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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 in this book are the result of my search for
unpublished manuscripts and articles published long ago. My
. purpose was to bring to life the works of my husband which
otherwise were not easily accessible to his many followers.

The success of g}anning For Freedom - a book of essays now in

its fourth enlarged edition - encouraged me in this endeavor.

work
This is the last book of my husband%h I myself 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 admirer 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 upon the final selection. I appreciate and thank him

for his dedication to this project.

These essays should bring into sharp focus my husband's
economic and social philosophy as it bears upon wide ranging

topics as indicated in the table of contents.

N#w York, June 1981 Margit von Mises



TRIROPUCT T OR

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

™

of the most innovative economists alive., F.A., Hayek hags sald that

1

Mises' critique of socialisim had "the most profound impression on my

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

ol

the world ever the same again. Lord (Lionel) Robbins, in introduc-

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

T

English-gpeaking readers in 1931, pointed out the "marvelous renaicsanc:

¥ "

the "School of Vienna" had experienced "under the leadership of...Fro-

fessor Jises.”2 _____
1905-1933, Howard £11is insisted that .lises' work was "one of the most
substantial treatises upon monetary theory in the German literature”
and that his role in bringing an end to the Austrian hyperinfiation

L w3

of the early 1020's made"™lises a significant figure. ritz slachlup
has stated that in the early 1920's, "Ludwig v. ilises was.the first, so
far as 1 know, to point_to the phenomena of the consumption of capital”
due to the distortion of capital accounts caused by inflation and the
fiscal policies of the Austrian State. Fuf%hermore, "As a member of a
committee appointed by the Austrian Government...he also emphasized
comprehensive factual information."“ And in a study of the evolution
of the theory of cost in eéonomics, James . Buchanan has emphasized
that"Ludwig von Mises was one of the chief sources for the subjectivist
economlcs” expounded 1in the 1930's at the London School of Lconomics
and developed further, more recently, by the latest generation of the

. 5
Austrian School.



Yet, for a good portion of the pogt-war period, Mises' writings
have been in general eclipse 1n the economics profession, even though
he continued to lecture widely, published over a half-dozen books
during this time and taught on a régular basis at Hew York University
until his retirement in 1969 at the age of £9. The basis for this
peculiar circumstance reéulted from his position vis-a-vis Keynesian
economics. Given the practically monolithic hold Keynesianism had
over economists following 1945, any challenge to either the theoretical
edifice or the policy implications of the then, "New Kconomics,"
assured alnost certain intellectual death to the unfortunate combatant.
Yet, this is exactly what Ludwig von ilises did in both questioning
and unflinchingly criticizing the entire body of Xeynesian doctrine.

The result was near total ostracism from the economics profession.

During the 1970's, the ihtellectual terrain began to}shift.

In the wake of the dismal failure of Keynesian policy prescriptiongs,
doubts‘began to be generated about the fundamentals of the Keynesilan
system, UIluch 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 volumes was focused upon and which passages 1in the.particular

book was given emphasis.



The decline of Keynesianism among economists has brought about
a new spirit of open intellectual competition the likes of which
has not been séen 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.
I1

The 1871 publication of Carl Menger's Grundsdtze der Volks-
6

wirtschaftslehre” marks the beginning of the Austrian School.

Although usually classified along with William Stanley Jevons and
Leon Walras as one of the co-founderg of thé "Marginalist Economics"
that replaced the Classical School and its Labor Theory of Value,
Menger's contribution bore unique charactgristics that distinguished
him from the other two.

All three.- had grasped the cessential role of marginal utility:
value was a matter of relative comparison between alternatives and
each alternatﬁve;s significance was evaluated by.the decision-maker
at the margin, i.e., the importance of the next unit of a good or
service 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

4

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



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

7a

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 theilr 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 equiiibrium state. The "Amustrian" 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 ienger 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 #chool its
world-wide notoriety, wewre Eugen von Bohm-Bawerk and Friedrich von
Wieser. Bohm~-Bawerk extended the analysis to questions concerning
the theory of capital and'the origin énd formation of interest.9
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 alternative or opportunity set aside or forgone when a choice

and an exchange are made.lo



111

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 Miseé” writings has
undoubtedly been that portion devoted to questions concerning the
methodology of the social sciehces. Yet, at the same fime, they are
probably the most important of all his efforts. Indeed, what ilises
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 ienger's restatement of the
principles of that spont§5bus order based upon methodological indiv-
idualistic grounds.11 12

