.  Those who criticise 

neoclassical models for their lack of realism are not seeking a precisive abstraction that more 

closely approximates reality; rather, they are seeking an abstraction that is not precisive at all.  

The right question to ask is not “How closely should our theories approximate reality in order to 

yield useful predictions?” but rather “How much specificity should our theories incorporate in 

order to yield useful explanations?”  It’s a mistake to talk, as even Austrians sometimes do,20 

about degrees of realism.  All non-precisive abstractions are equally realistic:  “Cujo is a Saint 

                                                 
18  George Reisman, “Platonic Competition,” Part I:  Objectivist 3, no. 8 (August 1968); Part II: Objectivist 3, no. 9 
(September 1968). 
 
19  Friedman 1953, op. cit., p. 32. 
 
20  See, e.g., Roger W. Garrison, Time and Money: The Macroeconomics of Capital Structure (London:  
Routledge, 2001), ch. 1. 
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Bernard” is no more realistic than “Cujo is a dog” – though it is more accurate, if by accuracy 

we mean precision rather than correctness (just as a measurement of 2.00 is more accurate, 

accurate to more significant figures, than a measurement of 2.0 – though not more correct). 

 Friedman tries to defend the use of unrealistic (i.e., false) assumptions in economics by 

pointing to the legitimate use of such assumptions in geometry and physics.  With regard to 

geometry, for example, Friedman writes: 

 
Euclidean geometry is an abstract model, logically complete and consistent.  Its 
entities are precisely defined – a line is not a geometrical figure “much” longer 
than it is wide and deep; it is a figure whose width and depth are zero.  It is also 
obviously “unrealistic.”  There are no such things in “reality” as Euclidean points 
or lines or surfaces.21 
 

We’ve already seen how an Aristotelean is going to handle this example:  the concept line can be 

applied to reality, not because reality contains objects with length but no width or depth, but 

because  reality contains objects whose length can be considered in non-precisive abstraction 

from their width or depth.  In the same way, the concept point can be applied to reality, not 

because reality contains objects with location but no magnitude (though the quantum physicists 

may well decide it does), but because reality contains objects whose location can be considered 

in non-precisive abstraction from their magnitude; and so on.  Thus, as Aristotle noted, 

“geometers are right in saying that the objects they discuss are real existents” – though wrong in 

taking them to be Platonic Forms rather than ordinary physical objects. 

 As for physics, Friedman follows the widespread practice of treating physical laws as 

applying to idealised conditions only.  He writes, for example: 

 
It is an accepted hypothesis that the acceleration of a body dropped in a vacuum is 
a constant – g, or approximately 32 feet per second per second on the earth …. 
[U]nder a wide range of circumstances, bodies that fall in the actual atmosphere 
behave as if they were falling in a vacuum. … The formula is accepted because it 
works, not because we live in an approximate vacuum – whatever that means.22 
 

                                                 
21  Friedman 1953, op. cit., p. 25. 
 
22  Ibid., pp. 16-18. 
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Now it is certainly true that falling bodies do not really move in a precisely straight line 

downward at a rate precisely equal to g, because the Earth’s gravity is never the only force acting 

on a falling body.  Hence if we were to interpret the law of gravity as asserting that bodies really 

do move in this way, then we would have to conclude that the law of gravity is not strictly 

correct, or that it applies only to an idealised world and not the real one.  Yet the law of gravity is 

certainly useful in predicting the actual motions of actual bodies, and so the use of “unrealistic” 

assumptions would be vindicated, in physics at least. 

 Here once again Friedman has confused precisive with non-precisive abstraction.  As Guido 

Hülsmann has pointed out,23 economic laws as Austrians understand them are not relations 

between earlier and later events, but rather between actual and counterfactual events: 

 
Austrian economics is based on the insight that human behavior and human 
thoughts are only a part of human action, namely, the part that is realized (that is 
“there”).  Other parts of human action are not – or not yet – realized.  These are, in 
particular, (a) the purposes in pursuit of which humans act and (b) the foregone 
alternatives that could have been chosen.  Purposes and foregone alternatives are 
obviously not part of the world in the sense that they are realized.  However, it 
cannot be denied that they have some sort of existence, and this undeniable fact 
puts Austrian economists in a position to explain the realized manifestation of 
human action (behavior and thoughts) as a corollary of the non-realized part. … 
By contrast, neoclassical economists seek to explain observable phenomena … in 
terms of other observable phenomena ….24 
 

There is no guarantee, for example, that a minimum wage law will cause unemployment in the 

sense of making unemployment higher than it was before the law; for the level of unemployment 

is influenecd by many different factors, some countervailing.  What economic law does 

guarantee is that the level of unemployment will be higher under a minimum wage law than it 

would have been without the law.  (This is precisely the distinction, familiar to Austrians from 

the writings of Frédéric Bastiat and Henry Hazlitt, between “what is seen and what is not seen.”)  

