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FOREWORD TO FOURTH EDITION

Mises contribution was very simple, yet at the same time extremely
profound. He pointed out that the whole economy is the result of what
individuals do. Individuals act, choose, cooperate, compete, and trade
with one another. In this way Mises explained how complex market
phenomena devel op. Mises did not simply describe economic phenom-
ena— prices, wages, interest rates, money, monopoly and even the trade
cycle — he explained them as the outcomes of countless conscious,
purposive actions, choices, and preferences of individuals, each of whom
was trying as best as he or she could under the circumstances to attain
various wants and ends and to avoid undesired consequences. Hence the
title Mises chose for his economic treatise, Human Action. Thus also, in
Mises' view, Adam Smith’'s “invisible hand” was explainable on the
basis of logic and utilitarian principles as the outcome of the countless
actions of individuals.

Sprinkled throughout Mises' scholarly and erudite explanations of mar-
ket operations are many colorful descriptions of economic phenomena. For
instance, on the difference between economic and political power: “A
"chocolateking’ has no power over the consumers, his patrons. He provides
them with chocolate of the best quality and at the cheapest price. He does
not rule the consumers, he serves them. The consumers ... are free to stop
patronizing his shops. He loses his 'kingdom’ if the consumers prefer to
spend their pennies elsewhere.” (p. 272) On why people trade: “The inhab-
itants of the Swiss Jura prefer to manufacture watches instead of growing
wheat. Watchmaking isfor them the cheapest way to acquire wheat. On the
other hand thegrowing of wheat isthe cheapest way for the Canadian farmer
to acquire watches.” (p. 395) For Mises a priceis aratio arrived at on the
market by the competitive bids of consumersfor money on the one hand and
some particular good or service on the other. A government may issue
decrees, but “ A government can no more determine prices than agoose can
lay hen'seggs.” (p. 397)

InMises' view, theinequality of men wasthe beginning of peaceful
interpersonal social cooperation and the source of all the advantages
it brings: “The liberal champions of equality under the law were fully
aware of the fact that men are born unequal and that it is precisely
their inequality that generates social cooperation and civilization. Equal-
ity under the law was in their opinion not designed to correct the
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inexorable facts of the universe and to make natural inequality disappear.
It was, on the contrary, the device to secure for the whole of mankind the
maximum of benefitsit can derive fromiit. . . . Equality under thelaw isin
their eyes good because it best serves the interests of all. It leavesit to the
voters to decide who should hold public office and to the consumers to
decide who should direct production activities.” (pp. 841-842)

Mises 1949 comments on Social Security and government debt read as
if they had been written yesterday: “Paul in the year 1940 saves by paying
one hundred dollars to the national social security institution. He receives
in exchange a claim which is virtually an unconditional government IOU.
If the government spends the hundred dollars for current expenditures, no
additional capital comesinto existence, and no increase in the productivity
of labor results. The government’s 10U is a check drawn upon the future
taxpayer. In 1970 a certain Peter may have to fulfill the government’s
promise although he himself does not derive any benefit from the fact that.
Paul in 1940 saved one hundred dollars.... The trumpery argument that the
public debt is no burden because 'we owe it to ourselves' is delusive. The
Pauls of 1940 do not owe it to themselves. It isthe Peters of 1970 who owe
it to the Pauls of 1940.... The statesmen of 1940 solve their problems by
shifting them to the statesmen of 1970. On that date the statesmen of 1940
will be either dead or elder statesmen glorying in their wonderful achieve-
ment, social security.” (pp. 847- 848)

Inthe" ForewordtotheThird Edition” of Human Action Misesmentioned
the Italian and Spanish trandations of this book. Since then it has been
translated by Tao-Ping Hsiainto Chinese (1976/7), by Raoul Audouin into
French (1985), by Donald Stewart, Jr., into Portugese (1990), and by Toshio
Murata into Japanese (1991). Its German-language precursor,
National okonomie (1940) has also been republished (1980).

The publishers of this new edition of Human Action havetried to correct
the typos that inevitably creep into amost any book, especially one of this
size. They havea soincluded acompletely new index, which they hope will
help make theideasin this book more readily accessible to readers.

