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FIRST DRAFT

The “tendency to discover profit opportunities’ occupies a centrd rolein modern
Audtrian economics, it isarole amilar inits centrality to that exercised by the law of
diminishing returnsin classica economics. All of the main results of the Austrian
gpproach depend in some way on this tendency. The market processis driven by the
efforts of agents to pursue profits and avoid losses. Nevertheless, thereis a great ded of
unclarity about its precise meaning. Why is there only atendency to discover? Shouldn’t
there be smply afact of discovery? Why are we hedging? Some have argued thet it is
caled a“tendency” because, a any point in time, a profit opportunity need not be
discovered. If thisis the case, whét is the difference between those circumstancesin
which the opportunity is discovered from those in which it is not? The law of diminishing
returns is atendency, but we know what interferes with its manifestation in observable
redity: viz., improvementsin the state of agricultura production But when an

opportunity is not discovered, what stands in the way? Ignorance, uncertainty of the



future? Well, of course! Those are always operative, even when discoveries are made. In
fact, we cannot concelve of discovery without ignorance and uncertainty, athough we
most certainly can concelve of diminishing returns without agricultural improvements.
Clearly, discovery, if indeed it is appropriately cdled a“tendency”, is very different from
the of diminishing returnsin the classicdl system. It isaso, aswe shall see, different from
the tendencies (or comparative static propositions) of neoclassical economics. If
terminology were the only issue at stake, clarification would be useful so that we would
have a better or more efficient vocabulary — one that can more easily direct our mindsto
the underlying redities. More, however, is a stake. The lack of clarity attendant on use
the term “tendency to discover” is symptomatic of underlying conceptua confusions that
have implications for the extert to which we conceive of the market as an open system —

one that endlesdy generates new possihilities.

Tendency: The Source of Much Confusion

The locus classicus for the discusson of the ambiguity of the term “tendency” in politica
economy is Richard Whatdley’ s Introductory Lectures on Political Economy [1966],
origindly published in 1832. Here he distinguishes two meanings.

By a“tendency” towards a certain result is sometimes meant,

“the existence of a cause which, if operating unimpeded, would

produce that result.” [1966:249]

But sometimes, again, “atendency towards a certain result” is

understood to mean “the existence of agtate of things thet the



result may be expected to take place.” [250]
These digtinctions, while useful, unfortunately cut across some of the differencesthet are
most important for our ultimate purposes. We must distinguish between tendencies that
are static and those that are dynamic or processud. If we look at Whately’ s definitions,
we might, at first glance, think that the first one refers to some isolated (i.e., ceteris
paribus) dynamic process. But we must understand that in the classcd sysem (and in
early neoclassca economics aswdl) “dynamics’ smply refersto the data changing:
population, capita, techniques of production, etc.[Weintraub]. This has nothing to do
with adjustment processes, per se. Whately gives as an example of atendency of thefirg
kind the Mdthusian law of population. The problem with this law, however, isthat it
predicts that labor should remain at the level of subsistence on average, with temporary
movements above and below. This prediction is, fortunately for humanity but
unfortunately for the law, incongstent with the historica record. How then can this
falure be explained (away)? The law states what would happen, if there were no
disturbing causes. Evidently, there were disturbing causes — possibly restraint of the
passions, forms of birth control, or agricultural improvements outpacing the increase in
population. Thus, the law, while ill operative, is not evident in the historica record. The
historica record isthe result of severa causes operating Smultaneoudy. This argument
has nothing to do with processes of adjustment; it Smply amounts to aweighing up of

conflicting tendencies (more on this later).

For our purposes, it is best to classfy tendenciesinsofar as they embody the existence of

processesin red time. Thus we shdl distinguish among: (1) static tendencies; (2) pseudo-



dynamic tendencies; and (3) genuindy dynamic or processud tendencies. Only the third
type embodies red-time processes. The tendency to discover is atendency of the third

kind. Let us briefly discuss the first two.

