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Like Georg Lukacs, the other Eastern prodigy among Max Weber's friends 
and collaborators, Joseph Alois Schumpeter, born in Moravia in 1883 and 
educated in Vienna, was a member of the generation that was formed intellec-
tually in the closing years of the nineteenth and the opening decade of the twen-
tieth century. Its first literary attempts were published at the same time as the 
masterpieces of the older generation were coming off the press. The publica-
tion of Schumpeter's earliest article coincided with that of Max Weber's first 
essay on the protestant ethic. Schumpeter's first book, Dos Wesen und der 
Hauptinhalt der theoretischen National6konomie I The Nature and the 
Principal Doctrines of Theoretical Economics 1, was published in 1908. ] It was 
favourably received in Britain and France, but had only a limited impact on 
economics in Austria and Germany.2 His second book, The Theory 0/ 
Economic Development (911), J which he never surpassed as a creative 
achievement, established Schumpeter's international fame. It was widely 
discussed and studied, also by Max Weber, whose annotated personal copy has 
survived. 4 After the death of Eugen von Bohm-Bawerk in 1915, Schumpeter 
enjoyed the reputation of being the foremost economic theorist writing in the 
German language. He retained this stature after he left Vienna in 1925 to take 
up a chair in Bonn, later moving to Harvard University in 1932. 

Schumpeter and \\-'eber were contemporaries in a literary sense, aware of 
each other's writings and interests, for a little less than a decade between 
Schumpeter's emergence as a major economist and Weber's death. Yet, it is 
important to note that most of Schumpeter's seminal ideas germinated during 
this particular period - the second decade of the twentieth century. Almost his 
entire American oeuvre can be traced back to the period before 1920. In 
Business Cycles (1939) he restated his theory of economic development in a 
refined and vastly expanded form, more subtly argued and historically fleshed 
out, but still based on the fundamental insights of 1911. Capitalism, Socialism 
and Democracy in 1942 revived arguments first suggested in the 1920 article 
'Sozialistische Moglichkeiten von heute' ['Socialist opportunities of the pre-
sent day' J, And the posthumous History of Economic Analysis (1954) was a 
massive and immeasurably learned elaboration of the chapter on 'Epochen der 
Dogmen- und Methodengeschichte' ['History of economic doctrines and 
methods'J which had been published in 1914 under Max Weber's editorship 
in the first volume of the Grundri,P der Sozialdkonomik [Outline of Social 
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Economics]. By 1920, then, the basic outlines of Schumpeter's thinking had 
become visible. The contours of his specifiC variety of social economics had 
been boldly sketched in; they were worked out, and shading and colour were 
added, in subsequent decades. 

Max Weber rarely mentions Schumpeter in his published works and never 
discusses his ideas at any length. Without referring to manuscript material, it 
is difficult, therefore, to demonstrate that such ideas in Weber's later writings 
as have a Schumpeterian ring reflect any kind of direct influence. Somewhat 
more evidence exists that Schumpeter was influenced by Weber. Of 
Schumpeter's numerous biographical essays, his obituary of Max Weber~ is 
the only one entirely free of critical objections. Weber is hailed as an 'intellec-
tual leader'. a 'prince of science', a 'knight in shining moral armour', a 
polymath of unparalleled erudition. His main achievement, in Schumpeter's 
view, was to have transcended the limits of the German Historical School, in· 
augurating a 'scientific' approach to history along lines first laid down by Karl 
Marx. Yet in spite of the fulsome praise heaped upon Weber the man, 
Schumpeter is strangely reticent about Weber the thinker, writer and social 
scientist, and he never discusses his work in any detail. Many years later, in 
the History oJ Economic Analysis, Weber appears as a marginal figure in a 
crowd of German exponents of 'historism'. 6 Schumpeter in no way belittles 
or denies Weber's importance. But he draws a clear distinction between an 
evaluation of Weber as an intellectual figure and an assessment of his contribu-
tion to what lies at the heart of Schumpeter's own concerns - 'economic 
analysis'. 'Indeed, he was not really an economist at all. In an atmosphere not 
disturbed by professional cross-currents, it would be the obvious thing to label 
him a sociologist. His work and teaching had much to do with the emergence 
of Economic Sociology in the sense of an analysis of economic institutions, the 
recognition of which as a distinct field clarifies so many "methodological" 
issues'.7 Schumpeter's reading of Weber is governed by his own systematic 
interests, which are those of a theoretical economist. 

Although he saw himself primarily as a contributor to the mainstream 
of neo-classical (post-Ricardian and pre·Keynesian) economic theory, 
Schumpeter t1evertheless retained a broad vision of social economics in the 
pre-1914 Continental sense. This remained for him the wider matrix in which 
rigorous theory had to be embedded. His own oeuvre spans a whole range of 
academic disciplines: economics, sociology, economic history, political science 
and methodology. Though his writings do not obviously fall into an overall 
systematic pattern, he was fundamentally a systematic thinker, committed as 
Fran~ois Perroux has correctly pointed out, to 'un esprit unificateur et non 
eclectique,.8 Schumpeter's hidden system therefore deserves a closer look. 