Mises’ writings on methodology covered practically his entire
career. His early statementson the subjéct were collected in 1933

13

under the title, Epistemological Problems of Economicsiv” They were

refined and integrated into a general economic treatise, Nationale

konomiey(1940}uand in its English«languagé counterpart, Human Action

(1949)?ﬁand restated in Theory and History (195?}6and in The Ultimate
17

Foundations of LEconomic Science.(1962).

The unique quality characterizing the social sciences, as ilises
sees it, is fhe animated purposefulness of human endeavors. Mlan,
above all else, 1s the beihg who acts,;who inquisitively looks out
upon the world. _ is conscious to opportunities to
improve his lot and proceeds to apply means to the achieviient 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 fhe particular perspec-
tives, ocircumstances 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 which human endeavors are possible and
accomplishable; yet, it i$ the human actors perception of the possible
and the attainable that will be the divining rod for action initiated.

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

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

expecfations and foresight. Each of these have implied 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 choice, as selection among
alternative-opportunities, has reality only where certain knowledge

of the future is lacking. In turn, time and change, as ilises was wont
to emphasize, is inseparable from action, as the very thought of action
implied a becoming and a becane.

The subjectivity of perception of the time-dimension of action,
of the ends possible and the means avallable, of 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



gcience" 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,

1

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

'Yet, for Mises, this rejectién of measurement and guantification
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

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

thought and reason. The processes of the mafket that tends for market
prices to equal market costs, for supply to tend towards an equilibrium
with demand, are all reduciblebto the logic guiding the actions}of
the respective individuals subsumed under the terms, "suppliers" and
"demanders"--that the value of any particular means should not exceed
the value of any particular end they serve.

This accounts, -also, for what has usually been perceived as
Mises' peculiar insistence that economic theory is both a priori and
empirically truthful. It is a priori, for ilises, because the logic
of action and its requisite categories of meahs and ends, costs and
benefits, etc., must necessarily preceed in thought the selection of
any concrete eﬂggige application of any concrete_maans and, therefore,
the designating of something as one or the other. And it is empirically
truthful because the logic of human thought precludes the conceivihg
of any conscious human action not operating within these categories,

hence, it empirically reflects the essential qualities of all conscious

human conduct.



While the action categories can serve as the {1ling systen
enabling the social scientist and the economist to order and give
intelligible interpretation to the compfgity of the social world, tne
categories remain purely generic in nature, il.e., they do not provice
any information about the speetific ends and means cr the concrete

outcomes from a series of actions. Thus, the "elasticities" of demand

and supply and the particular
and expectations will depend upon the historical circumstances. This

is lucidly explained by ulises in one of the following essays

"Je have plently of figures available concerning the
German inflation of the years, 1914-1923. Lconomic
theory provides us with all the knowledge needed for

a perfect grasp of the causes of price changes. 3But

this knowledge does not give us quantitative definite-
ness, Lconomics is...qualitative and not gquantitative...
There are in the sphere of human action no constant
relations hetween magnitudes...The rise of German prices
in the years of the first World War was not only due

to the inecrease 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 no longer worked in the plants, because govern-
ment control of business reduced productivity, because
the blockade prevented imports from abroad, and because
workers suffered from malnutrition. It is impossible

to establish by other methods than Verstehen [}nﬁer~
pretive 'understanding'| how each of these factoru~"and
of some other revelant factors--contributed to the rise
of prices...The Verstehen ig in the realm of his torv
the substitute, as it were, for guantitative &pa¢Julo
and measurcnent which are unfeasible with regard to
hunan actions outside the field of technology." (p. )

Similiarly, economic prediction and forecasting is fundamentally

an attempt to act as, what #Mises called, "the historian of the future."

