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Book Review: Inventing the Market: Smith, Hegel & Political
Theory

Inventing the Market: Smith, Hegel, and Political Theory analyses the constructions of the
market in the thought of Adam Smith and Georg Wilhelm Friedrich Hegel and discusses their
relevance for contemporary political philosophy. Combining the history of ideas with systematic
analysis, it contrasts Smith’s view of the market as a benevolently designed ‘contrivance of
nature’ with Hegel’s view of the market as a ‘relic of the state of nature.’ As the various prizes
won by Herzog for this work confirm, this is an excellent scholarly effort, concludes Luis
Boscán.

Inventing the Market: Smith, Hegel & Polit ical Theory. Liza Herzog.
Oxford University Press. April 2013.

Find this book: 

The market – that mechanism by which suppliers and consumers
exchange and f rom which a price signal emerges, ref lecting the valuation
and relative scarcity of  a good – is at the core of  economics as it is
studied today. Beyond academia, markets also constitute a f undamental
part of  the way cit izens relate to each other in contemporary society: that
‘complex system in which people buy and sell, of f ering money, goods,
labour, t ime, and abilit ies … in our roles as workers, customers and
investors’ (p. 1).

With this topic as motivation, and f rom the tit le onwards, this book
should appeal to anyone interested in the “dismal science”, as ‘its subject
matter, the market, is taken f rom economics’ (p. 11). The author ’s
philosophical approach, which stands in contrast to how economic theory
is practised nowadays, is precisely what makes the book interesting, as
‘many … aspects of  markets … are hidden in the premises of  economic models and taken f rom
granted when economists work with them’ (p. 2). From their perspective, being able to ref lect on
several f undamental questions about markets and the ideas that unknowingly shape today’s Economics
must be an important exercise, as economists are not usually exposed to such ‘existential’ (p. 2) topics as
part of  their training.

In Inventing the Market, the choice of  thinkers by author Lisa Herzog, a Postdoctoral researcher at the
Institute f or Social Research, is justif ied by the observation that, besides Norbert Waszek’s historical
study, ‘ a systematic comparison of  Smith’s and Hegel’s views on the nature and meaning of  the market
has not hitherto been undertaken’ (p. 8). Moreover, both authors remain ‘… among the most controversial,
and most of ten misrepresented, thinkers of  the last 250 years’ (p. 5). Besides, while Smith and Hegel ‘stand
at the two ends of  a scale of  views about how much scope the market should be given’ (p. 9), both are able
to see benef its of  a market-oriented society.

Building on Herzog’s doctoral dissertation, the study is divided into two parts. The f irst of  these, def ined
as interpretive, locates Smith’s and Hegel’s views about the market in the larger, more complex dimension
of  their philosophical systems and historical contexts. The second part of  the study, of  a systematic
nature, deals with the implications of  living in a market society f rom the perspective of  both thinkers.

http://blogs.lse.ac.uk
http://blogs.lse.ac.uk/lsereviewofbooks/2013/08/22/book-review-inventing-the-market-smith-hegel-political-theory/
http://www.amazon.co.uk/gp/product/0199674175/ref=as_li_qf_sp_asin_il_tl?ie=UTF8&camp=1634&creative=6738&creativeASIN=0199674175&linkCode=as2&tag=lsreofbo-21
http://www.ifs.uni-frankfurt.de/people/herzog/
http://www.ifs.uni-frankfurt.de/
http://www.worldcat.org/title/scottish-enlightenment-and-hegels-account-of-civil-society/oclc/16582350&referer=brief_results


An interesting claim about Smith and Hegel made in the book is that ‘the greatest dif f erences between their
views, and between theirs and ours, do not lie in the dif f erent uses of  certain concepts, but in the
metaphysical background assumptions: Smith’s deism and Hegel’s metaphysics of  Geist’ (p. 13).

Smith, a prominent representative of  the Scottish Enlightenment, was much more than the f ather of
economics. The invisible hand argument, which appeared f irst in The Theory of  Moral Sentiments (1759)
and later in The Wealth of  Nations (1776) is ‘no mystical intervention by a deity, but rather a happy
coincidence of  private interest and common good’ (p.33) in which the actions of  individuals result in posit ive
outcomes f or the society as a whole. Based on a well-designed institutional f ramework that ‘provides
external def ence and secures property rights’ (p.29), the f ree market mechanism is allowed to act along with
state intervention, which provides ‘some things that are desirable f or the common good … not delivered by
the market’ (p. 36) and mitigates other undesirable consequences of  it. An interplay between nature,
designed by a benevolent God, and institutions reliant on an impartial spectator who ‘can endorse an
institution if  it  leads to good consequences f or everyone concerned, without sacrif icing the interest of
some to the interests of  others’ (p. 28), Herzog interprets Smith’s views about the market society as a
‘much more nuanced picture than the textbook cliché’ (p. 17), f ar f rom the purely laissez faire advocacy
usually ascribed to him.