Satic Tendencies [Hollander]

The degree to which the pecuniary motive is operative or dominant in economicswas a
subject of great controversy in the nineteenth- century. John Stuart Mill was anxious to
preserve the great andytica power of the assumption of homo economicus, but he was
aso quite aware that “wealth maximization” was not the only motive people have. To
accommodate both anaytical and empirica demands, he argued that there was only a
“tendency” to wedth maximization (subject to the “perpetualy antagonizing”[Mill, 19 :

] desrefor leisure, and what we would call today, postive time preference). Why did he
qudify his clam with the word “tendency”? He could have smply said that sometimes
men seek wedth, and sometimes they don't. Such a clam, however, would not have
given him the result he wanted, namely, the empirica relevance of the laws of politicd
economy. For then it would be unclear when the laws of politica economy applied and
when they did not. Mill restricted the wealth maximization mative in a number of ways.
Fird, it gppeared mainly in a particular class of behavior, i.e., in business affairs. Second,
it required a particular inditutiona- setting that exigts primarily in countries like Britain,
France, Germany. And, findly, even with these redtrictions, wedlth maximization wasthe
motive only of the average or norma person. Thus, for example, the laws of politica

economy would gpply to the average behavior of persons engaged in commercein



Britain. Clearly, then, thisis a straightforward use of the word “tendency” in the second
sense of Whately above: “ the existence of a state of things’ in British commercid
dedlings such that “the result,” wealth maximization, “may be expected to take place” on

the average.

Pseudo-Dynamic Tendencies

The fundamenta example of pseudo-dynamicsisto be found in comparative Stetic
propositions, or more generdly, in laws of covariation a apoint in time, under (more or
less carefully) stated conditions. Normally these are exceptionless generdizations: If
interest rates rise, ceteris paribus, investment will fal. We do not say “invesment might
fdl, or thet it will fal in x-percent of cases, or that it will, on average, fal.” No, it will

fdl, pure and smple. Thisisin sharp contrast with Whately' s second meaning of
“tendency” which requires only that the result be “expected” to take place. The difference
between these two is that in the case of comparative Static relationships the exceptions are
hidden in the ceteris paribus dauses. In the empirica generdization of the rdative
frequency of wedth maximization, on the other hand, a number of behaviora motives are

operative sSmultaneoudy (the cetera are not paria), and the high propendty to maximize



wesdlth, under certain conditions, isthe overdl or ultimate result. Thisissmply an

outcome; no process is involved.

It may not be obvious why laws of covariation are dso ultimately satic even though they
differ from the second form of tendencies described by Whately and used by Mill. Thisis
because the former are dways Smply a pairing causes with “results’, but results that are
not observable to the technically unaided eye: they are the particular outcomes of partia
causesin aworld of multiple causes. They are cross sections dong a multi-dimengond

function that “completely” describes the phenomenon in question.

Comparative gatic relationships can sometimes give the impression of being applicable
to dynamic Stuations. There are at least two reasons for this. The firgt is that the change
in, say, investment that accompanies arise in interest rates is often approximated as the
change that temporaly follows arisein rates. Thetruthis, of course, that no time elapses

in these mental experiments.

The second reason is a bit more subtle. It has to do with what Mill called the
“compogition of causes’ [ 1936: 243]. Under certain conditions, real-world outcomes that
are the result of anumber of causes acting Smultaneoudy maey be analyzed in terms of

the partid causes. Mechanica phenomena, which Mill believed to be an extensive class
including thefield of palitical economy, are characterized by a smplicity of causd
interaction wherein “the joint effect of several causesisidentical with the sum of their

separate effects’ [243]. The paradigm caseis the vectorid addition of impressed forces



