2. A critique of interventionism. Translated by Hans Sennholz. First edition
in English. [Bien Greaves-McGee B-8] [B2]

o Complete typescript, around 200 pages, heavily corrected in several hands,
one that of Sennholz, but not Margit’s. The corrections are both stylistic and
substantive, in different colours, marked for printing: probably an editorial or

" printers’ draft.

e Complete typescript, around 200 pages, plus Xerox copies of around 30 pages,
with corrections in Margit’s hand.

e Complete typescript, around 200 pages, plus extra copies of around 30 pages,
with corrections in Margit’s hand.

e Six typed pages bearing Margit’s suggested changes to the translation.

e Two typescript copies, one hand-corrected, of a 16-page seriatim comment on
Sennholz’s translation.

e Bettina Bien Greaves’s correspondence (17 pages) with Sennholz, bearing
substantial comments on his translation.
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and republished in 1976 under the same title and incorporating
the essay "Nationalization of Credit?" Copyright C) 1929 and
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My husband wrote the essays in this book in the

@

early 1920s, more than fifty years aéo. They were col-
lected and published as an anthology in 1929 by Gustav
Fischer, formerly in Jena, now in Stuttgart, under the

title Kritik des Interventionismus. Although these articles

deal with the economic problems of that day, the same prob-
lems are still with us, perhaps in an even more serious
and memacing way than ever.
recently
The book has iultﬁpeen republished in Germany by the
Wissenschaftliche Buchgesellachaft in Darmstat, with a
preface by my husband's friend and former student, the

illustrious Professor F. A. von Hayek, 1974 Nobel laureate

in economics. ¥{EE The new German edition also includes

Zéﬁb éf39k4un, /‘;;4;3

the essay "The Nationalization of Credit?" which also appears
in this translation.

I am very happy that this book is now being made

faly
p i

available in English. I am no economist, but I have gone
over the German and English texts of these essays, and I
congrqﬂplate Professor Hans F. Sennholz, whom I asked to do
the translation, for his brilliant work. He has done a
remarkable job of transposing the lengthy, complicated
senténces--so typical of the German language of the 2920s--
into fluent and elegant English. I am am proud to see my
husband's work presented in this form to a new audience, and

I hope it will be read widely. /v /=HRl
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(:) We may grow in knowledge of truth, but its great principles
f -
are forever the same. The economic principlef;\whieh Ludwig wvon
~

Mises expounded in these six essays during the 192Q:§3:have en-
dured the test of time, being as valid today as they were in the
past. Surely, the names and places have changed, but the inescap-

able interdependence of market phenomena is the same today, during

\ & -
7 ypeseren \the 197qjgf’as it was during the 192q:§f’and as valid for present— -
NB?

. day Americans as it was for the Germans of the Weimar Republic. '
No # Y R L
975. And yet, most social scientists today are as ignorant of this
zgﬁggég%g interdependence of economic phenomena as they were during the 192Qigg.

marked They are statists, or as Professor Mises preferred to call them,
“etatist%bﬂ who are calling upon government to assume ever more re-
sponsibilities for the economic wel;%eing of its citizens. No mat-
ter what modern economists have written about the general validity
of economic laws, the statists prefer their ethical judgments over
economic principles, and political power over voluntary cooperation.
Without government control and regulation, central planning and
authority, they are convinced, economic life would be brutal and

chaotic.

In this collection of essays Ludwig von Mises emphasizes again
and again that society must ché%e between two systems of social
organization: /ZZLfigggr can create a social order that is built on
private property in the means of pfoduction, or it can establish a
command system in which government owns or manages all production
and distribution. There is no logical third system of a private
property order that—é:ksubject to government regulation. The "mid-

dle of the road" leads to socialism because government intervention
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is not only superfluous and useless, but also harmful. It is super-
fluous because the interdependence of market phenomena narrowly cir-
cumscribes individual action and economic relations. It is useless
because government regulation cannot achieve the objectives it is
supposed to achieve. And it is harmful because it hampers man's pro-
ductive efforts where, from the consumers' viewpoint, they are most
useful and valuable. It lowers labor productivity and redirects pro-
duction along lines of political command, rather than consumer satis-

faction.

And yet, most American economists tenaciously cling to their
faith in the middle of the road with all its government regulations
and controls. Like the‘gz;mandéocialists of the Chairgk;hose doc-
trines face Professor von Mises' incisive critique in these pages,
American "mainstream" economists are seeking the safety of an impar-
tial middle position between classical liberalism and communism. But
while they may feel safe on the middle of the road, hopefully equally

distant from the competing systems, they are actually paving the way

for socialism.

Léég"mainstream economist" par excellen e,jPaul A, Samuelsoq,\
' ViRA e T — "

i B it
- élew York: McGraw-Hill{ Be

devotes his Economicsy
1976), the textbook for millions of students, to modern post-Keynesian
political economy, whose fruits, according to the author, are "the
better working of the mixed economy;' (p. 845{D Like the’%/od;alists

of the Chaif’TZ;g before him, he simply ignores "conservative counteéE:
attacks against mainstream economics." He neither defines nor de-
scribes these attacks’which he repels with a four-line gesture of dis-
gust after he announces them in a bolé/}ace3~§itle. With selfishness,

ignorance’and malice "there is not much intellectual arguing that can

be done," (p. 847),

g
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He devotes half a page to "Chicago School Libertarianism" of
men like Frank Knight, Henry C. Simons, Friedrich Hayek, and Milton
Friedman. And like the Socialists of the Chai;,laag—befere—hiﬂﬁ?,,
he merely labels pleas for individual freedom and the private prop-
erty order as "provocative negations." His favorite target, Milton
Friedman, is dispatched with an ugly joke: "If Milton Friedman had

-
never existed, it would have been necessary to invent hiﬁff (p. 848)g

But the champions of all-round government ownership or control
in the means of production are treated with utmost courtesy and
respect. He devotes eight pages of text supplemented by eight pages
of appendix to\'eminenty" "competent," and "eloquent" advocates of
radical economics from Karl Marx to John G. Gurley. He quotes exten-
sively from their writings without refuting any of their arguments.
To Samuelson, as to the Socialists of the Chaig,leag—before*himaxgarl
Marx "was as much a philosopher, historian, sociologist, and revolut-

o
ionist. And make no mistake. He was a learned man," (p. 855k) In

-

fact, Samuelson echoes Engels: "Marx was a genius... the rest of

i $
us were talented at best," (p. 853).

