
6. Money, method and the market process. [Bien Greaves-McGee B-28] [B2]

• Complete typescript, two substantially different versions, of the introduction
by Richard Ebeling, with a one-page foreword by Margit von Mises.
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Foreword

The chapters 1n this book are the result of my search for

unpublished manuscripts and articles published long ago. My

purpose was to bring to 1i£e the works of my husband which

otherwise were not easl1yaccessible to his many followers.

the success of Planning For Freedom - a book of essays now in•
its fourth enlarged edition - encouraged me 1n this endeavor.

work-,

This is the last book o~ my husban'~h I mysel~ will

have a hand in producing. Undoubtedly many other books will

be written by scholars working-from the material which I ar-

ranged to have available in the archives in the Pew Library

of Grove City College.
",.

This collection which I put together

after my husband's death on October 10, 1973, includes many

pamphlets, typed scripts, handwritten articles and notes.

As a close student and great a4mirer of my husband's work

Richard Ebeling was the ideal person to bring this compilation

of essays to life. He suggested some of the articles and we

agreed 4pon the fiftal selection. I appreciate and thank him

for his dedication to this project.

These essays should bring into sharp focus my husbandta

economic and soclal philosophy as it bears upon wide ranging

topics as indicated in tbe table of contents.

N~w York, June 1981 Margit .on Mises



Ir~ir;{OJ\u .lOl~

by 1{lchard ;I!l. Ebeling

, I

In the 1920's and 1930's, Ludwig von Mises was recognized as one

of the most innovative ecoYlomic;ts alive'~" FttA. HaYEd\: has said that

:\1ise~3 I critique of ;··:;ocialism had II the most profound imprcc3sion on my

generation ••• Ta none of us •.• who read the book when it appeared was

the VI/O rId ever the same again. ,,1 Lord (Lio11el) Hobbins, in introduc-

ing the Austrian School literature on money and the trade cycle to

Englic3h-t;peal~ing readers in 1931, pointed out the "marvelous renaic~3a.nc;.

the "School of Vienna" had experienced "under the leadership of ... rro-
'")

fe~) ~3 or\.lis efJ • lll~ 111 his comprehensive stud'y of Qer:r19n :..:L(1)e taJ;:.:l I'h_eoI':L,

13_Q5_=11]-3., Hov/ard Elli~3 insisted that lilises I "vork was "one of the most

substantial treatises up~n monetary theory in the German literature"

and that his role in bringing an erlO to the AU~3trian hyperirlflatiofl

of the early 1920's made";.'.1ises a sig11ificarlt figure."J Fritz l'ilachlu.p

has stated that irl the early 1920 '~:3, "Ludwig v. l'..li~3ei.3VlaS the first. so

far as I know, to point to the phenomena of the consumption of 6apital"

due to the distortion of capital accounts caused by inflation and the

fiscal policies of the Austriarl ~)tate. Fur'thermore, "llf) a 111ember of a

commi ttee appointed by the Austrian Goverl1ment. It .he also emphasized

comprehen~3ive factual inf ormatiOY1. ,.L~ And in a stuely of the evolution

of the theory of cost in economics, James M. Buchanan has emphasize~

that"LudvJig von iVlises was one of the chief sources for the subjectivist

economics" expounded in the 1930 1~3 at the Londol1. School of Economics

and developed further, more recently, by the latest generation of the

5Austrian School.
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Yet, for a good portion of the po~~t-war period, 1\1is83' vlri ti!1gfj

have been in general eclipse. in the economics profession, even though

he continued to lecture widely, published over a half-dozen books

during this time and taught on a regular basis at New York University

until his retirement in 1969 at the age of 89. The basis for this

peculiar circumstance resulted frdm his position vis-a-vis Keynesian

economics. Given the practically monol i thic hold Keyrles ianism had

over economists following 1945, any challenge to either the theoretical

edifice or the policy implications of· the then., IfNevv Economics, 'f

assured almost certain intellectual death to the· U11fortunate combatant.

Yet, this is exactly what.L~dwig von Mises did in both questioning

and unflinchingly criticizing the entire body of Keynesian doctrine.

The result was near total ostracism from the economics profession.

During the 1970's, the intellectual terrain began to shift.

In the wake of the dismal failure of Keynesian policy prescriptions,

doubts began to be generated about the fundamentals of the Keynesian

system. Much scholarly scalp-scratching started to occur as myriad

exegetical readings were made in an attempt to divine what Keynes

"really meant." rrhe various in.v f3stigation.s lead to the conclusion

that Keynes really meant almost anything, depending upon which of

his 'volumes \Va~3 focuf3ed upon and vvhic~ pas~3ages in. the particular

book was given emphasis.
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rrhe declirlc of Keynesiani~3m among economi~3t~3 has brought about

a new spiri t of open intellectual' competi tion the likes of which

has not been seen since the early 1930's. Among the rivalrous

contestants are the ideas of Ludwig von Mises and the Austrian

School of Economics, of which he was an illustrious member.

II

The 1871 pUblication of Carl Menger's Grundsatze der Volks­

wirtscha£tslehre6 marks the beginning of the Austrian School.

Although usually classified along with William Stanley Jevons and

Leon v\lalras as one of the co-founders of the "Ivlarginalist Econornics"

that replaced the Classical School and its Labor Theory of Value,

Menger's contribution bore unique charactoristics that distinguished

him from the other two.

All three: had grasped the ~es~ential role of marginal utility:

value was a Inatter ofrelative comparison betvleen alternatives and

each alternai~ive's significance was evaluated by the decision-maker

at the margin, i.e., the importance of the next unit of a good or

servic~ that ~ould be obtained or would have to be given up in an

act of choice.

For both Jevons and Walras, however, the value of the marginal

utility concept was its povver i11 demo,nstrating the conell tions for

equilibrium in a given exchange envirorunent. For Menger, on the

other hand, equilibrium was purely a useful lirni ting case that

portrayed the circurnstances under which no further rnotivations for

exchange among traders would exist; the importance of marginal

'utility, in the Mengerian schema, was precisely its value in enabling



an analysis of the exchange process itself, regardless of the con-

7crete manifestation of ariy eventual equilibriwn outcome.

An investigation of exc.hange sequences and consequences in

disequilibriunl circumstances 1?-8ce'ssarily raised questions concerning

the knowledge possessed by the respective market participants, the

role of tilne as it related to ad justment periods and production

periods' relative to change and the formation of expectations and

foresight as potential traders attempted to anticipate future condi-

tions as a guide for their own actions.