moving abody in different directions. “If abody is propeled in two directions by two
forces, one tending to drive it to the north and the other to the eadt, it is caused to movein
agiven time asfar in both directions as the two forces would have separately carried it;
and isleft precisely where it would have arrived if it had been acted upon first by one of
the two forces, and afterwards by the other” [243,emphasis added]. There are two
important points here. The first isthat each partid cause (force) can smply be added to
get the overdl effect, that is, the movement of the body in the northeast direction. The
second isthat the order of time smply does not matter. Whether the movement to the
north isfirst and that to the east is second, or the east first and north second, or both
simultaneoudly, the result is the same. In physics this may be considered “dynamics’
because of the movementsinvolved .But for our purposes, the irrelevance of time and

time order means that we are dedling with pseudo-dynamics.

The composition (or addition) of causesis possible because the individua causes
“continue to observe the same laws when in combination which they observed when
separate...” [243). These partid causes are considered “tendencies’ in the same sense of
Whatdly' sfirst definition above. These tendencies are additive because we are dedling
with alinear system: one which can be taken gpart, reduced to its components and then
put back together again, with no loss dong the way. A relatively modern example from
economics of the compogtion of causes is the Quantity Theory equation. In its
differentid form we have dM + dV = dP + dQ. Thusif thereis smultaneoudy an
increase in money and a decrease in velocity, the total effect on nomina income (dP +

dQ) issmply the sum of the partid causes, the changesin money and velocity. It is



interesting to note, however, that in the specia case where two antagonigtic tendencies
offset each other (as would be the case in the above example where dM = -dV), Mill
clamsthat the two tendencies are till active, thet the law of each is fulfilled.

“Each agent produced the same amount of effect asif it had acted separatdly, though the
contrary effect which was taking place during the same time obliterated it asfast asit was
produced” [244)]. Strictly speaking, in a gtatic context, thisis incorrect because nothing is
changing. Therearesmply “new” levels of money and veocity of circulation. The
andys has chosen dternative numbers to plug into the equation. Nevertheless, the daim
isimportant because it shows that Mill’ sthinking is partidly dynamic, that is, he hasin

mind red-world processes underlying the aggregate result.

Inthefina analyss, both of Whately’ s definitions of “tendency” — a least in the way
there were gpplied — refer to phenomena of a atic nature. The expectation of acertain
result refers to a high relative frequency at apoint in time. The operation of acause, in
unimpeded fashion, is Smply a compardtive satic experiment, athough we did see above
some ambivaence in Mill and a thought, perhaps, that mechanica analysis could

approximate processes.

On the Road to Dynamic Tendencies: A Lost Opportunity

The law of diminishing returns and the Mathusian population principle occupy a centrd

position in classical economicsinsofar as mogt of its conclusions stem from the operation

of these laws. Together they led to determinate results and, one might add, rather harsh



implications for the future of the laboring classes. The counteracting tendency that, in a
sense, opened the classicd system was improvement in the state of productive arts or, as
we would say today, technical change. Mill [1987 :710-24 | andyzed the effects of
increasesin population (and other key variables) on wages, rents and profitsin some
detall. His andysis follows the methodological precepts outlined above:

The tendency of each causein its separate state being

thus ascertained, it is easy to determine the tendency

of the actud course of things, in which the two move-

ments are going on Smultaneoudy, capita and

population increasing with tolerable steadiness, while

improvements in agriculture are made from time to

time, and the knowledge and practice of improved

methods become diffused gradudly through the

community [721].
Without any increasesin capita or technology, an increase in population would usualy
lead to afdl in red wages (dthough arisein unit labor costs) and arise in rents, as both
the intensive and extensive margins of cultivation increase to feed the additiona Iaborers.
So we could say that an increase in population tends to produce these effects. But,
unfortunately for andytica smplicity, capita aso will usualy increase as will the Sate
of productive technique. Therefore, consider now the case of population increasing and
technica artsimproving. If we imagine one factor (technique) to outstrip the other, the
andysswould be the same, according to Mill, asif, say, technique were increasing and

population were hed congtant. “To place the effect of improvement in aclear light, we