It is an attempt to order the concrete "facts" of the social world
in a manner that reflects how the actors in that world do so them-
selves. And, furthermorc, to project oneself into the future and

attempt to anticipate how the respective actors over the [future

speeds of ad justment" in prices, output

ol
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period will classify various entities as either means or ends, what
expectations they will form about the most advantageous courses of
action to undertake and to analyze both the intended and unintendéd
consequences of that multitude of individual plans as they meet and
mesh in the social arena.lg

Mises' contributions to the various filelds of economlic scilence
have all been attempts to one degree or another to apply this
methodological structure to particular problems, As F.A. Hayek has
perceptively pointed out: "...most peculiarities of {ﬁisosﬁviews
which at first strike many readers as gstrange and unacceptable trace
to the fact that in the consictent development of the subjectivist
approach he has for a long time moved ahead of his contemporaries."zo

In monetary theory, for instance, dises 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 doney and Credit (1912; rev. ed., 192&)‘1 and monograph, lonetary
Stabilization and Cyclical Policy (1928),52 as well as portions of

23

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

of contemporary economnics, ilises proceeded to develop a microecononmic



foundation for macroeconomic phenomena. Utilizing Bohm-Bawerk's
capital theory and Knut Wicksell's distinction between the money and
natural rate of interest, he deviséd a dynamic procesé analysis showing
how changes in the money supply could generate shifts in income distri-
bution, éause resource misallocations via relative price distortions
and induce trade cycle fluctuations.

'

wWwhat distinguished Migses' approach from, for example, Irving
Fisher's quantity theory 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." Mises
insisted upon 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—sﬂep" sequential process of individual market actions,
reactions and plan adjustments and readjustments following an increase
(or decrease) in the money supply. Thus, the macroeconomic aggregates
were to be decomposed into their microeconomic components by rigorcusly
analyzing the "transmission mechanism" of a monetary injection.2

The same methodological considerations permeate ilises' famous
writings on comparative economic gsystems. Already in the 1880's and
1890'5, dieser and, in particular, Bébm»Bawerk had critically evaluated
the Marxian Labor Theory of Value and discovered fundamental defects
. . N ' . 25
in both the assuntions and the logic.“” However, almost no thought
had been given by‘either soclalist or non-socialist economists to the

efficacy of State economic planning as an alternative to a market

econiomy. In a series of three books, Socialism (1922)?6 Liberalism

(1927}27 and Critique of Interventionism (1929)28 ilises took up this

very question.



Mises saw the issue as concorning questions of knowledge,
change and ad justment--the Mengerian themes, once again. In the
Walrasian world of general equilibrium, where it's‘assumed that the
relevant supply ani demand conditions are known and all markets are
cleared at equilibrium prices, 1t superficially appears as if a
"market" outcome and a "planned" ocutcome are interchangeable with each
other.29 dhaf are the’implications, however, if instead its assumed
that an econony is not in equilibrium and constant changes on both

-

the demand and supply sides are an integral part of the system? 1In

other words, what are the implications 1n the real world? How 1s the

coordination of a multitude of individual human plansiand activities
to be brought about so as to assure a tendency towards an efficient
allocation of scarce consumer goods and means of production 7
As tlises explained, in a market economy this is accomplishead

via the price mechanism: rivalrous entrepreneurs bid for the use or
vurchase of scérce factors of production based upon their respective
anticipations of the relative consumer demands for either presently
marketed or new products. Prices for those factors of production are

i

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

have 7hose expectations about the prices concumers would be willing

to pay for the final output the preductive factors could assist in
producing and, on ihe other hand, owners of the productive factors

who form expectationg about alternative employment opportunities.

The on-going; process of nrofit and loss, in turn, assures that econonic
nmanagenent of the ccarce factore of production always tends to be in
the hands of those entrepreneurs who denonstrate the capacity for

1

:ht about changes in underlying

[

formin~ more nearlv correct fore:

1

marke’ conditions.-
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Socialism, Mises argued, negated this entire process. With
prohibition of private ownership of the means of production, no
markets would exist upon which prices for the scarce resources could
be genérated. And without real market-created prices reflecting
evef«changing subply and demand conditions no rational technique
would exist for carrying out economic calculation for the estimation
of least-cost methods of proddction. Hence, concluded ilises, the
establishment of universial socialism would necessitate the demigse
of all rational economic planning.z1

