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Readers might be a little surprised to find an sssent here ddas Wesen und der
Hauptinhalt der theoretischen Nationalokonon{ithe Nature and Essence of
Theoretical Economigs They might object thatVesen und Hauptinhalis a
contribution to a controversy (the fifstethodenstre)t which nobody is interested
in anymore, that it aims to explain Walrasian dftiiim theory to a school of
economics (the German Historical School), which tasished from the earth’s
surface, and that it does not offer any insightat twill expand the body of
economic theory, neither conceptually nor empilycalll of these objections are,
to some extent, justified.

Das Wesen und Hauptinhalt der theoretischen Nalitkmaomie is
certainly the least known of Schumpeter's major kgofaside from perhaps
Vergangenheit und Zukunft der Sozialwissenschaft®i5). It has never been
translated into English — only into Japanese —tette sadly it is still inaccessible
to a majority of economists. But these observatmarsainly do not mean that this
publication is unimportant. On the contrakesen und Hauptinhals a key to
understanding Schumpeter’s entire work for two maasons: (i) it acts as the firm
ground on which everything that follows is builtistvery rigid interpretation of the
Walrasian representation of the economy and hisequnof economic statics pave
the way for both his critique of this framework ahi concept of economic
development that emerged from this critiqgue. Thisnaept of economic
development contains his early understanding ofWadrasian equilibrium as an
essential element. In other words, with®ésen und HauptinhalSchumpeter’s
theory of economic development is impossible — Batm an evolutionary and a
systematic point of view. In addition: (ii) the rhetlological foundation of the
Walrasian equilibrium theory, which Schumpeter depe in Wesen und
Hauptinhalt, is path-breaking — | would even go so far as tatesthat the
methodology ofWesen und Hauptinhais half a century ahead of its time. The
methodological dimension of Schumpeter's work igere today, not very well
known to many economists. IWesen und HauptinhaltSchumpeter not only
presents a very early application of neo-positivism economics (and
simultaneously one of the earliest methodologicalinfiations of Walrasian
equilibrium theory), he also does this in an ‘emf@ned’ manner by recognising the
difficulties of such a foundation and by avoidingettraps into which many
recognised philosophers of science succeeding Suétemhave fallen.

For these reasons: yes, it is worth commemoratitig ook and this
recognition is a great merit to the editors of thignal.

Wesen und Hauptinhaltas written in Vienna during tHa de siéclethe last day’s

of the old monarchical order in Europe. It wasnaetiof great scientific discoveries
and a growing belief in technical progress andhia progress of civilisation. As
Stefan Zweig (1942 [1964], p. 3), the great chriemiof that epoch, described so



OneHundred Yearsfrom Today 79

vividly: ‘In its liberal idealism, the nineteentleistury was honestly convinced that
it was on the straight and unfailing path towardmg the best of all worlds’. It was
also the time of opulence and decadence, of glarandroperas. Vienna, as the
capital of the Austro-Hungarian Empire, one of Ei#’s superpowers, was a centre
of the cultural and intellectual ferment that acpamied this belief in progress.
This confidence in the future, a defining featuféd/@nnese life, was only checked
(and then not entirely) with the outbreak of th&4:98 War.

Wesen und Hauptinhai$é Schumpeter'#labilitationsschrift or a ‘second
book’, which was the precondition for a full pragesship at an Austrian University
and somewhat comparable to gaining tenure in thgloABaxonian system.
Consequently, this book must be read in the com&8chumpeter attempting to
convince a deeply split and interdisciplinary fagub grant him thevenia legendi
However, in advancing to that end, he did not tédke safe path. Rather,
Schumpeter adopted a bold position in which hetlaédfoundations for his general
research programme.

How Schumpeter got to the point of writivjesen und Hauptinhais a
remarkable story in itself. The members of the Sgbeter family had been cloth
manufacturers for many generations and belongedet@stablishment offé¥’, a
remote village in the Moravian province, which iswnlocated in the Czech
Republic at some distance from Vienna (Shionoyal L98fter the untimely death
of his father, in 1893 his Mother was remarriectfield marshal lieutenant of the
Austro-Hungarian army and moved (via Graz) to Veerifhis move to Vienna was
perhaps a decisive step that enabled Schumpetsite &fe-story to unfold. Here
Schumpeter received a first-class education at tleeesianum, which allowed him
to study law at the University of Vienna (Swedb891b, p. 4).

