Book Review: Applied Evolutionary Economics and the Knowledge Based Economy. edited by Andreas Pyka and Horst Hanusch (Cheltenham, UK: Edward Elgar, 2006)


	Reviewed by James L. Webb, Economics, University of Missouri at Kansas City





	This book contains papers selected from a conference entitled “Applied Evolutionary Economics and the Knowledge Based Economy” in 2003 in Augsberg, Germany. The ten papers are arranged in four sections: “Part I. Knowledge and Cognition”; “Part II. Studies in Knowledge-Based Industries”; “Part III. The Geography of Knowledge-Based Industries”; “Part IV. Measuring And Modeling For Knowledge-Based Industries.” These papers range from “Conjectures, Constructs, and Conflicts: A Framework for Understanding Imagineering” by Arnold Wentzel to “A Non-Parametric Method to Identify Nonlinearities in Global Catch-Up Performance” by Bart Loos. 


	That is, the paper topics vary from a non-formal presentation that argues that the resources are currently available to construct a fruitful formal model of the cognitive processes involved in invention, innovation and entrepreneurship (the paper by Wentzel) to technical issues of model construction and choices of particular techniques of quantitative to modeling and statistical estimation in the context of a particular research question (the paper by Loos).  In between there are papers examining the expansion and evolution of particular knowledge-based industries in various temporal and geographic contexts. These include the insurance industry in Germany (Menhart et al), diffusion of early steam engines in the UK (Nuvolari et al), biotech innovation (), growth characteristics of US software firms (Chabchoub and Niosi), among others.


	A short review cannot describe each paper in an intelligible way -- much less to do justice to the individual articles. However, this volume provides an empirical example of applied evolutionary economics. The editors, Pyka and Hanusch, are leaders in the academic growth industry known variously as the new evolutionary economics, applied evolutionary economics or Neo-Schumpeterian economics (as in The Theory of Economic Development). The practitioners of the new evolutionary economics see themselves and their approach as presenting an alternative to neoclassical economics. 


	John B. Davis (Journal of Institutional Economics, April 2006) argues that neoclassical economics is no longer monolithic; instead a mainstream pluralism includes the new evolutionary economics, along with game theory, behavioral economics, complexity theory, and others, along with neoclassical economics. All this, he suggests, may converge to a new consensus. Thus it is important that other schools of thought that also see themselves as alternatives to neoclassical economics have a sense of this potential rival to older heterodox traditions.


	Most of the authors mark applied evolutionary economics as originating with Nelson and Winter and their 1982 book, An Evolutionary Theory of Economic Change. Brian Arthur is another seminal figure. The introductory essay (and the individual papers at various points) provide some guidance to a further understanding of applied evolutionary economics. First of all, advocates of applied evolutionary economics emphasize their rejection of “black box” theories of the firm. They argue that it departs significantly from neoclassical economics in rejecting the methodological requirement of equilibrium and optimization analysis, in claiming to take qualitative change into account and in allowing heterogeneous agents. In addition, there is strong role for complexity theory, use of cognitive sciences (in multiple senses) and a variety of mathematical and quantitative techniques.


	This reviewer is a longtime member of the Association of Evolutionary Economics, which publishes the Journal of Economic Issues, a journal founded on the institutional economics of Thorstein Veblen, John Commons, J. M. Clark, Gardiner Means, William Kapp, Gunnar Myrdal, J. K. Galbraith and contemporary work in the same tradition. The practitioners of Veblenian evolutionary economics (Original Institutional Economics) are highly critical neoclassical economic theory and see their approach as an alternative to neoclassical economics. 


	Many colleagues in AFEE are suspicious of quantitative methods and were not impressed with Nelson and Winter’s book, in which the modelling of the business firm on the analogy of biological evolution is seen as unduly mechanistic. In this book, the authors combine a scathing attack on the neoclassical economic theory of the firm, a complete acquiessence to neoclassical utility theory on the demand side of the market, and chose parameter values for simulation that did not produce results startlingly different from neoclassical economic theory. Institutional economists may be overly suspicious of quantitative techniques but their dissatisfaction with Nelson and Winter and much of applied evolutionary economics is understandable.


