AUSTRIAN ECONOMICS AND THE BLOOMINGTON SCHOOL: AN
INTRODUCTION AND OVERVIEW

P. Aligica,

Mercatus Center, George Mason University

pdragos@mercatus.gmu.edu

P. Lewis,
Department of Political Economy, King’s College London

paul.lewis@kcl.ac.uk

and

V. Storr
Mercatus Center, George Mason University

vstorr@mercatus.gmu.edu

Forthcoming in Advances in Austrian Economics (special issue on the Austrian and

Bloomington Schools)

June 2017

Introduction

The Austrian and Bloomington schools of political economy should be in conversation with each
other. Both traditions have done much to encourage our focus on the various patterns of order in
human societies. Both traditions have also improved our understanding of the challenges of
collective action, the limits of centralization/monocentrism, and the potential of polycentric
systems to effectively utilize local knowledge. Additionally, both traditions have engaged in

empirical strategies that have privileged being “on the ground” and efforts to understand their
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subject’s point of view. Although they have explored similar territory, and a few scholars have
contributed to both traditions, the links between the two schools are not as thick as they might
be. This volume hopes to deepen these connections.

As a matter of intellectual genealogy, the link between Austrian economics and the
Bloomington School of institutional analysis is mediated by the Virginia school of political
economy, spearheaded by James Buchanan and Gordon Tullock, and the intellectual revolution
that it set in motion in social science in the 1960s. The Virginia school promoted an unromantic
approach to the study of politics that treated political actors as self-interested and political
processes as a form of exchange. The Virginia school influenced and was influenced by both the
Austrian and Bloomington schools, especially their emphasis on how the rules shape the orders
that emerge and the potential of bottom up strategies to solve collective challenges. A secondary
route could be traced through the ordo-liberal influences that Vincent and Eleanor Ostrom, the
founders of the Bloomington school, absorbed while trying to calibrate and nuance their own
take on the Public Choice paradigm. Third, both the Austrian and Bloomington schools share a
basic Tocquevillian background and pivot on the twin themes of individualism and self-
governance.

Vincent and Elinor Ostrom’s distinctive brand of institutionalism was crystalized in the
1960s as part of an ongoing conversation taking place in an interdisciplinary network of scholars,
gravitating around the pioneering work of James Buchanan and Gordon Tullock.! The Public
Choice revolution had unmistakable roots in the Austrian tradition. Austrian economics, with its
analysis of comparative economic systems (the feasibility of socialism and the nature of
socialism), of bureaucracy (the rationality of hierarchical and rule-based decision making
systems), and of political economy (the nature and functioning of the state), had a significant
impact on the way Public Choice scholars framed their approach.

In addition to their contribution to the general effort by members of the Public Choice
community to articulate the foundational aspects of their emerging program, the Ostroms took on
the particular task of addressing the field of Public Administration. More precisely, they applied
the insights of public choice to local and municipal governance and public administration.

! See especially Buchanan and Tullock (1962).



Driven by the logic of applied, problem-driven research, the Ostroms soon discovered that the
increasingly stringent neoclassical constraints—constraints that, once it took off, the Public
Choice program started to assume—drastically limited the analytical range and effectiveness of
their applied investigations (Boettke and Aligica 2009: 116-36).

As a result, the Ostroms had to return, again and again, to the non-mainstream, non-
neoclassical roots and dimensions of Public Choice. In doing so, their perspective on Public
Choice increasingly recovered, reinvented, and develops several Austrian themes: the role of
knowledge in society; the nature and significance of entrepreneurship (in particular, in their case,
public entrepreneurship); the importance of dynamic competition (in their case, competitive
governance based on Tiebout effects); the possibility of self-governance as a function of freedom
of exchange and freedom of association; and, last but not least, and especially in Vincent
Ostrom’s later work, how norms and cultural evolution matter for democratic governance.

All of the above tendencies were reinforced by the Ostroms’ exposure to Ordoliberalism.
There are deep ties between the Austrian school and ordoliberalism, especially their shared
conception of the competitive order (see Kolev 2015). The Ostroms interaction with the German
scholars developing Ordoliberal themes exposed them to a program that was in many respects
related to US Public Choice. There was in Ordoliberalism similar echoes and interpretations of
the basic set of ideas associated with a tradition of thinking about economics and politics as
entangled phenomena in which the normative dimensions matter. Yet, in the Ordoliberal case,
those ideas were coming through a different route and were filtered through a different
framework. In this respect, the Ordoliberals’ concerns with the concentration of power and
monopolies resonated profoundly with the Ostroms” own concerns about monocentricity.