Schumpeter saw himself as the heir to the particular kind of economic 
reasoning that had found its mature expression in the works of David Ricardo. 
This 'dassical' tradition, as Schumpeter explained in his early chapter on the 
history of economic doctrines, had since fallen into dedi ne, especially after 
John Stuan Mill's Principles of Political Economy (1848), the swansong of 
grand theory, Especially in Germany, economic theory had been sliding into 
disarray and disrepute, 'Theoretical economics had never become firmly 
entrenched in Germany, nor had it entered deeply into the consciousness of 
most people; it was an alien plant which, moreover, had been transplanted by 
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hands which were by no means especially skilful. Its representatives could not 
prove attractive and its doctrines could not possibly provide intellectual 
satisfaction'. 9 At the time when Schumpeter embarked on his own career, he 
was only able to identify two economists who had preserved the theoretical 
sophistication of the 'classical' tradition: Karl Marx and Leon Walras. Marx, 
purified of Hegelian metaphysics and unwelcome political partisanship, re-
mained relevant to Schumpeter as a master of subtle theoretical thinking, as 
the leading interpreter of the dynamics of capitalism and as the man who had 
envisaged an integrated system of the social sciences that would incorporate 
economics, sociology and history. 10 Even if most of his answers had been 
refuted, Marx had asked questions that were clearly still of central importance. 
Walras, on the other hand, provided at least some of the answers, if only 
within the limited sphere of a theory of economic statics. Walras, of course, 
was only one of several economists who had sparked off the marginalist 
revolution and laid the foundations for neo-classical theory. But, as 
Schurnpeter saw it, he was superior to William Stanley Jevons, Carl Menger 
or Alfred Marshall, on three counts. First, his mathematical language was 
more advanced, especially in comparison with the Austrian school. Secondly, 
he had extended the analysis of individual acts of exchange on particular 
markets to an exact description of exchange relations within the national 
economy as a whole. Thirdly, he had given a definitive statemen[ of general 
equilibrium theory that was unlikely to be improved upon. In short, neo-
classicism in general and its Walrasian variety in particular had laid a firm 
theoretical basis on which to build the vast edifice of social economics 
according to the Marxian blueprint. 

Schumpeter had studied under Eugen von Bohm-Bawerk and Friedrich von 
Wieser at the University of Vienna and had thus been exposed to a thoroughly 
'marginalist' atmosphere. Far from being recruited for Austrian orthodoxy, 
however, from his early writings onwards he displayed an independence of 
mind that enabled him to rise above the protracted academic quarrels of his 
time. In addition to the fact that his preference for Walras to Menger was less 
then loyally 'Austrian', Schumpeter's sympathy for Marx (if not for Marxism) 
contrasted sharply with the anti-Marxist critique of Bohm-Bawerk and 
of Walras's successor at the University of Lausanne, Vilfredo Pareto. 
Schumpeter's esteem for Marx had been stimulated by his fellow-student atto 
Bauer and by his contacts with other Austro-Marxists, rather than by the 
partial rediscovery of original Marxism among the 'younger' generation within 
the Verein fUr Sozialpolitik. Finally, the young scholar was confronted with 
the alternative of 'theory or history' that lingered on, even though the 
methodological dispute between Menger and Schmoller had cooled down by 
the turn of the century. From the start, Schumpeter refused to take sides. His 
later verdict that the whole battle had been 'substantially a history of wasted 
energies which could have been put to better use' 11 was already expressed in 
his earliest writings. Although in a sense he was the purest of the Austro-
German pure economists, adamant in his insistence on the methodological 
autonomy of economic reasoning, he never endorsed Menger's onslaught 
against the very possibility of historical economics. Few have appraised 
Schmoller's work as sympathetically as Schumpeter did in his great essay of 
1926. 12 Even so, he left no doubt that historical economics, properly con-
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stituted as economic history, should not be allowed to challenge the position 
of neo-classical theory at the heart of a system of social economics. 

Schumpeter never came close to achieving the ambitious synthesis himself, 
ahhough Business Cycles went a considerable way towards exemplifying what 
he had in mind. In his last work he outlined a comprehensive 'economic 
analysis' which was to consist of four sub-disciplines: theory, statistics, 
economic history and economic sociology. 13 From the point of view of this 
system, Max Weber became relevant only in so far as his research fitted into 
the slot of economic sociology. Theory, at the centre of the system, meant 
neo-classical theory and, in this sense, Weber 'was not really an economist at 
all'. This accounts for Schumpeter's lack of systematic interest in Weber's 
work. 