As already suggested, at this time Vienna was nit one of Europe’s
leading metropolises, but also one of the worldates of academic and artistic
life. Outstanding promoters of fine arts (such asst@v Climt and thaViener
Werkstatte Egon Schiele and Oskar Kokoschka), music (suchwestav Mahler
and Arnold Schonberg), literature (such as Hugo kamfmannsthal and Arthur
Schnitzler), psychology (in particular Sigmund Fteand his school), and
philosophy (particularly Ernst Mach and, after Vidowar |, Karl Popper, Ludwig
Wittgenstein and the Vienna Circle) created a umimtellectual climate in the city.
But, most of all, Vienna was the home of the AastrEchool of Economics, one of
the roots of Neoclassical Economics. During Schuerfeformative years it was
still an important centre for economic researchs ltBachers were first-class
economists like Eugen von Béhm-Bawerk and Friedvich Wieser. Many of his
fellow students subsequently made their mark inrvtbed, including, Ludwig von
Mises, Emil Lederer, Felix Somary, Otto Bauer andi®f Hilferding (Swedberg
1991b, p. 7). Here was indeed an active commuaftyhich Schumpeter became
a member, that shaped the nature and directiomafe economic research.

In Wesen und HauptinhalSchumpeter pursues two main targets: (1) to cmevi
the members of the German Historical School of Hemefits of economic
theorizing; and (2) to lay out a methodological fdation for economic theory,
particularly Walrasian equilibrium theory.
As early as in the introduction Schumpeter states, twith Wesen und

Hauptinhalt he wishes to address the German audience icplarti

One of my goals is to make the German audiencditamiith

a host of things—concepts, theorems and perspsetiwich
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have remained alien to it, since it did not papttée in the
development of economic theory in an adequate @a&yman
economists often only very roughly know what ‘putteéorists
deal with. (Schumpeter 1908, p. XXI, all translagoby the
author)

To understand this concern, we have to take a @ at the specific
context of economics in the German-speaking regidhs context is well known
to those who work on the Austrian and German schadl economics that
dominated this period, but | nonetheless feel @dligo present the briefest of
sketches of the contextual background here to altbes general reader to
understand Schumpeter’s objectives\iesen und Hauptinhalerom the beginning
German-speaking economists often set out on pathdaken by the English-
speaking Classical Economists. This was causepaiity by the differences in the
philosophical traditions followed in Britain andetitGerman-speaking regions. It
was also certainly due to the different politicadcial and economic conditions, as
well as the historical trajectories by which theghiaved these conditions, in
Britain and the German-speaking states. Britain, \aéter all, fully occupied with
its industrialisation in the first half of the niteenth century, while what now
constitutes Germany was still an undeveloped cgutitat was dominated by
traditional agriculture and handicrafts, and scatténto a multitude of independent
kingdoms, principalities and other independent tiesti This dramatic contrast
across regions must explain, to some extent, thereaf certain German tracts
published early in this period, such as Adam Mi8laritique of liberalism and
Friedrich List’s rejection of free trade and suggor protective tariffs.

It is therefore not surprising that from the laB1Qs onwards (at the time
when John Stuart Mill brought the Classical systtma conclusion in his
Principles of Economigs Wilhelm Roscher, Bruno Hildebrandt, Karl Kniesda
others established an independent school of ecasonai school which was
eventually referred to as the German Historicalo®thwhile it could be objected
that Hildebrandt and Knies did not see themselgebedonging to a school, they
were nevertheless fundamental to the creationeoGrman Historical School (see
Senn 2005). The common stance taken by all of thegsromists was their critical
attitude towards the Classical Economics. Mostlpftlaey rejected its theoretical
rigour, its ‘unrealistic’ abstractions and simpldtions. They were fundamentally
opposed to the idea of explaining human behavimaugh universally valid laws,
such as in physics, and indeed the Historical Ectsts promoted the distinction
between natural and social science, which was edjyeput forward by Wilhelm
Dilthey later on. In accordance with Leopold vomkels credo, ‘Jede Epoche ist
unmittelbar zu Gott’ (Every epoch is immediately Gwd), the members of the
German Historical School emphasised historicaltireta. Instead of speculative
theorising, they aimed to ‘embed’ their hypotheseshistorical studies and
observations. One way of conceptualising histoniekltivity was the identification
and distinction of different phases of economicd(anltural) development — an
approach that had already been put forward by Feted.ist. The forces behind
historical change were of particular interest (Raescl854 [1906], p. 42). It was
within this framework that the German HistoricaloBomists, in contrast to the
English Classical Economists, promoted intervendion rather than economic
liberalism. One of the key associations founded thg German Historical
Economists was named ‘Verein fir Sozialpolitik’ éasiation for Social Policy).
In other words: in the mid-nineteenth century, Gamrspeaking economists finally
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began to go their own way — a road that they wdaldw for almost a century
(Hauser 1988).

