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Abstract  
In social science the concept of ‘institution’ plays a very important role. There are, 
however, significant differences in the way the concept is interpreted by the different 
schools of thought. Within economics is a divide between Original Institutional 
Economics and New Institutional Economics. Within sociology the Classical Sociology 
approaches the concept differently compared with the way Micro-Sociology is 
interpreting it. Serious methodological differences make a fruitful confrontation 
between the different approaches almost impossible. This paper shows that a 
methodological synthesis is possible. The method of isolated abstraction, as applied 
by orthodox economics has the potential to offer a synthesis by adding social and 
psychic logic to the analysis of economic logic. Moreover, the application of 
methodological institutionalism can overcome the divide between the typical micro 
and the typical macro methodology.  
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       The Concept of Institution in Economics and 
         Sociology, a Methodological Exposition 
 
1. Introduction 
In both economics and sociology the concept of ‘institution’ plays a significant role in the 
explanation of the functioning of economy and society. In economics there is a 
controversy between the Original Institutional Economics (OIE) and the New 
Institutional Economics (NIE) about the way institutions and institutional frameworks in 
the economy must be interpreted and explained. In sociology there is a controversy 
between the Classical Sociology (CS) and the Micro Sociology (MS) about the 
explanation of institutions and institutional frameworks in society. Both controversies are 
highly influenced by methodological differences, which make a fruitful confrontation 
very difficult. 
This article aims at a methodological exposition of the four approaches in an attempt to 
create more synthesis in the debate concerning the role of institutions. The paper is 
organized as follows. Section two will deal with the definition of the concept 
‘institution’. The third section discusses the different methodologies and explanations of 
the relationship between institutions and economic performance within economics. 
Section four is doing the same for sociology. In section five we bring the four approaches 
together and show the necessity of more methodological integration. Theoretical 
improvement can only be achieved when there is more synthesis in ontological, 
epistemological and methodological respect. Section six concludes. 
 
2. Institutions                                                                
An institution is defined as a rule that governs human behaviour and an institutional 
framework is a more or less coherent set of rules that shape and restrict human behaviour. 
In this definition two terms are relevant, namely rule and behaviour. Important categories 
of rules in the institutional literature are habits, routines, customs and legal rules. Habits 
are more or less conscious regularities in behaviour that must make life more convenient. 
Routines are more urgent regularities. Families and production households can adopt 
routines in order to make the raising of children or a particular production process more 
effective. Customs are rules of behaviour that include a moral connotation. People expect 
from each other to behave according to particular customs. Legal rules are set by a 
government in an attempt to regulate human behaviour.  
An institutional framework is a set of interrelated rules or institutions that aims at the 
framing of behaviour in a particular situation. It contains a certain degree of coherence; if 
not then the framework is not effective in reaching its goals. Important examples of 
institutional frameworks in the economy are the system of collective bargaining with 
respect to labour conditions, the social security system and the monetary system.  



 2

There is an intimate relationship between an institution and an institutional framework. A 
framework only functions well if most or even all institutions are respected to a certain 
degree. Most institutions, however, have meaning only because they are part of a 
particular framework. Actually we can imagine hierarchies of institutions and 
institutional frameworks. So the institutional framework of an economy consists of an 
interrelated series of frameworks, such as the monetary system and the labour market 
system. The two systems just mentioned as a matter of illustration, are frameworks in 
themselves, consisting of many subsystems. 
Now it is important to define what we mean by human behaviour. In some approaches 
only the sense data we receive when observing behaviour are taken into account. In other 
approaches, however, also the thoughts and emotions of human beings are considered as 
real. We follow the critical realist view when saying that also the emotions and thoughts 
reflect the world-views of people are important parts of reality1. When we take a 
particular person who is Muslim, for example, not only his actions but also the Islamic 
way his mind is framed is part of our institutional reality. Knowledge of people’s world-
views leads to a better understanding of human behaviour. Thus institutions also refer 
to rules that shape and restrict human thinking and human feeling. Our ideas, frames 
and world-views and the values and norms that are derived from these views are 
institutionalised in our minds. Of course there are close relationships between the 
institutions that shape the human mind and the institutions that shape external human 
behaviour. 
 
Now we know what we mean by institutions, institutional frameworks and human 
behaviour, we can try to analyse the interrelationships between these phenomena. In the 
following two sections we will show the way in which economics and sociology have 
developed their analyses in this respect. 
 
3. Economics and Institutions                                   
Economics is part of social science, which is rooted in positive moral philosophy. Over 
the years it became increasingly independent of developments in other sciences, 
including moral philosophy. When we compare the different schools of economic thought 
with each other – mercantilists, classical economists and neoclassical economists, for 
instance – we observe an increasing ‘isolation’ of so-called economic factors from non-
economic factors. In the mercantilist view the economy was an instrument in the hands of 
the state. In classical political economy a positive analysis was made of the functioning 
of a Western capitalist economy in its different stages of development. Institutions such 
as capitalism, classes, charity institutions and legal rules (property rights, poor laws and 
compulsory education) were recognized as principal factors that influence economic 
performance. If we compare Smith with Ricardo there is an important difference already 
in the role of institutions in the analysis of a capitalist economy. While the economics of 
Smith is a mix of institutional analysis and economic logic, Ricardo has become a well-
known economist because of his rigorous economic analysis2. Nowadays most 
economists know Smith from his analysis of the role of specialisation in the creation of 
wealth and his famous ‘invisible hand’, a metaphor that expresses his optimism about the 
                                                 
1 See for a treatment of critical realism in social science Benton and Craib (2001). 
2 See, for instance, Ekelund and Hebert (1990). 
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functioning of free markets with respect to allocation. The institutional part of Smith has 
disappeared from modern economics textbooks though. Ricardo still plays a role in some 
modern radical economics circles, because of his straight economic analyses of the 
production process and of his laws of distribution of income over different classes.  
  
