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ABSTRACT: "Prediction" and "prescription” are crucial notions for economics. This
paper offers a philosophical and methodological approach and takes into account the
connection with the problem of science and values. To do this, two steps are followed:
firstly, prediction in economics -its characteristics and limits- will be examined and,
secondly, the role of prescription in economics (and its relations with internal and ex-
ternal values) will be studied. Thus, the underlying aims of this paper are to make ex-
plicit the characters of economic prediction, to show its nexus with the economic pre-
scription and to point out the links of both -especially, the latter- with the specific
values of "economic activity" and the values of "economics as activity” (i. e, values of
economic undertaking as an activity interconnected with others in the social context).
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During the last decades economics has received increasing epistemological
and methodological attention. As has happened with other sciences in the
past, this philosophical interest appears as a consequence of the develop-
ment of economics, which has enlarged its area of research and seems to be
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looking for a clear progress in a more intense way than any other social
science in recent times. Many factors intervene in this development, among
them is the econometric turnl, which should be emphasised due to its spe-
cial weight for the epistemological and methodological discussions in this
discipline.

Economics is a science which receives a visible influence from internal
and external values and this makes it a complex science. In spite of its
complexity, the role of economic method goes beyond the economic sci-
ence and has a clear incidence on other disciplines2. This preference for the
economic dimension when studying human and social phenomena can lead
us to what M. Blaug calls "economic imperialism"3, as exemplified in G.
Becker, who -as is well known- researches social realities, such as families
or prisons, from a purely economic view4. But economic criteria, beginning
with the insistence on the correlation between cost and benefit, have also
been applied to research methods in natural scienced, as well as connecting
with a key concept in methodology of science: scientific progress.

Within this general scope as intellectual horizon, the emphasis here will
be on the notions of "prediction” and "prescription”, which are crucial for
economics. The approach will be philosophical and methodological, tak-
ing into account the connection with the relevant problem of science and
values. In this regard, the study will follow two steps: firstly, prediction in
economics -its characteristics and limits- will be examined and, secondly,
the role of prescription in economics (and its relations with internal and
external values) will be analysed. Thus, the underlying aims of this paper
are to make explicit the characters of economic prediction, to show its
nexus with the economic prescription and to point out the links of both
-especially, the latter- with the specific values of "economic activity” and
the values of "economics as activity” (i. e., values of economic undertaking
as an activity interconnected with others in the social context)O.

1. Prediction in economics

From a philosophical and methodological point of view, the characteriza-
tion of prediction in economics is not entirely clear: the existing approaches
to its task are far from coincident and, even worse, the concept itself of
"prediction” is understood by economists in different ways. This diver-
gence can be found in very influential economists, among them four Nobel
laureates: Milton Friedman, John Hicks, James Buchanan y Herbert A. Si-

mon?. The first of these addresses the issue directly, because in his famous
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paper on The Methodology of Positive Economics3 he focuses the methodo-
logical discussion on the role of prediction in this science and its incidence
for the duality "positive economics"-"normative economics"?.

1.1. The predictivist thesis

Milton Friedman expresses a predictivist thesis. a conception of economic
prediction rooted in an instrumentalist methodology of science. For him,
prediction is the goal of science as a whole. Thus, it is a constitutive feature
of economics as scientific enterprise: "the ultimate goal of a positive sci-
ence is the development of a 'theory' or 'hypothesis' that yields valid and
meaningful (...) predictions about phenomena not yet observed"10. From
the perspective of substantive hypotheses, "theory is to be judged by its
predictive power for the class of phenomena which is intended to 'explain'
(sic). Only factual evidence can show whether it is 'right' or 'wrong' or, bet-
ter, tentatively 'accepted’ as valid or 'rejected'" 11. This predictivist thesis,
where what is important is the success in making predictions, does not de-
mand the realism of the assumptions. Friedman thinks that

the only relevant test of the validity of a hypothesis is comparison of its predictions
with experience. The hypothesis is rejected if its predictions are contradicted (...);
it is accepted if its predictions are not contradicted; great confidence is attached to
it if it has survived many oportunities for contradiction12.

Due to Friedman's enormous influence, this approach has had a strong
impact on the debates on the methodology of "descriptive economics” and
also a repercussion in "normative economics". (In fact, he was prepared to
countenance the use of positive economics to inform policy). Friedman sees
his position in convergence with physics, because -for him- the task of eco-
nomics is

to provide a system of generalizations that can be used to make correct predictions
about the consequences of any change in circumstances. Its performance is o be
judged by the precision, scope, and conformity with experience of the predictions
it yields. In short, positive economics is, or can be, an 'objective' science, in pre-
cisely the same sense as any of the physical sciences!3.