This was the academic climate in which Herman HenrGossen's
‘discovery’ of marginal utility was totally ignoredAnd this was the academic
climate in which Carl Menger published h&rundsatze der Nationaldkonomik
(1871). As is well known, Menger was one of thetiatbrs of the so-called
Neoclassical Revolution and hence could not berdestas a Classical economist.
Yet like the Classical economists Menger was it in the formulation of
universally valid economic laws — in other words, Wanted to pursue theory. As
in the case of Gossen, German economists did aot te Menger’s contributions,
not because they ‘thought his [Menger’s] doctrinese wrong, but because they
assessed his analytical approach as being us@tessk 1934 [1968], p. xX).

But unlike Gossen, Menger did not want to acceptfaie, and began to
defend his work. This defence led to the publicatd Untersuchungen Uber die
Methoden der Socialwissenschaften und der Polgisc®konomie insbesondere
(1883) in which he openly questioned the demandhef Historical School to
command the only valid method. The answer did notesfrom Wilhelm Roscher,
but from Gustav Schmoller, the leading figure oé thecond generation of the
Historical School, the so-called ‘Younger Histoti€zhool’ (see Schmoller 1883).
It was an open, mostly methodologically motivatéthek, but it was the attack
from the high horse of the establishment towaraewcomer, and it was neither
sophisticated nor well articulated. To some extdnis is understandable, as
Schmoller had, at this stage, not worked on metlogiittal issues to any extent. As
a result, Menger did not yield his ground and picke the gauntlet (see Menger
1884).

What followed went down in history as the fildethodenstrei{which is
often translated into English as ‘Strife over Meld in German-speaking
economics. John Neville Keynes characterised teee@sing polarisation of the
two positions as the ‘conception of political econyoas a theoretical, abstract, and
deductive science’ (1891 [1955], p. 9) on the oaady and the ‘conception of
political economy as an ethical, realistic, anduictiVe science’ (1891 [1955], p.
20) on the other (see also Milford 1995). Lates tlias simply phrased as a dispute
between ‘inductive’ and ‘deductive’ economics. Asparty could defeat the other,
German-speaking economists were divided into twactions, with Berlin
becoming the centre of the Historical School anenvia becoming the centre of the
Austrian School.

When writingWesen und HauptinhalSchumpeter was convinced that the
Methodenstreithad never been brought to a real conclusion (Spkten 1908,
p. 108). After a quarter of a century the partiesenust tired of fighting. But the
schism of German-speaking economics continued hadhostility between the
parties was expressed through a mutual indifferéaicé sporadic aggressions).

In Wesen und Hauptinhalgs in his entire later life, Schumpeter deeply
disapproved of theéviethodenstreitand he perceived it as a waste of scientific
energy. He was convinced that the procedures adedaivithboth theoreticaland
historical research were not only valid, but alsoviled meaningful insights. In
line with this, Schumpeter announces: ‘Our stanalpcan be briefly characterized
to the effect that historical and abstract cous@at contravene each other, that the
sole difference lies in the interest for differgmbblems’ (Schumpeter 1908, p. 7).
Consequently, he demands ‘that tBehulenstreitithe dispute between different
schools of thought] between pure theory and histoay, for the most part, be
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considered overcome. And, at any rate, we do nott w@a take a share in it’
(Schumpeter 1908, p. vii).

However, Schumpeter’s goal of convincing the memhsrthe German
Historical School that there were benefits fromrexoic theorising was to some
extent an ambitious one. The great Carl Menger diinhed tried in this endeavour
and failed dismally. So Schumpeter’s undertaking wertainly not unproblematic
and he was certainly well aware of the difficultyhis task. However, at the time
when Schumpeter wrod@esen und Hauptinhalthe situation was fundamentally
changed due to the fact that Menger did prevail, @sda result, he was able to
establish an independent theoretical researchtibadithe Austrian School of
Economics. Thus Schumpeter did not act as a lomiante as Menger did, but as a
(young) representative of a well-established rete@adition.

The manner in which Schumpeter had chosen to aldnesmembers of
the Historical School and the proposal that he niadmlve theMethodenstreiaire
both clever and innovative (although already prepogarlier by John Neville
Keynes in a similar way): a peaceful coexistencénaf independent approaches
that are distinguishable through their interest different problems (and
consequently their use of different methods), yettibute equally to economic
research. This implies that both approaches aré &atl should acknowledge each
other. And it implies that neither of the schoolglho change their positions on
method in order to solve the controversy, sinceéheeione of the schools need
accept defeat.