The economic analysis derived from Jevons and vvalras took on

a fundamentally static quality, basically a11 attempt to stipulate

the prerequisites for an equilibriurn state. 11he 'lAllstrian" approach

derived from Menger's exposition had from its inception essential

dynamic qualities that set it apart from other schools of thought

over the years. 8

The foundations laid by Menger in 1871 were developed further

in the last two decades of the 19th century and in the first decade

of the 20th century. The two most notable contributors to this

endeavor and, in fact, the ones who gave the Austrian 2chool its

world~wide notoriety, wepe Eugen von Bohm-Bawerk and Friedrich von

\l'Jieser. Bohm-BavJerk extended the analysis to questions concerning

the theory of capital and the origin and formation of interest. 9

lJJieser, appreciating Menger·' s insight that marginal utili ty and

valuation are subjective estimates by the chooser, demonstrated that

cost was a subjective phenomena as well, nothi11g lTIOre than the next

best alternative or opportunity set aside or forgone when a choice

and an exchange are made. 10
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III

Ludwig von Mises' contributions to the Austrian School spans

over six decades and touches upon almost every major field of

economic science. The most con~roversial of Mises ft writings has

undoubtedly been that portion devoted to questions concerning the

methodology of the social sciences. Yet, at the same time, they are

probably the most important of all his efforts ~ Irldeed, what NIi8es

attempted was a philosophical foundation, for the entire edifice of

economic science as it had developed from Adam Smith's first analysis

of the spontaneous market order to Carl Menger's restatement of the

principles of that spont~6ous order based upon rnethodological indiv­

idualistic grounds. i1 12

Mises~writings on methodology covered practically his entire

career. His early statementson the subject were collected in 1933

under the title t Episternological Problems of Econornics ~3 They were

refined and integrated into a gerH~Fal economic treatise, Nationalo­

konomie j (1940 ~4and in its English-langllsge counterpart, fi_~mf!nAction

(1949) ~~nd restated in 'l'heory and History (1957t6 and in 'l'he Ul timate

Foundations of Econornic Scie11ce" (1962) .17

The unique quality characterizing the social sciences, as Mises

sees it, is the animated purposefulness of human eYlCleavors. i\llan,

above all else, is the being who acts, who inquisitively looks out

upon the worl~ is conscious to opportunities to
• ,.{!--::"

improve his lot and proceeds to apply mear1S to the achlevYnent of ends

when circumstances are perceived by the actor as offering the

possibility for success.
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Purposefulness, CODsciousness to opportunities, perception of

circumstances, are all attributes assignable only to individuals,

whose concrete content are functions of the particular perspec-

tives, o.ircurUstanees and interpretations of the respective actors

themselves. Social Science, therefore, is grounded at its start in

Ine thod 01 ogical ind i vidual ism and rne thodol ogical sub j ec tivisrn . The

alpha and omega of social phenomena is the sUbjective world of acting

man. The laws of rlature and the physical environrnent rnay be the

ultimate parameters within whiffihuman endeavors are possible and

accomplishable; yet, im is the human actors perception of the possible

and the attainable that will be the divining rod for action initiated.
cy.-

We also see in this Mis~ian schema all the dynamic elements that

dominated lVIel1ger' s Grundsatze: imperfect knowledge, time and change ,

expectations and foresight. Each of these have irnplied residence in

the concept of purposeful action, for action--conscious behavior

directed towards selected goals--has logical meaningfulness only

where choice is seen as possible. And thoiee, as sele~tiQn among

al ternative -. opportunities, has reali ty only where certain knowledge

of the future is lacking. In turn, tim~ and change, as Mises was wont

to empha~ize, is inseparable from action, as the very thought of action

implied a becoming and a became.

The subjectivity of percep~ion of the time-dimension of action,

of the ends possible and the means availabl~, mf costs (as foregone

opportunities) and benefits (as· prospective gain in psychic improve­

ment) resulted inMise~ rejection of what he saw as Positivist

imperialism, the interjection of-the methods of the natural sciences

into. the social sciences. Application of the rules of "objective



science" to the social realm would require the abandonment of that

quality that comprised, the uniqueness of human events: appreciation

of the subjective rnotivations directing human behavior that, in tur11,

generated the "objective," measurable rnagnitudes of the social vvorld .

. Yet, for Mises, this rejection of measurement and quantification

as the standards for social science did not at the same time mean a

collapse into Historicism, the argument that there are neither laws

nor permanent regularities in the social wOFld,~only thehistoric~lly

unique and non-repeated.

The laws of social phenomena, Mises said, are derived from the

logiQ. ,of action which ,itself, i.s one a11d the sarne \vi th the logic of

thought and reason. ~ehe prO'cesses of the market that tends for market

prices to equal market costs, for supply to tend towards an equilibrium

with demand, are all reducible to the logic guiding the actions of

the respective individuals subsumed under the terIns, "suppliers" and

"demanders "--that the value of any particular rneans should not exceed

the value of any particular end~they serve.

This accounts, also, for what has usually been perceived as

l'VIises' peculiar irlsistence that econornic theoJ'lY is both §:. priori and

empirically truthful. It is ~ priori, for Mises, becaase the logic

of action and its requisite categories of means and ends, costs and

benefits, etc~, must necessarily preceedin thought the selection of
"ar1d)

any concrete end)(th·e application of any concrete m.e.ans and, therefore,

the'designating of somet~ing as one or the other. And it is empirically

truthful because the logic of huma11 thought preclUde,S the conceiving

of any conscious human action not operating within-these categories,

hence, it empirically reflects the essential qualities of all conscious

human conduct.
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~hile the action categories c serve as the filing system

enabling the social scientist and the econornist to order and give
,..Qy

intelligible interpretation to the compl~ity of the social world, the

categories remain purely generic in 'nature, i.e., they do not provic.e

any information about the spe~ific er0s and means or the concrete

outco;neE.~ frorna series of actions. ~:hus, the "elastici tJ,es" of demand

arld supply and the particular "Gpeed~J of ad justment" in. prices, output

and expectations will depend upon the historical circumstances. This

is lucidljF explai11ed by Ulises irl arle of the foll®'Nirlg essays:

""'Ie have plentl:v of figures available concerrling the
Gernlan il1fla tiOJ:1 of the years, 191 LI"-19;~J. Economic
theory provides us with all the knowledge needed for
a perfect grasp of the causes of price changes. But
this knowledge does not give us quantitative definite­
ness 11 ECOY10mics i~) ••• quali tative al1d not .qual1titative •••
There are in the sphere of human action no constant
relations between magnitudes ..• The rise of German prices
in the years of the first iJ'!orld 'dar V'las 110t only due
to the increase of the quantity of bank notes. Other
changes contributed too. The supply of commodities
went down because many millions of workers were in the
army and 110 longer worked ill the plants, because govern.­
ment control of business reduced productivity, because
the blockade prevented ili1ports froIn abroad, al1d' because
\'lorkers suffered frorn rnalnutri tioD. It is ilf1nOsslible
to establish by other rnethods than Verstehen"L [inter­
pretive 'ul1derstandingj 11o\v each of these factors--and
of some other revelant factors--contributed to the rise
of prices •.. '11he Verstehell: is in the realrn of history
the substitute, as it were, for quantitative analysis
and measurement vihich are unfeasible with regard to
hurnarl actio11S outside the field of technology . fI (p.