10



must suppose it to take place suddenly, so asto leave no time, during its introduction, for
any [relative] increase in capita or of population” [716, emphass added)]. If we suppose
the improvementsin productive arts are both labor-saving and land-saving, then there
will be great pressure on the price of agricultura productsto fal aslabor costsfal and
the margin of cultivation recedes. Both of these factors will therefore leed to afdl in
rents. Initidly, before any effects on population growth, money wages would remain
unchanged and laborers would regp the benefit of the fal in price of agricultura products
(hence red wages would rise). So the effects of technologica improvements, at least

initidly, are to counteract the effects of population growth.

From a contemporary perspective, one might have thought that the introduction of
changes in knowledge and the consequent “falsification” of the standard classical
predictions (thus, in a sense, opening up the model) would have lead to the introduction
of dynamic tendencies. This did not happen for a number of reasons. The effect of
changesin knowledge in the Millian system is purely commensurate with changesin
capitd and population. Each is reducible to changesin bushe's of wheat per unit of land
and thence to changes in various prices as determined by mechanidtic laws. The entire
system is one large machine with quantities of agriculturd produce generdting dl
outcomes in the find andyss. In addition, the Smultaneous operation of sometimes
counteracting and sometimes reinforcing tendencies does not change the structure of the

relationships among these tendencies. This is the essence of the composition of causes.
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Mill, however, did appreciate the limitations of the mechanica method in the study of
nature. He believed that the emergence of new properties and relationships was quite
common in chemidry, for example [1936: 243]. While the details of hisview here may
not be consistent with modern understanding of the physica basis of chemicd reactions,
it is condstent with the emergence of new possibilities chemicad combination can
engender. “[1]n the evolution of biochemidry, it iswidely appreciated that every new
compound creates new possihilities for further new compounds to synthesize:
possibilities which previoudy did not exist” [Popper, 1990: 19]. Mill, understandably,
had no inkling of this, and continued to hold out hope thet the ingpplicability of the
composition of causes to the chemica realm was afunction, in large part, of the primitive
date of scientific understanding [1936: 245]. So, in the end, the growth of knowledge
was treated as subject to the composition of causes and the role of emergence in nature

was minimized.

On the Road to Dynamic Tendencies: The Mises—Mill Connection

Recdll in the discussion above we pointed out that Mill believed in the fulfillment of the

law of each tendency even in those cases where contrary tendencies gpparently counteract
each other completely. We asserted there that while thisclam iswrong in adrictly static
context, it could be true in amore dynamic or precessud model. If thelatter isthe case,

it would show that the tendency-approach, as applied by Mill, was not inherently static.

In fact, it would demongtrate a deep tension in Mill’ s thought arising out of the use of

mechanicd tools to understand dynamic phenomena. Congder the following:
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A dream running into areservoir & one end tendsto fill it

higher and higher, while adrain a the other extremity tendsto

empty it. Now, in such cases as these, even if the two causes

which areinjoint action exactly annul one another, Hill the

laws of both are fulfilled: the effect isthe same asif the drain

had been open for hdf an hour firgt, and the stream had flowed

in for aslong afterwards. Each agent produced the same amount

of effect asif it had acted separately, though the contrary

effect which was taking place during the same time obliterated

it asfast as it was produced [244, emphasis added].
Our point hereisthat the individua operation of each causeisonly possbleina
tempord, sequentia process and that the instantaneous obliteration of one cause by the
other is, at best, a metaphor (hencetheitdicized “asif”). Therefore, for tendencies to be
fully actudized in aworld of conjunct or multiple causes, recourse must be had to
process analyss. Thisisthe direction pursued by Ludwig von Misesin his rendition of
the effects of increases in the supply of money, on the one hand, and increasesin the
demand for money, on the other [1966: 414-415]. In asmple equation of exchange
approach, the increase in money can be offset by the decrease in velocity (as we saw
above). But when we are considering processes, Mises clams, “these two opposite

tendencies do not neutralize each other. Both processes take their own course...” [415].