Therefore, economics would be similar to natural sciences with respect to
the quality of predictions, and both would have as a relevant test the com-
parison of their predictions with experience.
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In spite of its influence, Friedman's predictivist thesis is too radical: nei-
ther scientific theories, in general, nor economic theories, in particular, can
be reduced to the single goal of making predictions. The language, struc-
ture and knowledge of science are not eo ipso mere instruments to develop a
methodology of prediction; they also seck to grasp the real facts, trying to
give them either an "explanation” or an "understanding". Making predic-
tions is then a relevant task which should be accompanied by other aspects,
such as the description of human activity in the economic field or the
evaluation of the result which it is convenient to obtain. Furthermore, to
test a theory through its predictions is, frequently, a difficult taskl4:
firstly, part of the pertinent information might not be available and the
control of the observational process is sometimes a problematic issue; and,
secondly, so-called "crucial experiments’ -not only the "predictive”, but
also the "explanatory” ones- can raise a wide debate dealing with the avail-
able data (as is usual in issues related to unemployment or economic crisis,
such as the famous one of 1929).

1.2. The quasi-scientific option

Another Nobel Prize laureate in economics -Sir John Hicks- argues in a
very different vein, with manifest discrepancy to Friedman: (1) Hicks re-
jects that the ultimate goal of economics is to predict, because this subject
is more influenced by its past -its history- than its future; (ii) he does not
accept a convergence between natural sciences -especially, physics- and eco-
nomics, because he considers both sharply separated by the problem of
prediction; (iii) he asseverates that economics is not, strictly speaking, a
"science": he thinks that it is a "discipline” that is on the edge of science;
and (iv) the scientific test of economic prediction should be abandoned,
due to his conviction that it is not a kind of prediction of a genuine science.

The starting point of this quasi-scientific option is in the insistence on two
separate levels: on the one hand, Hicks considers that economics as a disci-
pline cannot be incorporated into the sphere of science, because -for him- it
has no genuine scientific status!>; and, on the other hand, he thinks that the
confluence of economics and physics is not possible: they belong to com-
pletely different domains of reality. Thus, regarding the first aspect, he
points out that economics is a discipline

on the edge of science, because it can make use of scientific, or quasi-scientific,
methods; but it is no more than on the edge, because the experiences that it analyses
have so much that is non-repetitive about them10.
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And, with respect to the second factor, he considers that there is a gap be-
tween physics and economics: "the facts which we study [in economics] are
not permanent, or repeatable, like the facts of natural sciences; they change
incessantly, and change without repetition"17.

Hicks assumes that the prototype of science is physics and that econom-
ics is always involved in changeable phenomena, making only weak predic-
tions. In my judgement, he goes too far in denying economics a scientific
character, because in economics there are foresights, predictions and fore-
castings!8, and therefore, not all economic predictions are eo ipso essen-
tially weak predictions. Even though scientific knowledge is, generally,
more difficult in economics than in physics, we should take into account
that it is a science of a different kind: it is of human and social nature, and
the model of the Newtonian mechanics is not valid for economics. The
phenomena studied by economics are within the sphere of events influenced
by human action and contain specific conditions which the economists need
to incorporate into their models.

1.3. The dualist posture

Methodologically, James M. Buchanan -another Nobel laureate- adopts a
posture which is quite different from the predictivist thesis and the quasi-
scientific option. He maintains that there exists two economic realms: on
the one hand, there is an objective sphere which has predictions and, fur-
thermore, possesses a scientific character; and, on the other hand, there is a
subjective area and, in this second case, we have no scientific knowledge.
Thus, in his book Economics: Between Predictive Science and Moral Philoso-
phy19, he deals with the scientific character of this discipline, spliting it in
two branches.

J.M. Buchanan accepts the existence of a "subjective economics” whose
domain is "defined precisely within the boundaries between the positive,
predictive science of the orthodox model on the one hand and the specula-
tive thinking of moral philosophy on the other"20. This subjective econom-
ics cannot be predictive. Thus, the role of prediction would be restricted
to a part of economics and only that part could be "scientific". Conse-
quently, he assumes a coincidence with the predictivist thesis: there is at
least a branch of economics that makes scientific predictions.

For Buchanan, there are two kinds of economic discourse: the positive or
predictive economics, which studies primarily what is more obvious in the
human interaction, and the subjective (or non-predictive) economics, which
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"can offer insights into the dynamics through which a society of persons who
remain free to choose in a genuine sense develops and prospers "21, There-
fore, he accepts a methodological dualism within economics; moreover, that
distinction (objective/predictive and subjective/non predictive) is seen as
necessary in making the history of economic doctrines.