S irniliarly, ecorlomic prediction and forecastil'lg is fUl1damental1y

an attempt 'to act as, \vhat NIise~) called, "the historian of the' future. ,,1

It is an attempt to order the concrete "facts It of the social v'lorld

in a manner that reflects how the actors in that world do so them~

solves. Aild, furthermorc?, to pro ject o118self into the future and

attempt to anticipate how the respective actors over the future
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period vI/ill classify various entities as either means or ends, vlhat

expectations they will form about the most advantageous courses of

action to u11derta}re and to al1alyze path the in.t811c1edand unintel1dc;r1

consequences of that multitude of individual plans as they meet and

mesh in the social arena. 19

Wises' contributions to the various fields of economic science

have ~ll been attempts to one degree or another to apply this

methodologi6al structure to particular problems~ As F.A. Hayek has

perceptively pOiYlted out: If ••• rrlo~3t peculiarities of Lf/lisesj vievIs

vvhich at first stril\:e many r'eaders as stral1ge and unacceptable trace

to the fact that in the consistent development of the subjectivist

approach he has for a l011g tiIne {noved ah.ead of his c011temporaries ... 20

In monetary theory, for instance, Mises made one of the first

successful applica~ions of marginal utility analysis to explain the

value of money by emphasizing the role of uncertainty and expectations

in the actiorls of Inarket participarlts. His classic v/ork, rrh~ Theory

of l'/10Yley' a11d erect it (1912;
'">1

rev. ed., 192L~) t:.. and rnonograph, I/lofletar:l

Stabilizatiol1 al1d Cyclical Policy (1928),22 as\vel1 as portions of

Human Action,23 however, contain much more than this. In the parlance

of contemporary economics, Mises proceeded to develop a micpoeconomic



foundation for macroeconomic phenomena. Utilizing B~hm-Bawerk's

capital theory and Knut Wicksell's distinction between the money and

natural rate of interest, he devised a dynamic process analysis showing

how chang@s in the money supply could generate shifts in income distri-

but ion, cause resource misallocations via relative price distortions

and induce trade cycle fluctuations.

\Jvhat distinguished Nlises t approach from, for example" Irving

Fisher's quantity theo~y of money was precisely his refusal to make

the analytical jump (made by Fisher and others) from changes in the

aggregate money stock to' changes in the general "price level." NIises

insi~tdd upon a strictadherance to methodological individualism. Any

explanations of statistical~y calculated changes in total employment

and output or the "price level ll needed to be dissected into the

Itstep-by-step" sequential process of individual market actions p

reactions and plan ad justments and read justrnents following an increase

(or decrease) in the money supply. Thus, the macroeconomic aggregates

were to be decomposed into their microeconomic components by rigorously

analyzing the "transmission rnechanism" of a rnonetary injecti.on. 24

The same methodological considerati~s permeate Mises' famous

writings on comparative economic systems. Already in the 1880's and

18"90 's, L'\lieser and, in. particular, B0l;m-Bawerk had critically evaluated

the l"Jlarxian Labor rI1he'Jry of Value and discovered fundamental defects
,~ 2~

in both the assurri'tions and the logic. :J However, almost no thought

had been given by either socialist or non-socialist economists to the

efficacy of State economic planning as an alternative to a market

economy. In a series of three books, §ocialism (1922)f6 Liberalism

(1927)27 and Critique of IJ:1terventionimIQ (1929)28 1.lises took up this

very questio11.



l'/IiseG ~3aw tIle i~~;sue a~) COI1CC' cfling (rue~;tio.n:3 of knowledge,

change and adjustment--the Mengerian themes, once again. In the

Walrasian world of general equilibrium, where it's assumed that the

relevant supply aruJ demand conditions ~re known and all markets are

cleared at equilibrium prices, it superficially appears as if a

"market II outcome and a "planned" outcome are irlterchangeable ~Ni th eacb.

29other. \dhat arQ the impl ieations, however, if' instead i t)s assumed

that a11 econorny i.s not il1 equilibriulnarld constant changes or1 both

the demand and supply sides are an integral part of the systenl? ".1.n

other 'Nords, what are the implications in the real 'world? HOVI is thf:

coord i11a tiorl of a rnul ti tude of i.nd i vidual hUll1an plans and activities

to be brought about so as to assure a tendency towards an efficient

allocation. of scarce consumer goods a11d means of production?

As Wises explained, in a market economy this is accomplished

via the price mechanism: rivalrous entrepreneurs bid for the use or

purchase of scarce factors of production based upon their respective

anticipations of r~lative consumer demarids for either presemtly

rnarketod or nevI ts. Prices for those factors of production are

formed out of the interaction of, on the one hand, entrepreneurs who

ha ',/8 -i:h088 expect.~3. iorlS a bou. t price COl1S\..lmer~j \llould be vvil1

to :for the f output the tive ~factor~~) could assi~)t in

arK], on other hand, OVlrlor:3 of the procluctive factors

)nf) bout altex:'native employrnent r"-!::u.ni ties.

The on~going E; ofprofi t lOSE:;, in turri, c~V3su.res that econo'Jic

ma11agcnlelQt thp carce factor ~prOdtlction a1 te11ds to be in

.de~:lonsti'ate the capac i ty fo:e

more r~8rl correct fore

concI it

t about S i11 ul1derlyi.rlg



Socialism, j'ilisec-; argued, negated this entire process. ~Jith

prohibition of private ownership of the means of production, no

markets would exist upon which prices for the scarce resources could

be gen,era ted. ArlC1 \vithout real Inarket-created prices reflecti11g

ever-changing slrpply arleJ demand C011dition~3 Y10 rational technique

would exist for carrying out economic calculation for the estimation

of least-cost methods of production. Hence, concluded Mises, the

establishment of universial socialism would necessitate the demise

of all "rational economicplannil1g. 31

Governrnal1t intervention within a market order, l\1ises

reasoned, ultimately created the same problems as socialism only in

a more moderate form. To the extent that the interventions infringed

upon the free market formation of prices and direction of production,

to that extent rnarket forces--i. e., entrepreneural atteInpts to com­

petitively satisfy consurner demands in the rnost efficientmanner--were

thwarted. Furthermore. as each government intervention would distort

and disrupt the competitive market price structune, the goverrunent

would continually face the problem of either extending its controls

and regulations in an attempt to compensate for the imbalances its

previous interventions had caused or repeal the existing interventions

and alloy'! a return to a cOInpetitive rnarIte t arJJangernent •. 'I1hus, insisted

Mises fall interverltionist, rnixed-economy Vias inherently unstable;

lmgically it required either an extension of the interventions until

all-round planl1irlg \vas established 'laa a piecemeal process or else

the Interventionist state contracted until that point at which a free

market order predominated. 32
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Mises J conclusion that a market economy was the only reasonable

alternative to the problem of economic order was not meant by bim to

be taken as a pe1~E;o,nal value judgment 011 hi~3 part. \~uite to the

contrary, he saw it 'as a purely scientific conclusion to a scientific

problem. Orlee a society is beyorld a primative econornic state, or more

exactly, if 'it is to get beyond such a state, there must exist a

certain set of institutional structures that enables advantageous

utilization of extensive division of labor. The g~owing complexity

and dispersion of knowledge precludes any successful coordination via

central direction. Seme mechanism must assist in this endeavor and

the price mechanism was just such an apparatus. A multitide of

consumer prefere11ces and entrepreneural expectatio:ns could be success­

fully transmitted across a nation, across a cOlltllirlent and across the

world through 'changes in market prices for both finished output and

means of production.