Hence the theory that minumum wage laws cause unemployment is not a precisive abstraction, 

                                                 
23  Jörg Guido Hülsmann, “Economic Science and Neoclassicism,” Quarterly Journal of Austrian Economics 2, 
no. 4 (Winter 1999), pp. 3-20; Jörg Guido Hülsmann, “Facts and Counterfactuals in Economic Law,” Journal of 
Libertarian Studies 17, no. 1 (Winter 2003), pp. 57-102. 
 
24  Hülsmann 1999, pp. 4-6. 
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applicable only to an idealised case in which minimum wage laws are the only factor influencing 

unemployment; rather it is a non-precisive abstraction, applicable to all situations involving 

minimum-wage laws, regardless of hat other factors are operative.  As Hülsmann notes: 

 
Because a counterfactual law relates an observable fact to a counterfactual 
alternative, it is immaterial which other facts exist besides the one under 
consideration, how these other facts are modified throughout time, and how they 
influence the course of events.25 
 

What I wish to point out is that what Hülsmann says here about economic laws is equally 

applicable to physical laws:  the law of gravity, too, is not a precive abstraction applicable only 

to motion in a vacuum, but rather a non-precisive abstraction that omits reference to other forces 

but does not thereby regard them as nonexistent.  The trajectory of a falling object is the resultant 

of all the forces acting on it; if during a given period an object would fall five feet if gravity were 

the only force acting on it, then whatever other forces may be acting on the object, we can still 

predict that the object will end up five feet further downward than it would have if gravity had 

not been acting on it.26 Thus the law of gravity describes the object’s motion correctly, not only 

when the other forces are relatively negligible but also when they are quite strong – as strong as, 

or even much stronger than, the force of gravity. Hence I disagree with Rothbard’s suggestion 

that “false assumptions such as the absence of friction,” while inappropriate in economics, are 

“good sense [and] useful in physics.”27  Recent suggestions, by eminent philosophers of science, 

that “the laws of physics lie”28 are making the same mistake about physics that Friedman makes 

about economics. 

 

                                                 
25  Hülsmann 2003, p. 74. 
 
26  Here one must make the qualification:  unless its downward motion causes it to encounter a countervailing force 
it would not otherwise have encountered.  A similar qualification applies in the economic case:  if “an increased 
supply of tomatoes (accidentally) causes an increase of demand for these tomatoes,” then “it is not necessarily the 
case that the tomato price is lower than it otherwise would be.”  (Ibid., p. 77, n. 24.)  Yet even if this means that 
ceteris paribus clauses cannot be eliminated entirely, their scope is certainly narrowed.   
 
27  Murray N. Rothbard, “In Defense of ‘Extreme Apriorism’,” p. 102, in The Logic of Action I:  Method, Money, 
and the Austrian School (Cheltenham UK:  Edward Elgar, 1997), pp. 100-108. 
 
28  Nancy Cartwright, How the Laws of Physics Lie (Oxford:  Oxford University Press, 1983). 
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3. Fiction and Friction 

 We’ve seen that Friedman’s defense of the use of unrealistic assumptions in economics 

founders on the Aristotelean distinction between precisive and non-precisive abstraction.  I shall 

now show how this Aristotelean way of rebutting Friedman is already implicit in Mises’ critique 

of his own predecessors. 