That methodological dualism is like a tertium quia’ between Fried-
man's predictivist thesis and Hicks's quasi-scientific option. In spite of
their differences, these three positions endorse the idea of prediction as an
aim of economics, but they disagree about its role as the scientific zes£22,
Two of them agree on the existence of a realm -positive economics- where
this discipline is an objective science, capable of predicting future eco-
nomic phenomena in a reliable way. This can be reinterpreted in terms of
predictability of "economic activity”, i. e., when the variables which are
studied can be separated or distinguished ("isolated") with respect to other
activities, or when they can be seen in an ideal context (such as some
econometric theorems). In this case, the economic model can be precise, as
a mere mathematical calculation, but it can put aside the usual variables
which interfere in the real case. From this point of view, prediction (or,
even, foresight) of future phenomena can turn out viable, because it is possi-
ble to take into account the variable involved in the event and, thus, to have
a precise knowledge of the outcome.

1.4. The wary attitude

There is in Simon -Nobel laureate, 1978- a different conception of the
status of prediction in economics. This approach can be seen in the context
of two central problems: on the one hand, the possibility of prediction as
the main goal of this discipline and, on the other hand, the role of predic-
tion as the fest of economics as science. Regarding the first problem, he
feels uncomfortable with the assumptions of economic models, especially
in the case of Friedman23, which require substantive rationality and which
emphasize reliable predictions as decisive. De facto, Simon rejects predic-
tion as the main goal of economics and he cannot accept that prediction
could be the single aim of science. Thus, he critizes the methodological
primacy of prediction in economics.

Regarding the second issue -the role of prediction as the fest of econom-
ics as science-, the problem requires its diverse facets to be taken into ac-
count. An initial approach reveals that Simon considers that prediction
does not belong to the set of characteristics which make economics a sci-
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ence. In fact, he suggests abandoning prediction as the test to ascertiin
whether economics is a science: "we should be wary of using prediction as a
test of science, and especially of whether economics is a science, for an
understanding of mechanisms does not guarantee predictability"24. His
interest is in understanding the processes that explain past and present phe-
nomena rather than in the predictability of economic behaviour.

Simon's scheme interconnects uncertainty, bounded rationality and eco-
nomic prediction25. 1) Economic prediction cannot be made on the basis
of a "perfect ratlonahty because there are limitations: uncertainty about
the consequences in each alternative when a decision is made, where the
information on the set of alternatives would be incomplete, and the com-
plexity of situations can prevent us from making the necessary calculations
to solve the problem26. 2) Insofar as the consequences of human behaviour
continue in the future, we need to correct the predictions to objectively
rational choices. But on the basis of the realism of assumptions, prediction
is not a pure inference based on optimal conditions27, because human deci-
sion making is rooted in processes which seek the strategy of mtzsﬁczng
rather than of optimising. Thus, in order to make an adequate economic
prediction, we need to know some things which belong to the natural envi-
ronment (e. g., the weather), others related with the social and political
sphere beyond economics (e. g., a revolution), in addition to the behaviour
of other economic actors (consumers, competitors, suppliers, etc.) who can
have influence in our own behaviours28. 3) In spite of their limitations, eco-
nomic predictions based on a structure of bounded rationality fiz with a
great number of events29, because that framework looks for the reality of
economic behaviour as it can be observed in economic life30. 4) Besides
the assessment of the probabilities of predicted events, we need to use
feedback to correct unexpected phenomena. For Simon,

a system can be steered more accurately if it employs feedforward, based on predic-
tions of the future, in combination with feedback, to correct the errors of the past.
However, the formation of expectations to deal with uncertainty creates its own
problems31. :

If we compare this scheme -the interconnection of uncertainty, bounded
rationality and economic prediction- with the main trend of neoclassic
economy (the expected subjective utility), the balance tilts in favour of
Simon in several aspects32. (i) It is better off with respect to the realism of
assumptions, because the stress is on reflecting the economic reality as it is,
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avoiding drawing strong conclusions from few a priori assumptions. The
emphasis on uncertainty and bounded rationality is completely pertinent
to the problem of economic predictions, and the attempt to predict eco-
nomic behaviour from a deductive inference based on an irrefutable set of
premises is a failure33. (ii) The nexus between economics and psychology
makes sense not only for the case of a rational choice but also for predict-
ing the results of the interactions of economic actors34, because economics
is above all a human acitivity. Explanation and prediction of economic
movements are related to the actions of the members of society and the
interaction of their activities35. (iii) Prediction has a incisive role in eco-
nomics: the development of economic activities requires anticipation and,
if possible, the control of future events. However, not all economics is re-
lated to prediction. In fact, Simon has emphasised the need of prescription
in system modeling36, which directly affects the characterization of eco-
nomics. (iv) The crucial point in evaluating economic predictions is the
reliability of the method used to make predictions rather the precision of
the result. Thus, prediction based on bounded rationality avoids the prob-
lems of the instrumentalist position (held, among others, by M. Fried-
man)37.