In the end of the 19th century an increasing number of economists were impressed by the 
methods of research of the natural sciences. Here the strategy was focussed on the 
discovery of natural laws. By isolating one force the effects of it, and of changes in the 
strength of this force can be tested. Applied to social science economists such as Mill, 
Jevons and Menger advocated the isolation of the economic force from other forces3. 
In a process that took place over a period of several decades they developed the so-called 
neoclassical research strategy. An economic world was constructed that was 
characterised by the omni-present problem of scarcity and inhabited by economic-rational 
man. The actors were assumed to be rational and socially independent in their drive to 
maximise their utilities under the constraints of the resources available. The logic of this 
world can be analysed, leading to the formulation of a series of economic laws, which 
were supposed to have a universal and eternal character. In this way economists hoped to 
model the economic aspect of human behaviour. The psychic aspect was disregarded by 
the adoption of the assumption of perfect rationality, which means that actors take 
decisions on the basis of carefully constructed knowledge rather than on emotion or 
tradition. The social aspect was ignored by the adoption of the assumption of social 
independence of the actors. In other words, relations between people are of an economic 
nature only. Humans do not recognise each other as humans and are therefore not 
inclined to attach (moral) rights and duties to each other that are linked to the mere fact of 
being human [see for a more extended explanation of the term ‘social’ the next section]. 
The analysis of the economic world is a perfect reflection of the phenomenon of scarcity. 
In this interpretation the term ‘economic’ does not refer to a sort of observable behaviour. 
In real life human behaviour has more aspects than the economic one, also in the 
economy. Empirically observable behaviour results from the operation of different forces, 
and it is the task of other social sciences to model the other forces.  
Some neoclassical economists were sceptic about the possibilities of application of the 
economic analysis to the real world, since other forces do also play a significant role in 
reality4. But other neoclassical economists assumed that a capitalist economy, 
characterised by free and competitive markets, was an area of real life society that is 
dominated by the economic force5. If actors, for instance firms, would allow other forces 
to play a role as well, these actors would not survive in the competitive struggle. 
Therefore, economic analysis was extensively used to explain the functioning of the 
private sector of our economy. 
  

                                                 
3 See for instance Mill (1874). In Hausman (1992) we find an extensive treatment of the problems of 
separateness that has resulted from the isolation strategy. See also Keizer (2007). 
4 This is the problem of inexactness according to the terminology used by Hausman (1992). 
 
5 Marshall assumed that the business sector could be approached like this. Labour markets, however, are 
functioning differently. 
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Especially in the United States there was a group of economists who disagreed with this 
research strategy. Their economics is called Original Institutional Economics (OIE) 
now. They denied the fruitfulness of the development of universal and eternal laws that 
result from the abstraction of typical psychic and typical social factors. According to OIE 
human behaviour is essentially rule-governed and social scientists must carefully describe 
the evolution in the institutional frameworks that shape real life economy and society. 
Since human life is not the result of the operation of a series of universal and eternal 
laws, a meaningful analysis cannot abstract from the time when and the place where 
events take place. There is an evolutionary process that goes from a simpler and more 
primitive stage to a more differentiated and sophisticated stage. So rules that govern 
human behaviour are bound to particular times and particular places.  
 
If we compare neoclassical economics with original institutional economics we observe a 
number of important differences in methodology. From an ontological point of view 
neoclassical economics is about an isolated economic world, where important factors are 
ignored just for the sake of modelling the typical economic force. Original institutional 
economics, however, is about real life economy and society, and tries to abstract only 
from factors that are less essential for a good understanding of the evolution of 
economies and societies from one stage to the next. From an epistemological point of 
view neoclassical economics must be characterised as deductive. On the basis of 
introspection (observation of one’s own thoughts and emotions) a few axioms are 
formulated. These axioms form the basis of an analysis from which important laws are 
deducted. If it is assumed that the economic force is relatively strong in particular 
practical situations, empirical testing of the deducted statements makes sense. Original 
institutional economics, however, is of an inductive nature. On the basis of empirical data 
trends are observed. By means of a general picture of the evolution of economy and 
society and the different stages that are distinguished future developments are predicted. 
Because of the diversity of human life prediction is a precarious business, especially with 
respect to long-term developments. But on the basis of reliable statistical information it is 
possible to select factors that are crucial to future developments and governmental 
policies might improve conditions so as to stimulate progressive forces. 
From a methodological point of view neoclassical economics has a clear micro 
orientation. The character of an individual actor is assumed to be the stable element – like 
atoms in physics. His behaviour changes under the influence of changes in circumstances 
only. Groups of actors or societies at large must be interpreted as aggregates of 
individuals. So social science must start to explain individual behaviour. The individual 
actor is assumed to have stable preferences and a given set of scarce resources. By 
deliberately weighing costs and benefits of all possible options he finally decides which 
action is maximising his utilities. Every action results from this decision making process. 
The economy as a whole results from the aggregation of all the individual decisions. In 
this world behavioural change results from changes in the amount of scarce resources and 
from changes in the technique of production and consumption. When neoclassical 
economists make their analyses more sophisticated they recognise that actors can use 
each other as important sources of information and that some people or statistics about 
group behaviour may have a strong effect on the behaviour of an individual actor. So 
people learn from each other and from their own experiences. They change their 



 5

preferences under the influence of their learning processes. But they stick to the fact that 
individuals take decisions, not groups or societies. Original Institutional Economics, 
however, has a clear macro orientation. Societies are part of the process of evolution of 
the universe and of the emerging global society. Not any society can escape from this 
process and must accept its particular stage of development, including the institutional 
structure that belongs to it. Now the economic and societal performance is determined by 
the existing institutional frameworks. The prevailing institutions even shape the human 
motivations that form the basis of the micro approach. 
                                  
                                                               * 
 
During the Thirties and Forties the role of the government had grown significantly. This 
must have stimulated the institutional awareness of neoclassical economists. When 
neoclassical analysis is applied to real life economies it must be recognised that a 
particular institutional structure is implicitly assumed. Institution-free economies do not 
exist. A government is assumed to be responsible for the protection of private and public 
property rights. Moreover, even a perfect market economy cannot produce public goods 
efficiently. Related to the public goods problem there is the problem of externalities. The 
intervention by a third party – i.e. the government - is a necessary condition for a Pareto-
efficient solution.  
These developments triggered neoclassical economists to become increasingly interested 
in an analysis of the government sector (Public Choice), of organisations (Organisation 
Economics) and institutions in general (New Institutional Economics: NIE). On the basis 
of axioms that constitute the economic world – utility maximization under the constraint 
of scarce resources, rationality and social independence – they tried to argue why 
institutions can be efficient means to achieve a maximum of efficiency. So in this 
approach institutions are meant to be economic-efficiency-enhancing rules. They save 
information costs and coordinate decisions in prisoners’ dilemma and assurance game 
like situations. Some institutions contribute to the efficiency of the economy as a whole, 
while others make the economy more rigid and stagnating. In a competitive economy 
inefficient rules will not survive. Especially democratic societies appear to be vulnerable 
for pressure on the government from private interest groups, which might deteriorate the 
general efficiency of society as a whole. Via voting-with-feet people may escape from 
these sorts of inefficiencies. 
 
Methodologically the NIE is similar to neoclassical economics. So, ontologically reality 
is framed according to the axioms that constitute the economic world, epistemologically 
it is deductive, and methodologically it is micro-orientated: institutions result from 
economising behaviour of individuals. The following examples illustrate the typical NIE-
explanation of institutions. 
 