X

If this is the middle of the road, or "mainstream economics,"
the future of the American private property system is overshadowed
by the dark clouds of Marxian doctrine and policy. This is why

Ludwig von Mises' Critique of Interventionism is as pertinent and

timely today as it was half a century ago.ivyy =H

N
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(E) The fighting between nations and states, and domestically be-

tween political parties, pressure groupigand cliques, so greatly
occupies our attention that we tend to overlook the fact that all
the fighting parties, in spite of their furious battling, pursue
identical economic objectives. We must include here even the ad-
vocates of a socialization of the means of production who, as parti-
sans of the Second International and then the Third International
with itsapproval of the New Economic Policy (NEP), at least for the
present and near future renounced the realization of their program.
Nearly all writers on economic policy, and nearly all statesmen

and party leaders are seeking an ideal system which, in their be-
lief, is neither capitalistic nor socialistic, is based neither on
private property in the means of production nor on public property.
They are searching for a system of private property that is hampered,
regulated, and directed through government intervention and other
social forces, such as labor unions. We—aijiFalliagLsuch an econom-

ic policy interventionism, the system itself the hampered market

order,

Communism and fascism are in agreement on this program. The
Christian churches and various sects concur with the Moslems of
the Middle East and India, the Hindus, Buddhists, and the followers
‘of other Asiatic cultures. And anyone reflecting upon the programs:.
and actions of the political parties of Germany, Great Britain,and
the United States must conclude that differences exist only in the

methods of interventionism, not in its rationale.

In their entirety the following five essays and articles con-

stitute a critique of interventionist policies and their underlying
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ideologies. Four of them have been published in recent years --

three in journals and one in the Handbook of Social Sciences. The
second essay whrich deals .among—ot‘rrers-, with Professor Schmalen-

oneovne offien iy -y
bach's recent theories‘:ﬂﬁ.? published here for the first time... . -y

“,2— VieE a? June 1929/61/

2 2L #
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Interventionism as an Economic System +&

SNNG

Ever since the Bolshevists abandoned their attempt to realize
the socialist ideal of a social order all at once in Russia and,
instead, adopted the New Economic Policy, or NEP, the whole world
hasAonly one real system of economic policy: interventionism.

Some of its followers and advocates are thinking of it as a tempo-
rary system that is to be replaced sooner or later with another
order of the socialist variety. All Marxian socialists, including
the Bolshevists, together with the democratic socialists of various
persuasions, belong to this group. Others are holding to the belief
that we are dealing with interventionism as a permanent economic or-
der. But at the present this difference in opinion on the duration
of interventionist policy has only academic significance. All its
followers and advocates fully agree that it is the correct policy
for the coming decades, yea even the coming generations. And all
agree that interventionism constitutes an economic policy that will

prevail in the foreseeable future.

Interventionism seeks to retain private property in the means
of production, but authoritative commands, especially prohibitions,
are to restrict the actions of private owners. If this restriction
reaches the point that all important decisions are made along lines
of authoritative command, if it is no longer the profit motive of
lanq:§wners, capitalistg,and entrepreneurs, but the reason of statey
that decides what is to be produced and how it is produced, then we
have socialism even if we retain the privat%:Property label. Othmar
Spann is completely correct when he calls such a system "a private

AZal

property order in a formal sense, but socialism in substance.
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Public ownership in the means of production is nothing but social-

ism or communism.

However, interventionism does not want to go that faréi)hieh—zf’
(;t does not seek to abolish pri-

ch’Ch
vate property in productionjgzz merely wants to limit it. On the
one hand, it considers unlimited private property harmful to so-
ciety, and on the other hand, it deems the public property order
unrealizeable completely,xor}:: least for the present. Therefore,
it seeks to create a third order: a social system that occupies
the center between the private property order and the public prop-
erty order. Thuqﬁ@t seeks to avoid the "excesses" and evils of
capitalism, but to retain the advantages of individual initiative

and industry which socialism cannot bring forth.

The champions of this private property order, which is guided,
regulate@éend controlled by the stéte and other social organiza-
tions, are making demands that giwayé\hizg been made by political
leaders and masses of people. When economics was yet unknown, and
man was unaware that goods prices cannot be "set" arbitrarily but
are narrowly determined by the market situation, government com-
mands sought to regulate economic life. Only classical economics
revealed that all such interventions in the functioning of the mar-
ket can never achieve the objectives which the authorities aim to
achieve:QZ¢ld liberalism which built its economip policies on the

teachings of classical economiCS/?Eierefore,fcategorically rejected

all such interventions. Laissez faire et laissez passer! Even <E§§Zj)

Marxian socialists have not judged interventionism any differently

from the classical liberals. They sought to demonstrate the ab-

surdity of all interventionist proposals and labeled them =
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contemptuously as "middze—eéaee." The ideology that is swaying

the world today is recommending the very system of economic policy

that is rejected equally by classical liberalism and older Marxism.

2.+®
éIRI The Nature of [Intervention+®

(:) The problem of interventionism must not be confused with that

of socialism. We are not dealing here with the question of whether
or not socialism iﬁ any form is conceivable or realizable. We are
not here seeking an answer to the question of whether human so-
ciety can be buiit on public property in the means of production.
"j>““Tﬁé’§f65i25‘22“5255"156> g?at are the consequences of government

d
and other interventions in the private property order? Can they

achieve the result they are supposed to achieve?

A precise definition of the concept "intervention" is now in
order.

<:;—.E;] Measures that are taken for the purpose of preserving and
securing the private property order are no interventions in
this sense. This is so self-evident that it should need no
special emphasis. And yet, it is not completely redundant as
our problem is often confused with the problem of anarchism.
It is argued that if the state must protect the private prop-
erty order, it follows that further government interventions
should also be permissible. The anarchist who rejects any
kind of state activity is said to be consistent. But he who
ﬁ’ correctly pergeives the impracticability of anarchism and seeks

a state organization with its apparatus of coercion in order to

secure social cooperation, is said to be inconsistent when he

S— Mw—.\

I limits government to a narrow function.