 Mises often complains that the classical economists regarded economic laws as concerned 

solely with certain kinds of motives, and so capable of yielding true predictions only in cases 

where those motives alone are operative:   

 
When they distinguished between purely economic motives and other motives, the 
classical economists referred only to the acquisitive side of human behavior. … 
Modern economics rejects as entirely fallacious … the argument advanced for the 
epistemological justification of the Classical methods by their last followers, 
especially John Stuart Mill.  According to this lame apology, pure economics deals 
only with the “economic” aspect of the operations of mankind, only with the 
phenomena of the production of wealth “as far as those phenomena are not 
modified by the pursuit of any other object.”29 
 

Thus, Mises laments, “the idea arose that the laws of catallactics hold true only ideally, i.e., on 

the assumption that men act in a vacuum, as it were.”30   

Even Frédéric Bastiat, that most Austrian of pre-Austrians, wrote in his Economic Harmonies 

that although the “subject of political economy is man,” yet “it does not embrace the whole 

man”: 

 
Religious sentiment, paternal and maternal affection, filial devotion, love, 
friendship, patriotism, charity, politeness – these belong to the moral realm, which 
embraces all the appealing regions of human sympathy, leaving for the sister 
science of political economy only the cold domain of self-interest.  … What does it 
deal with? With transactions carried on between people who do not know each 
other, who owe each other nothing beyond simple justice, who are defending and 
seeking to advance their own self-interest. It deals with claims that are restricted 
and limited by other claims, where self-sacrifice and unselfish dedication have no 
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place. … Thus, political economy regards man from one side only, and our first 
concern must be to study him from this point of view.31 
 

The classicals were not really such fools as to suppose that “self-interested” and “altruistic” 

motives can be cleanly separated into different compartments of life; but they did regard the 

hypothesis of pure self-interest as a good enough predictor of people’s behaviour in the business 

world.  In short, their position was rather like Friedman’s.  They differed from Friedman, of 

course, in wanting their theories to be at least close approximations to reality, whereas for 

Friedman it is only a theory’s predictions, not the theory itself, that must be squared with 

reality;32 but for the classicals no less than for Friedman the principles of economics are 

precisive abstractions and thus are not strictly applicable to the real world. 

 Even the early Austrian economists were likewise in the grip of this way of thinking.  Carl 

Menger, founder of the Austrian School, maintained that economic laws describe the behaviour 

of idealised economic agents who “strive to protect their economic interest fully,” are aware of 

“the economic situation, as far as it is of influence on price formation,” are “not in error about 

the economic goal to be pursued nor about the pertinent measures for reaching it,” and are not 

subject to any “external force impairing their economic freedom.”  Since these conditions “hold 

only in rare cases,” it follows that “as a rule real prices deviate more or less from economic 

ones.”33  Exact science, for Menger, “seeks to ascertain the simplest elements of everything real,” 

without considering “whether these in reality are present as independent phenomena,” or even 

“whether they can at all be presented independently in their full purity.”  He describes a “person 

pursuing only economic aims” as analogous to “absolutely pure oxygen, pure alcohol, pure 

gold,” which “must not be tested by full empirical reality” but “exist in part only in our ideas.”34  

“No more than pure mechanics denies the existence of air-filled spaces, of friction, etc.,” Menger 
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tells us, “does the economist assert that humans are actually guided only by self-interest or else 

are infallible and omniscient.”35  I would be the last to deny the enormous methodological gulf 

that separates Menger from Friedman; nevertheless, the similarity between these last remarks of 

Menger’s and the Friedmanite position is striking. 

 Mises utterly rejects Menger’s approach on this issue: 

 
The task of economics, as many epigones of the classical economists practised it, 
was to deal not with events as they really happened, but only with forces that 
contributed in some not clearly defined manner to the emergence of what really 
happened.  Economics did not actually aim at explaining the formation of market 
prices, but at the description of something that together with other factors played a 
certain, not clearly described role in the process.36 
 

On Mises’ view, by contrast, economics “deals with the real actions of real men. Its theorems 

refer neither to ideal nor to perfect men, neither to the phantom of a fabulous economic man 

(homo oeconomicus) nor to the statistical notion of an average man (homme moyen).”37  As for 

Menger, Mises suggests that he was “too much under the sway of John Stuart Mill’s empiricism 

to carry his own point of view to its full logical consequences.”38 

 Another Austrian founding father, Eugen von Böhm-Bawerk, likewise comes in for criticism 

along the same lines.  Describing his teacher’s reaction to Mises’ defense of the importance of 

Cantillon effects, Mises writes: 