1.5. The underlying general methodology

Until now, within the methodology of economics there is no general char-
acterization of "prediction" which is approved by all economists: there
does not exist de facto a general methodological framework about predic-
tion which could be shared by the main experts in this discipline. In fact, as
D. Hausman has pointed out38, it is possible to distinguish prediction as
(a) testable implications regarding the future; (b) testable implications
whose truth is not already known; and (c) testable implications. Both (b)
and (c) disconnect prediction from temporality and in (b) the prediction
can be about any time. The view of prediction as disconnected from tem-
porality and, therefore, separated from the future, is adopted by some
authors, such as Herbert Simon or Frank Hahn39.

If prediction were the mere drawing of testable implications independ-
ent of the time factor, then it could be the case that scientific prediction
were almost indiscernible with respect to scientific explanation because
explanation cannot exclude a priori the bringing about of some conse-
quences. Moreover, it is not the most frequent sense of "prediction” in eco-
nomics, which tends to see prediction as testable implications regarding
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the future. This use -(a) in Hausman's presentation- is more characteristic of
what prediction is in science (reflecting better the ordinary language than
do the others) and it fits with two different problems: on the one hand,
prediction of those phenomena which, while known, are affected by uncer-
tainty (such as the economic acitivity as a whole); and, on the other hand,
prediction of novel facts whose truth could be difficult to assess at the mo-
ment of making the economic prediction40.

Both uses conjoin with the constitutive features of prediction recognized
in the general methodology of science. 1) Prediction establishes a connec-
tion with an event which can happen in the future, with it being almost a
redundancy to asseverate that link between "prediction” and "future”, but
some authors do consider the possibility of "prediction of the present"41,
or -like Friedman- even accept the "prediction of the past"42. 2) There is a
reasonable basis on our present knowledge to state in advance what will hap-
pen; so, in principle, the prediction is essentially corrigible if new knowl-
edge appears that modifies the earlier situation. Some predictions are bet-
ter than others, because they are right in a greater number of cases. 3) Pre-
dicting implies something possible and, therefore, a kind of knowledge
which includes uncertainty. What is predicted is a reality which is expected
rather than a reality that we are experiencing now or have experienced in the
past. In this way, the predictive knowledge is less certain or definitive than
the knowledge about the past or the present: generally, there is -in some
way- an incomplete knowledge about the phenomenon or event; when the
knowledge is "complete", the level is more "explanation” than " prediction”.
4) Prediction is open to the possibility of "unobservable things" (i.e., a
phenomenon not yet observed will occur) as well as to "novel facts" (i.e.,
facts discovered only as a result of testing some already articulated the-

ory)43.
2. Prescription in economics

It is difficult to find a definition of "prescription” in economics in the pa-
pers of influential economists (including those awarded the Noble Prize)
or among those authors who develop the philosophy and methodology of
this science. However, it is easy to put forward arguments in favour of eco-
nomic prescription. In fact, even the staunchest defender of the predictivist
thesis -M. Friedman- acknowledges such a necessity, but he seems to sur-
bordinate prescription to prediction, because he considers that normative
economics
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_cannot be independent of positive economics. Any policy conclusion necessarily
rests on a prediction about the consequences of doing one thing rather than another,
a prediction that must be based -implicitly or explicitly- on positive econom-

ics"44,

2.1. Insufficiency of prediction and the need of prescription

To circumscribe economics to the predictive task would be an unnecessary
limitation, because prediction does not cover the whole field. In effect, as
A. Sen has pointed out,

prediction is not the only exercise with which economics is concerned. Prescrip-
tion has always been one of the major activities in economics, and it is natural that
this should have been the case. Even the origin of the subject of political economy,
of which economics is the modern version, was clearly related to the need for ad-
vice on what is to be done in economic matters. Any prescriptive activity must, of
course, go well beyond pure prediction, because no prescription can be made with-
out evaluation and an assessment of the good and the bad45.