-4 -

==
7628 15

Obviously, this reasoning completely misses the point. We
are not here discussing the question of whether or not social co-
operation can do without the organization of coercion, which is
the state or government. The sole point under discussion is wheth-
er there are only two conceivable possibilities of social organiza-

tion with division of labor, that is, the public proper}y order and

—

the private property order -- disregarding syndicalisqﬂ?or whether

there is yet a third system as assumed by interventionists, namelxbr
a private property order that is regulated through government in-
tervention. Incidentally, we must carefully distinguish between
the question of whether or not government is necessary, and the
question of where and how government authority is in order. The
fact that social life cannot do without the government apparatus of
coercion cannot be used to conclude(gﬁgz\glggfrestraint of cons-
cience, book cens;:eship, and similar measures are desirable, or
that certain economic measures are necessary, useful, or merely

feasible.

Regulations for the preservation of competition do not at all
belong to those measures preserving the private property order. It
is a popular mistake to view competition between several producers
of the same product as the substance ?f the ideal liberal economic
order. in.reality, the characteristie of classical liberalism is
private property, and not a certain misunderstood concept of free
competition. It does not matter that there are many recording
studios, but it does matter that the means of record production
are owned privately rather than by government. This misunderstand-
ing, together with an interpretation of freedom that is influenced
by the natural rights philosophy, has led to attempts at prevent-

ing the development of large enterprises through laws against
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cartels and trusts. We need not here discuss the desirability of
such a policy. But we should observe that nothing is less import-
ant for an understanding of the economic effects of a certain

measure than its justification or rejection by some juristic theo-
ry.

Jurisprudence, political science, and the scientific branch
of politics cannot offer any information that could be used for a
decision on the pros and cons of a certain policy. It is rather
unimportant that this pro or that con corresponds to some law or
constitutional document even if it should be as venerable and fam-
ous as the Constitution of the United States of America. If hu-
man legislation proves to be ill-suited to the end in view, it
must be changed. A discussion of the suitability of policy can
never accept the argument that it runs counter to statute, law/,\or
constitution. This is so obvious that it-:;;;;é need no mention
were it not for the fact that it is forgotten time and again.
German writers sought to deduce social policy from the charactér
of the Prussian state and "social royalty." In the United States,
economic discussion now uses arguments that are derived from the
Constitution or an interpretation of the concepts of freedom and
democracy. A noteworthy theory of interventionismais largely

L

J built on this ratidnai;\\gg;wfgrtgﬁgy Professor J. R. Coﬁﬁong/’ an ¢

. “which-alse has greatest practical significance because it repre-
sents the philosophy of the La Follette party and the policy of
the state of Wisconsin. The authority of the American Constitu-
tion is limited to the Union. But locally the ideals of democ-
racy, liberty., and equality :E%gx;upreme and give rise, as we can
observe everywhere, to the demand for abolition of private prop-

erty or its "limitation." All this is insignificant for our dis-

cussion and, therefore, does not concern us here.
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C;l Z.é Partial socialization of the means of production is no in-

—

M

ervention in our sense. The concept of intervention assumes
that private property is not abolished, but that it still exists
in substance rather than merely in name. Nationalization of a
railroad constitutes no intervention; but a decree that orders

an enterprise to charge lower freight rates than it otherwise

Z would is intervention.

—

Q;L4 %;] Government measures that use market means, that is, seek to

influence demand and supply through changes of market factors,
are not included in this concept of intervention. If govern-
ment buys milk in the market in order to sell it inexpensively
to destitute mothers or even distributes it without charge, or
if government subsidizes educational institutions, there is no
intervention. (We shall return to the question of whether the
method by which government acquires the means for such actions
constitutes "intervention.") However, the imposition of ceiling

prices for milk signifies intervention.

Intervention is a limited order by a social authority forcing

the owners of the means of production and entrepreneurs to employ

their means in a different manner than they otherwise would. A

"limited"™ order'is an order that is no part of a scheme of orders) €.
a-Mo#m.c&w 2 A -
all of production and distribution,aad—thus replac,hefj

private property in the means of production with public propertys,

ﬁ\7~which—ifkseeiaiieﬂu Particular orders may be quite numerous, but
(O

as long as they do not aim at directing the whole economy and re-
placing the profit motive of individuals with obedience as the driv-

ing force of human action they must be regarded as limited orders.
By "means of production" we mean all goods of higher order, includ-

ing the merchants' inventories of ready goods which have not yet
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We must distinguish between two groups of such orders. One
group directly reduces or impedes economic production (in the
broadest sense of the word including the location of economic
goods). The other group seeks to fix prices that differ from
those of the market. The former may be called "restrictions of
production":’the latter, generally known as pric?JggasiE}s, we are

calling "interference with the structure of prices."

. ,_617(1- Restrictions o,rl;roduction;_@/

Economlcs need not say much about the immediate effect of pro-
duction restrictions. Government or any organization of coercion
can at first achieve what it sets out to achieve through interven-
tion. But whether it can achieve the remoter objectives sought in<
directly by the intervention is a different question. And it must
further be determined whether the result is worth the cost, that is,
whether the intervening authority would embark upon the interven-
tion if it were fully aware of the costs. An import duty, for in-
stance, is surely practical, and its immediate effect may correspond
to the government's objective. But it does not follow at all that
the import duty can realize the government's ultimate objective. At
this point the economist's work commences. The purpose’ ofothértheor-
ishscof free trade was not to demonstrate that tariffs are imprac-
tical or harmful, but that they have unforeseen consequences and do
not, nor can theg@achieve what their advocates expect of them. What
is even more significant, as they observed, protective tariffs as

well as all other production restrictions reduce the productivity
of human labor. The result is always the same: a given expenditure

of capital and labor yields less with the restriction than without
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it, or from the beginning less capital and labor is invested in
production. This is true with protective tariffs that cause grain
to be grown in less fertile soil while more fertile land is lying
fallow, with class restrictions of trade and occupation (such as

the certificates of qualification for certain occupations in Austria,
or the favored tax treatment of small enterprises),/ which promote
less productive businesses at the expense of more productive activ-
ity, anqgﬁinally, with the limitation of labor time and of the em-
ployment of certain labor (women and children), which diminishes

the quantity of available labor.