In aprocessud andysisit is difficult to see how there can be an increase in the supply of

money, from, say, increased gold production and a simultaneous and exactly offsetting

13



increase in the demand for money. How does the increased money (redidticaly) enter the
system? Doesiit get immediately “ caught” by the increased demand to hold? If so, then
the effective money supply does not increase. It would be equivaent in Mill’s example to
the reservoir not getting filled because the drain and point of entry overlapped, thet is,
because the water flowed into adrain directly. Therefore, a plausble scenario for the
mutua interaction of an increase in gold production and an increase in the demand for
money would have to be sequentid. For example, gold production could increase
somewhat and flow through the system, without their being a change in the demand to
hold, and then prices would rise. Subsequently, there could be an increase in money

ba ances and prices would fal. This process could continue until, in the final analys's,
“[t]he new dructure of prices may not differ very much from the previous one. But it is
the resultant of two series of changes which have accomplished dl inherent socid
transformations’. Misesis careful to note, however, that the “two processes [must be]

independent of each other” for the scenario outlined above to be plausible[Ibid.].

Thus, for “tendencies’ to be something more than mere outcomes under Sated
conditions, there must be a process anaysi's, and processes must, of course, operatein
time. “[ T]here is no such thing as an instantaneous process’ [Rescher, 1996: 38]. The
ideaof datic tendencies pointsin the direction, however hdtingly and imperfectly, of

dynamic tendencies.

Still on the Road to Dynamic Tendencies: Hayek’sContribution
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In previous work [Rizz0,1990], we distinguished between two forms of Whatdy’ s firgt
meaning of “tendency” in the work of F.A Hayek. We described a“ strong anaytical
tendency” and a“wesk anayticd tendency.” In thisview, the strength of the tendency
depends on the degree to which there is appropriate or equilibrating learning in
conditions of disequilibrium. While Hayek did not use these terms, he was very much
aware of the differentid likelihood of learning in different Stuations. Our task wasto
bring to the fore the implicit economic andysis and thus push forward the Hayekian

project.

We can begin, as Hayek did, with individuas who are frustrated in the attempt to
implement their plans. Something has gone wrong; the future did not turn out as the
individuals' menta frameworks led them to expect. Let usinvestigate how the two

approaches differ from this point onwards.

Strong Analytical Tendency: It isinevitable thet individuas will discover
their coordination errors. It is dso inevitable that they will discover the
knowledge necessary for coordination to prevall.

Weak Analytical Tendency: Individuas may discover their coordination

errors. They may discover the knowledge necessary to achieve coordination.

What digtinguishes the two tendenciesiis the background assumptions about the specific
problem-situation faced by the agents and, derivatively, the particular kind of error

involved in ther existing menta frameworks.
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In the fird case, we can imagine the agents attempting to solve the problem of
coordination of plans and actions with those of others with whom they interact. A
tentative initia solution was found in the form of aframework that governed their
expectations. This framework turned out to contain errors insofar as the expectations of
the agents were wrong: they were lead to expect that they could make exchanges with
certain other agents on particular terms, but they found that they could not. There was
mutual incompatibility of plans. The discovery of these errorsis presented asif it were
“inevitable’ [Hayek, 1948: 52]. But such inevitablity is only contingent on the exigting
framework having directed the attention of the agentsin a specific way. They tried to
make these specific exchanges, and not others. Now we move to the second stage of the
scenario. The agentstry to diminate their errors with anew framework and new
expectations. They must revise their expectations about what exchange-terms others will
accept. Hayek' s claim isthat the are “bound” [Ibid.: 53] to discover the appropriate
(equilibrium) terms. Nothing in Hayek’ s argument requires us to accept this assertion.

It is clearly wrong.

