Crit ical Realism and t he Political Economy of the Euro

Philip Ares tis, Andrew Brow n and Malcolm Sawyer

Philip Ares tis is at the Levy Economics Institute of Bard Colle ge; Andrew Brown and

Malc olm Sa wyer a re at the Univers ity  of Le eds. We would like to thank Gary Sla ter and

David Spencer for very he lpful comments on an ea rlie r draft of this chapter
.

INTRODUCTION

The institution of the single  curre ncy in the Europea n M onetary Union raises many complex
and important ec onomic, p olitical and soc ial iss ues. The inve stigation a nd analys is of those
iss ues raise in turn the question of method in ec onomics and social theory. In this
connection, the coming to prominence of critical realis m within radical political economy
and methodolog y circles is a welcome development as it seeks to address issues of method.

This chapter will, firstly, discuss s ome of the main problems that critical realis m raises for
empiric al work and inferences alongs ide an approa ch adopte d to try to overcome these
proble ms ; and s ec ondly it provides a c oncrete illus tra tion of thes e argume nts with refe rence
to a researc h project on the analysis of the single Europea n curre ncy we have been
conduc ting (see, for example, Ares tis, Brown, and Sa wyer 2001).

1

 It is argued th at critical
rea lism provide s a method partially a ppropria te to concre te leve ls of analysis
¾
illus trated by
the exa mple of the attempt to e xplain the fa lling value of the e uro
¾
but that the critical
rea list method is inappropriate to the most abstract and fun damenta l leve ls of
the ory
                                        ¾

                                                        illus trated by the exa mple of the fundamental propositions of Keynes, Kalecki and

Marx. This argument draws from, attempts to illustra te and thereby deve lops, the
cha racterisation and c ritique of critic al rea lis m developed in Brow n, Slater and Spencer

(2002).

METHODOLOGICAL PROBLEM S OF CRITI CAL REALI SM

Within the ec onomics discipline critical realis m has bec ome ass ociated with debates
concerning the validity, or otherwise, of us ing econometrics a nd mathematics within
ec onomics an d soc ial s cie nce. Acc ordingly, this iss ue is a ddresse d first, if only to state
brie fly the argume nt that the focus of debate has little inhe rently to do with c ritical re alism.

The notion that critica l realis m is s omehow inherently `anti´ econometrics has a risen through
the important work of Tony La ws on a nd has been deve loped by a group of ec onomis ts
originally based at Cambridge  Univers ity (see, for exa mple, Laws on 1997). These a uthors
appear to a rgue that ec onometrics, as commonly pra ctise d within the econ omics profess ion,
s hould be rejec ted on c ritical realist grounds. They also argue tha t economic theory, as that
te rm is understood within ma ins trea m economics, i.e. ma thematical modelling, should

1

     Thi s project has been fi nanced b y the Levy Economi cs Instit ut e of Bard Coll ege, New York. We are grat eful
t o the Lev y Inst itut e for generous fi nanci al support, especiall y to i t s direct or Di mit ri  Papadi mitriou.

likewise be rejec ted in the name of critical realism. For e x ample, Fle etwood (2001) appe ars

to rule out any  role for `functional re lations ´, i.e. relations of the form y  = f  ( x ), in economic

and social theory.

                                                                                                               2
                                                                                                                     Pratten (1999) argues that Sraffia n ec onomics ca nnot be c ompatible with

critic al realis m due to its use o f mathema tic al modelling. Lawson (see, for example,

1997:69 ˘ 85) a ppears to rule out multiple regre ssion analys is, i.e. the method that is centra l to

ma ins trea m a pplie d e conomics. In s hort, there is a wholes ale rejection by some a uthors of

for malis m  in econ omic and s ocial the ory, a rejec tion tha t is allege dly base d upon critica l

rea list grounds. The term `formalism´ ca n be ta ken to re fer to the use of `formal s ystems ´,

s uch as thos e within ma thematics and probabilis tic statistics.

                                               Though subtle, complex a nd impressive, we will not discuss the content of the

`critical realist´ argume nt against forma lism, a n a rgument tha t turns on the ques tion of

cons ta nt c onjunctions of events.