Along with this objection, it is possible to add another regarding the
criterion itself chosen by Friedman -that of success in predicting-, because a
very frequent criticism of economic predictions is their unreliability.
Thus, what has been predicted by the economists should be compared with
what happens in fact (i. e., what is achieved by evidence). And, in conso-
nance with the results obtained by this instrument, it is possible to argue in
the way which "Professor R. Clower has written: 'If successful prediction
were the sole criterion of a science, economics should long have ceased to
exist as a serious intellectual pursuit'"46. Consequently, the methodological
instrumentalism of the predictivist thesis is de facto very problematic.

But, as A. Sen has emphasised, some of economics stresses

evaluation as such, without being explicitly involved with either prescription or
prediction. For example, in examining whether the British standard of living has
been rising or falling over the last few years, the object of enquiry is assessment of
what has been happening, without being directly concerned with predicting what
will happen, or prescribing what should be done. Other economic exercises are
concerned with more clearly descriptive problems, e.g., measurement of the extent
of unemployment, or construction of an index of inflation. Although implicir
value elements may be present in these exercises, the primary purpose is to describe
what has been happening in a way that relates to our interest in the matter. Any act
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of description does, of course, involve choice, but that does not make the act of de-
scription necessarily prescriptive or predictive47.

Thus, neither prediction nor prescription can seek to cover the economic
field as a whole.

Nevertheless, the insistence on the predictive character of economic
theory as a guarantee of its scientific makeup raises some problems, which
are not concerned only with economics but also to other sciences. In effect,
it is not always the case that the predictive success is sufficient guarantee for
having "science”. In this regard, U. Miki has pointed out that

a classical example of this is, in the sixteenth century, the predictive superiority of
Prolemaic geocentric astronomy over its young challenger, Copernican heliocen-
trism, even though the latter was decisively closer to revealing the fundamental
structure of the planetary system. The difference between Copernican theory and
economics, however, is that the former has indicated predictive progress, while the
ocurrence of such progress is controversial in the case of economics48.

The evaluation of economic theories should not be reduced to its mere
predictive capabilities, because there are other aspects which must be taken
into account, among them, prescription.

2.2. From the predictivist instrumentalism to the possible primacy of prescrip-
tion

Following a line opposed to Friedman's predictivist methodological in-
strumentalism, H.A. Simon has adopted a critical attitude towards the
primacy of success in prediction, stressing instead the "understanding” of
real economic phenomena. Furthermore, in tune with other economists, such
as P. Samuelson49, he has criticized the absence of the realism of assump-
tions of the instrumentalist approach. Nevertheless, his position choses
ways which are different from Friedman's.

On the one hand, Simon considers that prediction is neither the single
aim of economics nor the main task of this science59; and, on the other, he
seems to give more importance to prescription than to prediction insofar as
the predictive analysis serves the prescriptive endeavour:

we construct and run models because we want to understand the consequences of tak-
ing one decision or another. Predictive models are only a special case where we
seek to predict events we cannot control in order to adapt to them better. We do not
expect to change the weather, but we can take steps to moderate its efects. We predict
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populations so that we can plan to meet their needs for food and education. We pre-
dict business cycles in order to plan our investments and production levels31.

Both cases -prediction and prescription- a good understanding of steady
states can be more important -in his view- than drawing time series, either
predictive or prescriptive ones, and this affects microeconomics and mac-
roeconomics as well.

Consequently, Simon seems to change Friedman's priorities: on the one
hand, economics can be tested by a judgement on the correction of the as-
sumptions, instead of examining it through the probation of the empirical
correctness of its predictions; and, on the other hand, the elaboration of
models of complex systems is generally to serve the policy52, because he
seeks the adaptation of economic behaviour, which is a task of economic
planning. Hence, Simon combines insistence on the attention to the faczs53,
beginning with the understanding of human behaviour in the decision mak-
ing, and the existence of specific goals when the models of complex systems
are built54. In this regard, it is striking that an author so deeply involved in
the theory of decision making in the economic sphere (especially, in eco-
nomic organizations) as Simon only takes into account, de facto, the in-
strumental rationality55. Thus, due to his avoiding a rationality of ends (or
evaluative rationality), the economic prescription seems in a precarious
situation, since it requires a delimitation of aims according to rational crite-
ria.

Simon keeps his distance towards the purely econometric views: "when
our goal is prescription rather than prediction, then we can no longer take it
for granted that what we want to compute are time series"%60. And he seeks
to prescribe human economic behaviour, but not by means of a deductive
inference from a small group of premises:

our practical concern in planning for the future is what we must do now to bring
that future about. We use our future goals to detect what may be irreversible present
actions that we must avoid, and to disclose gaps in our knowledge (..) that must be
closed soon so that choices may be made later. Our decisions today require us to
know our goals, but not the exact path along which we will reach them>7.