• Many consumers have developed habits by buying always the same brand of 
butter because this saves information and decision making costs. Once a particular 
brand satisfies well, they think that marginal costs of searching for better 
alternatives are higher than its marginal benefits. So when buying butter, they 
always stick to the same brand. 
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• Physicians have developed routines to diagnose a particular disease so as to save 
costs. When they send a patient to a particular medical specialist, he follows a 
protocol when combating the disease. Groups of experts have developed such 
protocols in the course of time and an individual specialist can save time by 
simply applying these protocols. 

• In football stadiums a custom has been developed that says that it is not polite to 
stand up in order to better watch the game. Experience shows that, without this 
custom, there is a prisoner’s dilemma. This dilemma results in a crowd that stands 
upright all the time. So it is efficient for all rational and socially independent 
spectators to accept the custom to sit down. 

• Many economic actors prefer to have a legal rule that forbids robbery and 
homicide. They have an interest in the promotion of ideas such as ‘respect for the 
other’ and ‘respect for the property of other actors’. Only those who think to have 
a talent for violent activities would vote against the adoption of such rules. 
Practice shows that these people are a small minority. Legal rules that forbid these 
activities diminish feelings of anxiety and create room for many people to take 
different sorts of initiatives. For them these rules enhance efficiency significantly.        

 
Now the number of economists that participate in the NIE-research programme is 
growing. History repeats itself. Over a period of about a hundred years a much higher 
number of economists worked in the neoclassical research programme compared with the 
OIE-programme. Nowadays the same is true for the NIE-programme. Important 
methodological differences make it difficult to have fruitful confrontations between OIE 
and NIE. In a following section we will compare and contrast these differences in more 
detail. Now we will first deal with the role of institutions in sociology. 
 
4. Sociology and Institutions                         
Auguste Comte is generally considered to be the founding father of sociology6. He 
promoted the use of strict scientific methods to acquire relevant information and 
knowledge about the functioning of societies. Classical Political Economy was blamed 
for being too narrow in its study of the causes of the wealth of nations. Sociology placed 
the economy in the context of society as a whole. Besides the economy every society has 
a number of different institutions, such as family, religion and government. In a 
sophisticated analysis of modern societies many other institutions can be distinguished, 
such as education, health care, and mass media. They all fulfil a particular function in 
society. So institutions are sets of interrelated rules that frame the behaviour of 
particular functions in society. Now we call sociology that developed in the second half 
of the 19th and in the first half of the 20th century Classical Sociology (CS). It analyses 
society at its macro level: society as a whole. Functionalists consider society as an 
organism and the different institutions as organs. If some organs do not function well it 
affects other organs negatively. All organs must function reasonably well in order to 
create a harmonious society. Only societies with a reasonable degree of harmony are able 
to make progress in terms of economic and societal performance. Conflict theorists, 
however, considered society as an arena, where different groups are combating each 
                                                 
6 The core of sociological theory is extensively presented and discussed in Collins (1994), Ritzer (1996) 
and Turner (1998), for instance.  
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other. Especially groups that play an important role in the economy are relevant in this 
respect. Power is unevenly distributed among the conflicting parties. The dominating 
party rules over the dominated party, economically, socially and politically. The conflict 
strongly affects the culture and the institutions of society. Progress will be made if the 
progressive party is successful in its attempts to induce institutional change. The party 
that profits most from newer techniques of production is the progressive party. The 
struggle of the bourgeoisie against the nobility in Europe in the 18th century and the 
struggle of the workers against the capitalists in the 19th and 20th century are illustrations 
of this mechanism. 
Methodologically Classical sociology can be characterised as follows. Its ontology 
consists of the following two statements: (1) human behaviour is group behaviour, and 
(2) society consists of a few principal institutions. It pretends to describe and explain the 
real world rather than an isolated world. Its epistemology is quite inductive - Durkheim 
was the first grand sociologist who conducted much empirical research. 
Methodologically, classical sociologists advocated a macro-historical rather than a micro-
logic approach. Individual behaviour is determined by the characteristics of the group to 
which an individual belongs. Group behaviour is determined by its societal context. 
Change of individual behaviour is the result of changes in group behaviour, which results 
from changes in the institutions of society. Institutional change in society results from 
changes in the power relations between the different groups, especially the principal 
groups in the economy. These changes are the result of changes in the state of 
technology. In the end every change of human behaviour results from a growth in 
knowledge about the behaviour of everything in the universe. More knowledge about the 
functioning of the universe including human societies implies a greater control over 
natural and social processes. Finally this greater control means more prosperity and more 
peace for all. This is the challenge of natural and social sciences: to improve the human 
condition. Empirical research of an inductive nature must reveal the mechanisms along 
which this process of evolution takes place. 
                          
                                                              * 
 
Especially in the period after World War II a growing number of sociologists objected to 
the macro methodology, which dominated their field of study. They began to analyse 
behaviour of individuals in a small group. According to them groups do not act; only 
individuals take decisions and act accordingly. Individuals take their decisions in 
permanent interaction with other people. Thus, social interaction is very important. This 
process does not take place on the macro-societal level, however. Meaningful 
sociological research starts on the level of a small group where individuals have regular 
face-to-face contact with each other. Here people are inclined to develop a common set of 
values and norms based on a common understanding of their world. On the basis of 
these common understandings institutions are developed that rule the behaviour of 
the members of the group. If all members are perfectly socialised there is no difference 
between individual behaviour and group behaviour anymore. Via a system of overlapping 
networks different small groups that are part of a larger institution or part of the same 
society are affecting each other’s culture and institutions. If the socialisation of these 
different small groups into a bigger group is perfect, one bigger institution on the meso-
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level has formed. If a society emerges – and a few principal functions have become 
institutionalised and strongly interrelated - governmental institutions are primarily 
responsible for the maintenance of a sufficient degree of societal cohesion7. 
 