Governmant intervention within a market order, iMises
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 market forces--i.e., entrepreneural attempts to com-
petitively satisfy consumer demands in the most efficient manner--were
thwarted. Furthermdre, as each government intervention would distort
and disrupt the competitive market price structure, the government
would continually face the problemn of eilther extending its controls
and regulations in an attempt to compensate for the imbalances 1its
previous interventions had caused or repeal the existing interventions
and allow a return %o a competitive market arrangement.. Thus, insisted
Mises, an'interventionist, mixed-economy was inherently unstable;
logically it required either an extension of the intervemtions until
all-round planning was established vda a pieecemeal process or else
the Interventionist State contracted until that point at which a free

32

market order predominated.
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Mises' conclusion that a market economy was the only reasonable
alternative to the problem of economic order was not meant by him to
be taken as a personal value judgment on his part. Qgite to the
contrary, he saw it as a purely scilentific conclusion to a scientific
problemn. Onceba society is beyond a primative economic state, of more
exactly, if it is to get beyond such a sﬁate, there must exist a
certain set of institutionalstruotures thét enables advantageous
utilization of extensive division of labor. The growing complexity
- and dispersian 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 preferences and entrepreneural expectations cculd be success-
fully transmitted across a nation, across 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 atout gcarcity conditions~-were impossible if owner-
ship of the factors of production were outlawéd, 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 disrupt the informational flow,
thus seriously diminishing the efficiency of the gociety's extended
use of the division of labor. Thus, as a scientist, iMises felt confi-
denﬁin saying that ultimately there was no alternative to a thorough-

going market order.
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'

e also see in Hises' critique of interventionism the same
microeconomic pfoceﬁs analysis that is visible in his monetary
studies. An,intérvention impinges upon the economic system at
some point. DPrevailing relative price and production relations
are disturbed, resulting in modifications in the actions of wvarious
market participants. These modified actions, in turn, influence
the behavior and regponse of others. The ilaplications that Wises
draws is that the longer-term, complex ramifications from the
specific intervention tends to have the consequence of making worse
the initial conditions the intervention was meant to remedy. Thus,
with the tools of modern economic theory, tlises is able to construct
a sophisticated sequence analyslis that reinforces the old argunents
of the Classical Lconomists concerning the important distinction
between what is seen and what is unseen in the implementation of

economic policy.



15

v
In the post-war years, the methodological thrust imbued in tlises'’

writings was inevitably bound to conflict with the Keynesian spirit of V'
of the times. Tor a wide range of theoretical and policy issues,
microeconomics was declared a defective analytic device. Such a radically
subjectivist microeconomic approach as ilises' was certain to be rejected.
Instead, for special "macro"-economic problems different tools, it was
said, needed to be forged. The search was made to discover quantitative
"functional" reiationships that were postulated to exist between certain
aggregates e.g., total investment and total employment, and total income
and total consumption. The search has ended in dismal failure. It
inevitably was bound to fail.

From the beginning its failure was preordained because Keynesianism

through (throuih
was shg%‘ ) i/)

with the fallacy of "cbnceptual realism"~-the
imputing to'statistically derived magnitudes attributes and qualities
independent and different from their component parts. As Miées' fellow
Austrian economist, F.A. Hayek, has pointed out, the application-of
such macroeconomic approaches has, 1in fact, been "a positive hindrance
to further progress'" in monetary and business cycle theery. Indeed,

economic theory, itself, is abrogated by attempts

",..to establish direct causal connections between the
tota; quantity of money, the general level of prices
and...alzo the total amount of producti on. For none of
these magnitudes as such ever exerts an influence on the
decisions of individuals; yet, it i1s on the agsumption
of a knowledge of the decisions of individuals that the
main propositions of...economic theory are based. It is
to this 'individualistic' method that we owe whatever
understanding of economic phenomena we possess... 1T,
therefore, monetary theory still attempts to establish
causal relations between aggregates and general averages,
this means that nonetary theory lags behind the develop-
ment of economics in general. In fact, neither aggregates
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nor averages do act uponore another, and it will never
be possible 1o establish necessary connections of

~cause and effect between them as we can_between individ-
ual phenomena, individual prices, etc.”