It may very well be that government would have intervened even
with full knowledge of the consequences. )tnmy intervene in the be-
lief that it will achieve other, not purely economig%objectiveg,
which are thought to be more impoartant than the expected reduction
in output. But we doubt very much that this would ever be the case.
The fact is that all production restrictions are supported wholly
or partially by arguments that are to prove that they raise produc-
tivity, not lower it. Even the legislation that reduces the labor
of women and children was enacted because it was believed that only
entrepreneurs and capitalists would be handicapped while the pro-
tected labor groups would have to work less.

The writings of the "Socialists of the Chair" have been rightly
criticized that, i;;;znalvanalysis, there can be no objective con-
cept of productivity and that all judgments on economic goals are
subjective. But when we assert that production restrictions reduce
labor productivity, we do not yet enter the field where differences
in subjective judgments prohibit observations on the goals and means

autarkic
of action. When the formation of nearly aw®@rk economic blocs
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hampers the international division of labor, preventing the advan-
tages of specialized large-scale production and the employment of
labor at the most advantageous locations, we face undesirable con-
sequences on which the opinions of most inhabitants of the earth
should not differ. To be sure, some may believe that the advan-
tages of autarky outweigh its disadvantages. In the discussion of
the pros and cons its advocates brazenly assert that autarky does
not diminish the quantity and quality of economic goods, or @& e,/S¢
_///4~——4east7 they do not speak about it openly and clearly. Obviously,
they are fully aware that their propaganda would be less effective

if they were to admit the whole truth of the consequences.

All production restrictions directly hamper some production
inasmuch as they prevent certain employment opportunities that are
open to the goods of higher order (land, capital, labor). By its
very nature, a government decree that "it be" cannot create any-
thing that has not been created before. Only the naive inflation-
ists could believe that government could enrich mankind through
fiat money. Government cannot create anythinqug£s orders cannot
even evict anything from the world of reality, %ut they can evict

from the world of the permissible. Government cannot make man

richer, but it can make him poorer.

With most production restrictions this is so clear that their
sponsors rarely dare openly claim credit for the restrictions.
Many generations of writers, therefore, sought in vain to demon-
strate that production restrictions do not reduce the quantity and
quality of output. There is no need to deal again with the protec-
tive tariff arguments that are raised from a purely economic point

of view. The only case that can be made on behalf of protective



20
=x0=

7628 21

tariffs is this: the sacrifices they impose could be offset by oth-

N
er, nonjeconomic advantages -- for instance, from a national and

e o Kooy
military WWW it could be desirable to (isolate a country

from the world.

Indeed, it is difficult to ignore the fact that production re-
strictions always reduce the productivity of human labor and thus
the social dividend. Therefore, no one dares defend the restric-
tions as a separate system of economic policy. Their advocates --
at least the majority of them =-- are now promoting them as mere sup-
plements to government interference with the structure of prices.
The emphasis of the system of interventionism is on price interven-
tion. s
@4:+@'

’:zgtgk Interference with Pricesiﬁa/

(:) Price intervention aims at settinqiprices cf—goods—and—services—4

that differ from those the unhampered market would set.

When the unhampered market determines prices, or would deter-
mine prices if government had not interfered, the proceeds cover
the cost of production. If government sets a lower price, proceeds
fall below cost. Merchants and producers will now desist from sel-
ling =-- excepting perishable goodg that quickly lose in value --
in order to save the goods for more favorable times when, hope-
fully, the control will be lifted. If government now endeavors to
prevent the good's disappearance from the market, a consequence of
its own intervention, it cannot limit itself to setting its price,
but must simultaneously order that all available supplies be sold

at the regulated price.

Even this is inadequate. At the ideal market price supply
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and demand would coincide. Since government has decreed a léwer
price the demand has risen while the supply has remained unchanged.
The available supply now does not suffice to satisfy the demand at
the fixed price. Part of the demand will remain unsatisfied. The
market mechanism, which normally brings demand and supply together
through changes in price, ceases to function. Customers who were
willing to pay the official price turn away in disappointment be-
cause the early purchasers or those who personally knew the sellers
had bought the whole supply. If government wishes to avoid the
consequences of its own intervention, which after all are contrary
to its own intention, it must resort to rationing as a supplement
to price controls and selling orders. In this way government deter-
mines the quantity that may be sold to each buyer at the regulated

price.

A much more difficult problem arises when the supplies that
were available at the moment of price intervention are used up.
Since production is no longer profitable at the regulated price, it
is curtailed or even halted. If government would like production
to continue, it must force the producers to continue, and it must
also control the prices of raw materials, sem{’%inished products,
and wages. But such controls must not be limited fo_a few indus-
tries,/ which government meant to control becauseilzér;roducts are
believed to be especially important. The controls must encompass
all branches of production, the prices of all goods and all wages,
and the economic actions of all entrepreneurs, capitalists, land-
owners, and workers. If any industry should remain free, capital

and labor will move to it and thus frustrate the purpose of govern-

ment's earlier intervention. Surely, government would like an ample
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supply of those products it deemed so important and therefore

sought to regulate. It never intended that they should now be neg-

lected on account of the intervenETé:Tqyy{a—ﬂ

Our analysis thus reveals that in a private property order iso-
lated intervention fails to achieve what its sponsors hoped to
achieve. From their point of view, intervention is not only use-
less, but wholly unsuitable because it aggravates the "evil" it
meant to alleviate. Before the price was regulated, the economic
good was too expensive in the opinion of the authority; now it dis-
appears from the market. But this was not the intention of the
authority seeking to lower the price for consumers. On the con-
trary, from its own point of view, the scarcity and inability to
find a supply must appear as the far greater evil. In this sense
it may be said that limited intervention is illogical and unsuit-
able, that the economic system that works through such interventions

is unworkable and unsuitable, and that it contradicts economic logic.