Bettina Bien Greaves
Irvington-on-Hudson, New York
February 1996
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FOREWORD TO THE THIRD EDITION

T GIVES me great satisfaction to see this book, handsomely printed by
adistinguished publishing house, appear in its third revised edition.
Two terminological remarks may bein order.

First, | employ theterm “liberal” in the sense attached to it every-where
in the nineteenth century and still today in the countries of continental
Europe. This usage is imperative because there is simply no other term
available to signify the great political and intellectual movement that sub-
stituted free enterprise and the market economy for the precapitalistic
methods of production; constitutional representative government for the
absolutismof kingsor oligarchies; and freedom of all individualsfor slavery,
serfdom, and other forms of bondage.

Secondly, in the last decades the meaning of the term “psychology” has
been more and more restricted to the field of experimental psychology, a
disciplinethat resortsto the research methods of the natural sciences. Onthe
other hand, it has become usual to dismissthose studiesthat previously had
been called psychological as “literary psychology” and as an unscientific
way of reasoning. Whenever referenceismadeto“ psychology” ineconomic
studies, one hasin mind precisely this literary psychology, and therefore it
seems advisable to introduce a special term for it. | suggested in my book
Theory and History (New Haven, 1957, pp. 264-274) theterm “thymol ogy,”
and | used this term also in my recently published essay The Ultimate
Foundation of Economic Science (Princeton, 1962). However, my suggestion
was not meant to beretroactive and to alter the use of the term * psychology” in
books previoudy published, and so | continueinthisnew editionto usetheterm
“psychology” inthe sameway | used it in the first edition.

Two tranglations of thefirst edition of Human Action have come out: an
Italian trandation by Mr. Tuilio Bagiotti, Professor at the Universita
Bocconi in Milano, under the title L’ Azione Umana, Trattato di economia,
published by the Unione Tipografico-Editrice Torinese in 1959; and a
Spanish-language translation by Mr. Joaguin Reig Albiol under thetitleLa
Accion Humana (Tratado de Econo mia), published in two volumes by
Fundacion Ignacio Villalongain Vaencia (Spain) in 1960.

| feel indebted to many good friendsfor hel p and advicein the preparation
of this book.
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First of al I want to remember two deceased scholars, Paul Mantoux and
William E. Rappard, who by giving me the opportunity of teaching at the
famous Graduate Institute of International Studiesin Geneva, Switzerland,
provided me with the time and the incentive to start work upon along-pro-
jected plan.

| want to express my thanksfor very valuable and hel pful suggestionsto
Mr. Arthur Goddard, Mr. Percy Greaves, Doctor Henry Hazlitt, Professor
Israel M. Kirzner, Mr. Leonard E. Read, Mr. Joaguin Reig Albiot and Doctor
George Reisman.

But most of al | want to thank my wife for her steady encouragement
and help.

Lubwic voN Mises
New York
March, 1966
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INTRODUCTION