The relationship between the Austrian tradition and Bloomington institutionalism has to
be seen as part of a larger intellectual evolution of a family of schools of thought, having all, in
one form or another, some roots in the themes, approaches and positions advanced initially by
Viennese scholars at the beginning of the 20th century. These ideas coevolved in multiple
streams over the next 60 years or so. The Bloomington scholars, once they managed to delineate
the broader parameters of their own research program, started to reconstruct, reinterpret, and in
many cases simply rediscover and reinvent Austrian insights and themes. As such, they created

the possibility of giving those insights and themes new interpretations and new applications, in



novel circumstances with new research priorities, in particular, public administration,
governance and collective action, and entrepreneurship in non-market settings.

Was there a programmatic and explicit effort to recover and reinvent the Austrian
tradition? The answer has to be an emphatic ‘no’. But that is precisely the reason why the
Ostroms’ work should be interesting to scholars working in the Austrian tradition. The thematic
convergence and the compatibility and complementarity between the Austrian and Bloomington
schools is driven by their internal underlying theoretical logic and by the logic of problem
solving. Upon closer inspection, the underlying familial and genealogical connections reveal
themselves again and again.

The convergence and interplay between these two intellectual traditions is rich and

productive. On the one hand, it stands as a demonstration of the applied relevance of the set of
approaches and issues that we traditionally associate with the Austrian tradition.®> On the other

hand, it is a challenge to further explore and elaborate this area. This volume is an attempt to

respond to that challenge.

The essays

The collection begins with Hartmut Kliemt’s “ABC — Austria, Bloomington, Chicago: Political
Economy the Ostrom Way.” Kliemt compares the Austrian (A) and Bloomington (B) schools not
just by reference to each other, but also by examining how their work relates to the approach
adopted by the Chicago School of Economics (C). Taking Ludwig von Mises as his
representative of the Austrian economics, Kliemt notes that both Mises and the Ostroms adopt a
subjectivist (“mindful”) approach to economics, according to which it is essential in studying the
social world to understand how the relevant people understand and interpret their circumstances.
This contrasts starkly with the objectivism or behaviourism characteristic of the Chicago School,
whose (“mindless”) ‘maximisation-under-constraints’ approach focuses only upon (the search
for) behavioural regularities and ignores the internal point of view of the relevant economic

actors (p. 2, 6-7, 12-13). Kliemt argues, however, that Mises and the Ostroms part company on

2 For more detailed comparisons between Austrian economics and the Bloomington school, aside from the essays collected below, see Boettke
and Candela (2015) and Boettke et al. (2015).

® There have been a several attempts to combine insights from the Austrian and Bloomington schools, see especially Boettke and Coyne (2005),
Boettke et al. (2013), Grube and Storr (2014), and Storr et al. (2015).



the question of how to develop this subjectivist approach, differing in particular on the extent to
which the ‘internal’ knowledge of people’s subjective views afforded social theorists by
verstehen must be supplemented by ‘external’ knowledge of law-like regularities linking actions
and outcomes if adequate social analyses is to be done. In Kliemt’s view, Mises comes close at
times to suggesting that purely internalist approaches are sufficient, a one-sided approach that
Kliemt contrasts unfavourably with the way that the Ostroms seek to combine an internalist
emphasis on the importance of people’s subjectivist interpretations with an externalist emphasis
on the importance of empirical knowledge concerning how causes (actions) lead to effects
(outcomes) (pp. 7-9).* Put slightly differently, Kliemt can be thought of as arguing that the
Ostroms rightly place more emphasis on the importance of explicating the underlying causal
mechanisms through which people’s actions, as informed and shaped by their subject
interpretations of their circumstances, are transformed into outcomes of interest (cf. Kieser and
Ostrom [1982] 2000: 58-60).°