3
 The argume nt of the Cambridge group a ppears to make a

very strong ge neral claim vi z. that all  formalism is always  wrong whe n employe d in socia l

and economic the ory. This goes way be yond what, in our vie w, would flow in a

s traightforward manner from the te nets of critic al rea lism. Not only is this argument

contentious from within  the per s pective of c ritical rea lism, it is also an argume nt that goes

way be yond what is necessary in order to c ritique mainstream ec onomics. All that is needed

is to a rgue that forma lism cannot be the main  tool of ec onomics and social theory, contra  the

ma ins tre am view. It s hould be noted that Lawson (1999: 8) appears to affirm that critic al

rea lism, on his interpre tation, does not lead to the bla nket ban on formalism tha t he has

s ometimes been interpreted as advoc ating. Howeve r, anyone who has discusse d s pecific

cases whe re formalism has bee n e mploye d, will find that the Ca mbridge  group se em to be

totally agains t any spec ific instances of e conome trics or mathe matica l modelling in practice.

Undenia bly the impression , at least, has been give n that the group rules o ut formalis m tout

cour t . Hence, the articles defe nding the use of econometrics a nd more ge nerally formalism

within a critic al realis t frame work continue to grow in number. Much ink has by now been

s pent trying to show that, within a critica l realist fra mew ork, the re can be a role for forma l

te chniques, a lbeit not necess arily the centra l role as found within mainstream e conomics

2
     Fleetwood (2001: 202) writes, `[m] y centra l  t hesi s i s that the use of functi onal relations and l aws in

economi cs i s fundamentall y misconceived´.

3
     Williams (2000) is ri ght when drawi ng upon an interpret ati on of Hegel, to see formal  l ogic as `t ranscended´

by, rather t han abolished by, di alecti cal  l ogi c. Thi s does not  entail the compl ete aboliti on  of formal ism t hat  t he

Cambri dge group seem t o favour, but it  st ill  st resses t hat  it (formal ism) cannot  be t he mai n  t ool  of social  and

economi c t heory, t hat  at  best it can pl a y a support ing role.

(ma ny of the contributions to this book provide relevant examples).
4

 This illus tra tes that the
argument claiming each and every sin gle instance of formalism s hould be rejecte d, or whic h
in practice a ppears to lead to the latter vie w, has le d deba te away from issues that a re more
pressing, s uch as tha t re garding the contribution of method to s ubstantive economic theory
and policy. Thes e more pressing issues are discussed in the re mainder of this chapter.

                                               The key iss ues tha t critica l realism (as opposed to a s pecific group of critic al realis ts )
raises are more ge neral tha n s imply the ques tion of formalism. Critical realis m offers
importa nt and useful ins ights  to the pra cticing socia l researche r. Unlike the bes t - known (to
ec onomis ts ) philos ophies of s cie nce, or the current focus on `rhetoric´ and `pos t - mode rn´
s tanc es in gene ral, c ritical rea lism emphasis es tha t real s ocial structures exis t (not merely
age nts, and not a t all `rational economic man´) and that the y mesh toge ther in complex but
pote ntia lly identifia ble ways. In other words, the social (including economic) world is a

`s tratifie d´ one ma de up of c omple xly `laye red´ soc ial s truct ures which a re reproduce d and
tra nsformed through a gents. Method in economics and s ocial scie nce should be ada pted to
the pec ulia rities of this object a t hand, rather than simply ape the methods of the natural
scie nces.
                                                        5

                                               Howe ver, a key problem is evide nt a s s oon as the attempt to theorise on the basis of
critic al realis m is ma de. It s oon bec omes cle ar that the s pecifics  of the s ocial `vis ion´ or
ontology tha t it advocates are elusive. J ust what does it mean  to s ay that the social world is
ma de up of stratif ie d s ocial structures?  How does one go about uncove ring these structures
and theorising a bout them, their `s tratification´ and about the e vents that the y co - gene rate?

Answers are diffic ult to come by from within critica l realis m. To make matters worse, the
tra ditional view within critica l realism is tha t the lac k of methodological specificity is a
virtue  of critical realis m, tha t is to s ay c ritical realism is `ontologically bold a nd
epistemologica lly cautious ´ (Bhaska r 1989: 176). Critica l realism `unde rlab ours ´ for the
s ocia l scientist, clearing away, for exa mple, the dogma that all theory mus t adopt forma lism,
but it has little pos itive sugge stion to offer by way of method becaus e fe w gene ral
me thodological precepts exis t. Ra ther, on this traditiona l criti ca l realist view, it is up to the
s ocia l scientist to ada pt methods to the specific object that interes ts them, to theorise the

4

      Out si de of t he fi eld of economi cs, debat es regarding criti cal  reali sm and formali sm have also occurred. Doug

Porpora, for example, has long argued t hat critical realism is c ompatible with multiple regression anal ysis
under cert ain ci rcumstances i n soci al science ( see P orpora 2000).

