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Boundary of Rationality and Limitations of Individualism Methodology

ZHAO Zhijun'’
( 1. Institute of Economics Chinese Academy of Social Sciences Beijing 100836 China;
2. Xinjiang University of Finance and Economics Urumqgi 830012 China)

Abstract: This paper based on the review of the various representations of rational preference according to recent progress
made in decision model under certainty risk and uncertainty conditions points out the boundary of rationality and limitations of
neoclassical economics. By analyzing conditions of Arrow’ s impossibility theorem it puts forward possible solutions to avoid Ar—
row’ s impossibility and explores conditions of existence of social welfare function through converse negative proposition of Arrow”
s impossibility theorem. Since Arrow” s impossibility theorem implies that it is impossible to solve the conflict between individuals
and collective microeconomics and macroeconomics individual utility and social welfare with individualism methodology the
paper puts forward the idea of using holism methodology to solve such kind of conflicts. The paper holds that institution and rules
are the soul of society. In the context of the rules neo — classical economics and institutional economics has no longer been antago—
nistic but rather complementary to each other.
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