                                                                Perspectives on learning and

economy

                                                    Reflections on the concept of learning in economic theory

Brian Kjær Andreasen

M.Sc. ( Soc.Sc.), Ph.D. Student.

Aalborg University

Centre for the Interdisciplinary

Study of Learning

Fredrik Bajersvej 7B

bka@vcl.auc.dk

Cite as :

Andreasen, Brian Kjær: Perspectives on learning and economy ˘ Reflections on the concept of

learning in economic theory . Aalborg University, 2001.

Abstract :

This article is an attempt to refine the theoretical discussion of the concept of learning in economic

models. The article introduces a series of critical reflections on the wa y in which the concept of

learning traditionally has been applied in modern economic theor y. Alternativel y, elements of the

classical learning theor y are outlined as potential supplements in the development of economic

models that operate with learning and understanding.

Key Words (APA Thesaurus of Psychological Index Terms):

Economy: PN 622 SC 15920

Economics: PN 1271 SC 15915

Learning: PN 9629 SC 28030

PsycINFO classification codes :

Learning & Motivation: 2420

JEL Classification code :

A140: Sociology of Economics

A110: Role of Economics; Role of Economists

B400: Economic Methodology: General

THE CONCEPT OF LE ARNING IN ECONOMY

This article must be viewed as a reflection on the understanding, the application and the
applicabilit y of the concept of learning in modern economic theor y. Compared to other areas within
the arts and social sciences the quantit y of literature, which is explicitl y about learning in the
subject of econom y, is fairl y limited. Furthermore, the majorit y of scientifi c contributions within
this area are hi ghl y theoretical in nature. However, it should be emphasised that it is not the
intention of this article to rectif y this. The intention is rather an attempt to refine the theoretical
discussion by approaching the concept of l earning from a more cross-disciplinar y angle.

No economist would claim that learning is irrelevant. This is especiall y true if econom y is to be
perceived as a social science that deals with human behaviour and societal development.

Neverthel ess, changes in behaviour in economics have traditionall y been considered to be "black
box" problematics, and it is onl y within recent years that economists have paid attention to learning
as an important explanation of change in human behaviour, m ainl y spurred b y models of rational
expectations and the theoretical development in game theor y.

The recognition of the concept of learning, which has taken place within other fields of sci ence that
deal with human behaviour (e.g. sociology, soci al psychology, ps ychology and pedagogy) has onl y
quite late been admitted in the construction of economic theories.  In these theories l earning has to
some extent onl y been recognised as one of the hum an charact eristics, which are necessar y to
understand in the study of human dispositions
1

.

To outsiders (that is non-economists) it ma y appear remarkable that processes, which in other
connections and within other areas of the arts and social sci ences are ascribed so much explanator y
significance onl y now have been subject to s ystematic anal ysis. The explanation to this factor is
presumabl y to be found in the implicit assumption of perfect adapt ation in economics. This is an
assumption which has dominated construction of economic theori es for a long time, and i f the
concept of learning has been applied at all within the frames of this, it has been in form of axiomatic
propositions or ad hoc assumptions about human interpla y ( Slembeck, 1998. p.2).

In economics learning is regarded as a passive or unresisting adaptation within which the actors
almost instinctivel y act on the changes in their surroundings ( Slembeck, 1998. p.2). It is also
assumed implicitl y in this adaptive perception of learning that learning is both perfect and complete.

Perfect in the sense that what is learned is always  in agreement with realit y, and complete because
the actor is assumed to be able to learn what is necessar y (or optimal) within the given
circumstances.

"Generally speaking, standard economics has treated human learning as a black box process of
perfect adaptation and has not attempted to explore either the conditions under which this may be
justified, or the limits that are implied by the learning assumptions."  ( Slembeck, 1998.  p.5.)