5

      Rot heim (1999) elaborat es on all t he vari ous wa ys i n whi ch criti cal reali sm is useful and, i n parti cul ar,
emphasises how cri ti cal reali sm t ies in with Post  Ke ynesian economics.

s tratific ation of particula r s ocial structures and specific instances of their reproduc tion and

tra nsformation by soc ial agents.

6

                                               The only s uch ge neral methodological a dvice that is offe red by critical rea lism

reflects this cautious approach towards e pistemology a nd method. The e xtremely gene ral

me thod of `retroduction´ is advoca ted. Acc ording to this method, s cie ntific expla nation

proceeds by wa y of hypothes is ing `deep´ s ocia l structures and mec hanis ms, from initially

give n `premises ´. These `premis es ´ a re not provided by the s cie ntis t, rather the y are a pparent

phenomena in the object of s tudy. For e xample, words and conce pts in us e in everyda y

discours e may provide the s ta rting point eve n where  the word may take on a more precise

me aning in sc ientific analys is a nd where the conceptualisa tion evolve s. Money provide s an

exa mple. It is a term in common use a nd for which s ta tistical me as ures exis t, but where

ec onomis ts have continued to use the word (albeit with definitions which differ between

the mselves and from the commonly used definitions) and have conc eptualised money in a

range  of wa ys. M ore generally, the premises for hypotheses  may be puzzling or otherwise

s urpris ing occurrences, such as, for exa mple, the long - s tanding diffe rential productivity

rec ords of the UK a nd Germa ny (Lawson 1997, in particula r, emphasises the role of surprise

as a catalys t for s ocia l research). The extre me ge nerality of this me thod is evidence d by the

fac t that very little guidance is offered as to what  premises the soc ial scientist s hould employ

nor how  hypothes es from these pre mises should be generated, beyond ge neralities s uch as

`us e real rather than bogus a bstractions´, `employ ana logy and meta phor´. The proble m is

tha t, eve n if one accepts that retroduction is, or should be, employed then it is the chos en

premis es  of retroduction that are crucial. Clea rly, the re a re lots  of give n possible premises,

l ots of things known, a nd he nce the cruc ial problem is how to abstr act  from things known,

and conversely how to interconnec t  all tha t is known. It is the refore particula rly worrying

tha t the role and nature of abstrac tion is unde r - explored within critica l r ea lis m (see Brown et.

al. 2002). If scie nce is to proc eed by way of re troduction then it must first `abstract´

premis es from the complex s ocia l world from which to begin. How is one to unde rtake `real

abs tractions´?  Critical realis m offe rs little in the wa y of advice. How, furthermore, is the

s ocia l scientist to reincorpora te the facets of the social world tha t are abs trac ted from?

Answers to these questions a re vital if the s tra tification of s tructures a nd me chanisms within

the s ocial world is to be compre hende d. But critical re alism offers no help; it is a ll up to the

prac tising social scientist!

6
     Brown (2001) el aborat es on the underl ying rat i onal e behi nd t hi s criti cal realist st ance, namel y the critical

realist di sti nction bet ween a `sci enti fi c ontology´ and a `philosophical ont ol og ý .

AN ALTERNATIVE PERSPECTI VE

Brown, Slate r and Spence r (2002) sugge st that the critic al realis t notions of retroduction, real
abs traction, and so forth, do have s ome res onance a t re latively c oncrete levels of a nalysis
where it is indeed the case that little by way of gene ral advic e can be given to the
inve stigator. But a t more abs tract and fundame ntal le vels whe re, for e xample, one cons ide rs
the nature of the mark et ec onomy, or the nature and impac t of `globa lis ation´, or the
the oris ation of global economic c ris es (indeed economic crisis in genera l), and more
gene rally the nature of capitalism as suc h, they argue that critica l realism is not only of little
use but wr ong . At this level the inves tiga tor is by no me ans e ngaged in hypothes is ing  some
new e ntity or structure; rathe r, quite to the contrary,  the inves tiga tor a ttempts to fathom the
mode of inter connection  of the va st arra y of practices, institutions and stru ctures that are
already quite obviously known to exist. We know firms exist, we know there are ma rkets,
pric es, cris es, States, interest rates, commodities, wars, etc. How do they interconnect?  This
is a ve ry diffe rent ques tion to tha t which c ritical reali s m s ugge sts we pos e. It is not a ma tte r
of what pa rtic ular unknown s tructure exis ts to explain this particular given phenomenon,
rather, what is the interconnection of the vast a rray of known structures, mec hanisms and
eve nts?