If government is not inclined to alleviate the situation through
removing its limited intervention and lifting its price control, its
first step must be followed by others. Its decree that set ceiling
prices must be followed not only by decrees on the sale of all avail-
able supplies and the introduction of rationing, but also price con-
trols on the goods of higher order and wage controls and, finally,
mandatory labor for businessmen and workers. And such decrees must
not be limited to a single or a few industries, but must cover all
branches of production. There is no other choice: government eith-
er abstains from limited interference with the market forces, or it
assumes total control over production and distribution. Either cap-

italism or socialism; there is no middle of the road.

e
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Let us take yet another example: the minimum wage,-- wage
control. It is unimportant whether government imposes the control
directly, or labor unions through physical coercion or threats
prevent emBloyers from hiring workers who are willing to work for
lower wages. As wages rise, so must the costs of production
and also prices. If the wage earners were the only consumers as
buyers of the final products, an increase in real wages by this
method would be inconceivable. The workers would lose as consum~
ers what they gained as wage earners. But there are also consum-
ers whose income is derived from property and entrepreneurial ac-
tivity. The wage boost does not raise their incomes; they cannot
pay the higher prices and, therefore, must curtail their consump-
tion. The decline in demand leads to dismissal of workers. If
the labor union coercion were ineffective, the unemployed would ex-
ert a labor market pressure that would reduce the artificially
raised wages to the natural market rate. But this escape has been
closed. Unemployment, a friction phenomenon that soon disappears
in an unhampered market order, becomes a permanent institution in

interventionism.

As government did not mean to create such a condition, it must
intervene again. It forces employers either to reinstate the un-
employed workers and pay the fixed rate, o;x;ay taxes that compen-
sate the unemployed. Such a burden consumes the owners' income, or
at least reduces it greatly. It is even conceivable that the entre-
preneur;§;nd owners' income no longer can carry this burden, but
that it must be paid out of capital. But if noﬁilabor income is
consumed by such burdens we realize that it must lead to capital

consumption. Capitalists and entrepreneurs, too, want to consume

and live even when they are earning no incomes. They will consume
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capital. Therefore, it is unsuitable and illogical to deprive en-
trepreneurs, capitalists, and land owners of their incomes and
leave control over the means of production in their hands. Ob-

viously, the consumption of capital in the end reduces wage rates.

§ka
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is unacceptable the whole private property order must be

abolished. Wage controls can raise rates only temporarily, and

only at the price of future wage reductions.

The problem of wage controls is of such great importance to-
day that we must analyze it in yet another way, taking into consider-
Q( vS :;/f‘(mﬁég t‘xdT'
ation the international exchange of goods./\ conomic goods are ex-

changed between two countries, Atlantis and Thule. Atlantis supplies

industrial products, Thul%?agricultural products. Under the in-
fluence of Friedrich List,” Thule now deems it necessary to build its
own industry by way of protective tariffs. The final outcome of
Thule's industrialization program can be no other than that fewer

industrial products are imported from Atlantis, and fewer agricul-
tural products exported to Atlantis. Both countries now satisfy
their wants to a greater degree from domestic production, which
leaves the social product smaller than it used to be because pro-

duction conditions are now less favorable.

This may be explained as follows: in reaction to the import
duties in Thule the Atlangian industry lowers its wages. But it
is impossible to offset the whole tariff burden through lower wages.
When wages begin to fall it becomes profitable to expand the pro-
duction of raw materials. On the other hand, the reduction in
Thulean sales of agricultural products to Atlantis tends to lower
wages in the Thulean raw material production, which will afford the
Thulean industry the opportunity to compete with the Atlantian in-
dustry through lower labor costs. It is obvious that in addition

to the declining capital return of industry in Atlantis, and the
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declining land rent in Thule, wage rates in both countries must
fall. The decline in income corresponds to the declining social

product.

But Atlantis is a "social" country. Labor unions prevent a
reduction in wage rates. Production costs of Atlangién industry
remain at the old pre-import-duty levels. As sales in Thule de-
cline Atlantﬁ%n industry must discharge some workers. Unemploy-
ment compensation prevents the flow of unemployed labor to agricul-

ture. Unemployment thus becomes a permanent institution.

The exporta;ion of coal from Great Britain has declined./ In-

Sm—

asmuch as the unneeded miners cannot emigrateYthey must move to
those British industries that are expanding in order to compensate
for the smaller imports that follow the decline in exports. A re-
duction in wage rates in coal mining may bring about this movement.
But labor unions may hamper this unavoidable adjustment for yearg
albeit temporarily. In the end, the decline in the international
division of labor must bring about a reduction in standards of liv-
ing. And this reduction must be all the greater, the more capital

has been consumed through "social" intervention.

Austrian industry suffers from the fact that other countries
are raising their import duties continually on Austrian products
and are imposing ever new import restrictions, such as foreign ex-
change control. Its answer to higher duties, if its own tax burden
is not reduced, can only be the reduction in wages. All other pro-
duction factors are inflexible. Raw materials and sem{N%inished
products must be bought in the world market. Entrepreneurial prof-

its and interest rates must correspond to world market conditions
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as more foreign capital is invested in Austria than Austrian capi-
tal is invested abroad. Only wage rates are determined nationally
because emigration by Austrian workers is largely prevented by
"social" policies abroad. Only wage rates can fall. Policies

that support wages at artificially high rates and grant unemploy-

ment compensation; only create unemployment.

It is absurd to demand that European wages must be raised be-
cause wages are higher in the U.S. than in Europe. If the immigra-
tion barriers to the u.s., Australia, would be removed, Euro-
pean workers could emigrate, which would ;;adually lead to an in-

ternational equalization of wage rates.

—=—Both, the permanent unemployment of hundreds of thousands and

millions of people and the,consumptlon of capltégr’ere bhq<52232:,,'€ao

quences of 1ntervent10nlsm€A the artificial raising of wage rates

by labor unions and unemployment compensation.

Destruction Resulting/ from Intervention +&/

A v =+ il
The history of the last decades can be understood only with a
comprehension of the consequences of such intervention in the eco-
nomic operations of the private property order. Since the demise
\nterventionism

of classical liberalism, interverntiomr has been the gist of poli-

tics in all countries in Europe and America.