1

     MacFadden (1998. p.3) emphasises that where e.g. the psychologists primar y objective is to understand the processes
and elements, which for m part of the decision-making process, ho w these are for med and changed through experience
and ho w they deter mine values, the primar y objective for econo mists is o n the other hand rather a question o f mapping
the connection between inp ut and choice. T he elements of the actual decision-ma king process are the primar y objective
for the psychologist but the econo mist regards this as a "black box". McFadden considers in this article whether it is this
lack of attentio n to the decision-making process  - rather than the results of this process, which is the problem for the
econo mists.

Rather than perceiving learning as an active trait of human behaviour, the learning of the economic

actors appears as mechanisms, which passively accumulate information in a continuing adaptation

of environmentall y relevant data. This presentation of human learning serves a simplif ying purpose.

Highl y complicated mechanisms are simplified with a view to making predictions on aggregated

levels. It is, however, m y firm belief and the basis of this article that such a perception of learning

can be justified neither by means of common sense nor based on a wish for prediction. It must be

maintained that models wishing to reflect reality must necessarily be solidly anchored in real

conditions.

My arguments against the passive and adaptive perception of learning in economics can be

recapitulated in the wa y in which I perceive learning:

        1.  I see actors as active creators of meaning  in a continuing learning process.

        2.  I see learning as being more  than just the mechanical adaptation of (relevant) information.

        3.  I see learning as an active  individual and social process, which takes place in the interpla y

                                 between the actor and his surroundings.

        4.  I see learning as interplay between both cognition and emotions.

In the following paragraphs I will discuss the rational economic concept of learning in relation to

these assumptions of the nature of learning.

AN OPER ATION ALIS ATION OF THE CONCEPT OF LEARNING

When economic actors learn it is often in the anticipation of obtaining certain objectives. The sole

purpose of learning is to maximise or optimise an economic pa y-off. If the pa y-off is less than

optimal the previous learning must presumabl y be the same. Likewise, a latent assumption seems to

be that learning is reflected directl y in action. Thus, when an actor learns he will co-ordinate his

actions according to this learning. In cases where actions do not correspond to the expected

learning, a paradox will arise and these anomalies are especiall y numerous in the economic game

theory.

When anomalies and paradoxes arises, it is my opinion that it is caused b y the fact that the

researchers operate with an understanding of learning, which at best is too simple and at worst

outright erroneous. The economic individual is not, as prescribe b y the models, an adaptive

machine, which will use an y piece of available information in its perpetual search for a large pa y-

off.

Among most modern theories on learning consensus prevails in the perception of learning as a

result of a series of mental constructions. Learning is seen as a ps ychological-social process of

change in which the specific weighting between the ps ychological or the social can var y somewhat

dependent on one’s preferred theoretical disposition.

My personal position between these different approaches to the concept is that learning

fundamentall y seen is an individual process, in which the learning individual through

communication and interaction with the surroundings subjects himself to new input. Learning is

thus a mental process for the individual actor, through which he or she must appear as an active

processor  of information. All learning is an expression of individual  change that occurs within the
framework of specific social constructions. Thus, learning is inseparabl y bound up with the
individual - as an individual and not collective process, but it is nevertheless influenced b y a series
of external factors such as e.g. group and interpersonal relations. It is, after all, in the interaction
with other people that we (orall y or otherwise) organise and reorganise our perceptions of the world
and our knowledge of it. Learning is then in this sense a social as much as an individual
phenomenon. In fact individual learning ma y be perceived as the result  of social processes in our
interaction with others.

Within this perception of the concept of learning the central focus will thus be the understanding of
learning environments/learning situations, which will engage the learning individual in
constructions of understanding. It is, however, not m y opinion that the study of the situational
elements of learning will solve economics’s "black box" problem, but I am nevertheless convinced
that a more extensive use of situational learning variable (based on h ypotheses on the interpla y
between these) will increase the possibilities of more complex (and realistic) economic models. In
the following paragraphs I will tentativel y present a series of variable, which I think need to be
reflected on in the construction of an economic model for actors learning.