1. Economics and Praxeology

E CONoOMICsIstheyoungest of all sciences. Inthelast two hundred years,
it is true, many new sciences have emerged from the disciplines
familiar to the ancient Greeks. However, what happened here was merely
that parts of knowledge which had already found their placein the complex
of the old system of learning now became autonomous. The field of study
was more nicely subdivided and treated with new methods; hitherto unno-
ticed provinces were discovered in it, and people began to see things from
aspects different from those of their precursors. The field itself was not
expanded. But economics opened to human science a domain previously
inaccessible and never thought of. The discovery of a regularity in the
sequence and i nterdependence of market phenomenawent beyond thelimits
of the traditional system of learning. It conveyed knowledge which could
beregarded neither aslogic, mathematics, psychology, physics, nor biology.
Philosophers had long since been eager to ascertain the ends which God
or Naturewastryingtorealizeinthe course of human history. They searched
for the law of mankind's destiny and evolution. But even those thinkers
whoseinquiry wasfreefrom any theological tendency failed utterly inthese
endeavors because they were committed to afaulty method. They dealt with
humanity as a whole or with other holistic concepts like nation, race, or
church. They set up quite arbitrarily the ends to which the behavior of such
wholesisboundtolead. But they could not satisfactorily answer thequestion
regarding what factors compelled the various acting individuals to behave
insuch away that the goal aimed at by thewhole’ sinexorable evolution was
attained. They had recourse to desperate shifts: miraculous interference of
the Deity either by revelation or by the del egation of God-sent prophets and
consecrated leaders, preestablished harmony, predestination, or the opera-
tion of amystic and fabulous “world soul” or “ national soul.” Others spoke
of a“cunning of nature” which implanted in man impulses driving him
unwittingly along precisely the path Nature wanted him to take.
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Other philosophers were more realistic. They did not try to guess the
designs of Nature or God. They looked at human things from the view-
point of government. They wereintent upon establishing rulesof political
action, atechnique, as it were, of government and statesmanship. Spec-
ulative minds drew ambitious plans for a thorough reform and recon-
struction of society. The more modest were satisfied with a collection
and systematization of the dataof historical experience. But al werefully
convinced that there wasin the course of social eventsno such regularity
and invariance of phenomena as had already been found in the operation
of human reasoning and in the sequence of natural phenomena. They did
not search for the laws of social cooperation because they thought that
man could organize society as he pleased. If social conditions did not
fulfill the wishes of the reformers, if their utopias proved unrealizable,
the fault was seen in the moral failure of man. Social problems were
considered ethical problems. What was needed in order to construct the
ideal society, they thought, were good princesand virtuouscitizens. With
righteous men any utopia might be realized.

Thediscovery of theinescapable interdependence of market phenomena
overthrew this opinion. Bewildered, people had to face a new view of
society. They learned with stupefaction that there is another aspect from
which human action might be viewed than that of good and bad, of fair and
unfair, of just and unjust. In the course of social events there prevails a
regularity of phenomenato which man must adjust his actions if he wishes
to succeed. It isfutile to approach socia facts with the attitude of a censor
who approves or disapproves from the point of view of quite arbitrary
standards and subjective judgments of value. One must study the laws of
human action and social cooperation as the physicist studies the laws of
nature. Human action and social cooperation seen as the object of ascience
of given relations, no longer as a normative discipline of things that ought
to be—this was a revolution of tremendous consequences for knowledge
and philosophy aswell asfor socia action.

For morethan ahundred years, however, the effects of thisradical change
in the methods of reasoning were greatly restricted because people believed
that they referred only to anarrow segment of thetotal field of human action,
namely, to market phenomena. The classical economists met in the pursuit
of their investigations an obstacle which they failed to remove, the apparent
antinomy of value. Their theory of value was defective, and forced them to
regtrict the scope of their science. Until the late nineteenth century politicd
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economy remained a science of the “economic” aspects of human action, a
theory of wealth and selfishness. It dealt with human action only to the
extent that it is actuated by what was —very unsatisfactorily—described
as the profit motive, and it asserted that there isin addition other human
action whose treatment is the task of other disciplines. The transforma-
tion of thought which the classical economists had initiated was brought
to its consummation only by modern subjectivist economics, which
converted the theory of market prices into a general theory of human
choice.

For along time men failed to realize that the transition from the classical
theory of value to the subjective theory of value was much more than the
substitution of a more satisfactory theory of market exchange for a less
satisfactory one. The genera theory of choice and preference goes far
beyond the horizon which encompassed the scope of economic problemsas
circumscribed by the economists from Cantillon, Hume, and Adam Smith
down to John Stuart Mill. It is much more than merely a theory of the
“economicside” of human endeavorsand of man’ sstriving for commodities
and an improvement in his material well-being. It is the science of every
kind of human action. Choosing determinesall human decisions. In making
his choice man chooses not only between various material things and
services. All human values are offered for option. All ends and all means,
both material and ideal issues, the sublime and the base, the noble and the
ignoble, areranged in asingle row and subjected to a decision which picks
out one thing and sets aside another. Nothing that men aim at or want to
avoid remains outside of this arrangement into a unique scale of gradation
and preference. The modern theory of value widens the scientific horizon
and enlarges the field of economic studies. Out of the political economy of
the classical school emerges the general theory of human action, praxeol ogy.1
The economic or catalactic problems2 are embedded in a more general
science, and can no longer be severed from this connection. No treatment
of economic problems proper can avoid starting from acts of choice;
economics becomes a part, although the hitherto best elaborated part, of a
more universal science, praxeology.