                                               At one level it might appea r  that the conception advocated here, viz. the s ocial
scie ntis t as, fundame ntally,  an `abs tra ctor´ and `inte rconnec tor´ of given  social s tructures,
me chanisms and events is only s uperfic ially differe nt from the critical realist view tha t soc ial
scie ntis ts e mploy re troduction, i.e. `hypothe sis´ of ne w, pre vious ly unknown soc ial
s tructures and me chanisms. For, it could be argued that the `hypothesis´ of a n unknown
s ocia l structure or mechanism is s imply the critical re alist terminology for the proce dure
advoc a te d here, viz. the inte rconnection of the vast a rray of give n s ocial material. Howe ver,
retroduction is suppos ed to procee d from jus t one or two given premises, chosen by the
inve stigator. The ques tion posed, according to this view, is one that involves on ly the
s pecific phenome non that has a rouse d curiosity. It is not a question that is concerne d with
interconnection or synthes is of a whole ra nge of diffe rent phenomena; all other phenome na
are abstracted from. Given only the surprising phenomenon of intere s t, the investigator is
the n recommended to hypothes ise, perhaps us ing analogy and me taphor, a s tructure that will
s pecifica lly account for the phe nomenon in ques tion. Thus, (i) Critical realis m provides little
guida nce as to how to `do´ abstrac tion except  by way of finding a `s urpris ing´ phenomenon

and hypothesising s pecific structures (in abstraction from other s tructures ) to account for this

phenomenon; (ii) interconne ction, or s ynthesis, occurs only after  a bstraction and

retroduction have taken place; i t is not itself a pa rt of this process, on the critica l realist

account.

                                                     7
                                                           Hence retroduction is inappropria te for the fundame ntal le vel of a nalys is, where

the investigator must fathom the interconnection of a vast a rray of known social materia l.

These the m es will be illustrated and deve loped via the exa mple of the project on the s ingle

Europe an c urrency.

ANALYSI S OF THE SINGLE EUROPEAN CURRENCY

Our euro project has been ongoing for some four ye ars now. A book (Arestis, Brown, and

Sawyer 2001) and many jou rnal a rtic les a nd book chapters ha ve be en publis hed thus fa r, all

exa mining various facets of Ec onomic and M oneta ry Union (EM U) within the European

Union (EU). In what follows we focus on Arestis e t. al. (2001), as this book is represe ntative

of the projec t as a whole. First s ome of the features of our ana lys is a re highlighted, followe d

by a brief summary of the main conc lusions of the book. Second the wa y in which our

ana lys is and conc lus ions illus trate the argument above will be drawn out.

                                               The analys is of  the formation of the European Mone tary Union c ontains a range of

fea tures whic h s hould be highlighted.  Firs t, it is conc erned with the analysis of a unique a nd

major e vent (the formation of EMU) as a res ult of which the future cannot be s een as similar

to  the pas t. Thus those methods whic h rest on a basic similarity between pas t, pres ent and

future ca n only be used sparingly if a t all.

8
 Second, the cre ation of the euro as a virtual

curre ncy in 1999 and as a `rea l´ currency in 2002 was viewed as the c ulmina tion of long

process of ec onomic and political integration within a ra nge of European countries

(beginning with the six countries whic h were the original s igna tories of the Treaty of Rome

and expanding to the c urrent 15 membe rs of the Europea n Union). The analys is had to show

at least some a wa reness of the political and ins titutiona l developments leading to the

forma tion of the EMU. Third, the investigation was als o intended to be forward looking,

concerned with ques tions suc h as the des irability of the UK´ s  me mbers hip of the EM U and

alterna tive policy arrange ments governing the  operation of the EM U. This pa rt of the

7
     As Lawson wri tes, `(t )he point of abstraction i s t o i ndividuat e one or more aspect s, component s, or attribut es

and t h eir rel ati onships in order t o underst and them bet ter. Once this has been achieved  it  ma y be  possi bl e to

combi ne or s ynt hesi se t he various separat e underst andings int o a unit y that  reconst itutes, or provi des a bett er

understanding of, the concret e´ (1997: 2 27, emphasi s added).

8
      The onl y example which comes t o mi nd would be t o use the project ion of past  experi ence as a counterfact ual

wit h which the present  or future (eventuall y when i t has become t he past ) can be compared.