Besides acknowledging their right to exist, his rapph to solving the
Methodenstreimeant one thing in particular to Schumpeter: lcisdhe members
of the Historical School also to acknowledge thabtretical economics had a right
to exist, and to convince them of the benefit a$ tpproach. This was indeed a
new and, at that time, unheard voice among Aus&@momists: not an attack, not
a rude rejection, but a modest plea for acceptaAnd. Schumpeter had good
reasons to hope that this voice would not fade aweneard. The current situation
was unsatisfactory for the members of the Histbr8ehool and Schumpeter
perceived that its youngest generation had beguak® an increasing interest in
theoretical methods (Schumpeter 1908, p. 101). I@pkter's perception was not
completely unjustified. It has been explicitly sopied by a statement that Ludwig
Pohle made in reply t&/esen und Hauptinhalt

We clearly live in a time of an interest which isgaining
strength within theoretical research in the naticd@nomic
field. ... Also within the historical school, the mssity is
understood to play to the changed zeitgeist andseek
alignment with it. (Pohle 1909, p. 332)

The justification of theoretical economics to thembers of the Historical School
was, however, only one of the motives for Schumpdte construct his
methodological foundation. Another key motive waatthe was obviously striving
to gain a deeper understanding of economic thewngdif. It was seemingly this
motive that brought him to the statement:

What is to be thought about the pure economy odypd/hich

is its nature, its methods, its results, and wreré how the

work is to be continued, that is something we wolike to

elaborate. (Schumpeter 1908, p. XVIII)
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In Wesen und HauptinhalSchumpeter was obviously striving to create a
starting point or foundation for his own future Woin modern parlance, he was
trying to map out the research frontier rather tpash it outwards. In this sense,
we can read the title thuBas Wesen der theoretischen Nationalkonoithe
method, the procedure of theoretical economicschvhie aims to clarify, and the
Hauptinhalt are the insights that can be gained on the bdsiki® method. In
Wesen und HauptinhalSchumpeter shows no serious effort to contritbotéhe
body of economic analysis itself. Instead, he isthigoconcerned with explaining
and justifying its procedure and results — thatbasically whatWesen und
Hauptinhaltis about.

It is well known that Schumpeter’s general approtxieconomic theory
was ‘surprisingly un-Austrian’ (as Samuelson 195199 has put it). Instead, in
Wesen und HauptinhaBchumpeter praises the Walrasian equilibrium amabs a
climax of economic theorising — a standpoint thatwas to maintain during his
entire lifetime. In his majestidistory of Economic Analysid954, p. 827) he even
goes as far as to state: ‘... as far as pure theoigomcerned, Walras is in my
opinion the greatest of all economists’. Againstisthbackground, the
methodological foundation of economic theory \desen und Hauptinhalis
ultimately nothing more than a foundation of math&oal Walrasian equilibrium
analysis:

In Wesen und HauptinhalSchumpeter does not explicitly refer to one
specific methodological doctrine and only tellstbat he follows ‘one branch of
recent epistemology’ (Schumpeter 1908, p. XVI). Bwas soon recognised that
his foundation of economic theory closely follovie tprinciples of the so-called
Empiriocriticism (or early neo-positivism) of Ernstach (see Spann 1910; von
Wieser 1911). Schumpeter himself never reflectedhim choice. However, his
choice is not very surprising since Mach’s doctnivess very widespread in Vienna
at this time. Moreover, Mach'’s doctrine is welltedi to countering the criticisms
of the German Historical School, which suggest dwainomic theory simply builds
on empty speculations instead of (reliable) emairiasights. But, most of all,
Mach’s doctrine seems to ‘fit' perfectly with thedlWasian equilibrium analysis — a
point to which | will return later.

Mach himself is not what one might call a classtbalorist of science, but
a physicist, who was driven by the necessity ofating a methodological
foundation for his research. The point of departfioe Mach (and other
Empiriocriticists) was the perception of an inciegggap between philosophy and
the academic disciplines. Specifically, whilst thisciplines could carry out a rapid
progress in this era of discoveries (of which Maghs a vital part), philosophy
seemed to be caught in a standstill and in endlebsites about questions that
nobody can fully answer. If we take physics, fatamce, these were debates about
the ‘nature’ of energy and mass. Immanuel Kant ipresly identified these
guestions and characterised them as ‘metaphysital.ise an explanation from
Kant:

In metaphysics we want to expand our a priori cigmi In
order to do this, we must use principles which ggdnd the
given concept and which add to it something that wat
contained in it; and, by means of such synthetiprari
judgments, we must presumably go so far beyond such
concepts that even experience can no longer fallevas in the
proposition: The world must have a first beginningrée others
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like that. And hence metaphysics consists, at lieattrms of
its purpose of nothing but synthetic a priori propositionkagt
1781 [1997], B p. 18)

Kant was convinced that without such metaphysigasiions, human
understanding is not possible. Consequently, hiscexm was the location and
purification of metaphysics. Kant's guiding questizvas: How are synthetic
propositions a priori possibléqKant 1781 [1976], B p. 19). He developed his
answer to this question in his transcendental pbopbay.