In the second case theinitid solution to the problem of interpersond coordination
reached by the agents led them to expect that the exchange opportunities they observed
were the most favorable. The framework did not permit them to imagine or, more
exactly, expect that there would be better ones— thet is, better solutionsto their genera
problem. Stated in this way, we can easily see that there is nothing permanent about this

gtuation. There are always better solutionsto problems. There are always better ways to
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coordinate the plans of agents. There is always a better mousetrap “out there.” In view of
this, why does Hayek say that the agent “may learn of the new facts asit were by
accident, that is, in away which is not a necessary consequence of his attempt to execute
hisorigind plan...” [Ibid.: 52, emphasis added]? In other words, why is there aweak
andyticd tendency? It iswesk only insofar as any particular better opportunity will not
inevitably be discovered. Certainly, dl better opportunities will never be discovered even
ininfinite time. However, it is the continua aim of individuals to discover better

solutions to the overdl problem of coordination. Thus, the fundamenta difference
between the two casesisthat the first isa story of the solution to a pecific, limited
problem. The second is the story of the unending quest for better sub-problems and better

solutions.

The strong andyticd tendency is pseudo-dynamic, not because of the limited- problem
characterization, but insofar as error-detection and the discovery of a superior menta
framework is consdered inevitable. If the solution were indeed inevitable, then it should
have been there dl-aong. Hence this collapses into the standard neoclassical case of pre-
reconciliation because there is no reason for a process to take place. A process under
these conditionsis apurdly ad hoc congtruction. The weak andytica tendency istruly
dynamic because what is needed for a new tentative solution is not there aready. Hence

the processisred; discovery is genuine. As such, however, nothing isinevitable or findl.

The Tendency to be Discovered: A Static Tendency
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In the section and the next we shall discuss two forms of the tendency to discover. The
firs ismog dosdly associated with the name of Isragl Kirzner who has pioneered the
development of thisideain economics and in Audirian economics, in particular. Thereis
no gainsaying the fundamenta importance of his contribution. It has the potentia of
transforming the face of economic science. Nevertheless, we submit that the concept of
discovery, as he has developed it, remains too closely tied to its static roots to actualize
fully its potentid. For clarity, let us saein propostion form what we shdl call
Kirznerian or K-discovery for short. While, thereis abundant textua evidence that this
accurately renders his view, no author is completely consistent over a period of many
years. So the main purpose of this section isnot to “refute’ Kirzner but to examine one
form of the discovery-tendency and show why it isinadequate to our task of

understanding the market.

K-Discovery: Ceterisparibus, dl profitable opportunitieswill eventudly be

discovered.

The Kirznerian formulation is qudified in two ways. firg, the data underlying the profit
opportunities is frozen (hence, “ ceteris paribus’), second, the agents are given indefinite
time to uncover them (hence, “eventudly”). So, putting these qualifications together, the
proposition is saying that if the opportunities are unchanged and if agents have an
indefinitely large number of “trids’ in which to discover these opportunities, they will be
discovered. Thisis an exceptionless generdization, under the stated conditions, asin the

Millian gpproach to static tendencies discussed above. From this proposition that all
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opportunitieswill be discovered, it follows that any given or any particular opportunity
will be discovered in indefinite time. Thus, in the modeling or depiction of a particuar
profit opportunity oneisjudified in saying, subject to the quaifications, that it will be

discovered.

The K-tendency occupies an uneasy home in both Newtonian and apparent red time,
depending on the perspective from which it is seen. While we should not be purists about
conceptud tools, it does not seem that this particular mixed metaphor, so to speak, works.
While the world of externa profit opportunitiesis not alowed to change, theinternd
(mentd or psychologica) world of the agent is alowed to change. How ese could he go
from a Stuation of ignorance to a situation of discovery? Thisimplies, however, that the
opportunities are to be considered independent of the interna “theoretical” framework of
the individua and its associated expectations. The opportunities exist in a separate satic
Newtonian world, while the mind of theindividua changes, develops, and growsin a

what appears to be world of real time.