1. Theterm praxeology wasfirst usedin 1890 by Espinas. Cf. hisarticleLes
Originesdelatechnologies,” Revue Philosophique, XVthyear, XXX, 114-115,
and his book published in Parisin 1897, with the sametitle.

2. The term Catallactics or the Science of Exchanges was first used by
Whately. Cf. his book Introductory Lectures on Political Economy (London,
1831), p. 6.
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2. The Epistemological Problem of a
Genera Theory of Human Action

Inthe new science everything seemed to be problematic. It wasastranger
in the traditional system of knowledge; people were perplexed and did not
know how to classify it and to assign it its proper place. But on the other
hand they were convinced that the inclusion of economicsin the catal ogue
of knowledge did not require a rearrangement or expansion of the total
scheme. They considered their catal ogue system complete. If economicsdid
not fitinto it, the fault could only rest with the unsatisfactory treatment that
the economists applied to their problems.

It isacomplete misunderstanding of the meaning of the debates concern-
ing the essence, scope, and logical character of economicsto dismiss them
as the scholastic quibbling of pedantic professors. It is a widespread mis-
conception that while pedants squandered useless talk about the most
appropriate method of procedure, economicsitself, indifferent to theseidle
disputes, went quietly on its way. In the Methodenstreit between the Aus-
trian economists and the Prussian Historical School, the self-styled “intel-
lectual bodyguard of the House of Hohenzollern,” and in the discussions
between the school of John Bates Clark and American Institutionalismmuch
more was at stake than the question of what kind of procedure was the most
fruitful one. The real issue was the epistemological foundations of the
science of human action and itslogical legitimacy. Starting from an episte-
mological system to which praxeological thinking was strange and from a
logic which acknowledged as scientific—besides |ogic and mathematics—
only the empirical natural sciences and history, many authors tried to deny
thevalue and useful ness of economictheory. Historicism aimed at replacing
it by economic history; positivism recommended the substitution of an
illusory social science which should adopt the logical structure and pattern
of Newtonian mechanics. Both these schoolsagreed in aradical rejection of
al the achievements of economic thought. It wasimpossible for the econo-
mists to keep silent in the face of all these attacks.

Theradicalism of thiswholesale condemnation of economicswasvery soon
surpassed by a still more universd nihilism. From time immemorid men in
thinking, spesking, and acting had taken the uniformity and immutability of the
logical structure of the human mind as an unquestionable fact. All scientific
inquiry was based on this assumption. In the discussions about the epistemo-
logical character of economics, writers, for the first time in human history,
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denied this proposition too. Marxism asserts that a man’ s thinking is deter-
mined by his class affiliation. Every social class hasalogic of itsown. The
product of thought cannot be anything else than an “ideological disguise’
of the selfish class interests of the thinker. It is the task of a“sociology of
knowledge” to unmask philosophies and scientific theories and to expose
their “ideological” emptiness. Economics is a “bourgeois’ makeshift, the
economists are “sycophants’ of capital. Only the classless society of the
socialist utopiawill substitute truth for “ideological” lies.

Thispolylogism waslater taught in various other formsalso. Historicism
asserts that the logical structure of human thought and action is liable to
changeinthecourseof historical evolution. Racial polylogismassigntoeach
race alogic of itsown. Finally thereisirrationalism, contending that reason
as such is not fit to elucidate the irrational forces that determine human
behavior.