Mach was convinced that the Kantian problem aofpriori synthetic
propositions could be avoided when human understgraf ‘outside’ phenomena
is fixed from the ‘inside’ as subjectively autheatied sensations. Mach calls this
connection between the inside and the outside lamént’ (Mach 1905 [1917], p.
10). The associated research activity entails deagrthe functional (in the sense
of a mathematical function) interdependence ofd@hglements as accurately and
simply as possible. The results should lead tostesy of equations that represents
in a (formal) language the elements and theiriceiat(Mach 1885 [1922).

Along these lines, Mach was convinced that he wals #o liberate
research from all distracting metaphysical spemiat Or as he has put it so
distinctively:

The land of the transcendental is barred to me.iAhdhay add
moreover the open avowal that its dwellers are bymeans
able to allure my intellectual curiosity, one magnceive the
gap which exists between many philosophers and(mach
1905 [1917], p. VII)

Subsequently, Mach’s agenda is to eliminate allapieysical elements
from the academic disciplines. From a contempopergpective, Mach'’s effort and
his claims might sound a little naive. However,wast not forget that Mach acted
long before the modern theory of science had besrmldped. In his time and
context, Mach’s ideas were path-breaking and patiedway for many fruitful
developments in a range of disciplines, not onlghilosophy.

In Wesen und HauptinhalSchumpeter adopts Mach’s methodological
programme. In line with this, he criticises preddheoretical work with the words:
‘Like dense fog the ambiguities of metaphysics ldur paths and impede the free
outlook’ (Schumpeter 1908, p. 23). Accordingly, tbigmotiv of his methodological
foundation is ‘to wave away all metaphysical ob#i@s from our way’ (1908, p. 79).
In this line, the target of his methodological fdation is ‘a critique of our science
with the purpose of elaborating the exact contéaildhose verbose assertions that
we encounter at the threshold of the economy, whiehpresented to us if we
inquire about the fundaments of theoretical econadimy is the point we want to
contribute to’ (Schumpeter 1908, p. 26).

As in Mach, in Schumpeter the corpus of economiotty is a system of
elements, which he formulates as a Walrasian sysfeaquations:

Given: m individuals A, B, C ... and their value ftioo for n
goods |, Il ..., then their possession of these gapgd<, ...
b1, G2 ... Wanted: the exchange ratios p;, ..., according to
which the exchange will be made, and the — positiveegative
— accretions dg, dop, ... dgg, dg, ..., which these given
possessions of goods will experience. (Schumpé@s,jp. 261)

At this point, Schumpeter realises the fit betwddach's system of

elements and Walras’ system of equations. The seguby which Schumpeter
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came to link Mach with Walras must, however, renaimystery. Was it really the

structure of the Walrasian equilibrium analysist thaught Schumpeter to Mach?
Or was it not rather Mach’s system of elements bratight Schumpeter to break
with the Austrian tradition and turn to Walras? @uipeter himself never

commented on this point.

Itis, however, certain that Schumpeter adapts Madlalras by changing
the specification of the elements. Schumpeter is vary clear on his new
specification. Basically, he understands elemenguantities of goods, but he also
subsumes manpower among them. The structural eliffer from Mach is that,
according to the new specification, an elementoisansubjectively authenticated
sensation anymore, but an ‘experienced fact thaoisvident that it does not
require further justification’ (Schumpeter 1908, 28). However, this quotation
indicates that Schumpeter’s concept of ‘facts’@asprudimentary and does not take
into account any of the difficulties in establisii@empirical insights.

But now comes the interesting part: in contradfiach, Schumpeter does
not see any possibility of extrapolating from segbservations to draw generally
valid economic laws. With this insight, he certgingflects on the difficulties of the
Historical School to induce generally valid lawerfr historical studies (Schmoller
1883, p. 978). When is the empirical basis suffitieHow is one to obtain the
certainty that the next event will not diverge frahe past? This problem was
identified and pointed out with pleasure in ethodenstreiby the adversaries of
the Historical School. But, with this position, Sofpeter also rejects Menger’'s
method of ‘singular induction’ and his claim to faulate rigorous economic laws
‘which not only present themselves to us as baingriable, but, with regard to the
ways of gaining knowledge with which we arrive ae tselfsame, well-nigh
comprise the pledge of exceptionlessness’ (Men@&3 1p. 38). Schumpeter is
convinced that economic laws cannot ‘be concludachédiately from the facts,
but have to be gained on the devious route of arsatization’ (Schumpeter 1908,
p. 45). But what does this schematisation lookAikiow is a researcher to establish
economic laws, if neither by synthetic propositicmspriori nor by empirical
investigations?