 
[Böhm-Bawerk] raised no objection against the cogency of my step-by-step 
analysis; he did not deny its results – namely, that changes in purchasing power of 
money cause prices of different commodities and services to change neither 
simultaneously nor evenly, and that it is incorrect to maintain that changes in the 
quantity of money bring about simultaneous and proportional changes in the 
“level” of prices.  But he maintained that this was a “friction phenomenon.”  
According to him, the old doctrine was correct “in principle” and maintains its full 
significance for an analysis aimed at “purely economic action.”  In real life there is 
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resistance and friction which cause the result to deviate from that arrived at 
theoretically.  I tried in vain to convince Böhm-Bawerk of the inadmissibility of 
metaphors borrowed from mechanics.39 
 

In Mises’ opinion, the “distinction between economic and noneconomic action” had been 

rendered obsolete by the subjective theory of value, but “Menger and Böhm-Bawerk failed to 

draw all the conclusions that had to be drawn from their basic position.”40  It is not with the 

Austrian School per se but only with Mises himself that the classical way of regarding the matter 

is finally left behind. 

 Mises’ clearest statement on these matters comes in his critique of Max Weber’s theory of 

Ideal Types: 

 
The basis of Weber’s misconceptions can be exposed only by consideration of the 
question whether the concepts of economic theory do in fact have the logical 
character of the ‘ideal type.’ This question is plainly to be answered in the 
negative. … Sociological concepts are not derived ‘through one-sided 
intensification of one or several aspects and through integration into an 
immanently consistent conceptual representation of a multiplicity of scattered and 
discrete individual phenomena, present here in greater number, there in less, and 
occasionally not at all, which are in congruity with these one-sidedly intensified 
aspects.’ They are rather a generalization of the features to be found in the same 
way in every single instance to which they refer. The causal propositions of 
sociology are not expressions of what happens as a rule, but by no means must 
always happen. They express that which necessarily must always happen as far as 
the conditions they assume are given.41 
 

An ideal type – a concept derived through “one-sided intensification” – would obviously be an 

precisive abstraction, an unrealistic, streamlined, stylised version of reality.  To this notion Mises 

opposes his own non-precisive abstractions, whose features are “found in the same way in every 

single instance to which they refer.”  Mises’ reply to the classicals and early Austrians thus has a 

precise analogue in the Aristotelean tradition’s reply to those who denied the strict applicability 
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of abstractions to empirical reality.  Though it might have surprised him to think so, Mises may 

be seen as returning the subjectivist tradition in economics to its Scholastic roots. 

 

4. The Uses of Idealisation 

 We’ve seen that Friedman is wrong in thinking that economic theories must be unrealistic in 

order to be abstract.  Yet Austrians themselves make use of unrealistic models, such as Robinson 

Crusoe on his desert island, or Mises’ “evenly rotating economy.”  In employing such precisive 

abstractions, are Austrians guilty of the same mistake as Friedman? 

 By no means; for the role such models play in Austrian theorising is crucially different from 

the role Friedman recommends.  For Austrians, the purpose of precisive abstractions is to help 

us better grasp non-precisive asbtractions. As Rothbard writes, “false assumptions are useful in 

economic theory, but only when they are used as auxiliary constructs, not as premises from 

which empirical theories can be deduced.”42  By imagining an example in which only certain 

factors are operative, we can more easily focus, without distraction, on the operation of those 

factors – but the goal is to understand how those factors work wherever they are active. 

 Bastiat’s discussion of Crusoe economics is helpful here.  Crusoe economics is supposed to 

represent man in complete separation from society; yet, as Bastiat observes, any such separation 

must be entirely fictitious.  Bastiat tells us that although “Daniel Defoe’s original plan” was “to 

cast Robinson Crusoe ashore on the Isle of Despair alone, naked, deprived of all that can be 

added to one man’s strength by united effort, specialized skills, exchange, and society,” yet 

“Defoe would have deprived his novel of every trace of verisimilitude if, overfaithful to the 

thought he wished to develop, he had not made necessary social concessions by allowing his 

hero to save from the shipwreck a few indispensable objects, such as provisions, gunpowder, a 

rifle, an ax, a knife, rope, boards, iron, etc.”  Moreover, Crusoe “took with him into solitude 

another social treasure worth a thousand times more, one that the waves could not swallow up: I 

mean his ideas, his memories, his experience, and especially his language, without which he 

could not have communicated with himself or formed his thoughts.”  For Bastiat this is “decisive 

evidence that society is man's necessary milieu, since even a novelist cannot make him live 
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outside it.”43  In short, Crusoe economics is a precisive abstraction, representing human action 

otherwise than as it is. 