Real market prices--reflecting real preferences, real expectations,

real informat t scarcity conditions--were impossible if owner-

ship of the factors of production were outlawed, for without ownership

there could. be no trades , without poterltial trades there could be no

bids and offers and \vi thout bids and offers there \vere no ~l' prices.

Interventions in a market economy, onithe other hEmd, did not abrogate

prices, but they could distort and disrupt the inforrnational floVl,

thus seriously diminishing the efficier1cy of the E;ociety' s extended

use of the division of labor. Thus~ as a scientist, 'Mises felt confi­

den~in saying that ultimately there was no alternative to a thorough­

going market order.
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We also see in Mises'critique of interventionism the same

microeconomic process analysis that is visible in his moneta~y

studies. An intervention impinges upon the economic system at

some point. Prevail ing relative 'price arle] production x'elation:.:;

are disturbed, resulting in modifications in the actions of various

market pa:r'ticipa.nts. 1'hese Inodified actiollS, irl turn, il1fluence

the behavior arld r'eSpOnSE} of others. Illh(~ implicatio11S that iJlises

draws is that the longer-term, complex ramifications from the

specific intervention tends to have the consequence of rnaking \NorSe

the initial conditions the intervention was meant to remedy. ThUS,

\vi th the tools of modern econornic theory, h1is83 is able to corlstruct

a sophisticated sequence analysis that reinforGes the old arguments

of the Classical Economists concerning the important distinction

betvleen v-lhat is seen andvvhat is unsee11 in the ilnplemen.tation of

eco1101nic policy.
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IV

In the post-war years, the methodological 'thrust imbued in Mises'

t;"wri tings was inevi tably bound to conflict vvi th the Keynesian spiri t ..Qf l

of the times. For a wide rarlge of theoretical and. policy issues,

microeconomics was declared a defective analytic device. Such a radically

subjectivist microeconomi6 approach as Mises' was certain to be rejected.

Instead, for special "rnacro "-economic problerns different tools , it was

sai~ meeded to be forged. The search was made to discover quantitative

"functiollal" relatiorlships that were postulated to exi~3t between certain

aggre.gates e.g., total investment and total emplo'ylnent ,and total income-

and total con.sumption. rrhe search has ended in disrnal failure. It

inevitably was bound to fail.

From the beginning its failure was preordained because Keynesianism
~rough? (~hrough) .

vIas shot . and i fWl th the fallacy of "conceptual realisrn" --the

imputing to statistically derived magnitudes attributes and qualities

indepen&ent and different from their component parts. As Mises' fellow

Austrian economist, F.A.Hayek, has pointed out, the applicationt.of

such macroeconomic approaches has w ' in fact, been "a positive hindrance

to further progress '! in rnonetary and busin~ess cycle theory. Indeed,

economic theory, itself, is abrogated by attempts

" ... to establiih direct causal connections between the
total quantity of money, the gg»~r~l level of prices
and .•• al~:3() the .!~Qta]..:. alnount ofproducti on. For :t:101'18 of
these magnitudes as such ever exerts an influence on the
decisions of individuals; yet, it is on the assumption
of a k110wleclge of the deci~3ions of individuals t:hat the
main propositions of ... economic theory are based. It is
to this 'i~dividualisticf rnethod that vie Qw'e vlhatever
ur1derstandirlg of economic phenomena Vle possess .•. If,
therefore, monetary theory s.till attenlpts to establish
causal relations between aggregates and general averages,
this means that monetary theory lags behind the develop­
ment of economics in general. In fact, neither aggregates
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nor averages do act Upo11 fore another, and i t vvill never
be possible to establish necessary connections of
cause and effect between them as we can b~tween individ­
ual phenornena, individual prices, etc. "33

rrhe crucial point against the prevailirlg rnacroecoYlomic approaches

is that the aggregate components entering into their analysis are all

elements having no existance of their own outside the economistJs own

calculations of tIle chose11 magnitudes. rrhe"price level" is a statist-

leal averaging at a point in time of a group of selected and weighted

prices. !J\he iJ:1dividu als in the marketplace are 11ever confronted by

the Ilprice level. II VJhat they d.o face is an il'lfini te array of parti-

cular prices representing the exchange ratios between money and every

good or service against which the medium of exchange is traded. Any

calculated change in the flprice level" is purely the ex "Rost statistical

averaging of a series of individual price changes. The causal links

generating changes in market decisions will have been t~ alterations

in the specific exchange ratios between money and goods, not a statist-

ieal "price level fl created by the eco'nomic analyst gfter all the

individual price changes have already worked their effect upon the

economy_

The same reasoning applies to meas~red changes in total output

and employment. ,(~~ uch statistical calc111at ions Cl.re l' again, purely the

e~ I!..9[J-~ SUins of an, array of changes in particular outputs a11d specifi.c

ernploynlent opportunities. One carlnot separatethe "total'· changes

from the. particular circumstances i11 each sector of the econorny that

has contributed to the rneasured II total ft outcome. lirlY atternpt to do so
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must nece::3narily clitni11ate all porjc;ibility of 'arlalyzing the condition::::;

that have genera ted the changes alld the circurnstances that f(lUSt come

into operation to either maintain or change further the output and
. 4

ernployrnent "level" already attaiYled ..3

The necessary conclusion from the reasoning of such Austrians as

Mises and Hayek that the bulk of rnacroeconennicsrnust be seen as an

episode that has shunted economic theory on to the wrong track, has

been too much for some economists to take. Most recently, Mark Blaug

has perceived t'\vhat methodological irldividualism strictly interpreted ...

would irnply for ecolloinics. In effect, it vvould rule out all macroeconomi,.