Figure 1. Daily Exchange Rates: U.S. Dollars per Euro

                                                    0.8

                                              0.85

                                                    0.9

                                              0.95

                                                              1

                                              1.05

                                                    1.1

                                              1.15

                                                    1.2

04/01/1999

04/03/1999

04/05/1999

04/07/1999

04/09/1999

04/11/1999

04/01/2000

04/03/2000

04/05/2000

04/07/2000

04/09/2000

04/11/2000

04/01/2001

04/03/2001

04/05/2001

04/07/2001

04/09/2001

04/11/2001

04/01/2002

04/03/2002

04/05/2002

04/07/2002

Whils t unde rtaking the tas k of trying to explain the falling exte rnal value of the euro (s ee

Figure  1) we became struck by the resonance betwee n the research processes that we were

going through and the critica l realist desc ription of, a nd prescription for, socia l science.

Firs tly, c onsider the objec t or phenomenon under inves tiga tion. The falling va lue  of the e uro,

ongoing for ove r one year as we began work on it, had occasioned much surprise amongst

ec onomis ts and c omme ntators more broadly. Ma ny, es pecially the proponents of the euro,

s uch as Buiter (1999), had e xpected the euro to r ise  significa ntly f rom its opening rate of

$1.18. In the event the euro had fallen a nd continued to fall way below what most

ec onomis ts considered a value that it `s hould´ ha ve had, had it beha ved according to

ec onomic `fundamentals ´ (s uch as purc has ing powe r parity, a rate cons onant with tra de

balance, or similar). How does this relate to critical realis m?  It appea rs to fit very closely to

the critical rea lis t notion of the firs t sta ges of socia l scientific inve stigation, es pec ially as

deve loped by, for e xample, La ws on (1997 ). This is a clea r exa mple of wha t Laws on ca lls a

`demi - reg´.  For over one ye ar the e uro ha d been falling regularly. This was not a s trict

regularity because the euro obvious ly did not fall every day. Rather, it was a `rough and

rea dy pattern of events´: w hen put on a graph one could clearly s ee a genera l pattern of a

s tea dily falling euro through time. What is more, on Laws on´s critic al realis t acc ount, s uch

demi - regs often take the scientist by surprise a nd it is this element of surprise tha t may be the

c atalyst for scientific investigation, the s pur to searc h for an expla nation of wha t a ppears

pr ima fac ia  both significa nt a nd s urpris ing. This seemed exac tly to describe the research

s itua tion into which we, along with many othe r economists, were placed. Th e `demi - reg´ of a

continually falling e uro had ta ken us, and othe rs, by surprise or had at least oc cas ione d our

interest and initiated the se arch for the `unde rlying´ ca uses of this puzzling `s urface ´

phenomenon.

                                               J ust as it appea red that the s ta rting poin t res onated s trongly with critical realis m, the

s ubse quent process of enquiry also fitted into this frame work. Reading the relevant

litera ture, a nd examining the rele vant empirica l evide nce (for e xample, eurozone a nd US

national accounts, as we ll as e conom ic performanc e indica tors ), it seemed c lea r that we were

enga ged in a process of trying to une arth, to `hypothesise ´, the structural caus e of, or

condition for, the ma nifes t demi - reg of the falling e uro. We aimed als o to evalua te aga ins t

the evidence the w orth of our hypothesis rela tive to competing hypothes es. This was indee d

what many othe r ec onomists we re trying to do. It was clear too that the mainstream

insis te nce upon formalism, both in terms of ec onometrics a nd of mathematical mode lling,

was detrime n ta l to the collective effort of trying to e xplain the e uro´s fall. The re was

argua bly s ome  use in the ec onometric work. This work s ugge ste d, for e xample, tha t the euro
was indeed undervalued relative  to `fundamenta ls´. But there was quite obvious ly (to a ny one
but a dyed - in - the - wool mainstream ec onomis t) too much emphasis upon suc h ec onometric
te chniques to the detriment of other empirical me thods (for example cas e study work) and
rea listic theory development, i.e. deve lopme nt of an adequa te theory of the ca us es  of the
ma nifest demi - reg in ques tion (the dec line in value of the euro). There was also, of course,
muc h in the way of mathematical modelling, or in mains tre am parlance, `economic theory´.