Situational dependency : As it appears from the previous paragraphs, human cognition involves a
certain interaction with the surroundings and/or other actors. Learning is thus to some extent tied to
the context in which it takes place. It does, however, seem relevant to distinguish between at least
two different forms of situational variable; the variable which exist independent of the actor and his
interaction with his surroundings, and the variable which ma y be the result of the actors interpla y
with the surroundings ( Slembeck, 1997, p.16-17). The influence that the situation has on the actor is
of course also relative. At times situational factors will exert a strong influence on learning and
behaviour while personal factors at other times will be stronger than the situational ties which exist
in surroundings. The actor is neither driven b y inner preferences nor situational circumstances
exclusively. Learning is best explained in the mutual interaction between personal and situational
determinants - in the continuous interplay between the actor and his surroundings.

The actor’s existing knowledge and experience : The actor’s previous experiences, histor y and
preferences must also be included as situational dependent variables in the economic learning
model. Bordieu ( Bordieu and Wacquant, p.109) writes e.g. about the human mentalit y that:

"Human action is not a sudden reaction on stimuli from without. Even the smallest reaction from
one person to another holds in itself the entire history of both persons and their mutual
relationship."

Situational complexity : Furthermore, it is relevant to distinguish between different degrees/levels
of situational complexity. The situation in which the individual actor is to make his choice and learn
from is characterised b y being more or less complex. In this case I assume that the complexity of
the situation is connected with the learning, as it is to be expected that a complex situation demands
considerabl y more resources to understand and learn from than a less complex situation.

Situational information : One aspect of the situational complexity, which should be carefully
specified in a model, is the nature of the information that the involved actors receive, alread y
possess or procure about the situation. One could assume, as e.g. Slembeck does in his article about
this subject ( Slembeck, 1997 p.18), that learning becomes easier the more information is accessible

to the actor. I do, however, find that such an assumption is criticizable based on the viewpoint that

information and learning cannot easily be equalled. Contrar y to Slembeck I do not believe that the

surroundings b y themselves determine the quantity of learning or for that matter the easiness of the

learning. The view of the actors in Slembeck’s model assumes implicitly that all learning actors are

alike and that the onl y determinants of learning are thus external in relation to the actors. To keep

the record straight I must declare m yself in disagreement with this assumption, since it reduces the

individual to a passive respondent in relation to the surroundings, which may influence him or her.

Actor variables : The individual actor’s cognitive capability is also a variable, which should be

considered carefull y in the economic model. If the objective of the economic model is a minimum

of realism, it could be perceived as a problematic feature to operate with unlimited rationality and

ditto cognitive capability concerning the individual actor. Alternatively, many economic models

often operate with limited forms of rationalit y. Models of limited rationality are not new in

economic thinking. The most well-known model ma y be Herbert Simons’ model of "Bounded

Rationality", which based on the cognitive ps ychology demonstrates that human beings are not

capable of living up to the stringent assumptions of full rationalit y in economics. Nevertheless, we

aim to  make rational choices and the rationality must thus at best be characterised as restricted or

"bounded".

                                                                           2

                                                                                     3

The nature of learning : One of the most important shortcomings of most economic models, which

in one wa y or another deals with learning, is the latent assumption of an unambiguousl y positive

learning. Learning, skills and abilities are in all situations assumed to be positive characteristics to

the individual actor. Learning is by definition something positive - the more learning the better off

is the actor in his situation. I will relate criticall y to this assumption based on a series of simple

premises of the subtle nature of learning. Learning is the process through which one finds out what

one wants to learn - and then learn exactly that. Learning is thus, when one finds out what type of

knowledge one needs, even when one is not aware of its existence. In addition to this learning is

also deconstruction of learning; one deconstructs the structures of knowledge which are no longer

needed, counter-learning; one experiences blockages to learning, inclusive learning; one learns

more than what is immediatel y presented and erroneous learning; when learning is incorrect.

The horizon of learning is ver y wide and subtle - learning is therefore not only the positive

acquisition of useful information but also a change in the learning individual, which dependent on

the context can be regarded positive as well as negative.