 Yet Bastiat does not condemn the use of Robinson Crusoe in economic theory; on the 

contrary, he makes use of Crusoe economics himself: 

 
If man did not exchange, every part of the economic process would take place in 
the individual, and it would be very easy for us to set down from observation its 
good and bad effects. … The interrelations of these four elements – want, obstacle, 
effort, satisfaction – are perfectly evident and understandable in the case of man in 
a state of isolation. Never, never in the world, would it occur to us to say: 
 
“It is too bad that Robinson Crusoe does not encounter more obstacles; for, in that 
case, he would have more outlets for his efforts; he would be richer. 
 
“It is too bad that the sea has cast up on the shore of the Isle of Despair useful 
articles, boards, provisions, arms, books; for it deprives Robinson Crusoe of an 
outlet for his efforts; he is poorer. …” 
 
Never, I say, would people advance such absurd propositions as oracles of truth. It 
would be too completely evident that wealth does not consist in the amount of 
effort required for each satisfaction obtained, but that the exact opposite is true. … 
Yet it is certainly a fact that the … propositions that appeared so absurd when we 
applied them to the Isle of Despair seem so incontestably true when applied to 
France that they serve as the basis of all our economic legislation.44 
 

Though Bastiat does not use this terminology, his point is clearly that through streamlining and 

simplification, the precisive abstraction involved in Crusoe economics makes it easier for us to 

grasp the non-precisive abstraction involved in the economic law that “wealth does not consist in 

the amount of effort required for each satisfaction obtained.” 

 Similar remarks apply to Mises’ “evenly rotating economy,” a construct that bears a 

superficial resemblance to the perfect-competition construct that Austrians excoriate.  Both 

constructs abstract precisively from such real-world features as imperfect information and 

novelty.  The difference is that the evenly rotating economy is not supposed to be a model – 

realistic or otherwise – of the real world.  What happens in the ERE is not supposed to be a good 
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predictor of what happens in real-world economies; quite the contrary.  Rather, its point is to 

help us understand, for example, the difference between profit and interest, by showing us how, 

in a world without changes in price, profit would disappear but interest would not.  The point of 

considering the ERE’s profitless world is thus not to prepare us to analyse situations in which 

profit is negligible, but precisely to enable us to analyse situations in which profit is not 

negligible, so that we may distinguish conceptually between the role of interest and the role of 

profit when both factors are operative and their effects intermingled.  As Wittgenstein writes in a 

somewhat different context: 

 
If we want to study the problems of truth and falsehood, of the agreement and 
disagreement of propositions with reality, of the nature of assertion, assumption, 
and question, we shall with great advantage look at primitive forms of language in 
which these forms of thinking appear without the confusing background of highly 
complicated processes of thought.  When we look at such simple forms of 
language the mental mist which seems to enshroud our ordinary use of language 
disappears.  We see activities, reactions, which are clear-cut and transparent. … 
We see that we can build up the complicated forms from the primitive ones by 
gradually adding new forms.45 
 

“In life everything is constantly in flux,” says Mises, “but for thought we must construct an 

imaginary state of rest.  In this manner we conceptually isolate the individual factors in order to 

be able to study the effects of changes in them.”46  Or, in Rothbard’s words:  “Only by analyzing 

a fictive changeless state can we arrive at a proper analysis of the changing real economic 

world.”47 

 

5. The Snares of Psychologism 

 I’ve been arguing in defense of the Austrian approach to realism in economic theory, and 

against Friedman’s approach.  But this is of course only one of the two major methodological 

disputes between Friedman and the Austrians; the other concerns empiricism versus aprorism.  