Such doctrines go far beyond the limits of economics. They question not
only economics and praxeology but all other human knowledge and human
reasoning in general. They refer to mathematics and physics as well as to
economics. It seems therefore that the task of refuting them does not fall to
any single branch of knowledge but to epistemology and philosophy. This
furnishes apparent justification for the attitude of those economists who
quietly continuetheir studieswithout bothering about epistemol ogical prob-
lems and the objections raised by polylogism and irrationalism. The physi-
cist doesnot mind if someone stigmati zeshistheoriesasbourgeois, Western
or Jewish; in the same way the economist should ignore detraction and
slander. He should let the dogs bark and pay no heed to their yelping. It is
seemly for him to remember Spinoza' s dictum: Sane sicut lux se ipsam et
tenebras manifestat, sic veritas normasui et fals est.

However, the situation is not quite the same with regard to economics as
itiswith mathematicsand thenatural sciences. Polylogismandirrationalism
attack praxeology and economics. Although they formul ate their statements
in ageneral way to refer to all branches of knowledge, it is the sciences of
human action that they really havein view. They say that itisanillusion to
believe that scientific research can achieve results valid for people of all
eras, races, and social classes, and they take pleasurein disparaging certain
physical and biological theories asbourgeoisor Western, But if the solution
of practical problems requires the application of these stigmatized doc-
trines, they forget their criticism. The technology of Soviet Russia
utilizes without scruple all the results of bourgeois physics, chemistry,
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and biology just asif they werevalid for all classes. The Nazi engineersand
physiciansdid not disdain to utilize the theories, discoveries, and inventions
of peopleof “inferior” racesand nations. The behavior of peopleof al races,
nations, religions, linguistic groups, and social classes clearly proves that
they do not endorse the doctrines of polylogism and irrationalism as far as
logic, mathematics, and the natural sciences are concerned.

Butitisquitedifferent with praxeology and economics. Themain motive
for the development of the doctrines of polylogism, historicism, and irratio-
nalism was to provide a justification for disregarding the teachings of
economicsin the determination of economic policies. Thesociaists, racists,
nationalists, and etatistsfailed in their endeavorsto refute the theories of the
economists and to demonstrate the correctness of their own spurious doc-
trines. It was precisely this frustration that prompted them to negate the
logical and epistemol ogical principlesupon which al human reasoning both
in mundane activities and in scientific research isfounded.

It isnot permissible to dispose of these objections merely on the ground
of the political motives which inspired them. No scientist is entitled to
assume beforehand that a disapprobation of his theories must be unfounded
because hiscriticsareimbued by passion and party bias. Heisboundtoreply
to every censure without any regard to its underlying motives or its back-
ground. It is no less impermissible to keep silent in the face of the often
asserted opinion that the theorems of economics are valid only under
hypothetical assumptions never realized in life and that they are therefore
useless for the mental grasp of redlity. It is strange that some schools seem
to approve of this opinion and nonetheless quietly proceed to draw their
curves and to formulate their equations. They do not bother about the
meaning of their reasoning and about its reference to the world of redl life
and action.

Thisis, of course, an untenable attitude. Thefirst task of every scientific
inquiry is the exhaustive description and definition of all conditions and
assumptionsunder whichitsvariousstatementsclaimvalidity. Itisamistake
to set up physics as amodel and pattern for economic research. But those
committed to this fallacy should have learned one thing at least: that no
physicist ever believed that the clarification of some of the assumptionsand
conditions of physical theorems is outside the scope of physical research.
The main question that economics is bound to answer is what the relation
of its statementsisto the reality of human action whose mental grasp isthe
objective of economic studies.
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It therefore devolves upon economicsto deal thoroughly with the asser-
tion that its teachings are valid only for the capitaistic system of the
shortlived and already vanished liberal period of Western civilization. It is
incumbent upon no branch of learning other than economics to examine all
the objections raised from various points of view against the usefulness of
the statements of economic theory for the elucidation of the problems of
human action. The system of economic thought must be built up in such a
way that it is proof against any criticism on the part of irrationalism,
historicism, panphysicalism, behaviorism, and all varieties of polylogism.
It is an intolerable state of affairs that while new arguments are daily
advanced to demonstrate the absurdity and futility of the endeavors of
economics, the economists pretend to ignore al this.