Emotional dispositions and affect : The emotions’ importance to human thinking and human action

is only surpassed b y the scant y attention and value that the y have been ascribe b y so man y

sociologist ( Elster, 1989, p. 61). Where the arts and social sciences predominantly have focused on

the affective aspects of the human being, the economic sciences have to a great extent viewed

cognitive reasoning as the dominating ingredient in human thinking. In economics emotions are not

perceived as mental operations providing us with credible indicators of objective states. Emotions

2
      In Simo n’s ter minology the ter m sitisfizing is used instead of optimizing.

3
      T hat human beings do not always act co gnitively optimal is e.g. illustrated in the game theoretical abstraction T he

Chain Store Paradox. T he Chain Store Paradox illustrates the difference between on one hand actio ns that on a for mal-

logical and matematical level are optimal and on the other hand (and presumably in the light hereof) irrational human

behaviour. T he paradox thus departs fro m the idea of the "pure" rationality and in stead it introduces the "limited

rationality".

and affect are likened to irrationality. Virtually, the actual concept "rational" indicates cognitive
reasoning which is indifferent to the accidental, transient and unstable character of affect.

I do, however, dare to postulate that emotions in most situations play the same roll as cognition in
our decision-making processes; as a basis for decisions on e.g. economic action.

All understanding, ever yda y understanding as well as scientific understanding, involves
construction and reconstruction. When we as human beings can have such different understandings
of even simple objects or events, it is due to the fact that several different personal interests,
motives, dispositions, etc. are part of this process as well. It is, in short, these constructions and the
nature of them, which make us thinking beings and ultimately decide the extent of our present and
potential understanding. The y are, if you like, the "blue prints" of the understanding; the basic
principals according to which the understanding is organised. Constructions do, however, not onl y
occur on a cognitive level. The organisation of our experiences is as much a result of our emotional
dispositions as it is a result of cognitive abilities.

Before the economic actor can learn an ything an emotional frustration must exist, which is not
suppressed, differentiated, transgressed, disparaged or otherwise emotionally handled. Thus, the
actor’s learning does not rest in the isolated construction but in the (cognitive and affective)
relations that structures ma y have with each other. A cognitive action can never be affectivel y
neutral. Even in the most abstract mental operations an element of affect alwa ys exist, which acts
motivating or de-motivating in relation to the cognitive constructions. This is one of the functions
of affect in the actor’s learning.

The other function of affect in relation to the economic actor is more direct. Affect forms similar to
cognition the basis of decisions and understandings, but in this process it is a less resource-
demanding basis for decision-making than cognition. In this heuristic function affect saves us time
and resources as it:

A.  States the object of our cognitive activities. In other words, emotions decide which aspects will

                         appear to us as problematic and which we can live with. In this wa y emotions motivate our

                         focus in some sort of heuristic identification or sorting mechanism.

B.  Functions in an evaluative manner in relation to the possible attaining of the object; is the object

                         of a such nature that it is worth spending resources on?  Or is it even likely that the objective is

                         attained?  In this function emotions forms a pre-cognitive basis for decision-making.

The function of emotions is thus to focus our evaluative assessment; to intensif y our attention to
selected aspects of reality - on the expense of others. Emotions then serve two ver y different (but
none the less coherent) purposes: The y maximise the establishment of new structures of knowledge
and contribute to maintaining the old ones, and they minimise the distance from the starting point to
the objective. This means that the y form the evaluative basis for decision-making, which focus our
attention on problems we find interesting, captivating, exiting and relevant. Thereb y, the y save us a
lot of time and thinking.

THREE CL ASSICAL THEORIES ON LEARNING

Within modern economics there is toda y a growing empirical foundation against the assumptions of
the rational model. The most recent critique comes from the Nobelist Daniel McFadden (1998),

who believes that the reason for the man y anomalies in economics is its lack of attention to the

process for the sake of output. Economic models ma y be applied on aggregated levels so the y are

suited for actual decisions, but if you ask real economic actors about their motives and beliefs,

concerning deviations from the standard model become evident.