At a different level - that of unacknowledged influence as opposed to 
explicit discussion - Weberian themes reverberate through Schumpeter's texts. 
It is tempting to suggest that Weber was a constant presence, hovering over 
Schumpeter's desk, too important to be explicitly invoked. Such influence is 
hard to substantiate with reasonable accuracy. Instead of measuring 
Schumpeter's distance from Weber on individual issues, J shall attempt to 
compare their views on three topics: the methodology of the social sciences, 
classical capitalism and the transformation of the capitalist system in the 
twentieth century. 

11 

Schumpeter unconditionally endorsed Weber's stance, as he understood it, on 
the issue of value-judgements. He reminded his readers that the principle of 
avoiding value-judgements had never been disputed by the classical 
economists. 14 By sweeping away obscurantist German notions of science as an 
arbiter in matters of practical life, Weber had simply restored an almost trivial 
classical convention. Schumpeter showed little interest in the Neo-Kantian 
intricacies of Weber's position on value-orientation, and he chose to disregard 
the epistemological and ethical implications involved. To him, refraining from 
value-judgem~nts merely meant objectivity of reasoning and political neutral-
ity of action. He rejected the notion that the scholar had any public respon-
sibility or political role. When he joined the cabinet of Chancellor Karl Renner 
as a non-party minister of finance in 1919, he apparently regarded himself as 
a mere expert and mouthpiece of undiluted economic logic. This self-
conception contrasted sharply with the highly controversial policies that he 
introduced or recommended. In the end, he was forced to resign, having 
antagonized almost all the relevant political forces in Austria. l' Schumpeter's 
self-image of being a neutral financial technician in the midst of party politics 
and social antagonisms was sometimes regarded as the cause of an unprin-
cipled opportunism. Professor Schumpeter, as the great satirist Karl Kraus 
remarked, was a man 'with more different views than were necessary for 
his advancement'. I. Putting aside both the ethic of responsibility and the ethic 
of conviction and ignoring the tension-ridden nature of politics, Schumpeter 
predicated his practice of Werturteilsfreiheit on threadbare Weberian 
credentials. 

Schumpeter is much more impressive as an economic methodologist. His 
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first book was an introduction to Walrasian theory, but at the same time also 
a methodological treatise. Schumpeter suggested 'a kind of Monroe doctrine 
for economics': economic theory was to be constituted as self-contained and 
autonomous, protected against interference from neighbouring disciplines, 
above all from sociology, psychology and ethnology. It was to be conceived 
as pure theory, independent of all kinds of extra-economic knowledge. 17 The 
main contemporary challenge to the autonomy of theory came from psycho-
logical approaches. Schumpeter had in mind especially Friedrich von Wieser's 
idea that the laws of economics could be discovered through the economist's 
'introspection,.18 Schumpeter did not claim that this was impossible. He 
believed that it was unnecessary. He argued against epistemological over-
determination: if economics could do without psychology - why should it not 
choose to be as self-reliant as possible? 

In 1908, the same year as Schumpeter's book was published, Max Weber 
launched his own defence of economics against psychology. In his essay 
'Marginal utility theory and the so-called fundamental law of psycho-
physics', 19 he took issue with Lujo Brentano, who had asserted that the laws 
postulated by marginalist theory were based on the findings of experimental 
psychology and would be invalidated if the latter were to be empirically 
disproved. Like Schumpeter, Weber not only defended the independence of 
pure economics, but also went on to attempt to redefine the epistemological 
status of neo-c1assical theory. Whether or not Weber believed marginalism to 
be relevant to his own concerns as a National6konom was immaterial to the 
purpose of his critique of Brentano. His intention was to explain the 'logic-
in-use' of the 'Austrians', and to compare it not only with Brentano's distor-
tions but also with their own 'reconstructed logic', 20 especially Menger's 
methodology. Weber thought that the Austrians were not doing precisely what 
they believed they were doing. Marginalism had to be defended not only 
against its detractors (such as Brentano) but also against its creators and 
leading representatives. 

Against the critics, Weber points out that the theorems of marginalism are 
not based on psychology but on 'pragmatic' assumptions, i.e. the categories 
'end' and 'means' which govern the 'commercial calculus' in every-day life. 21 
Against Menger and his followers, he reverts to his earlier critique (put for-
ward in his 1904 essay on objectivity) of Menger's claim that knowledge in 
economic theory was derived from grasping the evident nature of pre-existing 
'laws'.22 In 1908, Weber demonstrates that the tenets of marginalism are not 
statements about reality, but mental constructs, useful in representing the 
complexity of the empirical world and in heuristically paving the way for 
further analysis. He thus goes much further than Schumpeter in elucidating 
what economic theorists are actually doing, and provides a masterly example 
of 'saving criticism' in Lessing's sense: marginalist theory is defended against 
its own advocates. Although Weber is more successful in this than 
Schumpeter, their basic thrust is almost identical: both try to develop a set of 
minimal epistemological requirements, which marginalist theory has to fulfil 
in order to pass as scientific knowledge. Both are opposed to Carl Menger's 
'realist' or 'Aristotelian' views, according to which the 'laws' of economics 
analogous to those of the natural sciences, possess an objective existence. 23 
Whether - as in other varieties of 'Austrian' thinking - they can be derived 
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from 'introspection' (Friedrich von Wieser) or from insight into a priori given 
modes of rational conduct (Ludwig von Mises) is of secondary importance. 