Again there was arguably s ome use in these models, in that the y explore d quantita tive
implications of s ome more or less plaus ible hypotheses as to the relations hips be tween a few
of the varia bles involve d (for example, the relations hip betwee n interest rates and exc hange
rates as in the inte rest rate parity result or  in `ove rshooting´ models ). However,  by no means
did they give  the basis for hypothes is ing the causal mechanism re quired and, in fac t, were
fundamenta lly misleading through the ir incorporation of the dominant and false the oretical
pers pec tive of new classi ca l or new Ke ynesian economics (i.e. the pers pective  tha t `marke ts
work´, at least in the medium to long run, s o that, for e xample, moneta ry policy has rea l
effe cts only within a two yea r horizon, afte r whic h its effect is pure ly nominal).

                                               The character of  our s olution to the proble m of what ca use d the e uro to fall als o
corresponds to c ritical realist notions. Cons onant with a numbe r of other authors, we argued
tha t an importa nt pr oximate  cause was the la rge magnitude of capital outflows from the
eurozone t o the US and elsewhere. This hypothes is fitted in with the available evide nce
better than othe r hypotheses, for example the timing and ma gnitude of the outflows was
cons onant with the timing and magnitude of the excha nge rate fall, whereas the timing and
m agnitude of interest rate differe ntia ls was not. Howeve r, this was only one poss ible
me chanism at work a nd as yet la cked structural grounding: what combination of social
s tructural factors and individual activities combined to sus tain the fa lling euro thro ugh
ca using, inter alia ,  ca pital outflows from the eurozone?  Here we s ugges te d tha t the flaws in
the institutional s tructures s urrounding the euro, detailed in previous c hapte rs of our book
and empirically s upported in chapter 6 by examination of the lates t evidence confirming the
div ergent state  of the e urozone, underlay inves tors ´ pe rceptions that the eurozone was
weake ned by the s ingle currency. These perceptions led to the sys tematic  (sys tem wide )
outc ome that market partic ipants inves te d outside of the  e urozone. Investors, a nd the media,
ofte n recite the mainstream ma ntra that the lac k of `labour market flexibility´ is the reason
tha t the single currenc y is inappropriate. Suc h sentime nt, we sugge ste d, may be in part an
attempted express ion of our own di agnosis of the problems of the eurozone, bas ed on our

rea listic economic theory and analysis but, we further suggested, this attempt is irre vocably

distorted by the hege mony of mains trea m economic theory.

                                               To summarise, a combination of social structures, me chanisms and their reproduction

by agents, all endoge nous to the inception of the eur o , were hypothesised to account for the

fall in its external va lue. The hypothesis was shown to be robust a gainst the evidenc e in a

way that alternative  hypotheses were not. This illus tra tes how, at the re latively concrete level

at which our object of explanation was pitched, viz. that of the declining external value of

the euro, the critica l realist method has a s trong res onance. Howeve r, there were more

abs tract and fun damenta l as pects to the attempted expla nation of the fall in va lue of the e uro,

as pec ts not  readily accommodated within the critic al realis t frame work. Thes e a re describe d

below as a n illus tration and development of the critique of c ritical rea lism detaile d above

(and developed in Brown et. al. 2002).

                                               The question re garding the external va lue of the euro was a ddresse d as part of the

broade r euro project as a whole. This broa d project was explicitly Keynes ian in cha racter

drawing upon, and forming part of, a  spec ific a pproach to radic al political economy. The

ana lys is of the weaknesses of the eurozone that were endoge nous to the ince ption of the

euro, necessary for the explanation of the fa lling euro, drew crucially upon this abs tra ct and

fundamenta l view, in  opposition to new classical and new Keynesian economics (a nd

s pecifica lly in opposition to `new mone tarism´). These the oretical prec onceptions were

particularly rele vant when it came to: (i) the policy propos als developed, whereby it is

rec ognised that mo netary and fiscal policy c an and do have  rea l effec ts in the long run; (ii)

the approach to e valuating the Maastricht conve rgence criteria (although we also drew upon

the literature on optima l currenc y areas ); (iii) the a pproach to evaluating

conve rgence /d ive rgence s ubsequent to the esta blishme nt of the e uro in January 1999; and

(iv) the gene ral proposition tha t the unfettered ca pita list economy is fundame ntally cris is

prone. The belief that unfettered ca pita lis m is c ris is prone is a theoretica lly grounded

propos ition, one dra wn from Ke ynes, Ka lec ki and Marx.

                                               This illustrates tha t, in practice, theorists do not s ta rt by `retroducing´ from some

s urpris ing `pre mise´, ra ther the the oris t is guide d by more abs tra ct and fundame ntal

the oretical propos itions, as i n our case provided by Ke ynes ia n, Ka lec kian or M arxist the ory.