Without exploring the latter issue in detail, I wish to offer a hypothesis as to how Friedman’s 

                                                 
45  Ludwig Wittgenstein, Blue Book, p. 17. 
 
46  Mises, Epistemological Problems II. 7. 
 
47  Rothbard, op. cit., p. 102. 



 
Realism and abstraction in economics -- p. 20 

misunderstanding of abstraction and his resistance to Mises’ methodological apriorism are 

related.  I don’t think one is the cause of the other, but I do think the two have a common cause:  

a failure to distinguish between the logical and the psychological.48 

 Consider first Friedman’s critique of apriorism: 

 
That methodological approach, I think, has very negative influences.  … [It] tends 
to make people intolerant.  If you and I are both praxeologists, and we disagree 
about whether some proposition or statement is correct, how do we resolve that 
disagreement?  We can yell, we can argue, we can try to find a logical flaw in one 
another’s thing, but in the end we have no way to resolve it except by fighting, by 
saying you’re wrong and I’m right.49 
 

Friedman obviously thinks that in a priori reasoning, as opposed to empirical science, there is no 

objective way of resolving disagreements.  But why does he believe this?  Why is he so 

confident that trying to “to find a logical flaw in one another’s thing,” as Friedman puts it, is 

unlikely to resolve the matter?  I can only conjecture that Friedman thinks of a priori reasoning 

as a subjective process of consulting the inner contents of one’s own mind, heeding the 

deliverances of some essentially private inner voice that no second person can check on.  The 

empirical method, by contrast, appeals to publicly available evidence and so allows for 

objectivity.  But to think about a priori reasoning in this way is precisely to confuse the 

psychological with the logical. 

 Let’s take a less controversial case of an a priori discipline:  mathematics.  If two 

mathematicians disagree about the results of a calculation, they don’t come to blows; nor do they 

consult a private source of revelation. Instead they “try to find a logical flaw in one another’s 

thing,” and presumably one of them will succeed – because logical relations are at least as 

“public” as empirical ones.  Methodological apriorism makes no appeal to anybody’s private 

psychological states; as David Gordon points out: 
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When a proposition is claimed to be self-evident, this does not mean that one is 
appealing to a psychological experience of certainty in support of the proposition.  
To do so would precisely be not to claim that the proposition was self-evident, 
since its evidence here depends on something else – the psychological 
experience.50 
 

In advocating methodological apriorism, Mises was not advocating reliance on private 

psychological experiences.  After all, it was Mises who wrote:  “There is no rational means 

available for either endorsing or rejecting a doctrine suggested by an inner voice.”51  Instead he 

was advocating reliance on the publicly accessible standards of logical reasoning.  For Mises it is 

apriorism that resolves the intractable debates among empiricists, and not vice versa, since one 

cannot choose among competing interpretations of data without appealing to abstract theory:  

“Disagreements concerning the probative power of experience can be resolved only by reverting 

to the doctrines of the universally valid theory, which is independent of all experience.”52  

Friedman is of course free to dispute the content of Mises’ aprioristic arguments; but the very 

fact that he can do so shows that Friedman’s criticism of their form is misguided.  In treating 

praxeology as a subjective, publicly untestable method, Friedman commits the fallacy of 

psychologism:  conflating logical relations with psychological ones.  (This charge of 

psychologism is incidentally no particular slight to Friedman’s acumen.  Psychologism is one of 

the most persistent and seductive errors in philosophy; brilliant minds have erected entire 

systems on its treacherous foundations.) 

 The psychologism that explains Friedman’s misunderstanding of apriorism arguably also 

explains his misunderstanding of abstraction.  Friedman’s failure to see the possibility of non-

precisive abstraction suggests that he has confused the act of thinking with its content.  When act 

nad content are confused, it becomes natural to assume that if something is absent from the act of 

thinking it must also be absent from the content of thinking – in which case all abstraction would 
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naturally be seen as precisive.  But to confuse the act of thinking with its content is precisely to 

confuse an inner psychological item with a logical one. 

 Let me close with a final observation.  Whatever else they may disagree on, Friedman and 

Mises agree that an a priori ethics is impossible.  Those who defend the possibility of a 

rationally justifiable ethics, Mises contends, are essentially claiming that moral knowledge is 

“imparted to man by an inner voice, i.e., by intuition,” and fail to recognise that “with regard to 

the interpretation of the inner voice … no method of peacefully settling … disagreements can be 

found.”53  The parallel between Mises’ criticism of a priori ethics and Friedman’s criticism of 

Mises’ own a priori economics is striking – ans should lead us to suspect that Mises has here 

fallen into Friedman’s own confusion between the private character of an “inner voice” and the 

public character of logic. 
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