Again the problem of the nature itself of economics appears here. In this
regard, Lionel Robbins's idea of economics as the science which studies
human behaviour as a relation between ends and scarce means with alterna-
tive uses is still in good shape38. As Ronald H. Coase -Nobel Prize in

economics, 1991- maintains, Robbins's conception makes economics the
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science of human choices, even though most of economists restrict their
work to a set of options narrower than that suggested by that view>9. Thus,
although that position leads to carrying out a major relation of economics
to prescriptions (which are a direct fruit of the decisions on choices), it
seems that in economics the epistemic interest in favour of prediction pre-
vails more than the practical dimension oriented to establish prescriptions.

When prescription predominates, there is a methodological shift in
comparison with prediction, because prescription requires a methodologi-
cal framework of an imperative-hypotetical kind whereas prediction is usu-
ally within a hypothetical-deductive structure. In effect, prescribing needs
to indicate an end to be achieved, and this aim demands the adoption of
several means which should be used, otherwise the action which has been
made cannot be considered as rational. The hypothetical imperatives seek
to guide the economic activity and, hence, to orientate the decisions which
have been taken -the choices made- to implement the adequate means of
obtaining the ends sought. The problem arises when the unforseen conse-
quences appear.

Through the incorporation of imperative-hypothetical methods, an ap-
proach is produced between the prescriptive facet of economics (which is
then an applied science) and the normative character of social technology,
which is also oriented towards aims and considers that some means should
applied, otherwise it would not be a rational technological behaviour0.
Thus, normative economics can be connected with technologies of social
nature, either of a piecemeal kind -such as that proposed by K. Popper6l- or
of a holistic class, such as the technologies for emancipation of the Frank-
furt school. The nexus between them could be planning, which leads to
making operative the prescriptive criteria to direct the economic agency in
a specific direction. Both -the applied science of normative economics and
the social technology chosen- could be seen as ontologically different but
causally interdependent, and their limits would be drawn, basically, by
extrinsic evaluations (in principle, ethical, social and political)62.

2.3. Economic prescription and values

From the point of view of the scientific character of economics, a diffi-
culty arises when prescription prevails (i. e., the normative dimension,
which is more connected to evaluations than to predictions), because it can
introduce the "value judgements” in economics. In this issue, as O. Morgen-
stern has suggested,
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economists have been admonished time and time again to leave their political and
other value judgements out of their theories and outside their classrooms or, at
least, to make it clear when they speak as scientists, and when as citizens, politians,
religious persons, etc. This advice is well taken and should be scrupulously fol-
lowed, no matter how difficult63.

When the problem of wvalues in science is studied rather than the evalua-
tions on science, the issue is no merely a discussion of the personal, subjec-
tive difficulties, in separating his (or her) scientific attitude from the influ-
ences shaping his (or her) value judgements64. Nowadays it seems clear
that there are values in scientific activity. And, in the present case -
economics- it is easy to appreciate that prescription carries out values in a
more explicit manner than prediction. It does so in a dual form: on the one
hand, the internal values, which can be cognitive values -those of a neatly
economic character- or methodological values (the sphere of the "economy
of research") and which usually evolve around the cost-benefit ratio; and, on
the other hand, there is a set of external values, especially social values
(those related to the nexus between that activity and other human activities
which have economic incidence) and political values: both are particularly
influential in the decision making process regarding the aims to be . ob-
tained. For economic prescriptions and their planning in time (the short,
medium and long run) are not unfamiliar to the diverse factors which influ-
ence in the economy as an activity interconnected with others, which puts
aside the perspective of economics as a completely autonomous activity
(or even as isolated from the others) which would be entirely predictable
(and, hence, easy for prescriptions).

To accept that economics has a double side as human activity (as an
activity regulated by its own rules -economic activity- and as an activity
among others -economics as activity-, interconnected therefore with social,
cultural, political, etc., activities) supposes our assuming that there are or
can be internal as well as external values in economics. Thus, instead of a
human ongoing marked by variables which are totally quantifiable and
mathematically expressable, from which the most strict econometric rig-
our can follow65, we have a human undertaking where the economic aggre-
gates do not move on their own, untouched by the human agents. Hence, the
presence of qualitative elements in economic models -as happens in welfare
economics- or the existence of cultural and social factors (such as in Ger-
many on the mentality of saving or in Japan with the loyalty to the firm)
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mean that the prescriptions cannot be guided by purely econometric pat-
terns which only have internal variables of the economic process.