Thus, if it is to be argued that critica l realis m is fully consonant with our researc h the n it

must be argued that Keynes, Kalecki and Marx employed a n approach cons onant with

critic al realis m.  Do the fundame ntal a nd cruc ial fe atures of the theories of the above

me ntione d `gre ats ´ of economics truly correspond to critical realism?  In particular, is it

rea lly the case that these economis ts a rrived at their results via a c ritical realist me thod (e ven
if that method is ve ry ge neral)?  Obviously, s uch ques tions are the s ubject of a great deal of
ongoing res earc h whic h c annot be reviewe d in detail here.
10

 Be low, the argument of Brown
et. al. (2002), a lrea dy drawn upon above, will be deve loped, in order to addre ss these
ques tions.

                                               Ins tea d of identifying a particula r form or demi - reg to be explained, a nd the n

`hypothe sising´ a previously unknown s truc ture to acc ount for this form or demi - reg, it
seems more pla usible to cons ider that the fundame ntal proposi tions put forwa rd by Ke ynes,

Kale cki or M arx are gained from fa thoming the general mode of interconnection of the
ma nifest and esse ntia l features of the economy and s ocie ty. Whe n working at this abs trac t
and fundamental level, the criterion of scienc e must  be the de gree to which the the ory
deve loped successfully ac counts for the many funda mental features of the ec onomy, features
already known  to the inves tigator and so in no need of hypothes is. The y a re a ls o features that
are ess ential  to the economy and so  in no wa y is there ne ed for hypothe sis of ye t more
hitherto unknown essential structures and mechanisms. It is especially important to reitera te
tha t the critica l realist proc edure is s upposed to entail a method whereby firs t  abstraction
ta kes place: a fo rm or demi - reg is identified and structure hypothesised to account for it.

Only secondly  may synthes is occ ur, whe re the theorist a tte mpts s ome how to piece together
all these myria d appearances a nd hypothesised s truc tures and mecha nis ms. But this is
ma nifes tly not what occurs at the fundamental leve l of theorising. Rather, the re is an attempt
to `see the wood for the trees´, to fathom the interconnec tion  of masses of known  structures,
me chanisms and events. In the case of the euro, the rese arche r must have a n ability to
interconnect commodity, money, profit, wa ges, interes t, State, foreign trade, world market,
etc., a nd this process of interconnection or synthes is by no means occurs subsequent to a
pr ior  process of abstraction and `hypothes is ´.

                                               For example, the notion of the circula r flow of income is an a tte mpt to fathom how
various known individuals, mecha nisms and structures (consumers, firms, prices, wages,
etc.) are interconnecte d through monetary and real flows, and the reby c onstitute the
ec onomic s yste m as s uch. On the bas is of even this ele mentary and a bstract c onception of
the mode of inte rconnection of the economy, it is poss ible to elaborate the proposition that
pla nned savings nee d not equa l planned investment, suc h that the possibility of demand
d eficie ncy e xists. This is a s imple illustra tion of how as pects that a re originally known to the

10

          For the debate regarding Keyn es and cri ti cal reali sm se e, for exampl e, Law son  (1994) and Parsons (1996).

The rel ati onshi p of Marx to critical realism i s debat ed i n Brown, Fl eet wood and Roberts (2001).

the oris t can be c omprehended in a new  light once their mode of interc onnection is fathomed.

Abstracting the mode of interc onnection of structures, mec hanis ms an d events, thus, does

yie ld new  knowledge to the inves tigator, but this is not s ome previously unknown e ntity,

rather it is a new found comprehens ion of the function of given entities or aspects within the

s ystem that they constitute. Wages, for e xample, ca n be graspe d as not mere ly c osts to

individual firms but as a vital component of a ggre gate effective demand within the syste m

overa ll. This is due to a comprehension of the mode of interc onnection of wages with the

ma ny other manifest aspe cts of the ec onom y, rather than to hypothes ise from a s urprising

demi - reg. Brown et. al. (2002) s imila rly argue that Marx´s funda mental propos itions, s uch as

the existence of exploitation, s tem from a n attempt to fa thom the mode of inte rconnection of

cruc ial factors s uch a s the distinction be tween la bour and la bour power and the

monopolis ation of the mea ns of produc tion by the capitalis t class. Wages, in this cas e, are

newly revea led to mask exploitation. Thus Ke ynes, Ka lec ki a nd M arx are not, a t a

fundamenta l level, hypoth es is ing new e ntities from one or two demi - regs, rather they are, in

s ometimes very differe nt ways, and with correspondingly different results, foc using upon

(abstracting) the mode of interconnection of the ma nifold economy a nd s ocie ty.