propositions that carll10t be reduced to rnicroeconolnic ones, and since

few have yet been so reduced, this amounts in turn to saying goodbye

to almost the whole of received macroeconomics." In ~xasperation, he

declares, "rr'here rnust be sornething \vrong \Nith a rnethodological principle

that has such devastating implications."J5

In reply to Blaug, I can do no better than to quote another

economist, Arthur W. Marget, who, like Mises was washed away in the

tidal wave of Keynesian euphoria because he, too, questioned the very

·~tfounations of I\".eynes' systern:

tilt is a fUYldalnerltal rnethoc1ological propos! tion of
'rnodern'ver;'3ions of the '~.D_eral' 11heo.£"y _of. Valg_Ei
that all categories with respect to 'supply' and
'dernand' rnust be unequivocally ,related to categories
\vhich preserlt thenlselves to the' Inirlds of those 'eCOY1­
ornizirlg' .JrlQ.j.vid~a).s (or in.dividual busi.11.ess firms)
\vhos e calculatiorlS, alld action~3 based lJ.pon those
calculatiol1S lnake. the 'supplies' and 'derna:r.tds' real ized
in the market what they are ..• the type of problem
raised by the necessity for establishing a relation
betvveenthese trnicroeconornic' d.ecisions ,and these
'macroeconomic J processes is not solved by the
arbitrar:y illtroduction of an 'aggregate supply func­
tion' and all • aggregate demand functioll' for industry
as ~ vJhoJ_e, in defiance of the fact that Ylei ther of
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these 'functions' deals with elements which enter
directly into the calculations of the individual
entrepreneurs vlhose 'microeconornic' decisio:ns and
actions make 'macroeconomic' processes what they
are. On the contrary, it mudt be said, of such an
attempt at 'solution;'that "it misconceives entirely
the true nature of the relationbetweenJ~icroeconomic
analysis and macroeconomic analysis .•.

Up until recently a good many macro-theorists abdicated any respon-

sibility for even trying to establish microeconomic linkages. While the

last fevl years has seen the development of a new Iiterature with this
. I

goal as its motivatin.g force, it has developed along mostly "static"

lines, i.e., an analysis of the choice theoretics serving as the logic

guiding the participants in selecting particular pricing, output and

employment options, with the resulting quantitative sums deptcting the

macroeconomic outcomes of the 'decisions of the microeconomic elements.

The Austrians, fmllowing the directions suggested by Mis~s have

attempted a much luore dynamic analysis. 'Jlhe heart of i~lises' "step-by-

step" pro~edure is to shovl how chapges in the various lnicroeconornic

elernerltsset in motion sequential effects throuf!.h }ime that generate

modifications in individual actions, which, in turn, result in changes

110t only in the "aggregate" quantities but in the relative pricQ and

]?rodgctiorl §truct~res, with serious consequences for economic stability.

rJ.1his has· been vvell surnmarizedby another Austria:n, Oskar ;/lorgenstern.

If in an analysis of an inflationary process, for example:

" ... no account is given ~here this add i tioYJ.al ~noney

originates from, \vhere it is injected, \'vi th what
different magnitudes and ho~ it penetrates (through
which paths and channels and with what speed), into
the body economic, very little information is given.
The same total addition will have different conse­
quences if it is injected via consumer's loans, or
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via producer·s borrowings, via the Defense Depart­
ment, or via unemployment subsidaes, etc. Depending
on the existing conditions of the econorny, each
point of injection will produce different consequen­
cies for the same aggregate amount of money, so that
the monetary analysis will have to be combined with
an equally detailed'analysiR of changing flows of
cornmodities and services. "Jr

It has been this type of emphasis by the Austrians) and 12x lVIises

in particular;; that led Joseph Schumpeter to conclude that, "the Austrian

way of emphasizing the behavior or decisions of individuals and of defin­

ing exchange value of money with respect to individual commodities rather

than with respect to a price level of one kind or another has its merits,

particularly in the analysis of an inflationary process; it tends to

replace a simple but inadequate picture by one which is less clear-cut

but more realistic and richer in results.,,38

Such questions do not have significance for "pure theory" alone,

as may appear on the surface. The present economic malaise reflects

the consequences of ignoring these very aspects of monetary dynamics.

Directing all their attention to policy effects on "total" demand,

"aggregate"employment arttl the general "price level," the Praetorian

Guard of the aging "New Economics" has been blind to the warping effect

their policies have had on the entire structure of the economy. Perpetua

monetary injections by the central bank have disrupted the market price

structure, creating artifical employment opportunities and, thus,

inducing massive misdirections of labor and capital. Fiscal and taxing

policies have so distorted incentive structures that saving and invest-

ment in the United states are among the lowest in the free world.' And

layers of interventions and regulatory acts have severely curtailed

effective utilization of existing productive capability as well as
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narrowing the range of opportunities open to new entrepreneural

i11novation.

The present times, however, seem to offer a chance for a change.

'/Ji th orthodox Keynesianisrn is disrepute , with a nevv arld" gr'owing a\:vare­

mess and. sympathy for the free market alTIOng economists and wi th increas­

ing concern among the general pUblic over the degree of governrnerrt

intervention in social and economic affairs, a turn around might just

be possible.

v



'llhe next five eS~3ays, 011 "r-doney, tt discuss the unique position of

money in economic exchange, the dist0rtive effects of moneta~y expansion

on market activity and the devastating consequences of ever-worsening

inflation. Of particular interest is an an~lysis by Mises of the limits

of any attempt to stabilize econolnic activity via stabilization of the

price level.

fI'he following four essays, on "'frade,1t focus Of1 the economic

distortions and inefficiencies arising in a world of economic nationalism.

Though mostly \tvritten in. the 191.1-0's and early 1950's., these essays are

more relevant than ever. With third-world countries aggressively pursuing

policies of economic self-sufficiency and with a rising tide of

protectionisn1 i1'1 the industrialized westerrl nations, IJlises' vvarnings

of the danger of international conflict and war in a world withQut free

trade will be found particularly cogent.

The next six essays, on"Comparative Economic Systems," analyze the

political-economic clash between the free market order and collectivist

economic planning. Included are detailed studies of socialism and the

cooperatives movernel1.t.

The final essays, on "The Hole of Doctri11e~3 i11 Humall History," arid
"'1\he Idea of Ij_berty is 'JJestern, U

emphasize that the ultimate cbntest in politics and economics is not

between nations or armies but between tpe ideas that rule the- actions

of mf:n.

The noted German economist, ~ilhelm R~pke, once recounted how

(1919) had been "in many vvays the redeeminG al1swer to the questions

tormenti11g a young man who had just come back from the trenches 'f ra39



~ith the collapse of Keynesiarisupremacy and the initiation ofa new

battle of ideas among economists and policy-makers, the writings of

Ludwig von Mises might once again be of assistance to the new generation

of combatants who will be manning the intellectual trenches. It is with

this in mind that this volurne of essays o:n l"!Ioney, IVlethod.• lnter'vention

and Trade is offered to the public.
New York City
t.fune, 1981
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INTRODUCTION
by Richard M. Ebeling

I
For almost forty years the importance of IJudwig von lv1ises"

contributions to the development of economic theory has gone almost

completely unnoticed. Recognized during th~ 1920's and 1930's

as one of the most innovative economists alive, he was virtually

ignored by the economics profession foll@wing the second world war,

even though he continued to lecture widely, pUblished over a half­

dozen books and taught on a regular basis at New York University

**until his retirement in 1969 at the age of 89.

The basis for this peculiar circumstance resutted from his

position vis-a-vis Keynesian economics. Given the practically mono%~

lithic hold of Keynesianism over economists in the post-war years,

any challenge.to either the theoretical edifice or the policy impli­

cations of the then, "New Economics," assured almost certain intell-

ectual death to the unfortunate combatant. Yet, this is exactly what

Luawig von Mises did in both questioning and unflinchingly cr"iticizing

"the entire body of Keynesian doctrine. The result was" near total

ostracism from the economics profession.