Karl Popper [1990:19-20] examinesa“law” of nature related to the K-tendency as we
have stated it. Popper’slaw is “All non-zero posshilities, even those to which only a
tiny nontzero propengty is atached, will redize themselvesin time, provided that they
have time to do s0; that isto say, provided the conditions repegt themsdlves sufficiently
often or remain congtant over a sufficiently long period of time.” Popper recognizes that
thislaw, if indeed it isalaw, is undone once we redize the inherently dynamic nature of

the redlization of posshilities. Each posshility, when redized, creates new ones. Aswe
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noted above, chemical compounds create opportunites for new compounds to be
discovered. More importantly, for our purposes, the solving of a coordination problem
(the discovery and seizing of a profit opportunity) givesrise to further opportunities. For
example, the discovery of an opportunity to produce color computer monitors, even when
successfully implemented, will have unintended consegquences such as eye-fatigue
problems from glare. This, in turn, will generate additiond profit opportunities to solve
the new problem, ad infinitum. This means that the redlization of a possibility does not
alow “the conditions [to] repeat themselves sufficiently often or remain congtant over a
aufficiently long period of time’ for all opportunitiesto be discovered. New possibilities
will replace old possihilities and change the likelihood of that those thet persst will be
redized. Aswe shdl discuss further below, discovery must have a context (or a

continuity of contexts); it isthis very contextud continuity that makes the K-tendency

impossible

It should to be clear by now why we referred to K-discovery in the section heading as the
“tendency to be discovered.” In this formulation, opportunities “cry out”[Kirzner, 1973:
127] to be discovered. The population of potentia discoveries will make itsaf manifest
[Harper, 1996: 297], “sooner or later” [Kirzner, 1979: 32]. If thisistrue, then why does
discovery taketime at dl? Why are not al opportunities already discovered, asin the
neoclassca world? The truth isthat K-discovery only appearsto bein red time. Thereis
no continuous growth of knowledge over the indefinite future. At some point, there is
amply an ingantaneous awareness of the problem and its solution. Thusthe dday inany

discovery is purdly arbitrary. Nothing would belogt if its arriva had come one instant
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ealier, or in the limit, immediatdy. Thus, K-discovery underminesitsdf in the sense that

it can provide no argument againgt perfect knowledge ab initio.

K-discovery isthus an example of “radicd findism” [Bergson, 19  ]. The pre-exising
opportunities exercise a pull on the pseudo-process that occurs in disequilibrium. Thereis
atendency for frozen opportunities to make themselves known in indefinite time. Since
the “futurity” of this Satement is purely arbitrary, finadlism issues in the determination of
knowledge by the exigting data. So we come full-cirdein the sense that findismisredly
no different from “radica mechaniam” in which a putative past determines the
individua’s state of knowledge. Since in mechanism aso there is no non-arbitrary reason
for the dday between determinants and knowledge, time is here too an illuson. So both
finalism and mechanism have no defenses againg the ideas of perfect knowledge and

complete reconciliation.

The Dynamic Tendency to Discover

In this section we shdl andyze a different form of the tendency to discover. This, we
believe, captures the dynamic nature of discovery more effectively than the K-tendency.
Since the formulation of this tendency takes its inspiration from the work of Karl Popper
and the extensons thereof by David Harper [1996], we shdl cdll it Popperian discovery

or, for short, P-discovery.

P-Discovery: Individuaswill discover problems and their solutions, that is,
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they will discover profit opportunities.

The Popperian formulation is not qudified by a ceteris paribus clause and is not outside
of red time. It is a generdization about human beings; it describes afundamenta
evolutionary characterigtic: People solve problems. These problems are not satic. In fact,
one of the leading characterigtics of P-discovery isthat the environmenta background is
continualy changing. While agents may make numerous attempts to discover the solution
to a problem, they do not have an indefinite number of occasions (or trids) precisey
because the problem-situation is changing. Therefore, they will not discover every
problem (opportunity) nor will they be able to solve every problem (or seize every
opportunity). Some problems simply do not have solutions, even if an infinite amount of

time were available.