To solve this problem, Schumpeter falls back on thsights of
conventionalism; a contemporary research streans&hmin promoter was Henri
Poincaré. Conventionalism was primarily concernéith wxiomatic systems, that
is, sets of axioms from which theorems can be dediuoy logically valid
conclusions. (Today, axiomatic systems are a melbgital paradigm for many
formal theorists.) The focus of conventionalism veas the investigation of the
methodological status of the axioms. The develognwdna number of non-
Euclidian geometries in the first half of the nmmtth century, in particular,
brought Poincaré to the conviction that the axi@nthese systems cannot have the
status of synthetic propositiores priori (that is, of universally valid truths) that
Kant gave them. Poincaré was convinced that:

The geometric axioms are neither synthetic projoosita priori
nor experimental facts ... They are determinatiorssing on
agreements; among all possible determinations boice is
guided by experimental facts; but it remains freel & just
limited by the necessity to avoid any contradictiPoincaré
1902, p. 51)

This conventionalistic approach delivered the key Schumpeter to
address the problem of the epistemological states@anomic laws. Consequently,
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he interprets the Machian systems of elements iagnatic systems. The purpose
of these axiomatic systems is ‘to provide a revava group of facts not just by
simple individual description but by drawing a sti@e which does not have to
correspond with reality in itself, but just in fssults’ (Schumpeter 1908, p. 131).

What counts are the results of the systems, therghes that can be
concluded from the axioms in a finite number ofidadly valid operations. In
contrast, the axioms are only ‘formal assumptiaors hethodological purposes’
(Schumpeter 1908, p. 68). They do not have to hieoased by any metaphysical
or empirical evidence. Consequently, an axiomatgtesn ‘is a formation of our
arbitrariness still not made up out of thin airgraation of the researcher still not
without relationship with reality’ (Schumpeter 19@8 131).

Against this background, a theory can never bedrdalse, but only more
or less accurate. Core criterion for the accuraty dheory (and hence for its
acceptance) now becomes a matter of how its thesoneaich with the facts.

[A]ll metaphysical or elsewhere retrieved reasomr foy
hypothesis could not rescue it if its applicatioould lead to
results, which collide with reality. To deliver ahema, which
yields an appropriate image of the economic reatiitst is its
sole purpose, only here are its merits, and fa fhirpose it
does not matter at all where it is derived from dodv it is
adorned. (Schumpeter 1908, p. 60)

This approach contains an inherent dynamic of #téxal research,
launched by the recurring mismatch of theories whth facts and the reaction that
follows. Schumpeter’'s description of this dynamsc iery sophisticated: he is
convinced that it makes no sense to drop a theomeidiately after the observation
of one mismatch of its theorems with ‘the factsistead, the defect might be
repaired by the introduction of a supportive hyesth Hilfshypothesp

Finally and eventually the number of supportive dtheses
grows to an extent that we abandon the patchworsoas as
we can do without it; and a new hypothesis, moreega, more
simple, and of juvenile power, supersedes the oklio order
to finally fall victim to the same fate as soonitadaily task is
done. (Schumpeter 1908, p. 60)

Subsequently, he argues: ‘that the developmenhefhuman culture at
least, and notably the development of knowledge esomabout erratically.
Enormous attempts and periods of stagnation, etllihopes and bitter
disappointments take turns, and even if the nevaged on the old, the progress is
not a steady one’ (Schumpeter 1908, p. 8). And herbas one particular example
in mind: the rise and fall of Classical Economios ¢he Neoclassical Revolution.

To sum up: inWesen und HauptinhaBchumpeter maintains that theories
are axiomatic systems whose axioms are establibyedssumptions (and not
authorised by metaphysical or empirical eviden@éeories are not true or false
but only more or less accurate. The accuracy dajrtbe is established by how its
theorems match with the facts. This methodologiggiroach to economic theory
or ‘program’ is what Schumpeter callbeoretische Nationalokonomi&nd this is
what he offers to the members of the Historical ddthand, of cause, to the
academic community as a whole).

Now we can understand how Schumpeter addresseaammbers of the Historical
School with his methodological reflections \idesen und HauptinhalHe admits
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that the critique of the Historical School has beempletely justified in many
cases: ‘that the economic theory is not at all thasethe observation of facts but
on supra-propositions of an ambiguous characte€. ddncludes: ‘Maybe the
Methodenstreitvould never have gained this extensiveness hadheotheorists
claimed the theory to have a quasi upper conseargtbchumpeter 1908, p. 48).
But he is also eager to show that this critiquesdoa reveal a structural problem
of economic theorising, but only reflects on avbidamistakes that had been made
in the past.