During the 1970's, the intellectual terrain began to shift.

In the wake of the dismal failure of Keynesian policy pFescriptions,

doubts began to be generated about the fundamentals of the Keynesian

system. Much scholarly scalp-scratching started to occur as myriad

exegetical readings were made in an attempt to divine what Keynes

"really meant." The various investigations lead to the conclusion

that Keynes really meant almost anything depending upon which of his

books was focused upon and which passages in the particular volume

was given e~~hasis.
oj!
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The decline of Keynesianism among economists has brought about

a new spirit of open intellectual competition the likes of which

has not been seen since the early 1930's. Among the rivalrous

contestants are the ideas of Ludwig von Misesand the Au~trian

School of Economics, of which he was an illustrious member.

II

The 1871 publication of Carl Menger's Grundsatze der Volks-

'wirtschaftslehre1 marks the beginning of the Austrian School.

A~though usually classified along with William Stanley Jevons and

Leon Walras as one of the co-founders of the "Marginalist Economics"

that replaced the Classical School and its Labor Theory of Value,

Menger's contribution bore unique charactoristics that distinguished

him from the other two.

All three0 had grasped the Gessential role of marginal utility:

value was a matter of relative comparison between alternatives and

each alternati.ve'~s significance was evaluated by the decision-maker

at the margin, i.e., the importance of the next unit of a good or

servic~ that could be obtained or would have to be given up in an

act of choice.

For both Jevons and Walras, however, the value of the marginal

utility concept was its power in demonstrating the conditions for

equilibrium in a given exchange environment. For Menger, on the

other hand, equilibrium was purely a useful limiting case that

portrayed the circumstances under which no further motivations for

exchange among traders would exist; the importance of marginal

utility, in the Mengerian schema, was precisely its value in enabling
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an analysis of the exchange process itself, regardless of the con­
. 2

crete manifestation of any eventual equilibrium outcome.

An investigation of exchange sequences and consequences in

disequilibrium circumstances necessarily raised questions concerning

the knowledge possessed by the respective market participants, the

role of time as it related to adjustment periods and production

periods relative to change and the formation of expectations and

foresight as potential traders attempted to anticipate future condi­

tions as a guide for thei.r" own actions.

The economic analysis derived from Jevons and Walras took on

a fundamentally static quality, basically an attempt to stipulate

the prerequisites for an equilibrium state. The ~'Anstrian" approach

derived from Menger's exposition had from its inception essential

dynamic qualities that set it apart from other schools of thought

over the years. 3

The foundations laid by Menger in 1871 were developed further

in the last two decades of the 19th 'century and in the first decaae

of the 20th centuryo The two most notable contributors to this.

endeavor and, in fact, the ones who gave the Austrian $chool its

world-wide notoriety, wepe Eugen von Bohm-Bawerkand Friedrich von

Wieser. Bohm-Bawerk extended the analysis to questions concerning

the theory of capital and the origin and formation of interest.4

Wieser, appreciating Menger's insight that marginal utility and

valuation are sUbjective estimates by the chooser, demonstrated that

cost was a subjective phenomena as well, nothing more than the next

best al.ternative or opportunity set aside or forgone when a choice

and an exchange are made. 5
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III

Ludwig von Mises ' contributions to the Austrian School spans

over six decades and touches upon almost every major field of

.economic science. The most controversial of Mises ' writings has

undoubtedly been that portio.n devoted to questions concerning,the

methodology of the social sciences. Yet, at the same time, they are

probably the most important of all his effe~ts~ Indeed, what Mises

attempted was a philosophical foundation for the entire edifice of

,economic science as it had developed from Adam Smith's first analysis

of the spontaneous market order to Carl Menger's restatement of the

principles of that spont~ous order based upon metl1.odological indiv~

idualistic grounds. 6 7

Mises)writings on methodology covered practically his entire

career. , His early statements on the subject were collected in 1933

.under the title. Epistemological Problems of Economics. 8 They were

- refined and integrated into a geneFal economic treatise, Nationalo­

kO'nomie!- (1940)9 and in its Engl"ish-l·anguage counterpart,' Human Action

(1949)~Oand restated in Theory and History (1957fland in The Ultimate

Foundations of Economic Science (1962).12

The unique quality charactorizing the social sciences, as Mises

sees it, is the animated purposefulness of human endeavors. Man,

above all else, is the being who acts, who inquisitively looks out

upon the world around, is conscious to opportunities to

improve his lot and proceeds to apply means to the achie~ent of ends

when circumstances are perceived by the actor as offering the

possibility for success.
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Purposefulness, consciousness to opportunities, perception of

circumstances, are all attributes assignable only to individuals,

whose concrete content are functions of the particular perspec­

tives, o:ircumstanees and interpretations of the respective actors

themselves. Social Science, therefore, is grounded at its start in

methodological individualism and methodological subjectivism. The

alpha and omega of social phenomena is the sUbjective world of acting

man. . The laws of nature and the physical environment may be the

ultimate parameters within whim human endeavors are possible and

accomplishable; yet, im is the human actors perception of the possible

and the attainable that will be the divining rod for action initiated.

We also see in this Miseian schema all the dynamic elements that

dominated Menger's Grundsatze: imperfect knowledge, time and change,

expectations and foresight. Each of these have implied residence in

the concept of purposefUl action, for aotion--conscious behavi9r

directed towards selected goals--has logical meaningfulness only

whe·re choice is seen as possible. And choice, as sele·~ti..o_n among

al ternative .... opport·unities, has reality only where certain knowledge

of the future is lacking. In turn, time and change, as Mises was wont

to emphasize, is inseparable from action, as the very thought of action

implied a becoming and a became.

The subjectivity of perception of the time-diminsion of action,

of the ends possible and the means available:;':JG)'f costs (as foregone

opportunities) and benefits (as prospective gain in psychic improve­

ment) resulted in Mises rejection of what he saw as Positivist

imperialism, the interjection of the methods of the natural sciences

into the social sciences. Application of the rules of "objective
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science" to the social realm would require the abandonment of that

quality that comprised the, uniqueness of human events: appreciation

of the subjective motivations directing human behavior that, in turn,

generated the "objective," measurable magnitudes of the social world.