Within micro-sociology (MS) different approaches can be distinguished. Symbolic inter-
actionists stress the process of interaction between people that create a common culture. 
Exchange theorists stress the fact that every social relationship is based on an exchange 
between the different parties – every party must sacrifice something in order to receive 
something, of higher value. For instance, if a group of boys, living in the same 
neighbourhood, are playing with each other, membership of the group requires 
adjustment to the mores of the group. Reaching a particular status in the group or the 
simple fact that one is not alone anymore, are important advantages of group 
membership.  
A third approach is the rational-choice perspective. Social relationships are exchange 
relationships and exchange takes place if all parties in the exchange profit from it, that is, 
if the benefits are larger than the costs. People are utility maximisers under a number of 
constraints, and they do it rationally. This approach differs from the neoclassical 
approach in economics by assuming a social-economic rather than an economic world. 
Human beings are not only assumed to be economic, but also social beings. This means 
that they are inclined to recognise each other as humans, including the rights and duties 
that belong to it.  
Methodologically micro sociology can be characterised as follows. 
The ontology of symbolic interactionism consists of the following statements: (1) human 
behaviour is group behaviour and (2) social relationships are formed on the micro level, 
where people meet each other in small groups, such as the family, the neighbourhood, the 
local church or the department of a labour organisation. They do not deal with the 
economic and the psychic aspect and create an isolated social world, where people who 
live in each other’s proximity are inclined to form a common understanding of their 
situation. But in contrast to neoclassical economics they do not explicitly adhere to the 
idea of isolated abstraction. So they do not develop axiomatic models, but prefer to 
describe processes of a social kind. Exchange theorists add another axiom to the two just 
mentioned: social relationships are exchange relationships. They recognise psychic and 
economic costs and benefits, and therefore we must conclude that they try to analyse the 
real world. Rational choice theorists add another axiom to the two axioms just mentioned: 
people are utility maximisers under a number of constraints and reach their goal by 
weighing costs and benefits of every action deliberately. In other words, in the rational 
choice approach perfect rationality, not necessarily combined with perfect information, is 
assumed8. Via this assumption they ignore the typical psychic aspect of human 
behaviour.  
Epistemologically symbolic interactionism must be characterised as quite inductive. 
Symbolic interactionists formulate their general statements on the emergence of cultures 
on the basis of many case studies. So they draw general conclusions from particular 
observations: induction. Exchange theorists are more deductive: they accept the idea of 

                                                 
7 The description and explanation of the process of state formation in Western Europe as given by de 
Swaan is a nice illustration of this process. See de Swaan (1988). 
8 See Keizer (2007) for a more detailed treatment of the concept of rationality. 
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exchange as an axiom. Their research is focused on the discovery of what are the costs 
and benefits in a specific case. So with the rational choice theorists: they deduct their 
theories from the axiom of utility maximization by rational economic and social actors.  
Methodologically micro-sociology has, of course, a micro-orientation.  Sociality develops 
on the micro level. Via networks cultures spread horizontally and vertically until society 
as a whole has become characterised by a new culture which had its origin somewhere on 
the micro level. Especially in the exchange and in the rational choice approach a social 
logic is assumed that can be formulated as follows: every individual is motivated to group 
together with other individuals, form a common culture and try to maximize its status 
towards other groups. Grouping and ranking are the two main social processes, 
everywhere in society.  
 
In this section we have discussed the different sociological views on institutions. In 
economics the idea that human behaviour is rule governed, is not generally accepted, 
while in sociology this statement is part of the hard core of sociology. If we say that 
human behaviour is group behaviour, we mean to say that people are inclined to follow 
the rules set by the group. If a society is in a process of change prevailing rules do not 
satisfy and people are inclined to search for new and better rules. In the micro approach 
individuals have a degree of freedom in their search for groups and new rules (agency), 
while in the macro approach technological progress and changes in the societal structure 
more or less dictate the change in rules (structure). In the following section we will bring 
the different approaches as discussed in the last two sections together in order to look for 
possibilities of synthesis. 
 
5. Methodological Synthesis? 
In the sections 3 and 4 we have seen that there are significant methodological differences 
between the various approaches. Ontologically both the NIE in economics and the MS in 
sociology are about isolated worlds. The NIE is built on the idea of an economic world 
where psychic and social factors are ignored. The MS is focused on a social world where 
economic and psychic factors are ignored or do play a less explicit role. The OIE in 
economics and the CS in sociology, however, are attempts to analyse and explain the real 
world, where economic refers to the economy and not to a particular perspective and 
social to society, without any reference to what is typical social. Epistemologically the 
NIE and the exchange and rational choice approach within MS are deductive in nature, 
while symbolic interactionism, the OIE and the CS are more of an inductive character. 
Methodologically the NIE and the MS are micro-orientated and have developed a 
particular logic of individual behaviour (except symbolic interactionism), explaining 
individual, aggregated and collective action. Their analyses lead to the formulation of 
universal and eternal laws; in other words, time and place-independent knowledge, like in 
natural sciences. Symbolic interactionism in particular describes processes of group 
formation and de-formation. Methodologically it can be characterised as micro-historical. 
The OIE and the CS, however, are macro-orientated and are of a historical nature. 
According to these views there are no universal and eternal laws. As far as we can detect 
any law it is bound to a particular stage of development of society as a whole. Behaviour 
on meso- and on micro level can be derived from developments in the broader societal 
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context. So with the motive structures of the individuals; they are so fundamental in the 
micro-orientated approaches.                                                  
Summarising the methodological comparison of the four approaches we see that the NIE 
in economics and the exchange approach and the rational choice approach within MS in 
sociology apply the same philosophy of science. The same holds true for the OIE in 
economics and the CS in sociology: they differ in content, not in form. The differences 
within economics and within sociology are not smaller than between economics and 
sociology. If we were able to create a methodological synthesis, it would promote co-
operation between the different research programmes within as well as between the two 
sciences. 
 
Now we will discuss the relevant philosophical divides in more detail, to see whether 
modern discussions in the philosophy of social and economic science have solved a 
number of problems already. We first discuss the ontological strategy of the creation of 
isolating worlds, interpreted as an attempt to discover universal and eternal laws versus 
the idea that abstraction by isolation makes no sense. Then we continue by comparing the 
deductivist and the inductivist epistemology. Finally, we discuss the methodological 
differences between the micro and the macro approach and between the logical and the 
historical approach. 
 
Isolated worlds versus the real world 
As described in section 3 neoclassical economics is based on the idea of an economic 
world, where rational and socially independent actors are maximising their utilities under 
the constraint of the resources available. In this world a number of universal and eternal 
laws hold, such as the law of decreasing marginal utilities, the law of decreasing marginal 
returns, the law of demand, the law of supply and the law of one price. These laws 
describe the operation of the economic force and neoclassical economists know from 
introspection that this force is real. This research strategy is based on the expectation, or 
at least hope, that psychology and sociology are creating their own isolated worlds, 
describing the typical psychic and the typical social force respectively. Once there will be 
a time when social scientists try to create an integrated psychic, economic, and social 
world (PES-world), describing the three principal forces that drive human behaviour.  
Original institutional economists and classical sociologists adopted a different research 
strategy. They started with the idea that the universe is subject to a process of ongoing 
evolution. At one time in this process life evolved, culminating in the emergence of 
properties of living systems that are called human beings and human societies now. 
Careful description of historical trends in real societies can give us important insights into 
the evolutionary mechanisms and into the way macro developments are spread over 
society. Of course some trends are more important than others. It implies that our models 
of society must reflect the most important trends and must abstract from details. If 
analysts think that the capital-labour divide is decisive for the way society progresses, we 
call our society a capitalist society and we discern trends about the main determinants of 
the relative power of the two classes. If analysts think that the application of modern 
production techniques has created a very heterogeneous labour force that works in a large 
manufacturing sector, and think that the way society can deal with the negative effects of 
this process of differentiation, they call their society an industrial society and start 
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searching for trends that illustrate the degree of differentiation of the work force and 
other relevant characteristics of a typical industrial society. The characterisation of 
society as a typical capitalist or as a typical industrial society implies an important 
methodological supposition. Is the private ownership of productive means or is the high 
level of specialization of employees a decisive characterisation when analysing the main 
societal processes in order to be able to explain its development? After a discussion about 
the other methodological divides we will see whether there is a synthesis between these 
two approaches possible. 
                                                                                                                        