McFadden (1998, p.5) describes the most important characteristics of this standard model; the

economic man. These characteristics are as follows:

·
         The model is convenient: It is directl y applicable in economic empirical analyses. In this respect

                         the models constitutes an important tool for economic anal ysis and polic y.

·
         The model is successful: In different designs and with variations the model describes the most

                         important aspects of behaviour in markets.

·
         The model is unnecessarily strong: A lot of the primar y economic areas of anal ysis are quite

                         suitable to be subjected to a critical examination on the bases of "weaker" (less restrictive)

                         assumptions (e.g. bounded rationalit y).

and last but not least�

·
         The model is false. In a ver y broad sense almost all human behaviour has a rational component,

                         but overwhelming empirical evidence exists against a literal interpretation of the economic man

                         as a model for al human behaviour.

Consequently, the model constitutes an inadequate platform for understanding the processes,  which

form the basis of adaptation and learning. As an alternative to the economic model McFadden

includes elements from the classical (ps ychological) decision theor y - in the shape of Tversk y &

Kahnemann - and lets them supplement the economic model - primarily b y a much more intensive

focus on the decision-making process. Tversk y and Kahnemann showed in a series of experiments

that in reality humans do not make their decisions according to the economic model. B y wa y of

example they carried out an experiment, in which the participants had to choose between actions

that most probably would ensure them a small gain and actions that less probably would ensure

them a large gain. The experiment was arranged so the benefit (gain multiplied by probability)

would be largest b y choosing the large gain. Nonetheless, most participants chose to go for the

small gain. A result which Tversk y and Kahnemann interpreted as an immanent character in human

beings - seeking security. McFadden uses these examples as argumentation for the inadequac y of

the economic model - and at the same time as argumentation for the existence of perceptual "errors"

in human action; errors that are due to the wa y in which information is treated in the learning

process with real human beings.

It seems, thus, to be symptomatic of the economists of toda y, perhaps as a manifestation of

methodological self-examination, to focus increasingly on the psychology’s theories about learning

as possible supplements to their own basic assumptions on human nature. However, I do not believe

that these approaches in reality represent the full potential of learning theor y in relation to the

economic theor y construction. I could imagine that it would be interesting for economists to glance

at a few other classical learning theorists.

Gregory Bateson : Inspired b y von Neumanns approach to game theor y and Russle & Whitehead’s

Principia Mathematica  Bateson introduces a class divided concept of learning in which he classifies
learning in groups of connected levels.

Learning 0 . No correction in choices ˘ regardless of
stimuli.

On this level of learning the actors actions are not the
object of correction. An action is carried out with no e ye to
its consequences. It is open to discussion whether an actual

"learning" (in the sense of change) takes place on this level.

Learning I.  Choice between alternatives

Learning I is a change in the procedure of learning 0. This
level of learning is best described b y the expression ~trial
and error~; An action elicits a consequence, which forms
the basis of the following action. One thus readjusts one’s
choice within a set of unchanged alternatives. The most
well known example of this level of learning is Pavlovs
conditioning.

Learning II. Choice between a set of alternatives

Learning II is an extension of the process in learning I, e.g.

a corrective change in the set of alternatives from which
the choice is made. This level of learning has throughout
time been known b y several different names, such as e.g.

" meta learning" or " deutero learning". Fundamentally, it
covers the ability to learn-to-learn; a learning process in
which focus is put on the set of alternatives available to the
actor.

Learning III. Choice between systems of sets of
alternatives

Learning III is an extension of learning II. Focus is no
longer on the known possibilities available to the actor, but
rather on the s ystems of alternatives, which are not

(necessaril y) available. Understanding at this level means a
radical restructuring of the actor himself - and his wa y of
perceiving the world around him.

In relation to a discussion of the economic actor’s learning potential, it is interesting to notice that in
this classification he is not assumed to be able to move be yond learning I, and from a learning
perspective the economic actor is thus comparable to a rat in a cage. It is true that he learns through

11
trial and error, but he is never able to relate to his own learning or to the set of alternatives from

which he can choose.