Against this background/esen und Hauptinhals nothing less than a
comprehensive argument that it is possible to dorthwithout such metaphysical
speculations:

So if the historian says that our theory was a &iom of our
imagination he is right in a sense. Certainly, hegit our
‘assumptions’ nor our ‘laws’ are located in the idomof
phenomena itself. But out of this does not follaw abjection
against them yet. Because this does not prevem them
being in line with the facts. (Schumpeter 190&H712)

When economists like Menger were looking for unéadtruths, they were
wrong. And the members of the Historical Schoolevgght in criticising that. Yet,
at the same time, when the fit of its theorems whi#h facts is the central criterion
for its acceptance or rejection, economic theoryloa prevented from undertaking
unrealistic mental acrobatics. He concludes: ‘Hael statement ever been duly
considered, | think, no one could ever have gondasdn the rejection of the
theory’ (Schumpeter 1908, p. 572).

But why pursue theory? What is the benefit of ecaiootheorising? On
this point, Schumpeter is surprisingly weak. Foktll, he understands economic
theorising as an expansion of exact reasoning, hwHie presents as an
accomplishment in its own right (Schumpeter 1908,563). Furthermore, he
reflects on Mach’s concept @fenkékonomigeconomics of reasoning) according
to which it is desirable to cover a multitude ofteawith a few simple statements
(Schumpeter 1908, p. 42). His strongest argumepeiibaps that it is possible to
conclude from axioms to unexpected counter-intaitiwsights so that theorising
can provide insights that simple observations caifohumpeter 1908, p. 561).
But Schumpeter also cares to point out the regtnistand limitations of economic
theorising. Most of all, he is very sceptical todsarthe possibilities of applying
economic insights to political decision-making — iaswell known, this is an
attitude that Schumpeter will maintain during hidire lifetime. But here he gave
away the strongest argument for economic theorigmgupport decision-makers
to compare different alternatives and to assessctmsequences of economic
actions.

Another limitation is the static character of thealvdsian system.
Schumpeter admits that change is an important agp@conomic reality and that
the Walrasian system is not suitable to cover ut, Bs is well known, he does not
understand this limitation as a structural probt&#reconomic theory in general, so
in Wesen und Hauptinhaltie identifies the formulation of a ‘dynamic the'cag the
greatest future challenge for theoretical research.

The most critical point o¥Wesen und Hauptinhalhowever, is perhaps the
proposed ‘solution’ to theMethodenstreititself. With his concept of peaceful
coexistence of two independent approaches, Schemplees not offer a real
solution to overcoming the disconnection betweerothtical and historical
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research, but rather manifests it. Strictly spegkan peaceful coexistence changes
nothing but the attitude of the members of theedéht schools.

But in the context in which Schumpeter writesen und Hauptinhalit
was certainly advantageous not to be too pustshdwved that Schumpeter did not
want to evangelise the members of the HistorichloS8cand that he did not raise
demands that had an impact on the existing reseangines. Everybody could
carry on as usual. The only thing that Schumpdtaded for was acceptance (and
maybe a little more interest). In this sendésen und Hauptinhaltas first of all
an overture to the historical economists, who, ghhiadd, readily recognised this
act as such. Eventually, it resulted in Schumpleééng asked by Max Weber, one
of the leading figures of the third generation loé Historical School, to write the
section on history of economics @rundriss der Sozialokonomii914), the
standard compendium of German-speaking economiassevitonceptualisation
was dominated by the members of the Historical 8kcho

What is the significance &¥esen und Hauptinh&lt

First of all, Wesen and Hauptinhaltas to be regarded as an outstanding
book on economic methodology that was far aheat$ ¢ime. In it Schumpeter has
carried out a very early (to my knowledge evenfitst) application of the insights
of early neo-positivism and conventionalism to enoits. As a result, it contains a
very early methodological foundation of Walrasiaquibrium theory. However,
when applying the insights of early neo-positivisnd conventionalism to
economics inWesen und HauptinhalSchumpeter avoided falling into the traps
into which the Vienna Circle fell after him. He diwt strive towards empirical
evidence or any kind of ‘higher authority’ for thretical statements. Instead he
understood theories as somewhat arbitrary axionsgtems whose accuracy has
to be judged by how well their theorems fit withetheality. If it does not fit
sufficiently anymore, a theory has to be rejected geplaced by a more accurate
one. InWesen und HauptinhalSchumpeter clearly and explicitly puts forward a
principle of falsification — and this was a quartdra centuryprior to Popper’s
Logic of Scientific Discovehfrurthermore, Schumpeter’'s concept of falsificati®
much more sophisticated than that of the more nRogperians, since Schumpeter
has realised that the falsification of scientifiedries is a complex process and not
a once and for all ‘execution’ of simple statemdfike ‘all swans are white’). Here
Schumpeter is obviously reflecting on the expemsnevith the Neoclassical
Revolution in economics. | think that Schumpetec@ncept of Theoretische
Nationalékonomieis, ultimately, closest to Milton Friedman's ‘mettology of
positive economics’ (1954), which remains a popuafethodological approach in
contemporary economic research. Both methodologirderstand economic
theorising as a speculative but informed creatibraxdomatic systems (albeit,
compared to today’s standards, in a rather infornvaf). Both reject the demand
for realism or any kind of higher authority for tagioms, or ‘assumptions.” And
both have in common their somewhat naive belighésignificance of empirical
investigations. However, against this backgrounhds time to praise Schumpeter
not only for his economic, but also for his methiodecal contributions. And it is
time to acknowledge that Schumpeter's early undedshg of theoretische
Nationalékonomialiverges significantly from his later understargof ‘economic
analysis’.