Weber and Schumpeter both favour a 'nominalist' position, but for differ-
ent reasons. Weber is indebted to Neo-Kantian epistemolo~y, whereas 
Schumpeter is influenced by Henri Poincare's 'conventionalism'. 4 According 
to Poincare, scientific theories are conventions, agreed upon by the community 
of scholars. Poincare's m\;, .. vdology is unsatisfactory on two counts: it gives 
no criteria by which to determine the adequacy of theories, and it fails to 
explain progress in science; it was later superseded by Karl Popper's 'revolu-
tionary falsificationism.'2.5 In 1908, however, conventionalism was a fairly 
radical position to take up, especially so within the context of Austrian 
economics. 

To claim that the 'laws' of economic theory were nothing but 'hypotheses 
made up by us', '~ust as arbitrary as definitions' and only to be judged in terms 
of their 'utility', 6 was to fly in the face of Vienna orthodoxy. It was much 
nearer to Weber's position than to that of Menger, but a difference still 
remained. Weber, captivated by the concept of value-orientation, was not a 
conventionalist. Scientific thinking was not, as Schumpeter believed, totally 
unrelated to a choice between conflicting values. To Weber, the intersubjective 
consensus among scholars did not provide the kind of validation of theoretical 
reasoning that it offered to the conventionalists. Weber also refused to detach 
concept formation from the Question of cultural meanings, something that 
fell victim to Schumpeter's sharp 'razor'. Yet Weber was a methodological 
constructivist,27 and Schumpeter, as one of very few economists, joined him 
in this at an early stage. 

Dos Wesen und der Hauptinholt der theoretischen National6konomie 
remained Schumpeter's principal contribution to economic methodology. 
Thereafter, he seldom returned to reflections on method and, if he did, it was 
in a critical rather than in an affirmative vein. He did not elaborate a prescrip-
tive methodology, and has therefore not entered the ranks of the great 
law-givers of economics. Yet, especially in Business Cycles, he showed himself 
keenly aware of methodological issues. Business Cycles demonstrates the use 
of models - in this case of a dynamic model of capitalist development - with 
a degree of circumspection rarely paralleled since. 28 Schumpeter carefully 
discusses each step of model-building, its preconditions and limits. He starts 
from the proposition that capitalism never actually existed in the pure form 
that economic theorists commonly believed it to have assumed. The theorist, 
of necessity, has to design a model or 'schema' that is an ideal abstraction 
rather than a mirror-image of real life. Such a model is nothing but a useful 
fiction, a 'set of analytical tools', convenient for structuring the endless variety 
of empirical phenomena. A model can neither be derived by logical induction 
from the observation of reality, nor can it be deduced from general theoretical 
statements. On the other hand (and here Schumpeter moderates his earlier 
conventionalism), a model is not assembled arbitrarily. The model-builder is 
equipped with the given state of theory and a body of pre-scientific practical 
knowledge, which he shares with the businessman. A model cannot be refuted 
by confronting it with reality; the criteria of falsificationism do not apply to 
it. It can, however, be replaced by a better model, which combines an equal 
descriptive capacity with a higher degree of structural clarity. Schumpeter does 
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not invoke Weber's authority when commenting on his model· building pro· 
cedures. Yet they closely approach Weber's ideas about using ideal types. 
There have been few practitioners of an ideal-typical method, but innumerable 
interpreters of it. In Business Cycles, Schumpeter shows himself to be one of 
those who work with rather than within Weber's spirit. 

Schumpeter, as far as he has been appreciated as a methodologist at all, has 
been credited with elaborating the doctrine of methodological individualism. 
first explicitly introduced into economics by Carl Menger. 29 Perhaps more 
remarkable than the doctrine itself is Schumpeter's insistence on separating 
methodological from political individualism. Taking the individual, equipped 
with exchangeable commodities and a set of preferences. as the basic unit of 
analysis does not necessarily imply commitment to a system of libertarian 
capitalism. Classical and neo·c1assical economic theory does not lead directly 
to 'Manchesterism' in economic and social policy, as many of its critics, 
mainly in Germany, believed. Here, Max Weber wholeheartedly concurred. 
He nrmly objected to 'the tremendous misunderstanding to think that an 
"individualistic" method should involve what is in any conceivable sense an 
individualistic system of values', 30 and in his own work by and large upheld 
the principle of methodological individualism. 