This assumption of values in economics gives a turn with respect to an
influential tendency in methodology of economics, defended among others
by Josep Schumpeter and Robert Solow -another Nobel Prize laureate-,
which insists on the methodological line of a value-free discipline. In this
approach, economics -as well as the other social sciences- has no more con-
nection with values than any other science which studies nature. The differ-
ence would be in the level or repercussion, which is greater in economics
than other fields insofar as it has influence in policy, because normative
economics provides the information relevant for political activity.

Against this conception there are, nowadays, several philosophers of
economics, such as Michael McPherson and Daniel Hausman66, who have
pointed out the limitations accompanying to this view of normative eco-
nomics which converts it into "purely technical” or of a technological char-
acter: a mere practical knowledge which should be implemented in the
domain of political economics. Both authors think that the influence of
social theorists, especially the economists, goes beyond the mere providing
of "technical" knowledge to those who make the decisions, experts who had
formulated the aims previously. They consider that the economists also
intervene in (or help in the task of) determining the goals to be achieved.
Thus, the picture of the economist as a mere supplier of technical or spe-
cific information does not match the fact, present in the last two centuries,
of social philosophers who have found in economic theory ideas .to their
social design.

Underneath the economic prescriptions there are -in my judgement- a
set of issues on the existence of an evaluative rationality with respect to ends;
a rationality different from the instrumental rationality of means (which is
the dominant both in the neoclassical authors and in H.A. Simon). Ration-
ality of ends would take charge of drawing the aims of economic prescrip-
tions. This includes several levels: firstly, the selection of possible aims;
secondly, the elaboration of priorities, either in terms of a hierarchy of
ends within a delimited field or through a consideration of the realms
which are or should be priorities; thirdly, evaluation of the consequences
which derive from those aims (in economic terms or in other terms: social,
cultural, political, etc.).

A theory of economic prescription should include -in my judgement-
several elements, among them the following. 1) According to the rational-
ity of ends, economic agents are neither mere searchers of maximisation of
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subjective expected utilities (these are frequent in the methodological in-
vididualism of neoclassical economics), nor are they subjects whose full
task is satisficing -in the sense of Simon-, because the maximisation is an
ideal feature, not a real one, of economic agents (who have, in fact, a
bounded rationality) and satisficing does not require that the aims are al-
ready given; moreover, the process of satisficing can be carried out follow-
ing different ways, which can modulate the orientation towards the ends
sought. 2) Incorporation of more qualitative factors at the moment of
drawing the economic aims of prescriptions, since economic agents have
not as a single goal the obtaining of the maximum economic benefit: eco-
nomic activity is linked to other economic strategies within the social
world, which has its repercussion -as A. Sen has pointed out- in "the deep
interdependence in the achievements of people's respective goals"67. In
addition, the publication of papers on the cooperative aspects in the do-
main of this discipline68, and the recent’ research line about altruism in
economics69, allow us to asseverate the existence of a break in the tradi-
tional neoclassical scheme of a utilitarian rationality of a noticeable indi-
vidualistic kind. Futhermore, against the one-dimensional methodology of
this orientation, it should be emphasised that the economic activity itself
is interconnected with other social and cultural elements (familiar, ethni-
cal, national, international, etc.) which influence the presciptions to be
given (in a similiar way as the social rejection to a motorway motivates
the modulation of a technology which is well oriented from the technical
point of view).

The internal values of prescriptions depend, to some extent, on the
knowledge provided by economic predictions, because, like any other con-
ception which supposes the direction of human activity, it requires a possi-
ble aim that should also be achievable. Thus, some of the components of
internal evaluations of economic prescriptions can be the simplicity of the
goal, the consistency of means, the adequacy with respect to the agents, the
ratio between cost and benefit,... Regarding the external values the list is
wider: they go from evaluations of ethical and social character
(repercussion to social groups, especially the labour dimension -i. e., in
terms of employment: social discrimination versus social cohesion; inte-
gration in the working place versus emigration; labour dignity versus "junk
contract", etc.-) or of a social and cultural kind (i. e., social settling versus
creation of minorities) to components of a different class (political, eco-
logical, etc.).
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Looking at the problem from a methodological angle, the complexity
of economic reality seems more patent. In effect, the present general pro-
posal asumes that the applied science which emerges -the normative eco-
nomics-combines several things: (a) it is backed up by the predictive  in-
formation of the descriptive or "positive” branch of economic science; (b)
it should adopt a method different from the dominant methodological
individualism of neoclassical economics; and (c) that method will follow
a position which is divergent with respect to the holistic methodology of
narrow kind, such as that derived from the economic systems with prescrip-
tions in terms of social planning, systems guided by a voluntarism regard-
ing the economic aims (which do not contemplate that the rationality of
means is not restricted to the mere economic activity but which is clearly
afected by its character of being one human activity among others and,
therefore, linked to ethical, social and political factors which eventually
affect productivity itself). To look for that tertium quid between meth-
odological individualism and holistic methodology can lead us to stress
the role of economic activity as social action, distant from the maximisa-
tion of subjetive expected utilities and different from the search of imper-
sonal collective aims, plannified extrincally to the economic agents.