It is no longer enough to deal with the economic problems within the
traditional framework. It isnecessary to build thetheory of catallacticsupon the
solid foundation of ageneral theory of human action, praxeology. This proce-
durewill not only secure it againgt many fallacious criticisms but clarify many
problemshitherto not even adequately seen, till lesssatisfactorily solved. There
is, egpecially, the fundamental problem of economic calculation.

3. Economic Theory and the Practice of Human Action

It iscustomary for many peopl e to blame economicsfor being backward.
Now it is quite obvious that our economic theory is not perfect. Thereisno
suchthing as perfectionin human knowledge, nor for that matter in any other
human achievement. Omniscience is denied to man. The most elaborate
theory that seems to satisfy completely our thirst for knowledge may one
day be amended or supplanted by a new theory. Science does not give us
absolute and final certainty. It only gives us assurance within the limits of
our mental abilitiesand theprevailing state of scientific thought. A scientific
systemisbut one station in an endlessly progressing search for knowledge.
Itisnecessarily affected by theinsufficiency inherent in every human effort.
But to acknowledge these facts does not mean that present-day economics
is backward. It merely means that economicsis aliving thing—and to live
implies both imperfection and change.

The reproach of an alleged backwardness is raised against economics
from two different points of view.

There are on the one hand some naturalists and physicists who censure
economics for not being a natural science and not applying the methods
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and procedures of the laboratory. It is one of the tasks of this treatise to
explode the fallacy of such ideas. In these introductory remarks it may
be enough to say a few words about their psychological background. It
is common with narrow-minded people to reflect upon every respect in
which other people differ from themselves. The camel in the fable takes
exception to all other animals for not having a hump, and the Ruritanian
criticizesthe Laputanian for not being a Ruritanian. Theresearch worker
in the laboratory considers it as the sole worthy home of inquiry, and
differential equations asthe only sound method of expressing the results
of scientific thought. He is simply incapable of seeing the epistemol og-
ical problems of human action. For him economics cannot be anything
but a kind of mechanics.

Then there are people who assert that something must be wrong with the
social sciences because social conditions are unsatisfactory. The natural
sciences have achieved amazing results in the last two or three hundred
years, and the practical utilization of these results has succeeded in improv-
ing the general standard of living to an unprecedented extent. But, say these
critics, the social sciences have utterly failed in the task of rendering social
conditions more satisfactory. They have not stamped out misery and starva-
tion, economic crises and unemployment, war and tyranny. They are sterile
and have contributed nothing to the promotion of happiness and human
welfare.

These grumblers do not realize that the tremendous progress of techno-
logical methods of production and the resulting increase in wealth and
welfarewerefeasible only through the pursuit of thoseliberal policieswhich
were the practical application of the teachings of economics. It was the
ideas of the classical economists that removed the checks imposed by
age-old laws, customs, and prejudices upon technol ogical improvement
and freed the genius of reformers and innovators from the straitjackets
of the guilds, government tutelage, and social pressure of various kinds.
It wasthey that reduced the prestige of conquerors and expropriatorsand
demonstrated the social benefits derived from business activity. None of
the great modern inventions would have been put to use if the mentality
of the precapitalistic era had not been thoroughly demolished by the
economists. What is commonly called the “industrial revolution” was an
offspring of the ideological revolution brought about by the doctrines of
the economists. The economists exploded the old tenets: that it is unfair
and unjust to outdo a competitor by producing better and cheaper goods;
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that it is iniquitous to deviate from the traditional methods of production;
that machines are an evil because they bring about unemployment; that it is
one of the tasks of civil government to prevent efficient businessmen from
getting rich and to protect the less efficient against the competition of the
more efficient; that to restrict the freedom of entrepreneurs by government
compulsion or by coercion on the part of other social powersisan appropri-
ate means to promote a nation’ s well-being. British political economy and
French Physiocracy were the pacemakers of modern capitalism. It is they
that made possible the progress of the applied natural sciences that has
heaped benefits upon the masses.