Deductivism versus Inductivism 
Deductivists start their analyses with the formulation of a series of axioms. Neoclassical 
economists assume that humans are rational and socially independent. These 
characteristics are not accepted because economists think that they are real, but because 
they want to focus on something different. They want to focus their analysis on the omni-
present phenomenon of scarcity and the human motivation to reduce scarcity as much as 
possible. Via introspection they know this force is real. From this real element they want 
to derive laws that hold if the economic force is the only one in operation. They imitate 
physicists, who are always trying to isolate particular forces from other forces through 
experiments in laboratories. Social scientists cannot do experiments in the same way. But 
thought experiments are always possible and that is exactly what neoclassical economists 
are doing. The laws they deduct from their axioms are valid under the ceteris paribus 
clause. Only if there are good reasons to believe that the ceteris paribus clause holds, 
empirical testing of the laws makes sense.  
Inductivists start their research with the collection of a series of relevant sense data. They 
look for empirical regularities and see whether these regularities are rather stable over 
time and across countries. For instance, if an increase in the price of apples is always 
followed by an increase in the quantities of apples sold, this can be considered as an 
empirical regularity. Then it is useful to see whether the same regularity holds for other 
goods and for apples and other goods in other countries or in different time periods. In 
this way specific theories can be made more general. If a particular statement has been 
falsified, a more specific statement can be formulated to see whether this is an 
empirically valid statement. 
 
Both procedures are problematic. Deduction is only possible if we have formulated a 
number of axioms. But how do we get to meaningful axioms? Can introspection - 
observation of one’s own mind or internal world - be a sufficient basis for a huge 
framework of analysis? Empiricists prefer results from observations of the external 
world, since other observers can check the results of these observations. But induction 
has a serious problem as well. External observation takes place via the senses. Sense data 
are basically physical/chemical reactions and we need a system of interpretation and 
analysis before we can make meaningful observations. The architecture of the human 
mind means a particular framing of the sense data in terms of place and time, for 
instance, and only logically structured information can be understood9. Moreover, people 
need language and culture, to order human thinking in a way that makes communication 
                                                 
9 Kant analysed the operation of the human ratio in his first principal work “Critique of Pure Reason” 
(Kant, 1990). See for a short overview of Kant’s significance for economics Keizer (2006). 
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meaningful. Induction suggests that facts can be observed objectively. But humans are 
not equipped to abstract from themselves when observing the external world. Therefore 
introspection is necessary to internally observe the process of framing. Then we can 
derive – in social interaction – whether particular results of observations of the content of 
our internal world or mind are scientifically valid.  
In practice we see that particular communities of researchers accept a particular ontology 
(their paradigm), deduce other statements from it and empirically test these statements in 
an inductive way. So deduction and induction have become two different stages of one 
and the same research cycle. Different researchers can work on different stages of a 
particular programme. Some are doing many empirical tests, while others are deducting 
more and different statements from the paradigm. Over time a particular programme can 
become less progressive or even degenerating. It means that the programme is not 
successful in producing knowledge. Disappointed and discouraged scientists might revolt 
by coming up with different ideas on the paradigmatic level. This is called abduction and 
may imply the start of a new research programme. In economics we can detect several 
revolutions. Neoclassical economics (known as the marginalist revolution), the 
Keynesian revolution in macroeconomics and the rise of evolutionary economics are 
good examples in this respect. In sociology the move from macro- to micro-orientated 
analyses is a good example of a scientific revolution. 
 
Macro versus Micro 
Methodology is about the methods that can be used in order to explain phenomena. Here 
we must carefully distinguish between the level of analysis, which is the level of the 
phenomena to be explained and the level of explanation, which is the level of the 
explanatory variable(s). In sociology the highest level is the level of society as a whole, 
while the lowest level is the level of the individual operating in small groups. Examples 
of societies are the Dutch society and the German society. One can wonder whether there 
is a European society or a global society emerging at the moment. Examples of micro 
social entities, which are called groups, are the family, the neighbourhood, the local 
church and a department of a firm. Every example is disputable, since the general 
definition of a group refers to regular face-to-face contact and the existence of a common 
culture. Between the two extremes – society versus group - many intermediate levels can 
be distinguished. As a matter of illustration we sketch the structure of a system of labour 
relations. The system operates on the level of society as a whole, which is the macro 
level. It consists of three parties, namely the government, the employers’ movement and 
the union movement. Let us, for example, analyse the Dutch union movement now. It 
consists of three major union associations and a number of smaller unions and action 
groups. The largest union is the FNV with about a million members. This organisation 
consists of a series of sector unions and each sector union has a representation in most 
firms. Regularly the chief-representative organises meetings with the members who are 
employee in the firm he is representing. Now we can interpret this relatively small set of 
union members, who are meeting each other on a regular basis as the group in a 
sociological sense of the word, which is developing a common culture through regular 
inter-action. 
Now we can distinguish two main methodologies in this respect. The first is the macro 
approach, which states that all phenomena on whatever level must be explained by events 
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and processes on the highest level. In social science it means that developments in society 
and economy at large are responsible for processes on a lower level, which is the 
intermediate and micro level. In the example of the Dutch union movement it means that 
changes in the attitude of the FNV rank-and-file must be explained by the effects of 
societal changes. The second is the micro approach, which states that all phenomena on 
whatever level must be explained by events and processes on the lowest level possible. In 
social science it means that developments in some small groups are affecting 
developments in other small groups. On the aggregate level we detect changes that result 
from the many changes on the micro level. In the example of the meetings of the FNV-
membership of a particular firm we can imagine a rank-and-file that is disappointed about 
the results in the wage negotiations of the last couple of years. They report their 
experiences to higher levels within the union. If many groups appear to be frustrated the 
union leadership on sector or national level is willing to discuss what to do about it: 
trying to explain the rank-and-file why they must accept the unexpectedly meagre results 
or changing the attitude of the union as a whole in the negotiations in the near future. In 
this example developments on meso- and macro levels of analysis are explained by 
referring to what happens on the micro level. 
 