The crucial point against the prevailing macroeconomic approaches

.

is that the aggregate components entering into their analysis are all
elements having no existance of their own outside fhe economist's own
calculations of the chosen magnitudes. The "price level" is a statist-
ical averaging at a point in time of a group of selected and weighted
prices. The individuals in the marketplace are never conironted by

the "price level."” hat they do face is an infinite 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

'price level" 1s purely the ex post statistical

calculated change in the
averaging of a series of individual price changes. The causal links
generating changes in market decisions will have been the alterations
in the specific exchange ratios between money and goods, not a statist-
ical "price level" created by the economic analyst after all the
individual price changes have already worked their effect upon the
economy.

The same reasoning applies to measured changes in total output
and employment. 3Such statistical calculations are, again, purely the
ex post sums of an array of changes in particular outputs and specific
employment opportunities. One cannot separate the "total" changes

from the particular circumstances in each sector of the economy that

has contributed to the measured "total" outcome. Any attempt to do so
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must necessarily climinate all poooibility of analyzing the conditiong
that have generated the changes and the circumstances that must come
into operation to either maintain or change further the output and

" s 34
employment "level" already attained.

The necessary conclusion from the reasoning of such Austrians as
Mises and Hayek that the bulk of macroeconemics must be seen as an
episode that has shunted economic theory on to the wrong track, has
been too much for some economists to take. #lost recently, ilark Blaug
has perceived "what methodological individualism strictly interpreted...
would imply for econoinics. In effect, it would rule out all macroeconomi:
propositions that cannot be reduced to microeconcmic ones, and since
few have yet been so reduced, this amounts in turn to saying goodbye
to almost the whole of recelved macroeconomics." In exasperation, he
declares, "There must be something wrong with a methodological principle
that has such devastating implications."35

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

Qé ' :

founhtions 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 unequiveocally related to categories
which pregsent themselves to the minds of those 'econ-
omizing' individuals (or individual business firms)
whose calculations, and actions based upon those
calculations make the 'supplies' and 'demands' realized
in the market what they are...the type of problem
raised by the necessity for establishing a relation
between these 'microeconomic' decisions and these
'macroeconomlc' processes is not solved by the
arbitrary introduction of an 'aggregate gupply func-

tion' and an ‘'aggregate demand function' fer industry
as a whole, in defiance of the fact that neither of
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these 'functions' deals with elements which enter
directly into the calculations of the individual
entrepreneurs whose 'microeconomilc' decisions and
actlons make 'macroeconomic' processes what they

are. On the contrary, 1t must be said, of such an
attempt at 'solution,' that it misconceilves entirely
the true nature of the relation between 2icroeconomic
analysis and macroeconomic analysis...3

Up until recently a good many macro—théorists abdicated any respon-
sibility for even trying to éstablish microeconomic linkages. while the
last few years has séen the development of a new literature with this -
goal as its motivating force, it has develoﬁed along mostly "static”
lines, i.e., an analysis of the choice theoretics serving as fhe logic
guiding the participants in selecting particular pricing, output and
employment options, with the'resulting gquantitative sums depicting the
“macroecononic outcomes of the decisions of the microeconomic elements.

The Austrians, fbllowing the directions suggested by ilises have
attempted a much more dynamic analysis. The heart of iises' "step-by-
step" proc¢edure is to show how ghggggg in the various microeconomnic

elements set in motion sequential effects through time that generate

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

not only in the "aggregate' quantities but in the relative price and

<

production structures, with serious consequences for economic stability.

This has been well summarized by another Austrian, Oskar dorgenstern.

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

"...no account is given where this additional money
originates from, where it is injected, with what
different magnitudes and how 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 subsiddes, etc. Depending

on the existing conditions of the economy, 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 analysig of changing flows of

commodities and services."37

It has been this type of emphasis by the Austrians,and by Mises
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 respecf 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 ignorihg these very aspects of monetary dynamics.
Directing all their attention to policy effects on "total" demand,
"aggregate"employment arl 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 artificalyemploymeht 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
innovation.