What iswrong with our age is precisely the widespread ignorance of the
role which these policies of economic freedom played in the technological
evolution of the last two hundred years. People fell prey to the fallacy that
the improvement of the methods of production was contemporaneous with
thepolicy of laissez faire only by accident. Deluded by Marxian myths, they
consider modern industrialism an outcome of the operation of mysterious
“productive forces’ that do not depend in any way on ideological factors.
Classical economics, they believe, was not afactor in the rise of capitalism,
but rather its product, its “ideological superstructure,” i.e., a doctrine de-
signed to defend the unfair claims of the capitalistic exploiters. Hence the
abolition of capitalism and the substitution of socialist totalitarianism for a
market economy and free enterprise would not impair the further progress
of technology. It would, on the contrary, promote technological improve-
ment by removing the obstacles which the selfish interests of the capitalists
placeinitsway.

The characteristic feature of this age of destructive wars and social
disintegration is the revolt against economics. Thomas Carlyle branded
economics a “dismal science,” and Karl Marx stigmatized the economists
as"the sycophants of the bourgeoisie.” Quacks—praising their patent med-
icines and short cuts to an earthly paradise—take pleasure in scorning
economicsas* orthodox” and “reactionary.” Demagogues pride themselves
onwhat they call their victoriesover economics. The*“practical” man boasts
of his contempt for economics and his ignorance of the teachings of
“armchair” economists. Theeconomic policiesof thelast decadeshave been
the outcome of a mentality that scoffs at any variety of sound economic
theory and glorifies the spurious doctrines of its detractors. What is called
“orthodox” economicsisin most countries barred from the universitiesand
isvirtualy unknown to the leading statesmen, politicians, and writers. The
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blame for the unsatisfactory state of economic affairs can certainly not be
placed upon a science which both rulers and masses despise and ignore.

It must be emphasized that the destiny of modern civilization as devel-
oped by thewhite peoplesin thelast two hundred yearsisinseparably linked
with the fate of economic science. This civilization was able to spring into
existence because the peoples were dominated by ideas which were the
application of the teachings of economics to the problems of economic
policy. It will and must perish if the nations continue to pursue the course
which they entered upon under the spell of doctrines rejecting economic
thinking.

Itistruethat economicsisatheoretical scienceand assuch abstainsfrom
any judgment of value. It isnot itstask to tell people what ends they should
aim at. It isa science of the means to be applied for the attainment of ends
chosen, not, to be sure, ascience of the choosing of ends. Ultimate decisions,
thevaluationsand the choosing of ends, are beyond the scope of any science.
Science never tells a man how he should act; it merely shows how a man
must act if he wants to attain definite ends.

It seems to many people that thisis very little indeed and that a science
limited to the investigation of theis and unable to express ajudgment value
about the highest and ultimate ends is of no importance for life and action.
Thistoo isamistake. However, the exposure of this mistakeis not atask of
these introductory remarks. It is one of the ends of the treatise itself.

Résumé
It was necessary to make these preliminary remarks in order to explain
why this treatise places economic problems within the broad frame of a
general theory of human action. At the present stage both of economic
thinking and of political discussions concerning the fundamental issues of
social organization, it is no longer feasible to isolate the treatment of

catallactic problems proper. These problemsare only asegment of ageneral
science of human action and must be dealt with as such.



Part One

Human Action

I.ACTING MAN

1. Purposeful Action and Animal Reaction

H UMAN action is purposeful behavior. Or we may say: Action iswill
put into operation and transformed into an agency, isaiming at ends
and goals, isthe ego’ s meaningful response to stimuli and to the conditions
of its environment, is a person’s conscious adjustment to the state of the
universethat determineshislife. Such paraphrasesmay clarify thedefinition
given and prevent possible misinterpretations. But the definition itself is
adequate and does not heed complement of commentary.

Consciousor purposeful behavior isin sharp contrast to unconscious behav-
ior,i.e, thereflexesand theinvoluntary responsesof thebody’ scellsand nerves
togtimuli. Peoplearesometimesprepared to believethat theboundariesbetween
conscious behavior and the involuntary reaction of the forces operating within
man’'s body are more or less indefinite. This is correct only as far as it is
sometimes not easy to establish whether concrete behavior isto be consdered
voluntary or involuntary. But the di stincti on between consci ousnessand uncon-
siousnessis nonetheless sharp and can be clearly determined.