Yet, for Mises, this rejection of measurement and quantification

as the standards for social science did not at the same time mean a

collapse into Historicism, the argument that-there are neither laws

nor permanent regularities in the social world, only the historically

unique and non-repeated.

The laws of social phenomena, Mises said, are derived from the

logia:: of action which , itself, is 'one and the same with the logic of

thought and reason. The processes of the market that tends for market

prices to equal market costs, for supply to tend towards an equilibrium

with demand, are all reducible to the logic' guiding the actions of

the respective individuals subsumed under the terms " "suppliers It and

udemanders"--that the value of any particular means should 'not, exceed

the value of any parti'oaaar end·they serve.

This accounts, also';. for what has usually been perce'ived~·as

Mises l peCUliar insistance that economic theo~y is both ~ priori and

empirically truthful. It is a priori, for Mises, becaase the logic

of action and its requisite categories of means and ends, costs: and

benefits, etc., must necessarily preceed in thought the selection of

~~any concrete end the application of any concrete means and, therefore,

the disignating of something as one or the other. And it is empirically

truthful because the logic of human thought precludes the conceiving

of any conscious human action not op~rating within these categories,

hence, it empirically reflects the essential qualities of all conscious

human conduct.
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The analytical schematic provided by the action categories

serves as the filing system enabling the social scientist and economist"

to order and give intelligible interpretation to the complexity of the

social world. Economic prediction and forecasting is fundamentally

?-n attempt to act as t what 1\1ises called,. "the historian of the future • .,13

It is an attempt to o:ttder the concrete "facts" of the social world in

a manner that reflects how the actors in that world themselves do so.

And, furthermore, t~ project oneself into the future and attempt to

anticipate how the 'respective actors over the future period will

classify various entities as either means or ends, what expectations

they will form about the most advantageous courses of action to under­

take and to analyze both the intended and unintended consequences of

that multitude of individual plans as they meet and mesh in the social

arena .14

Mises' contribntions to the various fie~ds of economic science

have all been attempts to one qegree or another to apply this methodo­

logical structure to particular problems. As F.A. Hayek has percep­

tively pointed out, " •••most peculiarities of UVIises~ views which at

first strike many readers as strange and unacceptable trace to the

fact that in the consiste~t development of the sUbjectivist approach

he has for a long time moved ahe~d ·of his contemporaries • .,15

In monetary theory, for instance, Mises made one of the first

successful applications of marginal utility analysis to explain the·

value of money by emphasizing the role ,of uncertainty and expectations

in the actions of market participants. His classic work, The Theory

of Money and Credit (1912; revised, 1924t6and monograph, Monetary

Stabilization and Cyclical Policy (1928)~7as well as portions of

Human Action,18 however, contain much more than this. In the parlance

of contemporary economics, Mises proceeded to develop a microeconomic
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foundation for macroeconomic phenomena. Utilizing Bohm~Bawerk's

capital theory and Knut Wicksell's distinction between the money and

natural rate of interest. he devised a dynamic process analysis showing

how changes in the money supply could generate shifts in income distri-

bution, cause resource misallocations via relative price distortions

and induce trade cycle fluctuations.

Ii/hat distinguished IVlises' approach from, for example, Irving

Fisher's quantity theory of money was precisely his refusal to make

the analytical ~ump (made by F~sher and others) from changes in the

.aggregate money stock to changes in the general "price level." lVIises

insistadupon a strict adherance to methodological individualism. Any

explanations of statistically calculated changes in total employment

and output or the "price level" needed to be dissected into the

"step-by-step" sequential p:socess of individual market actions,

reactions and plan adjustments and readjustments f9llowing an increase

(or decrease) in the money supply. Thus, the macroeconomic aggregates

were to be decomposed into their microeconomic components by rigorously

analyzing the "transmission mechanism" of a monetary injection. 19 '

The same methodological considerations permeate Mises' famous

writings on comparative economic systems. Already in the 1880's and

1890's, LrJieser and, 'in particular, Bohm-Bawerk had critically evaluated

the Marxian Labor The0ry of Value and discovered fundamental defects
, p

in both the assum~ions and the logic. 20 However, almost no thought

had ,been given by either socialist or non-socialist economists to the

efficacy of State economic planning as an alternative to a market

economy. In a series of three books, Socialism (i922)fl Liberalism

(1927)22 and Critique of Interventionism (1929)23 Mises took up this

very question.
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Mises saw the issue as conce~ning questions of knowledge,

change and adjustment--the Mengerian themes, once again. In the

Walrasian world of general equilibrium, where it's assumed that the

relevant supply and demand conditioRs are known and all markets are

cleared at equilibir~~ prices, 'it superficially appears as if a

"market" outcome and a "planned" outcome are interchangeable with each
24other. What are the implications, however, if instead its assumed

that an economy is not in equilibrium and constant changes on both

the demand and supply sides are an integral part of the system? In·

other words, what are the implications in the real world? How is the

coordination of a multitude of individual human plans and activities

to be brought about so as to assure a tendency to\"1ards an efficient

allocation;~~'of scarce consumer goods and means of production.?

As Mises explained, in a market economy this is accomplished

via the price mechanism: rivalrous entrepreneurs bid for'the use or

purchase of scarce factors of production based upon their respective

anticipations 'of the relative consumer demands for either presemtly

marketed or new products. Prices for those factors of production are

formed out of the interaction of, on the one hand, entrepreneurs who

have those expectations about the prices consumers would be willing

to pay for the final output. the productive factors could assist .in

producing and, on the other hand, owners of-the productive factors

who form expectations about alternative employment opportunities.

The qn-going process of profit and loss, in turn, assures that economic

management of the scarce factors of production always tends to be in
-

the hands of those entreppeneurs who demonstrate the capacity for

forming more nearly correct foresight about changes in underlying

market conditions. 25
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Socialism, Mises argued, negated this entire process. ~Jith

prohibition of private ownership of the means of production, no

markets would exist upon which prices for the scarce resources could

be genera~ed. And without real market-created prices reflecting

ever-changing supply and demand conditions no rational technique

would exist for carrying out economic calculation for the estimation

of least-cost methods of production. Hence, concluded Mises, the

establishment of universial socialism would necessitate the demise

f 11 t · 1 · 1 · 26o a ra 10na econOffi1C p ann1ng.• -'-

Governmant intervention within a market order_,lVlises '

reasone.d, ul timately created the same problems as socialism only in

a more moderate form. To the extent that the interventions infringed

upon the free market formation of prices and direction of ,production,

to that extent market forces--i.e., entrepreneural attempts to com-

petitively satisfy consumer demands in the most 'efficient manner--were

thwarted. Furthermore, as each government intervention would distort

and disrupt the competitive market price structu~e, the government

would' continually face the problem of either extending its controls

and regulations in an attempt to compensate for the imbalances its

previous interventions had caused or repeal the existing interventions

and allow a return to a competitive market arFangement., Thus, insisted

r{lises, an interventionist, mixed-economy was inherently unstable;

lmgically it required either an extension of the interventions until

all-round. planning was established yaa a piecemeal process or else

the Interventionist state contracted until that point at which a free

market order predominated. 27
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Mises' conclusion that a market economy was the only r~asonable

alternative to the problem of economic order was not meant by him to

to taken as a personal value judgment on his part. Quite to the

contrary, he saw it as a purely scientific conclusion to a scientific

problem. Once a society is beyond a primative economic state, or more

exactly, if it is to get beyond such a state, there must exist a

certain set of institutional structures that enables advantageous

utilization of extensive division of labor. The gwowing complexity

and dispers~on of knowledge precludes any successful coordination via

central direction. Seme mechanism must assist in this endeavor and

the price mecha~ism was just such an apparatus. A multitide of

consumer preferences and entrepre~eural expectations could be success­

fully transmitted across a nation, acros~ a continent and 'across the

world through changes in market prices for both finished output and

means of production.