Schumpeter never saw himself as a champion and follower of Weberian 
methodology. He even doubted its relevance to economic theory. Yet, when 
viewed within the context of contemporary methodological positions, 
Schumpeter comes close to Weber in a number of important points: in his 
defence of autonomous economic reasoning, in a basically nominalist and 
constructive stance. in a certain preference for the ideaJ·typical method and in 
the defence of methodological individualism. 

III 

Schumpeter's theory of economic development is an explanation not of the 
historical genesis of capitalism, but of its dynamic functioning. It is a theory 
of the capitalist process. In the original version of 1911, its time·scale is limited 
to the individual developmental cycle; only later, in Volume 2 of Business 
Cycles, is it extended into a long·term historical analysis of the Western 
economies. Schumpeter's theory of 1911 is inconceivable without the theoret-
ical background of nineteenth·century thinking on the sources of social and 
economic change. Yet it does not directly compete either with Marx's examina· 
tion of 'primitive accumulation' and its consequences, or with Weber's ideas 
on the role of beliefs in the rise of capitalism, let alone with the eclectic ap· 
proach of Sombart, whose shoddy scholarship and lack of theoretical 
sophistication Schumpeter severely criticized. Schumpeter's characteristic 
theme had different roots. It was shaped by historical experience and by the 
state of the art. The historical experience was that of contemporary Austria, 
marked by relative economic stagnation and the failure of laissez·faire 
capitalism to surmount the social and political obstacles impeding its 
development. 31 The state of the art was indicated by a gaping hole left in the 
Walrasian system: how were the dynamic features of capitalism (so obvious, 
for example, in Germany and the United States) to be accounted for in terms 
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of the neo·c1assical theory of general equilibrium? The founding fathers of 
neo~classicism had by no means disregarded the problem; Walras's system was 
stationary, not static. It did not exclude the possibility of quantitative growth 
and qualitative change, and it provided, for example, for the adaptation of the 
economy to exogenous processes such as population growth. But the dynamics 
of the economic system were of a purely reactive kind, set in motion by 
external stimuli alone. Schumpeter's problem was whether an endogenous 
source of development could be identified and whether it could be reconciled 
with the basic principles of neo-classical theory. A Marxian problem was to 
be dealt with in Walrasian terms. 

Schumpeter, therefore, took as his starting point not a historically concrete 
form of pre·capitalist society, but a theoretically defined state of equilibrium, 
which could not be located in historical time and space. This equilibrium is 
upset by individuals who take on the function of an entrepreneur: they 
'innovate' by bringing given economic resources together into new 'combina· 
tions' (technologies, marketing strategies, forms of business organization, 
etc.) and by actually translating these combinations into reality. Since the 
entrepreneur, by definition, is not an owner of capital, new combinations can 
only be realized - and development can therefore only take place - if the 
entrepreneur is given access to credit. This is the function of the capitalist, i.e. 
the owner of capital, or more specifically, under modern conditions, the 
banker. Capitalism is defined as 'that form of private·property economy in 
which innovations are carried out by means of borrowed money, which in 
general though not by logical necessity, implies creation of credit'. J2 This is 
a functional, not a substantive dennition. Rather than a 'social formation' or 
a specific 'social system', capitalism is merely the linking of the function of the 
innovating entrepreneur with that of the financier under conditions in which 
the means of production are privately owned. Schumpeter's entrepreneur is 
the bearer of one specific economic function. He does not occupy a position 
within a given social structure. It would be absurd, in Schumpeterian terms, 
to speak of a class of entrepreneurs. That entrepreneurial success is likely to 
help an individual to join the capitalist class (in turn providing funds for a new 
generation of entrepreneurs) is quite a different matter and does not affect the 
basic argument. Schumpeter's theory of economic development is thus con· 
structed around a hard core of 'pure' economic logic. He otTers a model of 
equilibrium being disturbed and re·established at a higher level. No non· 
economic assumptions have to be introduced in order to explain the basic 
mechanisms of growth. Individual motivation, social conditions of action, 
class structures, belief systems, anthropological presuppositions and historical 
contexts do not enter into the model itself. Schumpeter's theory of economic 
development remains firmly in the neo·c1assical orbit, an illustration of his 
own 'Monroe doctrine', maintaining a clear distance to all kinds of 
psychology, sociology or political economy of the Historical School. 