Kliemt also compares the Misesian version of Austrian economics to game theory, as
developed first of all by Austrian economist Oskar Morgenstern and as embodied for Kliemt’s
purposes in the more recent work of Reinhard Selten. Just as Mises’ praxeology is an attempt to
work out the implications of the a priori claim that people act purposefully, choosing means that
enable them to pursue their ends, so Selten develops an a priori theory of rational human conduct
in situations of strategic interaction. In sharp contrast to Mises, however, Selten does not believe
that his theory can yield (synthetic a priori) knowledge of the real world. On the contrary, Selten
maintains that his theory is no more and no less than a philosophical tool for understanding ideal,
cognitively unconstrained human beings and that, if explanations of the real world are required, a
different, more empirically-grounded approach is needed. Such an approach was of course
developed by the Ostroms, who departed from the ideal situations analysed by Selten to examine
the behaviour of boundedly rational individuals who lack common knowledge of their
circumstances, using game theoretic models as a foil against which to compare concrete real

world cases rather than as a model of the real world per se (pp. 10-13).

* For a clear statement of the Ostroms’ position on this issue, see V. Ostrom ([1973] 2008: 2).

® For more on the notion of a casual mechanism, see Lawson (1997: 21), Lewis (2015a: 1172-75), and the essays collected in Hedstrém and
Swedberg (eds.) (1998).



The Ostroms’ emphasis on concrete, real world cases also marks another point of departure
from Misesian position, for it is indicative, Kliemt argues, of the way in which Mises and the
Ostroms part company on the question of the nature and significance of empirical evidence. As is
well known, Mises believed that the so-called ‘action axiom’, according to which human conduct
must necessarily be thought of as involving the choice of means to pursue goals, is apodictically
certain and so invulnerable to criticism based on empirical findings. In stark contrast, Kliemt
argues, the Ostroms set much greater store on the possibility of amending one’s theory of
rational action in the light of the empirical evidence provided by detailed case studies of real-
world situations (pp. 4-5). The shortcomings of Mises’s views about the role and status of
theoretical claims are, Kliemt argues, shared by members of the Chicago School. For Kliemt,
“the Chicago practice of requiring—whether realistic or not—that human behavior must be
(described as) maximizing and in equilibrium if an explanatory model is to count as economic is
from an empirical science point of view no more respectable than the Austrian claim that all
behavior must be understood in praxeological terms if an explanation of it is to count as
economic. Both strategies try to create a monopoly for their own methodological views on
economics by making them part of the definition of economics. However, we should leave the
choice of the best means to achieve the ends of science open to creative processes of scientific
competition” (p. 6). For Kliemt, the pluralist approach to methodology adopted by the Ostroms,
exemplified by their willingness to use empirically-grounded fieldwork and experimental
methods as well as more abstract, technical approaches such as game theory and agent-based
modelling as part of their tool-kit for getting to grip[s with the complexity of the real world, is
much more compelling than the narrower, more prescriptive methodologies adopted by Mises
and advocates of Chicago economics.

Paul Lewis’s paper uses the theory of complex systems as a conceptual lens through which to
compare the work of Friedrich Hayek and Vincent and Elinor Ostrom. It is well known that,
from the 1950s onwards, Hayek conceptualised the market as a complex adaptive system. On his
account, the market is a system that consists of a set of elements (people) whose interactions are
governed by a set of (legal and moral) rules, that displays structural or emergent properties (in
particular, the capacity to self-organise), and which develops over time on the basis of an
evolutionary process that acts on its emergent capacity to coordinate people’s plans in the face of

tacit and dispersed knowledge. Using the theory of complex systems as a framework through



which to view the work of the Ostroms, Lewis argues that, while the Ostroms began explicitly to
describe polycentric systems as a class of complex adaptive system from the mid-to-late 1990s
onwards, they had in fact developed an account of polycentricity as displaying the hallmarks of
organised complexity long before that time. The Ostromian and Hayekian approaches can thus
both be seen to portray important aspects of society—the market economy in the case of Hayek,
and public economies, legal and political systems, and environment resources, in the case of the
Ostroms—as complex systems.