The present times, however, seem to offer a chance for a change.
Jith orthodox Keynesianism 1s disrepute, with a new and growing aware-
ness and sympathy for the free market among economists and with increas-
ing concern among the general public over the degree of government
intervention in social and economic affairs,va turn around might just

be possible.

N

The present volume, by one of the leading figufes‘in 20th century
economic thought, and touching on almost every majof issue of the day,
can serve as an important handbook in bringing about such a methodolo-
gical énd ideological turn ‘around.

The essays contained in this collection, many previously unpub-

nors "

is ) e convenient composi of "iisesian economics. They
lished, offer a nvenient composite of isesian econo Th

include discussions of almost every aspect of economic and social theory

that iises considered of paramount importance. I'urthermore, in many

instances they offer examples of concrete application of .lises' schema

that are not to be found in his other writings.

UL ¢ "

The Tirst three essays, on "Jdethod," carefully delineate the
differences between the social and natural sciences, discuss the import-
ance of value-freedom in social analysis and explain the distinction
that ilises saw between his science of human action--praxeology--and the

methods of the German Historical School.
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The next five essays, on "ioney," discuss the unique position of
money in economic exchange, the distertive effects of monetary expansion
on market activity and the devastating consequences of ever-worsening
inflation. Of particular interest is an analysis by ilises of the limits
of any attempt to stabilize economic activity via stabilization of the
price level.

The following four esSays, on "Trade," focus on the economic
distortions and inefficiencies arising in a world of economic nationalisnm.
Though mostly written in the 1940's and early 1950'3, these essays are
more relevant than ever. With third-world countries aggressively pursuing
policies of economic gself-sufficlency and With a rising tide of
protectionism in the industrialized western nations, iMises' warnings

of the danger of international conflict and war in a world without free
trade will be found particularly cogent.

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

0]

political-economic clash between the free market order and collectivist
economic planning. Included are detailed studies of socialism and the
cooperatives movement.

The final essays, on "The Role of Doctrines in Human History," and

"The Idea of Liberty is Western,"
emphasize that the ultimate contest in politics and economics is not
between nations or armies but between the ideas that rule the actions

of men.

The noted German economist, Wilhelm Ropke, once recounted how

the reading of ilises' post-World War I book, Hation, State and Economy

(1919) had been "in many ways the redeeming answer to the questions

w39

tormenting a youns man who had just come back from the trenches.



With the collapse of Keynesian supremacy and the initiation of a 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 volume of essays on iloney, ilethod, Intervention

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

I
For almost forty years the importance of Ludwig von Mises'

contributions to the development of economic theory has gone almost

completely unnoticed. Recognized during the 1920's and 1930's
as one of the most innovative economists alive, he was virtually
ignored by the economics profession follewing 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 resukted from his
position vis-a-vis Keynesian economics. Given the practically mono=s:
lithic hold of Keynesianism over economists in the post-war years,
any challenge to gither the theoreticél 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
Ludwig 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 readiﬁgs 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 emphasis.
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The decline of Keynesianism among economists has brought a’bou‘b
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 Mises and the Austrian

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

II
The 1871 publication of Carl Menger's Grundsidtze der Volks-
’wirtschafts;ehrel marks the beginning of the Austrian School.

Although 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 three: had grasped the cessential role of marginal utility:
value was a matter of relative comparison between alternatives and
each alternative's significance was evaluated by the decision-maker
at the margin, i.e., the importance bf the next unit.of a good or
service that could be obtained 6r 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 ad justment periods and production
periods relative to change and the formation of expectations ahd
foresight as potential traders attempted to anticipate future condi-
tions as a guide for their 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 "Austrian" approach
derived ffom 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 decade
of the 20th century. The two most notable contributors to fhis.
endeavor and, in fact, the ones who gave the Austrian gchool its
world-wide notoriety, we2e>Eugen von BOhm-Bawerk and Friedrich von
Wieser. Bohm-Bawerk extended the analysis to questions concerning
the theory of capital and the origin and formation of intefest.a
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 alternative or opportunity set aside or forgone when a choice

and an exchange are made.5
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Ludwig von Mises' contributions to the Austrian School spans
over six decades and touches upon almost every major field of
veconomié science. The most controversial of Mises' writings has
undoubtedly been that portion devoted to questions concerning~theh
methodology of the social sciences. Yet, at the same time, they are
probably the most important of all his effertss Indeed, what lises
attempted Qas 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§§bus order based upon methodological indiv-
idualistic grounds.6 7