The economic actor is, of course, fictitious - he is a mental abstraction and a generalisation of

certain (selected) characteristics of human behaviour, and in this respect he can be compared to

Euclid’s straight line in geometr y or Newton’s particle in ph ysics. He is driven b y few and idealised

variables; primaril y b y his all pervading need for more and better ( McFadden 1998, p. 11) and

subsequently b y his one-sided use of rational and cognitive reasoning in the collection or collation

of information

There are, however, several reasons to doubt the assumptions that form the basis of this actor

model. The limited learning, which is illustrated by Bateson’s classes of connected levels, indicates

an obvious weakness in the learning perspective of the actor model. Even though we seldom relate

to our own learning process or restructure our self-perceptions, these higher levels describes a form

of transgressional learning and an ability for innovation, which cannot be captivated in the

traditional economic actor model.

The shear quantity of argumentation against this model understanding of human behaviour is

steadily growing - and especiall y in areas where the model is used to explain behaviour that does

not take place in a market. A fundamental question is therefore pressing. Is it possible that the

learning theorists’, ps ychologists’ and sociologists’ man y experiments have made plausible that the

economic actor in realit y is an expression of a behavioural exception, rather than a rule?  Anyhow, it

resembles the perception of learning that lies in the model and not the perceptions of learning,

which are dominating in other arts and social sciences - and it is even more improbable to if it

actuall y describes the full spectrum or the actual nature of a human being’s learning potential. The

economists’ assumptions of the rational and selfish human is toda y perhaps still the best example of

an applicable model to explain behaviour in a market, but if future economists also wish to apply

the model as the basis for an actor oriented understanding of learning, I believe that it will be

necessar y for them to have an e ye to the theories of learning to correct the most obvious

shortcomings of this model.

REFERENCES

Bateson , G. (1998):   The logical categories of learning and communication (Language: Danish) .

In: Mads Hermansen (ed.) (1998): From the horizon of learning (Language: Danish). Aarhus:

Published by Klim.

Bourdieu, P. og Loïc J. D. Wacquant (1996): Reflexive sociology ˘ Means and ends (Language:

Danish) . Published b y Hans Reitzel. Copenhagen.

Bruner, J. (1986): Can Humpty Dumpty be put together again?  In Bearison, David J. og Herbert

Zimiles ( Eds) : Thought and Emotion ˘ Developmental Perspectives.  Lawrence Erlbaum Associates

Inc. Mahwah, New Jersey: USA.

Bruner, J. (1990): Acts of Meaning . Harvard Universit y Press: Cambridge, Massachusetts: USA.

Cowan, P. A . (1978): Piaget with feeling ˘ Cognitive, Social and Emotional Dimensions . Holt,

Rinehart and Winston: USA.

Elster, J. (1989): Nuts and Bolts - For the social sciences.  Cambridge Universit y Press.

Furth, H. G .(1976): Piagets teory of the process of understanding (Language: Danish) . Rhodos.

Hermansen, M. (1996): The Uni verse of Learning (Language: Danish) . Published by Klim: Århus.

McFadden, D.  (1998): Rationalit y for Economists?  Journal of Risk and Uncertainty , 19, 73-105.

PDF: http://emlab.berkele y.edu/users/mcfadden/index.html

Piaget, J. (1997): The Moral Judgement of the Child . Free Press Paperbacks, 1997 edition. Simon

& Shuster, New York: USA.

Ross, L. & Andrew Ward  (1996): Naive Realism in Everyday Life: Implications for Social

Conflict and Misunderstanding . In: Reed, Edward S., Elliot Turiel & Terrance Brown : Values
and Knowledge . The Jean Piaget S ymposium Series, Lawrence Erlbaum Associ ates, Publishers.

Mahwah, New Jerse y: USA.

Slembeck, T. (1998): A Behavioral Approach to Learning in Economics ˘ Towards an Economic

Theory of Contingent Learning. T he RePEc database. Version prepared for the European Economic

Association Congress, Berlin. PDF:

http://econwpa.wustl.edu:8089/eps/mic/papers/9905/9905001.pdf