A possible enumeration of internal (or endogenous) values to economic
activity as such is the following: satisfactory relation between cost and bene-
fit; efficiency and effectiveness, with predominance of the first; search of
certainty, and consequently a diminution of uncertainty; adequate correla-
tion between means and ends, with the decrease of risk; profitability; com-
petivity;...

Regarding external (or exogenous) wvalues to economic activity as such
(extrinsic to economic knowledge and method) an important feature is the
wide diversity of their possibilities, according to the human or social facet
correlated with the economic undertaking: (i) on its socio-psychological
dimension (trust, credibility, viability,...); (ii) as a socio-cultural phe-
nomenon (to satisfy the needs, to cover the expectations, to syntonize with
the social patterns, social welfare,...); (iii) insofar as it is a human activity
capable of ethical valuation (dignity of the person, honesty, integrity,...);
(iv) on the basis of its political scope (to reduce the inequalities, to in-
crease freedom,...); (v) as it has a repercussion on the environment facet
(protection of the milieu, to avoid ecological dangers,...);...

This taxonomy of values, as well as any other which could be offered,
depends on a previous theoretical problem: the status itself of values. For
modulation of the problem varies notably if an objectivity of values is
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defended (or, at least, some of them) instead of considering that all values
are intersubjective (or, even, merely subjective) and then under the acknow-
ledgement by a collective (or, it is the case, by an individual) within a
concrete framework of space and time. The way of characterization of the
values influences in how to configure the axiology of inquiry70, because this
marks the ends (in this case, economic ones) which will require adequate
means. Thus, the reflection on the economic prescription exhibits several
philosophical and methodological problems which are not easy to resolve:
1) the way of relating the values internal to economic activity and those
external to economic knowledge and method but with repercussion in the
economic science; 2) the status itself of the values involved and their inci-
dence in the priorities to be established by an axiology of inquiry; 3) the
form of evaluating the results of economic prescriptions taking into account
the internal and external values assumed.

2.4. Prediction and prescription: a kind of conclusion

In order to take stock of the complex tast of articulate economic predic-
tion with economic prescription”1, several elements which are relevant
from a philosophical and methodological perspective should be empha-
sised in my judgement. Firstly, prediction is not the leitmotif of econom-
ics insofar as the aims sought by this discipline go beyond the range of
descriptive tasks to go into the prescriptive functions of the axiology of
economic research. Secondly, prediction can be distinguished from the
mere testable implications of a economic model established, because it in-
cludes the factor of temporality: it looks at the future that, in principle,
starts with the mark of uncertainty. Thus, the prescriptions can reduce the
margin of uncertainty insofar as they select attainable aims and they associ-
ate the available means to them.

Economic prescription combines, basically, the following features: (i)
in a form clearer than prediction, prescription takes place on a teleological
horizon, because it appears directly related to ends sought; (ii) it exceeds
the epistemological level which supports the predictive methodology and
becomes a concept connected to the direction of action, an aspect which is
more obvious when a planning of economic activity takes place; (iii) inso-
far as it leads towards an adaptation of the future of economic undertaking,
prescription is supported by the base of predictions given by the economic
science in its face "positive" or "descriptive"; (iv) there is an asymmetry
between "prediction” and "prescription”, because not all economic predic-

338 THEORIA - Segunda E})om
Vol. 13/2, 1998, 321-345



Wenceslao J. GONZALEZ PREDICTION AND PRESCRIPTION IN ECONOMICS

tion is accompanied by the posibility of a viable prescription, due to the
fact that it is possible to predict economic phenomena which we cannot
control (i. e., predictions of economic cycles in the long run) and the eco-
nomic prescriptions themselves are assessed with respect to their plausibil-
ity -as better or worse off economic policies- according to predictions,
and thus predictions can be used to evaluate prescriptions’2.
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