Lewis argues, in addition to bringing out the long standing affinity with the theory of
complex systems displayed by the Ostroms’ work, the use of the theory of complex systems as a
lens through which to view the Hayekian and Ostromian approaches serves two other purposes.
First, it can be used to show how one widely-criticised aspect of Hayek’s theory of society as a
complex system, namely his account of cultural evolution via group selection, can be
strengthened against its critics. Lewis argues in particular that, when taken in conjunction with
recent development in evolutionary biology, Elinor Ostroms’ work can be used to defend
Hayek’s theory of group selection against critics who argue that free-riders will, by benefitting
from being part of the group without incurring the costs of conforming to the relevant set of
rules, undermine its beneficial group-level properties. Second, invoking the theory of complex
systems also helps to show how to resolve a tension—ultimately acknowledged by the Ostroms
themselves—between some of their explicit methodological pronouncements, which emphasised
the importance of treating the individual person as the key ‘unit of analysis’, and the actual,
substantive approach they adopted in their analysis of polycentric systems (which set
considerable store not only on individual action but also on the importance of structurally- or
relationally-defined social systems whose properties cannot be reduced to those of individual
people).

In an essay entitled, “A Practical Approach to Understanding: The Possibilities and
Limitations of Applied Work in Political Economy,” Jayme Lemke and Jonathan Lingenfelter
focus on the implications of Austrian economics and the Bloomington school for applied
economics. As already noted, the hallmark of the Austrian school is its commitment to
subjectivism, according to which a key part of any explanation of social phenomena lies in
identifying how the relevant people view their circumstances (both current and future). For a

subjectivist such as Hayek, economic analysis must always commence from the subjective



meanings that individuals attach to their circumstances, before identifying the causal mechanism
through which their ensuing actions give rise to economic phenomena of interest (Hayek [1952]
2010: 91-107). But if that is the case, then there arises the question of how applied researchers
can identify, understand and so gain epistemic access to such beliefs. Lemke and Lingenfelter
consider first of all the answer given to this question by Austrian economist Don Lavoie.

In a series of essays written in the 1980s and 1990s, Lavoie argued that the key to seeing
how this question can be answered lies in rethinking in the principle of subjectivism (Lavoie
([1985] 2011, 1986, 1991). Lavoie contended in particular that whereas the traditional
conception of subjectivism that informed the human sciences in the late nineteenth and early
twentieth century portrayed it as specialist method hinging on the ability of researchers
empathetically to grasp the meanings that people attributed to their surroundings and actions,
more recent developments in social theory and philosophy had suggested that interpretive
understanding is in fact something much more mundane, which normal people accomplish
without difficulty on a daily basis in their everyday lives. More specifically, for Lavoie, people
are social beings whose efforts to interpret the world and imbue it with meaning are informed by
intersubjectively shared social rules. This reliance on shared rules implies that people are able to
understand each other’s meaning without having to engage in implausible acts of mind-reading.
On this view, rather than being conceptualised in epistemic terms, as a specialised technique for
studying human activity, verstehen is best understood ontologically, as an account of human
nature according to which people in everyday life draw on shared rules and interpretive schemes
to interpret the world and in doing so reproduce or, on occasion, transform the rules and
interpretive frameworks in question everyday life (Prychitko 1994: 311-12; Lewis 2005: 294-
99). As Lemke and Lingenfelter observe, Lavoie defines the hermeneutic or interpretive
enterprise as “the way in which ... in the sciences, the arts, history and everyday life, we manage
to come to an understanding of other people’s actions and words” (Lavoie 1994: 55; quoted by
Lemke and Lingenfelter, p. 9).°

One implication of Lavoie’s perspective, emphasised by Lemke and Lingenfelter (pp. 12-
13, 24), is that social scientists need not rely on some mysterious power of empathy in order to

grasp how their subjects interpreted viewed the situation they faced. On the contrary, if social

® For more on Lavoie’s ‘hermeneutic turn’, on its connections with empirical work, and on the controversy it caused within Austrian economics,
see Vaughn (1994: 127-33).



scientists are studying the actions of members of their own society, then like people in everyday
life they are able to draw on their common understanding of intersubjectively shared rules in
order to interpret and understand the behaviour of other people. As Lavoie put it, “what we are
‘getting at” when we understand is not the private contents of individual heads, but public
discourses that are readily accessible” (1994: 59). The interpretive task is of course more
difficult where the subjects under investigation are members of a different culture, removed from
that of the investigators in space or time, and who therefore rely on a different set of rules. But
that challenge is not insurmountable because, as Lemke and Lingenfelter note, investigators can
draw on their familiarity with their ‘own’ set of rules to learn those prevailing in other cultures
(p. 16). Their efforts to do so are facilitated by the availability of tangible evidence of the rules in
question, and the meanings to which they give rise, in the form of written records found in
archives and in oral testimonies obtained by the researchers by researchers. Such qualitative
evidence, gathered through archival research, oral histories, ethnography and in-depth case
studies, would according to Lavoie and other advocates of the ‘interpretive turn’ play as least as
important a part in applied economics as conventional econometrics (Chamlee-Wright 2010,
2011).