                                               In this way, Keyne s,  Kalecki a nd Marx we re most fundamentally involved in

abs tracting from, a nd simulta neous ly attempting to fathom the interconnec tion of, a vas t

arra y of known social mate rial.

11
 This  is where their gre at merits lay, rather than in some

ability to `hypothe sis e´ yet more e ntities, previously unknown, and out of sight.  Keyne s,

Kale cki and Ma rx provide a way into abs traction and interconnection, they give us an

or ientation . Give n  that bas is, which is the c rucial as pect of inves tigation, then at a more

conc rete le vel, as illustra ted above by the example of the fa lling va lue of the e uro, one can

see that there is s ome role for ad hoc  factors suc h as surprise, and for s peculative hypothes es

of the hithe rto unknown, as advoca ted by c ritical rea lism. Thus, one can see the appeal of

critic al realis m, its res onance with da y to day social scientific ac tivity, whils t als o

appreciating that c ritical re alism does not actua lly provide  the correct account of, or

prescription for, the features of scie nce at its most fundame ntal le vels. In short, critica l

rea lism blurs the distinction betwee n diffe rent le vels of abs traction. At a more  concrete level,

illus trated above by the example of attempting to explain the falling exte rnal value of the

euro, the notion of retroduction, involv ing `hypothesis´ and `tes t´, where abs tra ction occurs

prior to synthes is, carries s ome degre e of pla usibility.  At the fundame ntal level, howe ver,

which sets the c ontext for concrete resea rch, a very differe nt process involving,  from the
outset, interconnec tion  or s ynthesis  of a vas t amount of known material occurs. This has
bee n illus trated by the e xample of the theory of the ca pita list ec onomy e mploye d in the e uro
proje ct.

11

          Not e that , at t hi s fundamental l evel , abstraction involves both anal ysi s and synt hesis: the t heori st focuse s
upon (anal yses) the mode of i nt erconnecti on (or s ynt hesi s) of the object  under st ud y. Brown et . al . (2002)
elaborat e upon t hi s point, a poi nt that i s characteri stic of dialecti cs.

CONCLUDING REMARKS

Our work on the European Mone tary Union proceeded at seve ral le vels. The analys is was

built on a bas ic conception of the nature of the ca pita list economy within the tradition of

radical political ec onomy, but one which recognises the importance of the cha nging

s pecificities of c apitalism s uch as the e volving economi c and monetary integration within

the European Union. But it was also necess ary to understand the political thinking whic h

s urrounded the construction of the European Monetary Union a nd its ins titutions which we

ide ntified a nd labelled as a `ne w monetarism ´. Further, as we s ought to engage  with the

alterna tive ana lys es of, for exa mple, the declining value of the euro, it was necessary to

understa nd the a nalytica l fra meworks on which the discourse surrounding the e uro is bas ed.

It has a ls o been the cas e that  our ana lys is of the Europe an a nd M onetary Union occurre d a t

diffe ring levels of a bstrac tion. An a pproach such as critical realism which, by its own

admission, sugge sts a highly genera l method valid across ma ny different le vels of

abs traction, lea ving eve rything else up to the practis ing social scientist, is undoubte dly going

to offer little help to the inves tiga tor. Furthermore, it is like ly to be mislea ding or wrong at

one or other leve l of abs tra ction. Our work on the European and Monetary Union has bee n

drawn upon in order to illustrate the argument tha t the critica l realis t method is inappropriate

to the fundamenta l level of abstraction, where the key propositions of economics and s ocial

the ory are formulated, though it is pa rtially applica ble to more conc rete le vels. This

applica bility, when c ombine d with othe r merits of c ritical realism (s uch as its stressing of a

la yered social ontology),  ma y explain, and to s ome extent le gitimise, its popula rity amongst

radical ec onomists and amongs t other social s c ie ntis ts. An alternative method dubbed

`s ystema tic abstraction´ that is, unlike c ritical re alism, appropria te for the abstract a nd

fundamenta l level of theory is develope d in Brown e t. al. (2002). In this cha pter we ha ve

s ought to illus tra te and develop th e characterisation a nd critique of critical realis m offered by

Brown et. al. (2002) by re ferenc e to our work on the Europea n a nd M onetary Union.