So the macro approach starts with an explanation of events and processes on the macro 
level by referring to macro events and processes that occurred in an earlier stage of 
development. This approach does not need descriptions of processes on a lower level in 
order to explain societal development. It is just the other way around. Understanding of 
events and processes on the intermediate and micro level must be explained by 
developments on the macro level. In contrast to the macro approach the micro approach 
does not necessarily have a historical character. In neoclassical economics it is based on 
the assumed economic logic of the individual. Every individual is assumed to maximise 
his utilities under the constraints of the resources available and he is free to establish 
what he considers to be his preferences. Given his preferences and the amount of his 
resources every individual is driven by his economic logic. This implies that events and 
processes on whatever level can be explained as the result of the economic logic of the 
individuals. In micro-sociology some sociologists tend towards a more historical or 
evolutionary approach when explaining the changes in the prevailing culture (especially 
symbolic interactionists). Other sociologists like to use the logic of social action 
(especially exchange theorists and rational choice theorists). Here an individual is 
assumed to weigh costs and benefits in a more or less rational way. The approach is quite 
similar to the neoclassical approach in economics, although ontologically there is a clear 
difference. In economics the social element is ignored: individuals are assumed to be 
socially independent. In micro-sociology, however, individuals are assumed to be social 
beings, unavoidably experiencing the presence of their fellow-human beings. In order to 
make interaction possible they are inclined to develop a common culture. While in a 
typical economic approach the institutions that are formed by a small group consists of a 
series of rules that are economic-rational solutions to economic problems (remember the 
example of the custom not to stand up in a football stadium), in a typical sociological 
approach the institutions that are formed by a small group consists of a series of rules that 
are social-rational solutions to social problems.  
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In order to solve the macro/micro and the historical/logic divides a pragmatic attitude 
might help. Adherents to the macro methodology assume that the macro level is the most 
stable level, while adherents to the micro methodology assume that the micro level is the 
most stable one. As a matter of comparison physicists assume the atom to be the most 
stable entity in nature, while the chemists assume the molecule to be the most stable one. 
Many biologists assume the gene as the most stable entity in living nature. Now social 
scientists must choose their most stable entity. Because institutions are sets of rules that 
‘regulate’ and stabilize human behaviour, we must look for the level on which institutions 
are the most stable. In the example of the Dutch union FNV we must find out on what 
level its institutions are the most stable: is it the macro level of the system of Dutch 
industrial relations or is the FNV on the national level or the FNV on the sector or 
company level? Is it the economic or is it the social logic of the individual member of the 
FNV, or is the culture of the rank-and-file of the small group in a particular firm or the 
institutions established on sectoral or national level that must be considered as the most 
stable element? When a researcher has chosen a particular level as the most stable one, 
then this is the level of explanation whatever the level of the phenomenon under scrutiny. 
This approach is called methodological institutionalism (MINS). 
 
The second problem is the divide between the logical and the historical approach. The 
logical approach can be presented as follows. The character of the agent together with the 
character of the circumstances determines the action of the agent. If there is a change in 
circumstances this will affect the action. But the character of the agent will never be 
affected by changes in the circumstances. In economics the preferences are fixed and the 
actor is and remains an economic actor who is maximising his utilities. The historical 
approach, however, assumes that circumstances affect the character of the agent as well. 
The character of the agent is a dependent variable and has no independent influence on 
the course of history, being the circumstances of the agent. Therefore individual agents 
are left out of a macro-orientated analysis of society as a whole. 
In a micro approach it is possible to analyse interaction processes in a small group in a 
historical way. Suppose a number of people have never met each other. Then they meet 
each other in a particular context. This meeting implies a change in the circumstances of 
the individuals who are meeting each other. This change affects the preferences and 
motivations of these participants. The social logic - focussed on the status of the group 
that is emerging – may become stronger. So with other logics; the economic and the 
psychic logic may grow in importance, dependent on the situation. In the end of the 
process of group formation there is a common culture that shapes the motivations of the 
members of the group. Then the group acts to outsiders as if they are one actor. Can we 
call this the group logic? No, because in the historical approach we do not assume the 
preferences and motivations to be constants. As soon as the group meets other groups 
these other groups are part of the circumstances of our group, affecting their preferences 
and motivations! 
Neoclassical economics, however, has just one logic, which is the economic one. 
Economists can introduce the possibility of changing preferences – people begin to prefer 
apples to pears rather than pears to apples, for reasons of satiation, for instance. But the 
drive to reduce scarcity remains a constant. In sociology, however, in some analyses the 
economic logic is recognised, while in other analyses a typical social logic has been 
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distinguished. If an actor is driven by more than one sort of motivation, circumstances 
may affect the relative strength of the different motivations. It is here that we see 
possibilities for a synthesis between the logical and the historical approach. The 
adherents to the historical approach deny the existence of universal and eternal laws. 
Everything is subject to a historical process of evolution of the universe – nothing is 
constant. The main mission of the adherents to the logical approach, however, is the 
formulation of universal and eternal laws. In neoclassical economics the laws that are 
formulated are logical deductions from the idea of scarcity that is omni-present and the 
assumptions that people are motivated to reduce scarcity as much as possible. Scarcity 
can be defined as the relationship between preferences and resources. Therefore 
neoclassical economists assume preferences as given and look for ways to increase the 
amount of scarce resources so as to reduce scarcity. They hope for psychologists and 
sociologists who try to explain the formation and change of the preferences or the 
production processes of consumption. But the basic constant in their analysis is the 
economic logic that is based on the idea of omni-present scarcity. Are the advocates of 
the historical approach willing to deny this logic? The drive may become stronger or 
weaker and the strength might differ across countries, which is difficult to model when 
the analysis contains only one drive. But as soon as we introduce more logics into our 
analysis different drives of different strength can be recognised and used as an important 
tool in our explanation of developments in economy and society. 
In the following section we will draw some conclusions with respect to the methodology 
that must be used when analysing the role of institutions in economy and society. 
 
5. Methodological Characteristics of an Analysis of Institutions. 
In section 2 we have defined institutions as rules that govern human behaviour. In the 
typical economic approach as applied in the New Institutional Economics rules are 
developed and adopted by economic actors who are rational and socially independent. 
These rules limit the options that can be chosen by individuals. But rational actors accept 
this sort of limitations if it creates possibilities that otherwise would not have existed; for 
example the custom not to stand up in a football stadium. Of course the adoption of rules 
that limit individual action creates new problems, and solutions to these problems might 
be costly. So a cost/benefit analysis of institutions can give an indication of which 
institutions and institutional frameworks are the most efficient ones. When assessing the 
practical value of these analyses we must have in mind that the ontology used is that of 
the isolated economic world, not the real world. 
 