Lemke and Lingenfelter maintain that, in their efforts to address the question of self-
governance—that is, the question of how people design and enforce rules that keep their
behaviour in check—the methods used by the Ostroms and the other members of the
Bloomington School exemplify the approach advocated by Lavoie and his fellow advocates of
the “interpretive turn’. Lemke and Lingenfelter argue in particular that the Bloomington school’s
emphasis on the importance of using qualitative methods to identify the rules on which people
actually rely in a particular situation, the so-called rules-in-use, can be thought of as an example
of the subjectivist approach advocated by Lavoie and his fellow Austrians (pp. 17-21).
According to Lemke and Lingenfeter, this sensitivity to the rules actually used by people
provides an important antidote to objectivist approaches that simply assume that the rules
officially in use, or rules-in-form as the Ostroms term them, are the ones actually governing the
use of common property resources. And by altering people to the possibility that the rules-in-
form may be different from the rules-in-use, the interpretive approach makes it more likely that
analysts will be alert to the possibility that people may have been able to craft a system of

informal operational rules that enables them to manage the resource so as to avoid the tragedy of
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the commons (pp. 22-23). “When conceived in this way,” Lemke and Ligenfelter (p. 24)
conclude, “analysis of institutions as they actually exist—which is significantly different from
types of discourse that consider institutions as ideals—cannot be seriously undertaken by any
approach other than the interpretive.”

In their essay “The Organizational Evolution of the American National Red Cross: An
Austrian and Bloomington approach to organizational growth and expansion,” Laura Grube,
Stefanie Haeffele-Balch and Erika Grace Davies use the Austrian school’s critique of
bureaucracy and the Bloomington school’s discussions of monocentricy to analyze the declining
effectiveness of the Red Cross in responding to major disasters. Since its founding in 1881, the
American National Red Cross has been a key player in charitable efforts to respond to and
recover from natural disasters. The organization has a long track record of coming to the aid of
those in need and is certainly the most well-known and is perhaps the most well regarded charity
operating within this area. The Red Cross also works closely with government agencies and the
federal government delegates some of its relief responsibilities and activities to the organization.

Recently, however, the Red Cross has been criticized for underperforming. In the
aftermath of Hurricanes Katrina and Sandy, for instance, the Red Cross was slow to get aid to
those who needed it the most. As Grube et al. argue, the Red Cross’ organizational structure has
changed over time and these changes have altered its capabilities. As both the Austrian and the
Bloomington schools explain, bureaucratic, monocentric systems are likely to underperform
polycentric systems in dealing with novel situations like after a disaster where creative rather
than formulaic responses are required. The Red Cross, they find, has become more bureaucratic,
centralized and rigid as its relationship with government agencies has deepened and it has
become increasingly enmeshed with governmental responsibilities. As they conclude, the
problems plaguing the Red Cross’ disaster recovery efforts are, thus, endemic and are not easily
remedied.

In his essay on “Covenant and Moral Psychology in Polycentric Moral Orders”, Anas
Malik discusses the assumptions about moral psychology made by the Bloomington School. By
‘moral psychology’, Malik means “the subjective and intersubjective moral considerations that
shape people’s interactions” (p. 9). He focuses on the role played in Bloomington School
accounts of the constitution of political order by the notion of covenant, understood as the “sense

of obligation when making decisions to consider the interests of others in decision-making” (p.
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0). By promoting trust and a sense of obligation to consult others and to take their interests into
account in institutional design, Malik contends, “the culture of covenant ... promoted habits of
heart and mind associated with self-governance” (pp. 0, 2).