The economic layman only observes that "interested parties"
succeed again and again in escaping the strictures of law. The
fact that the system functions poorly is blamed exclusively on the
law that does not go far enough, and on corruption that prevents
its application. The very failure of interventionism reinforces
his conviction that private property must be controlled severely.

The corruption of the regulatory bodies does not shake his blind
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confidence in the infallibility and perfection of the stateq@it
b
merely fills him with moral aversion to entrepreneurs and cgﬁital-

ists.

But the violation of law is not an evil that merely needs to
be eradicated in order to create paradise on earth, an evil that
flows from human weakness so difficult to uproot, as etatists so
naively proclaim. If all interventionist laws GEZQE reallJzLe ob-

served they would soon lead to absurdity. All wheels would come

to a halt because the strong arm of government comes too close.

Our contemporaries view the matter like this: farmers and

milk dealers conspire to raise the price of milk. Then comes the
state, the welfare state, to bring relief, pitting common interest
against special interest, public economic view against private point
of view. The state dissolves the "milk cartel," sets ceiling prices,
and embarks upon criminal prosecution of the violators of its regu-
lations. The fact that milk does not become as cheap as the consum-
ers had wished, is now blamed on the laws that are not strict enough,
and on their enforcement that is not severe enough. It is not so
easy to oppose the profit motive of pressure groups that are injur-
ious to the public. The laws must therefore be strengthened and

+A
[=
enforced without consideration and mercy.

IE reality, the situation is quite different. If the price
ceiliﬁ%f;ere really enforceigfhe delivery of milk and dairy prod-
ucts to the cities would soon come to a halt. Not more, but less
milk, or none at all, would come to the market. The consumer still
gets his milk only because the regulations are circumvented. If

we accept the rather impermissible and fallacious etatist antithesis

of public and private interests, we would have to draw this conclusion:



28
-8-
7628 29
the milk dealer who violates the law is serving the public interest5
the government official who seeks to enforce the ceiling price is

jeopardizing it.

Of course, the businessman who violates the laws and regula-
tions in order to produce regardless of government obstaclesy{ is
not guided by considerations of public interest, which the champ-
ions of the public interest belabor continuggg}y, but :g‘the desire
to earn a profit, or at leas@%%void the loss which he would suffer
complying with the regulation. Public opinion, which is indignant
at the baseness of such motivation and the wickedness of such ac-
tion, cannot comprehend that the impracticability of the decrees
and prohibitions would soon lead to a catastrophe were it not for
this systematic disregard of government orders and prohibitions.
Public opinion expects salvation from strict compliance with govern-
ment regulations passed "for the protection of the weak." It cen-
sures government only because it is not strong enough to pass all
necessary regulations and does not entrust their enforcement to
more capable and incorruptible individuals. The basic problems
of iinterventionism are not discussed at all. He who timidly dares
to doubt the justification of the restrictions on capitalists and
entrepreneurs is scorned as a hireling of injurious special interests
or, at best, is treated with silent contempt. Even in a discussion
of the methods of interventionism, he who does not want to jeopard-
ize his reputation and, above all, his career/};ust be very careful.
One can easily fall under the suspicion of serving "capital." Any-

one using economic arguments cannot escape this suspicion.

To be sure, public opinion is not mistaken if it scents cor-

ruption everywhere in the interventionist state. The corruptilility
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of the politicians, representatives, and officials is the very foun-
dation that carries the system. Without it the system would disin-
tegrate or be replaced with socialism or capitalism. Classical
liberalism regarded those laws best that afforded least discretion-
ary power to executive authorities, thus avoiding arbitrariness and
abuse. The modern state seeks to expand its discretionary power =--

everything is to be left to the discretion of officials.

We cannot here set forth the impact of corruption on public
morals. Naturally, neither the bribers nor the bribed realize that
their behavior tends to preserve the system which public opinion and
they themselves believe to be the right one. 1In violating the law
they are conscious of impairing the public weal. But by constantly
violating criminal laws and moral decrees they finally lose the abil-
ity to distinguish between right and wrong, good and bad. If fin-
ally few economic goods can be produced or sold without violating
some regulation, it becomes an unfortunate accompaniment of "life"
to sin against law and morality. And those individuals who wish
it were different are derided as "theorists." The merchant who be-
gan by violating foreign exchange controls, import and export re-
strictions, ceiling prices, \@asily proceeds to defraud his
partner. The decay of business morals, which is called an "infla-

£;<“ *;:;at

tion effect," is the inevitable concomitant of t regulations

were imposed on trade and production during the inflation.

It may be said that the system of interventionism has become
bearable through the laxity of enforcement. Even the interferences
with prices are said to lose their disruptive power if the entre-
preneurs can "correct" the situation with money and persuasion. Sur-

ely, it cannot be denied that it would be better without the intervention.
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But, after all, public opinion must be accommodated. Intervention-
ism is seen as a tribute that must be paid to democracy in order to

preserve the capitalistic system.

This line of reasoning can be understood from the viewpoint
of entrepreneurs and capitalists who have adopted Marxian-social-
istic or state-socialistic thought. To them, private property in
the means of production is an institution that favors the interests
of landowners, capitalists and entrepreneurs at the expense of the
public. Its preservation solely serves the interests of the prop-
ertied classes. So, if by making a few painless concessions these
classes can salvage the institution that is so beneficial to them,
and yet so harmful to all other classes, why jeopardize its preser-

vation by adamantly refusing the concessions?

Of course, those who do not share this view regarding "bour-
geois" interests cannot accept this line of thought. We do not
see why the productivity of economic labor should be reduced through
erroneous measures. If private property in the means of production
actually is an institution that favors one part of society to the
detriment of another, then it should be abolished. But if it is
found that private property is useful to all, and that human society
with its division of labor could not be organized in any other way,
then it must be safeguarded so that it can serve its function in
the best possible way. We need not here discuss the confusion that
must arise about all moral concepts if law and moral precepts dis-
allow, or at least revile, something that must be preserved as the
foundation of social life. And why should anything be prohibited

in the expectation that the prohibition will be largely circumvented?
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Anyone defending interventionism with such arguments is un-
doubtedly seriously deluded regarding the extent of the productiv-
ity loss caused by government interventions. Surely, the adapta-
bility of the capitalist economy has negated many obstacles placed
in the way of entrepreneurial activity. We constantly observe that
entrepreneurs are succeeding in supplying the markets with more and
better products and services despite all difficulties put in their
way by law and administration. But we cannot calculate how much
better those products and services would be today, without expendi-
ture of additional labor, if the hustle and bustle of government
were not aiming (inadvertently, to be sure) at making things worse.
We are thinking of the consequences of all trade restrictions/’SHJE_——
which there can be no differences of opinion. We are thinking of
the obstructions to production improvemenfs through the fight
against cartels and trusts. We are thinking of the consequences
of price controls. We are thinking of the artificial raising of
wage rates through collective coercion, the denial of protection to
all those willing to work, o unemployment compensation, and, fin-
ally, the denial of the freedom to move from country to country,
all of which have made the unemployment of millions of workers a

permanent phenomenon.