Real market prices--reflecting real preferences, real expectations,

real information about scarcity conditions--were impossible if owner­

ship of the factors of production were outlawed, for without ownership

there could be no trades, without potential trades there could be no

bids and offers and without bids and offers there were no real prices.

Interventions in a market economy, on the other hand, did not abrogate

prices, but they could distort and distupt the informational flow,

thus seriously diminishing the efficiency of the society's extended

use of the division of labor. Thus, as a scientist, Mises felt confi­

den~in saying that ultimately there was no alternative to a thorough-
I

going market order.
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The ess8¥S contained in this collection, many previously unpub-

lished, offer a convenient composite of tllvlisesian economics. n They

touch upon almost every aspect of economic and social theory that

~ises considered of paramount importance. Fanthermore, in many instances

they offer exa~ples of concrete application~ofMises ' theoretical

schema that are not to be ~ound in his other writings.

The first t~r~e essays, nn fflVlethod, It carefully delineate the

differences between the·social and natural sciences, discuss the

importance of value-freedom in social analysis and explain the dis­

tinction that Mises saw between his science of human action--praxeology-­

and the method of the German Histor·ical School.

The next five essays, on "Money," discuss the unique position of

money in economic exchange, the d~stortive effects monetary expansion

can have on market activity and the devastating consequences'of ever-

worsening inflation.-

The following four essays, on "Trade," focus on the economic

dislocations and\.~fficiencies arising in a world of economic nationalism.

Though mostly written in the 1940's and early 1950's, these essays

are more relevant than ever. With third-world countries pursuing

policies of self-suffici.e.ncy and a rising tide of protectionism in the

industrialized western nations, Mises'warnings of the danger of

internati.onal conflact and war in a world wi thoutc)tireeJtBPade is more

cogent than ever.
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The next six essays, on "Comparative Systems," touch upon

the continuing clash bemween the free market order and collectivist

economic planning, with detailed studies of socialism and the cooperative

movement.

The fina.l essay, on "The Role of Doctrines in Human History,"

emphasizes that the ultimate political economic contest is not between

nations but between the ideas that rule men.

-v

In the post-war years, the methodological thrust imbued in Mises'

writings -was inevitably bound to conflict ~ith the Keynesian spirit

of the times. For a wide range of theoretical and pOlicy issues,

microeconomics was declared a defective analytical device. Such a

radically sujectivist mieroeconomic approach as Mises' was certain to

be re jected. Instead, for special "macron-economic problems d-ifferent

tools needed to be forged. The search was made to discover quantitative

"functional" r~lationships th~t were postulated to exist between certain

aggregate magnitudes, e.g., total investment and total employment, and

total income and total consumption. The search had ended in dismal

failure. It inevitably was bound to fail.-

From the beginning its failure was preordained because Keynesian-
s

ism was shot threw andlthrew with the fallacy of "conceptional realism"-­
!

the imputing to statistically derived magnitudes attributes and

qualities both independent and different from their component parts.

I can do no better than to quote from another economist, Arthu~ w.
Marget, who, like Mises was washed away in the tidal wave of Keynesian
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euphoria because he, too, questioned the very foundations of Keynes'
system:

"It is a fundamental methodological proposition of
'modern' versions of the 'general' Theory of Value
that all categories with respect to 'supply' and
'demand' must be unequivocally related to categories
which present themselves to the minds of those 'econ­
omizing' individuals (or individual business firms)
whose calculations, and actions based upon those cal­
culations, make the 'supplies' and 'demands' realized
in the market what they are ••• if such categories are
to help us to understand why realized market events
are what they are, they must in all cases refer to
elements which are sigro.ificant to those whose decisions
and actions bring about these realized market events •• 0 .

the type of problem raised by the necessity for estab­
lishing a relation between these 'microeconomic' decisions
and these 'macroeconomic' processes is not'solved by
the arbitrary introduction of an 'aggregate 'supply
function' and an 'aggregate demand function' for
industry ~ g,whole, in defiance of the fact that
aeither of these 'functions' deals with elements
which enter directly into the calculations of the
individual entFepreneurs whose 'microeconomic' decisions
and actions make 'macroeconomic' processes what they
are. On the contrary, it must be said, of such an
attempt at 'solution~' that i~ misconceives entirely
the true nature of the relation between2~icroeconomic
analysis and macroeconomic analysis ••• "

The tragedy of all this is that its consequences far

transcend scholarly questiolls of "pure theory." The Keynesian

policies have done their work for over twenty years. Directing all

their attention to "total U demand, "aggregate" employm.ent and the

general "price level," the Praetorian Guard of the aging ttNew Economics"

has been blind to the warping effect their policies have had on

the entire economic structure of production. Perpetual monetary

i~jections by the central bank have disrupted the market price

structure, created arti~ical employment opportunities into which

countless workers have been drawn and induced massive misdirections
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of labor and capital. And t'he Keynesians have been all but oblivious

to these microeconomic consequences of their macroeconmic policies.

The inevitable result of any slowdown in inflation is a collapse

of the artifically-created relative price structure and symptoms of

a recession develop as the misallocations and malinvestments begin to

show themselves in various parts of the economy. The equally in~vitable

result is an attempt by the monetary authorities to prop-up the

"sagging economy" through new doses of money and credit. The political

sensibilities of politicians across the entire pOlitial spectrum makes

it near impossible to break the cycle. 29

Yet, the cycle must be broken~ The present time seems to offer a

chance. With orthodox Keynesianism in disrepute, with a new and

growing awa~emeas and sympathy for the free market among economists

and wwth the growing concern among the general pUblic over the degree

of gover~ent intervention in social and economic affairs, just such

a turn-a-round might be possible.

The present volume of essays, by one of the leading figures'in

"20th century economic thought, and touching on almost- every major issue

of the day, can serve as an important handbook in bringing about the

necessary ideelogical and methodological turn-a-round.
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