In Original Institutional Economics as well as in Classical Sociology institutions are not 
interpreted as designs that enhance the efficiency of the economic world, but as 
specifications of values and norms and the world-views that lie at the basis of the 
prevailing culture. Both approaches adopt a macro or institutionalist methodology and 
use a historical rather than a logical approach. In the functionalist view history is 
presented as a process of ongoing differentiation in the structure of economy and society, 
driven by a process of ongoing progress in the state of technology. So the institutional 
framework of society at large is in a continuous process of change in order to 
accommodate the economic and social processes in an efficient way. If we make a 
functionalist picture of the institutional framework at a particular moment, we see that the 
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actual institutions are close to the framework that produces harmony between the 
different interests that are at stake in that particular stage of development. In the conflict 
view history is characterised by an ongoing conflict between conservative and 
progressive interests. Progress can only be made when the progressive forces are winning 
battles from the conservative forces. Institutions are instruments in the hands of the 
dominant powers. So if the upcoming progressive interests aim at winning battles from 
the elites they must also challenge the institutions that reflect the ideology of their 
opponents. In some theories the adjustment of the institutions to new power relationships 
takes place in an evolutionary way, but in other theories revolutions are necessary to 
change the institutions so as to accommodate the economic and social processes under 
the new power regime. 
 
In micro-sociology institutions arise from the inter-action between people in small 
groups. Suppose a small group in which the interaction is directed by two logics. On the 
basis of these two logics the group is developing a common understanding of its world. 
The members of this group have something in common already, which is the reason why 
they group together: their age, or sex or ethnicity, for instance. In society at large there is 
already a common understanding of their situation. This group may discuss a series of 
recent problems that members face. The discussions lead to innovations – ideas about 
new rules of behaviour. If the group is enthusiastic about their discoveries they try to 
contact other small groups with the same characteristics or try to convince individuals 
who have characteristics that make them to potential members. The group will also 
contact groups with which they have a functional relationship, and confront them with 
their new ideas about the institutionalisation of their relationship. For instance, a group of 
union members under the leadership of their representative is seeking contact with the 
board of the firm. Their idea is to regularly meet each other and discuss a number of 
issues that are considered as important by the union people. If the board agrees an 
institutional change has taken place. The frequency of the meetings is a symbol that 
expresses the way the two parties approach each other. In our example the meeting 
cannot be interpreted as an instrument for the firm to inform the union about its personnel 
policy. It is also an instrument for the union to inform the firm about their preferences. If 
this union group meets union groups of other firms they communicate with each other 
about new ideas and new developments. Our group will definitely tell the other people 
about their regular meetings with the board and about the content of the agenda. This may 
inspire other groups to try to institutionalise such meetings in their firm. If they succeed 
this can be the start of a process of institutional change in the economy and society as a 
whole.  
According to the macro methodology this process of institutional change only succeeds if 
society at large has reached a stage of development that makes a particular change fit into 
this development. According to the micro methodology the macro context never 
completely dictates the behaviour of individuals who are operating in small groups. A 
little agency already makes it possible for one society to grow in a direction, which is 
different from the direction in which another society is going. For instance, in the 
example of the first union group, which decided to ask for regularly meeting the board of 
the firm, an opinion leader in the union group could have come with a very different idea. 
A different proposal could have been adopted by the union group, for instance to buy 
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weapons to defend themselves against small private armies organised by the firm to 
threaten union members. If this idea had been institutionalised in society at large 
economic and social performance would have been very different.     
                                 
Institutions are rules that govern human behaviour, and people accept these rules if they 
are perceived as efficient. The interpretation of the term ‘efficient’ is decisive now. We 
can only understand a particular phenomenon if we place it in a proper context. Therefore 
we need a proper ontology giving us an adequate picture of the real world. We have seen 
that neoclassical economics has created an isolated world, expressing the economic logic. 
In order to become more realistic, we also need an isolated social and an isolated psychic 
world. Then we can construct an integrated psychic-economic-social world (PES), in 
which human behaviour is ruled by a combined PES-logic10. The relative strength of the 
three different logics differs according to place and time. Now we must find out the most 
appropriate level of explanation. As we have spelled out, the macro approach tells us that 
all phenomena must be explained by important events on the level of society as a whole. 
The micro approach focuses its explanation of all phenomena on the individual level. The 
question, however, is what level is the most stable one. A level is stable if the identity of 
the ‘actor’ is not influenced by changes in its circumstances. In microeconomics only 
human individuals are assumed to have constant identities. Their preferences are not 
affected by changes in the value of the scarce resources available. In micro-sociology the 
individual human identity is defined by biological and social factors. The sex, age and 
ethnic characteristics are of biological origin. Additional characteristics are determined in 
a process of social interaction. Especially the characteristics that are determined in the 
early years of upbringing are quite stable. This means that the position of the parents in 
the stratified society has a strong effect on a person’s identity. In that sense stratifications 
like the working class and the capitalist class may be important and stable elements. In 
more sophisticated analyses the working class might be subdivided into low-skill, 
medium-skill and high-skill class, since education has a strong effect on the process of 
culture formation. A more idealistic approach might refer to religion rather than to a 
position in the economic structure as a principal cultural determinant.  
 
In this way we can look for an appropriate level of explanation of societal phenomena, 
which is the level on which the institutionalised identities are the strongest and the least 
affected by changes in circumstances. If, for example, persons are low-skilled and belong 
to the lowly skilled working class, they internalise the understandings that are common in 
this class. The institutions that belong to this group are determining the behaviour of the 
members of that group. But if a particular member of this group decides to follow a study 
and becomes medium- or even high-skilled, he will meet colleagues on that level, who 
have different understandings of the world, and he must adjust in terms of social identity 
in order to function well in his new profession. In our case the individual appears to have 
a flexible social identity, but the educational stratifications are the stable elements of 
society. If we want to explain developments in society at large, we must analyse the 
relationships between the different classes and try to discover the mechanisms that 
determine the behaviour of the classes that are distinguished. If we want to explain the 
behaviour of individuals in society, we must start with an analysis of the relationships 
                                                 
10 See for a more detailed explanation of the PES-logic Keizer (2007). 



 18

between the different classes and see why and how particular individuals moved from 
one to another class. When we know the different class identities and we know that a 
particular person moved from one class to another, we can derive precisely the change in 
behaviour of that particular individual. Methodological institutionalism defends exactly 
this strategy: find the most stable element in society and use this as the level of 
explanation. 
 
Now we can solve the problem of the historical versus the logical approach. Our 
synthesis means that every analysis must have a historical and a logical element. From 
a series of levels that can be distinguished we must pick the one where the institutions are 
the most stable, like physicists, chemists and biologists are doing when they choose the 
atom, the molecule and the gene respectively as the level of explanation. Suppose the 
level of explanation chosen is the third level, while we have distinguished five levels. 
Now explanation of phenomena on level 4 and 5 are based on the logic of action of the 
stable element on level 3. The explanation of phenomena on level 2 and 1 are of a 
historical character, given the logic that determines the behaviour on level 3. If we choose 
the highest level of analysis as the appropriate level of explanation (that is the macro 
approach), all analyses are historical. If we choose the lowest level of analysis as the 
appropriate level of explanation (the micro approach), all analyses are logical. 
 