Second, and perhaps even more importantly withrdsg@® contemporary
research,Wesen und Hauptinhalas to be regarded as a starting point and a
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foundation of everything that follows. And first afl, this concerns his theory of
economic development. After all, Schumpeter’'s cohodé economic development
can only be understood against the background so6tinewhat rigid concept of
economic statics. I'Wesen und HauptinhalSchumpeter elaborates on what a
future dynamic theory might look like. This elabiiwa gives us perhaps the most
authentic insight of how his theory of economic elepment was originally
intended: as an investigation of the forces thatedan economy from one
equilibrium to another. This means that with hisaty of economic development
Schumpeter did not intend teplace but tocompletethe Walrasian equilibrium
theory. And indeed, many neoclassical concepts @lagominent role in his theory
of economic development, the most important of Whare: the Walrasian
optimiser, which Schumpeter accepts as a valid riigiwn of one class of
economic actors, the existence and relevance ofilitrating forces, and
methodological individualism. This does not meaat tBchumpeter’'s theory of
economic developmentonsists of neoclassical principles, but rather that it
essentiallybuildson them.

It also must not be forgotten thdétesen und Hauptinhais the starting
point for Schumpeter’'s following work on economicetimdology. As is well
known, Schumpeter later revised his concepthebretische Nationaldkonoméad
turned his attention from the elimination of metggibs to the integration of
historical relativity and historical change int@thetical research (see in particular
the considerations in Schumpeter 1926 and Schumf@®y). Only at this later
date did Schumpeter offer a ‘real’ solution of Methodenstreithat tries to unify
the different approaches into a comprehensive @inuie’'socio-economics.” And
this concept of socio-economics is the methodo@gipproach that Schumpeter is
broadly renowned for. But it has to be remembehed $ocio-economics is only a
revision of something Schumpeter considered at afiee date and that it still
containstheoretische Nationaldkonomas a reference point. But even more than
that, for his entire life, Schumpeter would stickthe principles otheoretische
Nationalékonomigand the Walrasian equilibrium analysis) as th¢howological
ideal for economic theorising.

In addition, Schumpeter would soon discover théadogical dimensions
of research and finally develop his early concdptisruptive scientific changes to
a comprehensive theory of scientific developmersfitg 2005).

As Swedberg reports (1994a, p. 174), Schumpetedteyith the idea of
writing a second edition dfVesen und Hauptinhafor some time. This second
edition, however, never appeared and Schumpeter tahded to neglect the
original version and, further, to characterisesitaasin of his youth. A consensus
view subsequently seems to have formed that mirBmfsumpeter’'s own rather
negative view of this publication. However, | amt mertain that this is entirely
correct. 1 am convinced that there are many goabaes for arguing that
Schumpeter was indeed able to almost finish a suiest book that serves the
same purpose a¥esen und Hauptinhalhamely, to investigate the ‘essence’ and
‘main content’, not of ‘theoretical economics’ asclsed discipline, but of
‘economic analysis’ as a comprehensive approachaardictated by Schumpeter’s
late understanding of socio-economics. This bogleaped posthumously in 1954
with a new title: History of Economic AnalysisThe publication of this work,
however, is a completely different story.
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Notes

1 It has to be noted, however, that one can almbdome non-Walrasian elements in
Wesen und Hauptinhalinost of all Schumpeter’s capital theory, whicbselly follows
Bohm-Bawerk and his considerations about Zimeechnungsproblenithe problem of
attribution) that are obviously influenced by Frietd von Wieser.

2 An interesting (and a little surprising) aspestthat Mach was familiar with
Menger’s economic writings and acknowledged themiaAnalyse der Empfindungen
as a realisation of his methodological programmadivi1885 [1922], p. 81).
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