Etatists and socialists are calling the great crisis from
+the

which the world economy has been suffering since the end oﬁAWorld

War the crisis of capitalism. In reality, it is the crisis of
interventionism.

In a static economy there may be idle land, but no unemployed

e J
capital or labor. At the)market rate of wages all workers find

employment. If, other conditions being equal, somewhere workers

are released, for instance, on account of an introduction of new
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labor-saving processes, wage rates must fall. At the new, lower
rates then all workers find employment again. In the capitalist
social order, unemployment is merely a transition and friction
phenomenon. Various conditions that impede the free flow of lab-
or from place to place, asézgountry to country, may render the
equalization of wage rates more difficult. They may also lead
to differences in compensation of the various types of labor.
But with freedom for entrepreneurs and capitalists they could nev-
er lead to large-scale and permanent unemployment. Workers seek-
ing employment could always find work by adjusting their wage de-

mands to market conditions.

If the market determination of wage rates had not been dis-
rupted, the effects of the World War and the destructive economic
policies of the last decades would have led to a decline in wage
rates, but not to unemployment. The scope and duration of unemploy-
ment, interpreted today as proof of the failure of capitalism, re-
sults from the fact that labor unions and unemployment compensation
are keeping wage rates higher than the unhampered market would set
them. Without unemployment compensation and the power of labor
unions to prevent the competition of noi%ﬁembers willing to work,
the pressure of supply would soon bring about a wage adjustment
that would assure employment to all hands. We may regret the con-
sequences of the ant{i%arket and ant{ilapitalistic policy in recent
decades, but we cannot change‘%é'f1 Only reduction in consumption
and hard labor can replace the capital that was lost, and only the
formation of new capital can raise the marginal productivity of

labor and thus wage rates.

Unemployment compensation cannot eradicate the evil. It merely

delays the ultimately unavoidable adjustment of wages to the fallen
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marginal productivity. And since the compensation is usuallynnot
paid from income, but out of capital, ever more capital is consumed

and future marginal productivity of labor further reduced.

However, we must not assume that an immediate abolition of all
the obstacles to the smooth functioning of the capitalist economic
order would instantly eradicate the consequences of many decades of
intervention. Vast amounts of producers' goods have been destroyed.
Trade restrictions and other/ﬁércantilistic measures have caused
malinvestments of even greater amounts that yield littleror nothing.
The withdrawal of large fertile areas of the world (e.g?}Russia and
Siberia) from the international exchange system has led to unproduc-
tive readjustments in primary production and processing. Even under
the most favorable conditions, many years will pass before the

traces of the fallacious policies of the last decades can be erased.

But there is no other way to the greater wellbeing for all.

@,
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The Doctrine oE]Interventioni&n+@D/
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Ctgv To prizsc1ent1f1c thinkers, a human society built on private

property in the means of production seemed to be naturally chaotic.
It received its order, so they thought, only from imposed precepts
of morality and law. Society can exist only if buyer and seller
observe justice and fairness. Government must intervene in orider
to avoid the evil that flows from an arbitrary deviation from the
"just price." This opinion prevailed in all remarks on social life
until the eighteenth century. It appeared for the last time in all

its naivet@ in the writings of the/ﬁércantilists.

0N : .
The anti4capitalist writers are emphasizing that classical eco-
nomics served the "interests" of the "bourgeoisiet%’which allegedly

explains its own success, and led the bourgeois class to its
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successes. Surely, no one can doubt that the freedom achieved by
classical liberalism paved the way for the incredible development
of productive forces during the last century. But it is a sad
mistake to believe that by opposing intervention classical liberal-
ism gained acceptance more easily. It faced the opposition of all
those whom the feverish activity of government granted protection,
favors and privileges. The fact that classical liberalism never-
theless could prevail, was due to its intellectual victory, which
checkmated the defenders of privilege. It was not new that the
victimsooftprivilege favored: their/abolitions~:=Butlit was new that
the attack on the system of privilege was so successful, which
must be credited exclusively to the intellectual victory of clas-

sical liberalism.

Classical liberalism was victorious with economics and through
it. No other economic ideology can be reconciled with the science
of catallactics. During the 1828‘§ and 1830°'s, én attempt was made
in England to use economics for demonstrating that the capitalist
order does not function satisfactorily, and that it is unjust.

From this Karl Marx then created his "scientific" socialism. But
even if these writers had succeeded in proving their case against
capitalism, they would have had to prove further that another soc-
ial order, like socialism, is better than capitalism. This they
were not able to doi they could not even prove that a social order
could actually be built on public property in the means of produc-
tion. By merely rejecting and ostracizing any discussion of the
problems of socialism as "utopian" they obviously did not solve

anything.

Eighteenth century writers then discovered what had already

been published by earlier writers on money and prices. They
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discovered the science of economics which replaced the collection
of moral maxims, the manuals of police regulations, and the aphor-
istic remarks on their successes and failures. They learned that
prices are not set arbitrarily, but determined within narrow limits
by the market situation, and that all practical problems can be
accurately analyzed. They recognized that the laws of the market
draw entrepreneurs and owners of the means of production into the
service of consumers, and that their economic actions do not re-
sult from arbitrariness, but from the necessary adjustment to giv-
en conditions. These facts alone gave life to a science of eco-
nomics and a system of catallactics. Where the earlier writers
saw only arbitrariness and coincidence, the classical economists
saw necessity and regularity. In fact, they substituted science

and system for debates on police regulations.