However, by supplementing his economic theory with sociological inter· 
pretations, Schumpeter himself moves on from economics to social 
economics, that is, into Max Weber's territory. Schumpeter's notion of human 
or social 'types' which correspond to economic functions and embodY par-
ticular kinds of conduct, provide a bridge from economic theory in a technical 
and narrow sense to a wider concept of social and economic interpretation of 
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reality. H The hallmark of the entrepreneur's conduct is his disruption of that 
daily routine which characterizes the way in which non-innovative 'mere 
managers' go about their business. The entrepreneur, a force of unconditioned 
dynamism, bursts into the ever-revolving system from outside, throws it off 
course and imbues it with a kind of economic quantum impulse. He acts as 
a creative destroyer, personifying the force of extraordinariness in economic 
life. Normality, marked by equilibrium and circular flows, by the 'individual's 
routine work as determined by material circumstances', 34 will eventually be 
restored, but only at a new level of systemic performance and in modified 
form. This is not the result of social evolution or of the workings of 
anonymous forces and masses. The cycle of eternal recurrence of the same can 
only be cracked open by the initiative of the enterprising few, those who are 
both willing and able to provide leadership. B 

From a sociological perspective, therefore, the entrepreneur's conduct is 
discernible as a particular manifestation of the basic type of social action that 
Schumpeter calls 'leadership'. 'Social leadership', he explains in his essay on 
social classes (1927), 'means to decide, to command, to prevail, to advance.' 36 

It is universal and constitutes a fundamental moving force at all levels of 
human communal life from the family to the nation state. Leadership shapes 
history; it, in turn. is shaped by the transpersonal conditions of life. The 
prevalent type of leadership in classic capitalism is economic leadership; the 
prevalent type of leader is the daring industrialist - the risk-taking founder 
rather than the well-established industrial dynast of the second or third genera-
tion. During the short time that his genuine leadership lasts, he is something 
of a classless individual, too dynamic to fit into any kind of social structure 
as yet, still on the move and impinging on his environment in the process. It 
may not be a coincidence that the social outsider Benjamin Disraeli appeared 
to Schumpeter as the classic representative of political leadership. n 

As Schumpeter points out in his essay on social classes, this sociological 
concept of leadership should not be confused with 'individual leadership of 
the great mind or of the genius'. 38 The industrial leader, for example, is 
only significant as the incarnation of a social type; he does not possess a 
recognizably individualistic ethic or personal charisma of the sort that 
characterizes Nietzsche's or Weber's great individuals. In the final analysis, the 
entrepreneur - whatever his personal motives may be - serves as the unwitting 
instrument by which the universal process of rationalization is put into 
practice. He is 'the pioneer of modern man and of level-headed thinkin~, 
utilitarian philosophy and forms of life that are essentially individualistic'. 9 

The creativity and boldness of the entrepreneur, his disruption of routine and 
matter-of-fact business, is not only a necessary condition for economic growth 
but also, in the wider perspective of social economics, a crucial force con-
tributing to a 're-organization of economic life along the lines of private 
economic rationality'. 40 Rationalization is the sum total of individual initia-
tives rather than the result of relentlessly advancing trans-individual 
bureaucratization. Even so, the individual cannot escape. 

Schumpeter regarded the long-term prospects of social and economic 
development with the equanimity of the tough-minded economic theorist. 
He did not disguise his contempt for the 'forms of life' brought about by 
modern capitalism with 'its utilitarianism and the wholesale destruction of 
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Meanings',41 and he deplored the loss of aura surrounding central manifesta-
tions of culture: 'The stock exchange is a poor substitute for the Holy Grail.,42 
The entrepreneur is a strangely ambivalent 'type' , because he is affected by 
this process of disenchantment. Economically speaking, he is the vehicle of the 
pure logic of capitalism. Culturally. however, he still partakes of the magic 
spell of the hero, who is propelled by decidedly non-rational motives, which 
conform neither to the anthropology of classical political economy nor to that 
of the theorists of marginal utility. The entrepreneur's behaviour 'does not 
seem to verify the picture of the economic man, balancing probable results 
against disutility of effort and reachin~ in due course a point of equilibrium 
beyond which he is not willing to go'. 4 Much more to the point, he is driven 
by 'the dream and the will to found a private kingdom, usually, though not 
necessarily, also a dynasty. The modern world really does not know any such 
positions, but what may be attained by industrial or commercial success is still 
the nearest approach to medieval lordship possible to modern man'.44 Yet if 
the entrepreneur is the last hero. he is a hero only in a limited sense - a leader 
and a revolutionary only as far as economic matters are concerned, but no 
longer the exponent of a homogenous and un fragmented style of life. At 
times, Schumpeter appears to look back to an age when a pre-modern 
wholeness and unity of life still seemed possible. His comments on modern 
capitalism are tinged with a faint melancholy which, however, is nowhere 
allowed to interfere seriously with the sobriety of scientific analysis. 
Schumpeter the critic of modern culture never takes over from Schumpeter the 
social economist. 