The last problem to be solved is the epistemological one. We have seen that induction 
and deduction are different stages of one and the same process. Every meaningful part of 
knowledge contains an inductive and a deductive part. It’s like the problem of the 
chicken and the egg: there is no clear beginning and there is no clear foundation of 
knowledge. We can only try to check whether existing knowledge has some validity and 
how we can extend and improve our knowledge. To produce reliable knowledge it is 
important to discuss the logical structure of it. We have seen that we can only interpret 
sense data from a particular perspective. Such a perspective consists of a series of 
axioms. Axioms are statements about the world that are assumed to be obvious. We call 
such perspective a paradigm. Neoclassical economics is based on the idea of scarcity that 
is omni-present. Sociology as a discipline is based on the idea that human behaviour is 
essentially social action. On the basis of a paradigm we can develop an analysis of the 
situation that is considered to be a problem. In neoclassical economics scarcity is defined 
as the ratio between preferences and resources. Actors are combining preferences and 
resources and demand for or supply goods. Different actors meet each other in markets. 
So an analysis is made of human behaviour in terms of preferences, resources, supply and 
demand. A series of laws are derived that hold under the set of assumptions that are 
made. In macro sociology a distinction is made of several stages of development, such as 
the hunting & gathering society, the horticultural society, the agrarian society, the 
industrial society and the post -industrial or service society. But also different 
classifications are developed, such as the feudal society and the capitalist society. 
Analysis means: make a distinction between. In this way huge structures of concepts are 
constructed – constituting a language that must make it possible to formulate statements 
about reality and to observe the world to see whether the statements are valid, also from 
an empirical point of view. These statements are called theories. And if we are able to 
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formulate our theories in a specified way, so as to make empirical testing possible, we 
call these statements hypotheses. 
So the structure of knowledge consists of the following elements: paradigm (P), analysis 
(A), theory (T) and hypothesis (H). The formulation of an idea that can be expressed in 
terms of a paradigm is the result of a creative process (abduction). Bringing together a 
series of axioms that constitute a paradigm is a creative and an analytical process. The 
development of a sophisticated analysis on the basis of a paradigm is a process of 
deduction. The derivation of theories from the analysis is a matter of deduction as well. 
To specify theories in a way that makes empirical testing possible is, again, a creative 
process. As long as we talk about general concepts we can imagine what we mean by it. 
We all know by and large what we mean by a table, a chair, a book or a cup. But as soon 
as we start our observations in order to calculate the number of tables and cups we 
possess at a particular moment, we discover that there is an element of arbitrariness in our 
concepts. They appear to be fuzzy and give people always the opportunity to change the 
meaning of a particular concept. As soon as we have observed our phenomena under 
study and counted the numbers, we must try to establish relationships between particular 
phenomena. Neoclassical theory states that there is a relationship between the level of the 
investments on the one hand and the level of the interest rate on the other hand. After we 
have observed the development of investments and the interest rate in a particular region 
and over a particular period of time, we can apply statistical techniques in order to see 
whether there is a significant relationship between the two variables. This is a typical 
inductive stage: getting from a series of particular statements to a general statement. In a 
former section we have discussed the problem of induction already. Although it cannot be 
solved and although we must accept that we can never verify knowledge, we can accept 
some knowledge for the time being as the most reliable knowledge available. But there 
will always remain room for doubts and room for knowledge that is not based on 
methods that are accepted in scientific circles. 
 
6. Conclusions   
In this article we have defined an institution as a rule that governs behaviour. In 
economics, especially in New Institutional Economics, rational and socially independent 
actors adopt rules to increase efficiency. In Original Institutional Economics as well as in 
sociology institutions reflect the values and norms that prevail in society at large. 
Different research programmes give different results when explaining economic and 
social performance. When comparing the programmes with each other we discover a 
number of important methodological differences. When we are able to create 
methodological syntheses this would improve the quality of the communication between 
researchers of different programmes significantly. In this article we have described these 
methodological differences and tried to show where possibilities for synthesis can be 
found. We made a distinction between three sorts of problems: ontological, 
epistemological and methodological ones.  
When we discussed the ontological problem we concluded that individual behaviour is 
connected to human motivation and that we cannot ignore statements about human nature 
in this respect. Three basic motivations can be distinguished, namely the psychic, the 
economic and the social motivation (PES). In every research one must justify whether 
one or all motivations are left out of the analysis. Moreover, we cannot ignore the aspect 
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of time. An analysis must be dynamic and actual behaviour is highly affected by 
experiences in the past and by expectations with respect to the future. In other words, an 
analysis must be a historical analysis.            
When we discussed the epistemological problem we came to the conclusion that 
induction (I) and deduction (D) are different stages of one and the same cycle and that 
researchers in order to avoid regression must abduct (A) from traditional cycles now and 
then (IDA). To work consistently through the cycle of a science that claims to be 
empirical in the end, we must recognise the structure of knowledge as consisting of four 
elements, namely paradigm, analysis, theory, hypothesis (PATH). 
When we discussed the methodological problem we drew the conclusion that 
methodological institutionalism (MINS) synthesises the macro approach or 
methodological collectivism and the micro approach or methodological individualism. 
This synthesis also solved the divide between the logical versus the historical approach.  
 
When we take these considerations together the combination of the views as expressed in 
the acronyms PES, IDA, PATH and MINS gives us a superior methodology. When 
accepted by all social scientists a very fruitful discussion between workers in different 
research programmes becomes possible and will enhance co-operation and diminish 
rivalry. 
 
 
Now in the end of the article we come back to the problem of the definition of what is an 
institution. Different approaches agree so long as the definition is sufficiently vague. In 
our case the definition of an institution as a rule that governs human behaviour is 
generally agreed. But different approaches attach different meanings to it, implying 
different specifications and observations. 
A typical economic interpretation – to be found in NIE – states that institutions are 
efficiency-enhancing devices. The real world is interpreted as if it is identical to the 
typical economic world. So institutions improve the efficiency of the use of scarce 
resources in this typical world. 
A typical sociological interpretation – to be found in MS – states that institutions shape 
the social world. An improvement of the institutional framework can be interpreted as an 
enhancement of the efficiency of the typical social world. We can imagine efficiency of 
the social world in different ways, depending on the paradigm that underpins the analysis. 
A typical psychological interpretation might be that institutions are framing the mind of 
the people in such a way that their self-respect is maximised. 
When we apply the methodology that is defended in this paper – PES, IDA, PATH, 
MINS – we create an integrated world where actors are PES-driven. In this world the 
interpretation of institutions is as follows: institutions are rules that frame the internal 
and external world in such a way that PES-driven actors are maximising their 
utilities, given the economic, the social and the psychic constraints. The most efficient 
institutional framework maximises human well-being in the integrated world. 
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