The classical economists were not yet fully aware that the
private property order alone offers the foundation for a society
based on division of labor, and that the public property system is
unworkable. Influenced by Mercantilist thought, they contrasted
productivity with profitability, which gave rise to the quéstion
of whether or not the socialist order is preferable over the cap-
italist order. But they clearly understood that, except for syn-
dicalism which they did not see, the only alternatives are capital-‘
ism and socialism, and that "intervention" in the functioning of
the private property order, which is so popular with both people

and government, is unsuitable.

The tools of science do not enable us to sit in judgment of
the "justice" of a social institution or order. Surely, we may
decry this or that as "unjust" or "improper"; but if we cannot sub-

stitute anything better for what we condemn, it behooves us to save
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our words.

But all this does not concern us here. Only this matters for

us: no one ever succeeded in demonstrating that, disregarding

syndicalism, a third social order is conceivable and possible oth-

er than that based on private property in the means of production,*—
or amd that built on public property. The middle system of property

that is hampered, guide%gand regulated by government én{itselg is;n

contradictory and illogical. Any attempt to introduce it in ear-

‘nest) must lead to a crisis from which either socialism or capital-

ism alone can emerge.

This is the irrefutable conclusion of economics. He who under-
takes to recommend a third social order of regulated private prop-
erty must flatly deny the possibility of scientific knowledge in
the field of economics. The Historical School in Germany did just
that, and the Institutionalists in the U.S. are doing it today.
Economics is formally abolished, prohibited, and replaced by state
and police science, which registers what government has decreed,
and recommends what still is to be decreed. They fully realize that
they are harking back to‘ﬂércantilism, even to the canon doctrine

of just price, and are discarding all the work of economics.

The German Historical School and its many followers abroad
never thought it necessary to cope with the problems of catallactics.
They were completely satisfied with the arguments which Gustav

Schmoller presented in the famous Methodenstreit and his disciples,

e.g;@ﬁasbach, repeated after him. In the decades between the Prus-
sian constitutional conflict (1862) and the Weimar constitution
(1919), only three men sensed the problems of social reform: Philip-
povich, Stolzmann, and Max Weber. Among these three, only Philippo-

vich had any knowledge of the nature and content of theoretical
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economics. In his system, catallactics and interventionism stand
side by side, but no bridge leads from the former to the latter,
and there is notattempted solution to the great problem. Stolzmann
basically seeks to realize what Schmoller and Brentano had merely
suggested. It is a sad commentary, however, that the School's only
representative who really attacked the problem, was utterly ignorant
of what ﬁis opposition was saying. And Max Weber, preoccupied with
quite different matters, stopped half way, because theoretical eco-
nomics was alien to him. Perhaps he would have gone further had

he not been cut off in early death.

For several decades there has been talk at German universities
6f a reawakening of an interest in theoretical economics. We may
mention a number of authors such as Liefmann, Oppenheimer, Gottl,

@ , who ardently denounce the system of modern subjective economics,

1&! of which they know only the "Austrians." We need not here raise the

question of whether or not such attacks are justified. But we would
like to point out the interesting effect such attacks have had on
the discussion of the feasibility of the system of interventionism.
Each one of these writers summarily rejects what has been created
by theoretical economics -- by the Physiocrats, classical writers,
and modern authors. In particular, they depict the work of modern
economics, especially of €Eg\“Austrian§:S£%;hincredible aberrations
of the human mind, whereupon they present their own supposedly orig-
inal systems of theoretical economics, claiming to remove all doubts
and solve all problems. The public, unfortunately, is led to believe
that in economics everything is uncertain and problematic, and that
economic theory merely consists of the personal opinions of various

scholars. The excitement created by these authors in German-speak-

ing countries, succeeded in obscuring the fact that there is a science
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of theoretical economics which, despite differences in detail and
especially in terminology, is enjoying a good reputation with all
friends of science. And in spite of all the critique and reserva-
tions, even these writers basically concurred with the theoretical
system in its essential questions. But because this was not under-
stood, they did not see the need for examining interventionism

from the point of view of economic knowledge.

In addition there was the effect of the argument on the permis-
sibility of value judgments in science. In the hands of the Histor-
ical School, political science had become a doctrine of art for
statesmen and politicians. At the universities and in textbooks
economic demands were presented and proclaimed as "scientific."
"Science" condemned capitalism as immoral and unjust, rejected as
"radical" the solutions offered by Marxian socialism, and recommended
either state socialism or at times the system of private property
with government intervention. Economics was no longer a matter of
knowledge and ability, but of good intentions. Especially since
the beginning of the second decade of this century, this mix of
university teaching and politics became objectionable. The public
began to hold the official representatives of science in contempt,
because they made it their task to confer the blessings of "science"
on the party programs of their friends. And the public would no
longer tolerate the nuisance that each political party appealed to
its favorite judgment of "science," that is, to a university profes-
sor marching in its footsteps. When Max Weber and some of his
friends demanded that "science" should renounce value judgments,
and the universities should not be ;;G;;;rfor political propaganda,

they met with almost universal agreement.
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Among those writers who agreed with Max Weber, or at least did

not dare contradict him, were several whose whole record stood in
open contradiction to the principle of objectivity, and whose lit-
erary efforts were nothing but paraphrases of certain political
programs. They interpreted "absence of value judgment" in a pe-
culiar way. Ludwig Pohle and Adolf Weber had touched upon the bas-
ic problems of interventionism in their discussions of the wage
policies of labor associations. The followers of the labor-union
doctrines of Brentano and Webb were unable to raise any pertinent
objections. But the new postulafe of "value-free science" seemed
to rescue them from the embarrassment in which they found themselves.
Now they could haughtily reject anything that did not suit them, on
grounds that it did not square with the dignity of science to inter-
fere with the squabbling of political parties. In good faith, Max

Weber had presented the principle of Wertfreiheit for a resumption

of scientific inquiries into the problems of social life. Instead,
it was used by the Historical-Realistic-=Social School as protection

from the critique of theoretical economics.

Again and again, perhaps intentionally, some writers refuse
to recognize the difference between the analysis of economic prob-
lems and the formulation of political postulates. We<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>