Mises’' writings on methodology covered practically his entire
career. His early statementson the subject were collected in 1933

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

- refined and integrated into a general economic treatise, Nationalo-

konomieb(19#0)9and in its English-language counterpart.-Human Action

(1949)%oand restated in Theory and History (195791and in The Ultimate
) 12

Foundations of Economic Science (1962

The unique quality charactorizing the social sciences, as llises
sees it, is the animated purposefulness of human endeavors. WMan,
above all else, is the being who acts, who inquisitively looks out
upon the world around, 7 is conscious to opportunities to
improve his lot and proceeds to apply means to the achievient 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, ocircumstances 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 iaws of nature and the physical environment may be the
ultimate parameters within whidlhuman_endeavors are possible and
accomplishable; yet, ift 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 Grundsdtze: imperfect knowledge, time and change,

expectations and foresight. Each of these have implied reéidence in
the concept of purposeful action, for action--conscious behavior
directed towards selected goals--has logical meamingfulness only
wheré choice 1s seen as possible.And thoice, as selection ambng
alternative-opportunities, has reality only where certain knowledge
of the future is lacking. In turn, fime,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; :of 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 dirécting 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 bermanent regularities in the social worktd, 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 feason. The processes of the market that tends for market
prices to edual market éosts, 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" and
"demanders"--that the value of any>particular means shouid-notvexceed
the value of any particadar end they serve.

This accounts, also, for what has usually been perceived as
Mises' peculiar insistance that economic theory is both a priori and
empirically truthful. It is a priori, for Mises, because the logic
of action and its requisdite categories of means and ends, costs and
benefits, etc., must necessérily preceed in thought the selection of
any concrete eﬁgg%ﬂé 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 operating 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
an aftempt to act as, what Mises called, '"the historian of the futur‘e."l3
It is an attempt to order the concrete "facts" of the social world in
a manner that reflects how the actors in that world themselves do so.
And, furthermore, to 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.lu

Mises' contributions to the various fields of economic science
have all been attempts to oné degree or another to apply this methodo-
logical structure to particular problems. As F.A. Hayek has percep-
tively pointed out, "...most peculiarities of [Misesa views which at
first strike many readers as strange and unacceptable trace to the
fact that in the consistent development of the subjectivist approach
he has for a long time moved ahead ‘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, 1924f6and monograph, Monetary

Stabilization and Cyclical Policy (1928)%7as well as portions of
18

Human Action, 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 misallocafioﬁs via relative price distortions
and induce trade cycle fluctuations.

What distinguished Mises' approach from, for example, Irving
Fisher's quantity theory of money was precisely his refusal to make
the analytical gump (made by Fisher and others) from changes in the
‘aggregate money stock to changes in the general "price level." iises
insisted upon a'strict adherance to methodological individualism. Any
explanations of statistically éalculated changes in total employment
and output or the "price level” needed to be dissected into the
"step-by-step" sequential process of individual market actions,
reactions and plan ad justments and readjustments following an increase
(or decrease) in the money supply. Thus, the macroeconomic aggregates
were to bé 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, Wieser and, in particular, Bohm-Bawerk had critically evaluated
the Marxian Labor Theory of Value and discoveredAfundamental defects

20 However, almost no thought

in both the aséuﬁ%ions and the logic.
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 thrée books, Socialism,(i922),21 Liberalism

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

very question.
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Mises saw the issue as concerning questions of knowledge,
change and ad justment--the ilengerian themes, once again; In the
Walrasian world of general equilibrium, where it's assumed that the
relevant supply and demand conditions are known and all markets are
cleared at equilibirum prices, it superficially appears as if a
"market"” outcome and a "planned" outcome are interchangeable with each
other.zu wWwhat are the implicatiéns, 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 towards an efficient
allocation. of scarce consumer goods and means of produétion.?
As Mises eiplained. 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 respéctive
anticipationS'of the relative consumer demands for either presently
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 aésist_in
producing and, on the other hand, owners of the productive factors
who form expectations about alternative employment opportunities.