IV 

Schumpeter's social-economic analysis of capitalism is marked by three 
distinctive features. First, it is a functional rather than a genetic analysis, not 
primarily concerned with the origins of modern capitalism. Secondly, it is built 
around a theo{y of economic development that is devised in essentially neo-
classical terms and is only supplemented by sociological interpretation at a 
later analytical stage. This order of priority differs sharply from Max Weber's 
political social economics as exemplified in the early studies on rural labour. 45 
A political dimension is largely absent from Schumpeter's writings on capital-
ism before 1920. Thirdly, Schumpeter subscribes to the cosmopolitanism of 
the classics. He does not accept the national state as a unit of analysis or as 
the repository of political values_ Few of Weber's utterances are further 
removed from Schumpeter's concerns than the Freiburg Inaugural Address. 
Schumpeter's science of economics is by no means oblivious of the problems 
raised by the German Historical School of political economy, but in no sense 
is it a 'National-Okonomie'. 

As far as the analysis of contemporary capitalism was concerned, Max 
Weber and Schumpeter disagreed most conspicuously in their assessment of 
the role of bureaucracy. This is clearly apparent in their respective theories of 
democracy. For Weber and Schumpeter alike, democracy cannot be isolated 
from the issue of leadership. Both men share a distrust of substantive theories 
of democracy, especially those deriving from Rousseau or from concepts 
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of Natural Law; 46 both agree that educating and selecting political leaders 
according to formalized procedures is the foremost task of parliaments. These 
similarities in outlook have often been noticed and commented upon. On the 
other hand, there are two important differences, which have received less 
attention. Firstly, Schumpeter's leaders act above all on considerations of 
political feasibility, while Weber's leaders are mainly guided by ultimate con-
victions. In other words, Schumpeter goes much further than Weber towards 
a purely pragmatic, formal and ethically neutral theory of politics. Secondly, 
for Weber the central antagonism at the heart of the theory is that of political 
leadership and bureaucracy, whereas for Schumpeter the crucial relationship 
is that between the leader and his followers, extending to the masses on which 
the art of plebiscitary mobilization is exercised. When Schumpeter speaks of 
bureaucracy (at least as far as the theory of democracy is concerned) he refers 
to the political 'machines' at the disposal of the leader rather than to the 
executive power of the state in the Continental European sense. To 
Schumpeter, bureaucracy does not figure as a contrasting principle to 
plebiscitar), leadership democracy. It is an integral part of it. 

Both Schumpeter and Weber keenly observed the effects of bureaucratiza-
tion on the development of capitalism, but arrived at quite different con-
clusions. Schumpeter paid particular attention to the evolution of the 
bureaucratic giant company and the 'trust'. As his essay 'Sozialistische 
Moglichkeiten von heute' (1920) makes clear, he regarded the transformation 
of competitive capitalism into organized capitalism as an irreversible process. 
Although he personally deplored this process, he did not see it as leading to 
disastrous economic consequences. While Max Weber believed in a close 
connection between economic dynamism and the existence of a stratum of 
entrepreneurs operating in comparatively free markets, 47 Schumpeter did not 
exclude the possibility that the function of the entrepreneur would be trans-
ferred to the bureaucratic management of the giant company. As he wrote in 
1920: technological progress had already become 'the result of systematically 
conducted scientific research'; it occurred almost 'automatically' and was no 
longer dependent on the bold action of imaginative individuals. 48 This was 
equally tTUe of other types of innovative achievement that had been the 
domain of the classic entrepreneur. What was rapidly becoming obsolete was 
not the function of the entrepreneur in general, but only the individualistic 
manifestations of this function. 49 Schumpeter therefore did not expect 
capitalism to stagnate, as did Max Weber;~!O much less did he foretell its 
collapse on account of an economic crisis. Capitalism, by definition. was 
incapable of stagnating. H Finally, writing in the aftermath of the Great 
Depression, Schumpeter went so far as to welcome the bureaucratic corpora-
tion, operating in monopolistically or oligopolistically structured markets, as 
'the most powerful engine' in the process of creative destruction that defined 
capitalism. 52 Hence, there were no viable economic arguments in favour of 
individualistic entrepreneurship. The regime of the managers differed from the 
regime of the heroic industrial pioneers only in respect of culture and the 
dominant life-forms but not in economic efficiency. To put it very simply, 
Schumpeter was an economic optimist. 

On the other hand, he was a cultural pessimist. Nowhere in his work is the 
contradiction between these two attitudes satisfactorily resolved. It must be 
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emphasized, however, that Schumpeter's prognosis of the inevitable self-
destruction of capitalism ~ the very part of his work where the two different 
standards of interpretation clash most sharply ~ is by no means the centre-
piece of his oeuvre, even if much writing on Schumpeter tends to give this 
impression. Capitalism, Socialism and Democracy is an attempt at haute 
vulgarisation rather than the sum of its author's scientific insight. S3 The 
famous self-destruction thesis is offered in a spirit of playful reflection on 
tendencies and prospects for the future: it must not be taken as the apogee of 
Schumpeter's thinking; Schumpeter never claimed scientific validity for it in 
the way he did for his theory of economic development. He himself was keenly 
aware that the thesis could not easily be derived from his own economic theory 
of capitalism. It is based exclusively on ad hoc assumptions about cultural 
change in capitalist societies. The self-destruction thesis is based on socio-
cultural, not on economic. arguments. 