	Though practitioners of applied evolutionary economics like to think of their approach as an alternative and rival to neoclassical economics, much in applied evolutionary economics still incorporates features from neoclassical economics that institutional economists find inadequate. There is strong tendency toward modelling in terms of atomistic reduction to the choices of independent agents. In applied evolutionary economics, there is the same tension between fascination with quantitative technique and grappling with exigencies of the subject matter as exists in neoclassical economics. In contrast to the natural sciences and most other approaches to studying social and behavioral phenomena, neoclassical economics has shown near indifference to the study of the actual processes. In the case of neoclassical economics, almost no disciplinary resources are devoted to gathering primary data and the close study of relevant empirical evidence from the actual internal behavior of firms and actual consumer behavior.  Rather very simple (meaning few explanatory variables), elegant (meaning esthetically pleasing mathematical forms) models are combined with “stylized facts” (usually meaning conventionally interpreted, smoothed data that is collected from outside the discipline).


	Richard Nelson’s recent plea for an increased focus on “appreciative theory” in contrast to the formal modelling in evolutionary economics. Work in Original Institutional Economics, Post-Keynesian Economics and elsewhere among heterodox economists has long included appreciative theory -- that is, nonformalized theory based upon on-the-ground, detailed empirical observation, situated in historical context. The work of Veblen, Commons, Means, Berle, Alfred Chandler, Galbraith and others could be described as appreciative theory. A huge insight from all these is that the production of goods and business activities generating profits cannot be taken as synonymous; there seems to be no recognition among applied evolutionary economists that business goals are often been antithetical to and trump production. Without the detailed and contextualized, empirical observation of traditional evolutionary economics, the dynamics of the evolution of business firms (Bottazzi and Secchi) is an excercise in curve-fitting based on many implicit assumptions. 


	Besides this there is the modelling process itself. For modelling of many socio-economic processes that Myrdal’s circular and cumulative causation. For modelling depletable material resources the work of Kapp and Georgescu-Roegen is relevant. There is much that applied evolutionary economics could learn -- but apparently chooses not to -- from the earlier evolutionary economics. One cannot be optimistic about this, given the celebratory treatment of entrepreneurship and the fascination with formalized presentation (and the concomitant atomistic reductionism). 


	On the other hand, institutional other heterodox economists have an interest in being acquainted with applied evolutionary economics as per this volume. First, once more slightly re-packaged orthodox theory seems to be co-opting heterodoxy. Second, institutional and heterodox economists need to make greater use of quantitative methods and formalizations as complements to appreciative theory; this facilitates the comprehension of heterodoxy from outside and can, I believe, improve the quality of inquiry within heterodoxy. This volume has both positive and negative lessons for the us  of such methods. Third, there is useful substantive information here for various purposes. Within the context of applied evolutionary economics, the quality of the articles presented is high.   


The meaning  of evolutionary economics to Veblen was as an empirical study of the actual provisioning process of societies that did not necessarily impute evolutionary analogies that provisioning process beyond the broadest sense but that was scientific in the best sense of the term. Evolutionary economics in the Veblenian sense does not preclude evolutionary analogies. However, application of an evolutionary analogy to motivate a particular formal model without further recourse to readily available knowledge and further empirical examination (beyond cursory curve-fitting criteria) is far from Veblen’s evolutionary economics; it is more nearly what Veblen called taxonomic. 


Besides this tradition of economics coming from Veblen and institutional economists generally acknowledges the inescapable role of values in economic analysis. The implicit values in the applied evolutionary economics are celebratory of economic growth conceived as a product of the entrepreneurship inherent in capitalist economies. The reality of the twenty-first century is that conventionally-defined economic growth and the system of self-interest driving it that are so highly valued in the Neo-Schumpeterian evolutionary economics are likely to be catastrophic and even fatal to the human species as a whole. Such are the consequences of embracing implicit (but untenable) value premises and ignoring the larger context -- including depletable resources and perverse, obsolete institutions within which the actual provisioning process occurs. The so-called new evolutionary economics could learn something from the old.
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