The essence of P-discovery isthat it is problem-oriented. A problem is seen through, and
only through, the lenses of a mentd framework. In the same way, a profit opportunity is
perceived through a framework that directs usto look at particular behavior and to expect
particular future developments. Sometimes the framework produces di sappointed
expectations. When this happens, losses may ensue. The agent then triesto find the
source of the error and to generate a superior hypothesis that will enable him to have
correct expectations about the environment next time. Thus, we begin with an initid
problem situation defined in terms of aframework — here a perceived discoordination of
plans — then we move on to atentative solution — there a plan to seize the profit

opportunity offered by the discoordination. Suppose that the solution fails, then the agent
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may discover the source of the error. From there he may discover a new, better
framework that defines a new problem — perhaps amore subtle form of discoordination —
and asolution to that problem. Even if the solution to theinitid problem is adequate,
however, the likelihood of unintended consequences following upon the solution will

produce new problems (frameworks) and tentative solutions.

The importance of the preceding andysisisthat discovery can take place only within a
dynamic framework, that isto say, an intdlectud structure that specifies a problem, a
tentative solution, the detection of errorsin that solution, and a new problem. We could
say that there is discovery at every stage in this process. Thisistrue. But we must be
careful not to think (except provisondly) of the process as broken down into parts. This
is because unless the entire structure isin place there is no discovery at any point in the
process. What does it mean to discover a problem without a mental framework? What
does it mean to eliminate errors without a tentative solution? How can one perceive errors
without the framework? How can one improve a framework and problem-Situation except
by reference to the previous? Discovery at one point presupposes discovery at al the

others. Discovery is dynamically continuous.

This“smple’ fact has many implications.
1. Discovery isnot instantaneous. It can take place only in atemporaly integrated
process. There is no discovery about a single, isolated fact because there are no

isolated facts.

23



2. Discovery isatendency in the sense that arises out of previous problemt situations
with their tentative solutions and possible errors. The previous problem-Stuetion
exercises “plastic control” [Popper ] over future discoveries. While prediction, of
course, isout of the question, ex post, the andyst should be able to construct a
reasonable story — arationd reconstruction — of how one discovery leads, in aloose
way, to another.

3. Theprocessisliteraly unending because both satisfactory and unsatisfactory
solutions give rise to new problems (opportunities) and new tentative solutions.
Equilibrium can only refer to the solution of a particular problem, the seizing of a
particular profit opportunity. Such an “equilibrium” is ungtable in the sense we have

been arguing in this Article.

The tendency to discover, properly understood, does not require the freezing of the
underlying economic data. The social propositionis not qudified by a ceteris paribus
clause. People discover because their survival, or less dramaticaly, ther well-being is
connected to it. Action, solving problems, and discovery are three main ementsin the
evolutionary process. Everyday and every way, the process of evolutionary trid and error
and its selection pressuresis operative and forms the context for the continua process of
discovery. On the other hand, at the individual level no one can question al hypotheses
amultaneoudy. Such a procedure is incompatible with discovery of any sort. An
intellectud “ ceteris paribus” isrequired insofar as, for example, the individua need not

question the accuracy of his observations or the methods used to make those
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observations. None of this, however, means that unquestioned hypotheses are taken as

true. Not questioning may smply be a convenient way to proceed.

The dynamic tendency to discover is thus a continuous process firmly embedded in redl
time. This processis open-ended and unpredictable. The universe of possible discoveries
isendlesdy changing as aresult of the discovery processitsdf. Thusit makes no sense
mentaly to freeze opportunities during discovery. Discovery can only be understood as a

part of aprocessin which one discovery leads to another. It is an inherently dynamic

idea.
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