Any attempt to link the two strands of reasoning more closely than 
Schumpeter himself does must go back to the concept of rationalization that 
lies behind so many of Schumpeter's more general statements. A connection 
may then be construed as follows: capitalism of the classic type developed its 
specific mode of functioning and its characteristic economic rationality within 
a sociocultural environment that was only partly affected by the process of 
rationalization. Rationalization proceeds at different speeds in different 
spheres of human communal life. Non-rational orientations were retained 
much longer in the cultural sphere, where the predominant human 'types' and 
the characteristic 'forms of life' consequently continued to be hybrid and 
ambivalent. Modern economic life remained permeated by traces of pre-modern 
mentality~ the entrepreneur himself was cast in the decidedly pre-modern role 
of the heroic leader and his life-style was prone to subsequent gentrification, 
turning erstwhile industrial pioneers into bourgeois gentilhommes. 

But rationalization advances relentlessly. The same process that raises 
capitalism from the level of individualistic entrepreneurship to the (formally 
and materially) more rational one of the bureaucratic giant company, also 
erodes the sociocultural butTers that had protected classic capitalism: private 
property bec6mes ever more abstract and is ultimately transmogrified into the 
ownership of shares; 'extra-rational loyalties' to the central institutions of 
society disappear, as do the remaining pre-capitalist or semi-capitalist' protect-
ive strata'; intellectuals are free to sabotage the basic consensus of values on 
which capitalism rests. 54 Thus, capitalism is by no means brought down by the 
impact of the 'superstructure'. 3.1i Schumpeter calls it, deliberately using the 
Marxist term. ~s There is no such simplistic reversal of Marx in Schumpeter's 
work. As far as Schumpeter is concerned with determination 'in the ultimate 
instance' ~ and he is not concerned with this in his major writings. with the 
single exception of Capitalism, Socialism and Democracy - he does in fact 
look to the economic sphere for the most profound sources of historical 
dynamics. Rationalization originates from the economic sphere, but it bursts 
through its boundaries and extends its sway over the much more resistant 
sociocultural environment. Eventually. the protective atmosphere withers 
away as the world is immersed in the blinding light of unshaded rationality. 

Socialism is the final phase in this process. When Schumpeter talks about 
socialism, he excludes all humanistic and Utopian connotations and narrows 
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down the concept to a purely economic definition. ~6 Socialism is the type of 
economic system in which a 'central body controls all means of production, 
devises and implements economic planning to the extent of taking charge of 
the distribution of consumer goods to the individual citizens'. 57 Whether the 
means of production are privately or publicly owned is of little importance as 
long as they are effectively under centralized control. Thus, socialism is little 
more than a prolongation of tendencies already present in organized capital. 
ism, marking a further step in the universal process of rationalization. 

Joseph Schumpeter was not a socialist. He saw his prophecies of the im~ 
pending victory of socialism as resulting from his sober contemplation of the 
ways of the world. To argue for or against the desirability of socialism seemed 
to him to be beside the point. However, he gave his opinions on the more 
limited question of the feasibility of socialism. In contrast to Max Weber, and 
especially the younger Austrian school (F,A, v. Hayek, L. v, Mises), he 
regarded a socialist economy as perfectly capable of functioning as smoothly 
as, and perhaps more rationally than, a capitalist market economy, In the 
'planning versus free market' debate that was conducted around 1920 and to 
which Max Weber contributed a few incisive pages in Economy and Society • .'I8 

Schumpeter sided with those who did not accept economic arguments against 
the practicability of socialism (it should be pointed out, however, that 
Schumpeter's notion of socialism bore little resemblance to that of some of his 
comrades.in·arms), Moreover, he was not particularly worried about the 
prospect of a bureaucratized socialism. Provided that certain technical 
arrangements were made ~ especially for the continued operation of a system 
linking reward with performance - 'human material of supernormal ~ualityl 
would soon occupy the key positions as it had done under capitalism . .'I Elitist 
socialism would not mean a dramatic break with the past. Schumpeter did not 
share the visions of horror held by liberal anti·socialists: economic irrationali· 
ty, political serfdom and social levelling, To him, the highest price to be paid 
for socialism would be the obliteration of Meaning by the operation of totally 
unrestrained rationality, Schumpeter faced this prospect in a mood of ironic 
pessimism. 
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