The on-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 entrepreneurs who demonstrate the capacity for
forming more nearly correct foresight about changes in underlying

25

market conditions.
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Socialism, Mises argued, negated this entire process. With
prohibition of private ownership of the means of ﬁroduction, no
markets would exist upon which prices for the scarce resources could
be generated. 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 soclalism would necessitate the demise
of all rational economic planning,.26 o

Governmant intervention within a market order, Mises - 7
reasoned, ultimately created the same problems as socialism only in
a more moderate form. To the extent that the interﬁentions infringed
upon the free market formation of prices and direction of production,
to that extent ﬁarket 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 cdmpetitive market price structure, the governmeht
would continually face the problem of either extending its controls
and regulations in an attempt to compensate for the imbalances its
previous interventions had cawsad or repeal the existing interventions
and allow a return to a competitive market arrangement.. Thus, insisted
Mises, an interventionist, mixed-economy was inherently unstable;
legically it required either an extension of the interventions until
all-round. planning was established vda a pieeemeal 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 reasonable
alternative to the problem of economic order was not meant by him to
tQ taken as a personal value Jjudgment 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 dispersaan of knowledge precludes any successful coordination via
central direction. Seme mechanism must assdst in this endeavor and
the price mechanism was just such an apparatus. A multitide of |
consumer preferences and entrepreneural expectations could be success-
fully transmitted across a nation, across a continent and across the
world through changes in mérket‘prices for both finished output and
means of prdduction. .

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

real information about gscarcity 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 efficiendy of the society's extended

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

denﬂ&n saying that ultimately there was no alternative to a thorough-
s

going market order.



-12-

v

The esszys contained in this collection, many previously unpub-
lished, offer a convenient composite of "Misesian economics." They
touch upon almost every aspect of economic and social theory that
Mises considered of paramount importance. Funthermore,.in many instances
they offer examples‘bf concrete application-of Mises' theoretical
schema that are not to be found in his other writings.

The first three essays, an "Method," 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 Historical School. |

The next five essays, on "Money," discuss the unique position of
money in economic exchange, the distortive effects monetary expansion
can have on market activity and the devastating bonsequences‘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-sufficiency and a rising tide of protectionism in the
industrialized western nations, Mises'warnings of the danger of
international confléct and war in a world without: freé. srade is more

cogent than ever.
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The next six essays, on "Comparative Systems," touch upon
the continuing clash bedween the free market order and collectivist
economic planning, with detailed studies of socialism and the cooperative
movement.

The firmml essay, on "The Role of Doctrines in Hﬁman 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 with the Keynesian spirit
of the times. For a wide range of theoretical and policy issues,
microeconohics was declared a defective analytical device. Such a
radically sujectivist mieroeconomic approach as Misés' was certain to
be rejected. Instead, for special "macro”"-economic problems different
tools needed to be forged. The search was made to discover quantitative
"functional" relationships that 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-
ism was shot threw anq&hrew with theAfallacy 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, Arthur 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 significant to those whose decisions
and actions bring about these realized market events... -
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 as a whole, in defiance of the fact that
nreither of these 'functions' deals with elements
which enter directly into the calculations of the
individual entrepreneurs 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 it misconceives entirely
the true nature of the relation between %icroeconomic
analysis and macroeconomic analysis..."? '

The tragedy of all this is that its consequences far
transcend scholarly questions of "pure theory." The Keynesian
policies have done their work for over twenty years. Directing all
their attention to "total™ demand, "aggregate" employment and 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 economic structure of producti on. Perpetual monetary
injections by the central bank have disrupted the market price
structure, created artifical employment opportunities into which

countless workers have been drawn and induced massive misdirections
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of labor and capital. And the Keynesians have been all but oblivious
td 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 inevitable
result is an attempt by the monetary authorities to prop-up the V
"sagging economy"” through new doses of money and credit. The political
sensibilities of politicians.écross the entire poliﬁ%al spectrum makesv
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 awareheas and sympathy for the free market among economists
and wdth the growing concern among the general public over the degree
of government 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 majér 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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