Malik contrasts the prominence accorded to the notion of covenant in the work of the
Bloomington School, in particular the writings of Vincent Ostrom, with the Austrian school’s
commitment to the principle of subjectivism. He argues in particular that the subjective value
theory to which Austrians typically subscribe is insufficiently rich to do justice to the
motivational force of the covenantal injunction to consider the interests of others, which—he
maintains—“is not easily reducible to the calculation of individual self-interest” (p. 10).” In
raising these issues, whose significance he illustrates using a discussion of climate change, Malik
raises interesting and important questions about the ontological foundations of Austrian
economics, concerning in particular the assumptions it makes about the nature of the human
agent and the motivations that drive people’s actions.®

Deliberations about the human nature, and about constitutions, also feature prominently
in lon Sterpan and Richard Wagner’s essay on ‘The Autonomy of the Political within Political
Economy.’ Sterpan and Wagner’s goal is to transcend approaches that, they argue, reduce the
political either to ethics or economics by adopting an open-system approach that allows
distinctive scope for political activity. Sterpan and Wagner argue first of all that if the economy
is viewed—as they believe it should be—as an open system in which people’s decisions are not
simply a determinate response to their circumstances, then there will arise outcomes that are
genuinely surprising in the sense of being outside the realm of what people considered to be
possible (Shackle 1972).

In the face of such radical uncertainty, outcomes may arise that are not covered by the
extant framework of legal rules. And it is in dealing with situations of this kind that, according to
Sterpan and Wagner, the scope for genuine political activity arises. Drawing on the work of
Vincent Ostrom, Friedrich Wieser, Carl Schmitt, and Bertrand de Jouvenal, amongst others,

Sterpan and Wagner argues that political entrepreneurs exercise leadership in persuading their

" A similar argument is made by Hartmut Kliemt (pp. 15-17), who criticises Hobbesian and Chicago-school efforts to reduce the notion of
political obligation to calculations of self-interest, arguing to the contrary that a satisfactory analysis of the possibility of self-governance requires
the acknowledgement of a broader set of motivations than can be encompassed by the standard model of homo oeconomicus.

Similar questions have been raised by some Austrians in recent years. See, for example, the introduction to Garnett et al. (2014), along with the
other essays in that collection.
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fellow citizens to accept new systems of rules to which the novel outcomes can be assimilated.
Moreover, in persuading people of the merits of committing themselves to this new system of
rules, political entrepreneurs also help to forge people’s sense of themselves—that is, to forge
their identities—thereby shaping their preferences. In this way, Sterpan and Wagner argue, “The
open nature of the social system provides an opportunity for political enterprise in rules ...
[whereby] [t]he political appears as a social answer to the challenge of the exception to routines,
as they reside both at the social and at the subjective level” (p. 4).°

Sujai Shivakumar’s “Innovation as a Collective Action Challenge” examines how the
actors involved in innovation deal with the many collective action problems that arise in the
course of transforming academic research into commercially viable products. For Shivakumar,
innovation takes place via a complex, non-linear and polycentric process whose participants
include a wide variety of actors (including researchers, university administrators, entrepreneurs,
venture capitalists, corporations, and public officials). A distinguishing feature of how the
process operates in the United States is the absence of an over-arching national innovation
strategy, designed to coordinate these activities and thereby foster the development and
commercialisation of new ideas. Shivakumar draws on the work of the Bloomington School to
argue that what might at first glance appear to be a “seemingly chaotic ... system of policies,
programs, and funding streams” can in fact “spur rapid innovation and adoption and new
technologies” (p. 5). In particular, hybrid arrangements or public-private partnerships can arise
as agents devise rules that change the incentives they face, and also generate information, in
ways that enable them to solve recurrent collective action problems. For example, public goods
problems arising in the case of innovation “can be overcome in selective cases through crafting
R&D consortia, where the participating firms funnel research that is upstream from the market
into a separate organisation where it is carried out collectively ... By crafting a framework for
pre-competitive cooperative research, an industry consortium can help individual firms or
research groups ... bring new technologies more quickly and cheaply to the commercial market”
(p. 12).

The contributions to this volume illustrate the wide and complex range of themes and

issues—from foundational and epistemological to apply and policy level relevant—that are

o For more on Austrian views on the nature and significance of identity, see Chamlee-Wright and Storr (2009) and Lewis (2015b).
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illuminated by the confluence of the Bloomington and Austrian schools. In conjunction, the two
open up rich and novel perspectives while, at the same time, adding new depth and nuance to

older and otherwise familiar themes and approaches.
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