Hegel, a leading f igure amongst German Idealists, who published his Philosophy of  Right (1820) is depicted
as ‘presenting a more chaotic and Dionysian’ (p. 43) vision of  the market, standing in contrast to that of
Smith’s and f avouring ‘ a much stronger regulation of  the market’ (p. 59). While his philosophy is f requently
described by scholars as complex and obscure, Herzog is able to skilf ully lead the reader to the key
concepts of  Hegel’s ‘practical philosophy’ (p.43) without ‘delving into the muddy waters of  his logic’ (p. 45).
Geist – a f undamental concept of  Hegel’s system discussed in his Phenomenology of  Spirit (1807) – is
summarized in relation to its relevance f or Hegel’s social and polit ical views as the ‘collective mindedness
of  human beings’ (p. 48). A second, complementary notion is that of  Sittlichkeit: ‘a constitutional state that
includes the realms of  the f amily and of  the private economy, in which individuals are given a broad range of
rights and liberties’ (p. 48); that is: a strong claim f or modernity in which the subjective f reedom of  the
individual is achieved, even if  this implies the admission that the market does not improve the situation f or
everyone.

Inventing the Market clearly is an excellent piece of  scholarly ef f ort as the various prizes won by Herzog f or
this work conf irm. I f eel closely identif ied with many of  her claims but, particularly, with her view that ‘both
philosophers and economists can benef it f rom a more historically situated approach to economic
phenomena’ (p. 16).

On the other hand, I also f eel at odds with some of  Herzog’s crit icisms about the current state of
Economics, not because I deny that many economists need to f lee f rom their ivory towers or that I neglect
much needed methodological innovation, but because I believe that some of  these arguments are f lawed.
For example, when she points at the ‘abstract, mathematically based models’ (p. 2) which some schools of
thought crit icize because of  its ‘f ocus on equilibrium states’ (p. 2), I see redundancy along with a
misunderstanding of  the multi- f aceted nature of  the equilibrium concept in economics. Furthermore, there is
nothing wrong with the mathematization of  economics per se as mathematics and philosophy can happily
coexist. In f act, Amartya Sen, who belongs to ‘the small but stubborn group of  thinkers who cross the
boundaries between philosophy and economics’ (p.8 n.30) made this very point in a recent interview. Finally, I
agree with Dani Rodrik’s view (who brilliantly discusses the state of  af f airs in the Economics prof ession)
that the established economic methodology provides members of  its community with a sense of  intellectual
honesty. What is needed is innovation f rom both the inside and the outside of  the economics community.

—————————

http://www.econlib.org/library/Smith/smMS.html
http://www.econlib.org/library/Smith/smWN.html
http://www.marxists.org/reference/archive/hegel/works/pr/prconten.htm
http://www.marxists.org/reference/archive/hegel/works/ph/phconten.htm
http://noahpinionblog.blogspot.dk/2013/04/what-is-economic-equilibrium.html
http://www.nobelprize.org/nobel_prizes/economic-sciences/laureates/1998/sen-bio.html
http://rwer.wordpress.com/2013/03/04/amartya-sen-on-the-disappointing-state-of-modern-economics/
http://rodrik.typepad.com/dani_rodriks_weblog/2013/05/what-is-wrong-and-right-in-economics.html


Luis Boscán is PhD f ellow at Copenhagen Business School’s Department of  Economics and his thesis
f ocuses on mechanism design applied to f lexibility trading in electricity markets. Luis holds an MSc in
Systems Modelling & Simulation (Universidad de Los Andes , Venezuela) and an MSc in Energy Economics
and Policy (University of  Surrey, UK), which he completed with the support of  a Chevening Scholarship.
Prior to beginning doctoral training, he worked f or six years as Economic Analyst at the Central Bank of
Venezuela, where a substantial part of  his activit ies was devoted to the analysis of  international petroleum
markets. He tweets at @luisraboscan. Read more reviews by Luis.
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