The unconscious behavior of thebodily organsand cellsisfor the acting ego
no lessadatum than any other fact of theexternd world. Acting man must take
into account al that goes on within hisown body aswell as other data, e.g., the
westher or the attitudes of his neighbors. Thereiis, of course, a margin within
which purposeful behavior has the power to neutralize the working of bodily
factors. Itisfeasiblewithin certain limitsto get the body under control. Man can
sometimes succeed through the power of his will in overcoming sickness, in
compensating for the innate or acquired insufficiency of his physical congtitu-
tion, or in suppressing reflexes. Asfar asthisispossble, thefield of purposeful
action is extended. If a man abstains from controlling the involuntary reaction
of cells and nerve centers, dthough he would be in a position to do so, his
behavior isfrom our point of view purposeful.

The field of our science is human action, not the psychological events



12 HUMAN ACTION

which resultin an action. It is precisely thiswhich distinguishes the general
theory of human action, praxeology, from psychology. The theme of psy-
chology is the internal events that result or can result in a definite action.
The theme of praxeology is action as such. This aso settles the relation of
praxeology to the psychoanalytical concept of the subconscious. Psycho-
analysistoois psychology and does not investigate action but theforcesand
factors that impel a man toward a definite action. The psychoanalytical
subconsciousisapsychologica and not a praxeological category. Whether
an action stems from clear deliberation, or from forgotten memories and
suppressed desireswhich from submerged regions, asit were, direct thewill,
does not influence the nature of the action. The murderer whom a subcon-
scious urge (the Id) drivestoward his crime and the neurotic whose aberrant
behavior seemsto be simply meaninglessto an untrained observer both act;
they like anybody else are aiming at certain ends. It is the merit of psycho-
analysis that it has demonstrated that even the behavior of neurotics and
psychopaths is meaningful, that they too act and aim at ends, although we
who consider ourselvesnormal and sane call thereasoning determining their
choice of ends nonsensical and the means they choose for the attainment of
these ends contrary to purpose.

The term “unconscious’ as used by praxeology and the terms “ subcon-
scious’ and “unconscious’ as applied by psychoanalysis belong to two
different systems of thought and research. Praxeology no less than other
branches of knowledge owes much to psychoanalysis. The more necessary
is it then to become aware of the line which separates praxeology from
psychoanalysis.

Action is not simply giving preference. Man also shows preference in
situations in which things and events are unavoidable or are believed to be
so. Thusaman may prefer sunshineto rain and may wish that the sun would
dispel the clouds. He who only wishes and hopes does not interfere actively
with the course of eventsand with the shaping of hisown destiny. But acting
man chooses, determines, and tries to reach an end. Of two things both of
which he cannot have together he selects one and gives up the other. Action
therefore always involves both taking and renunciation.

To express wishes and hopes and to announce planned action may be
forms of action in so far as they aim in themselves at the realization of a
certain purpose. But they must not be confused with the actions to which
they refer. They arenot identical with the actions they announce, recom-
mend, or reject. Action is a real thing. What countsis a man’s total
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behavior, and not histalk about planned but not realized acts. On the other
hand action must be clearly distinguished from the application of labor.
Action meansthe employment of meansfor the attainment of ends. Asarule
one of the means employed isthe acting man’slabor. But thisis not always
the case. Under special conditionsaword isall that isneeded. Hewho gives
orders or interdictions may act without any expenditure of labor. To talk or
not to talk, to smile or to remain serious, may be action. To consume and to
enjoy are no less action than to abstain from accessible consumption and
enjoyment.

Praxeology consequently does not distinguish between “ active” or ener-
geticand*“ passive” or indolent man. Thevigorousmanindustriously striving
for the improvement of his condition acts neither more nor less than the
lethargic man who sluggishly takes things as they come. For to do nothing
and to be idle are aso action, they too determine the course of events.
Wherever the conditions for human interference are present, man acts no
matter whether he interferes or refrains from interfering. He who endures
what he could change acts no less than he who interferes in order to attain
another result. A man who abstains from influencing the operation of
physiological and instinctive factors which he could influence also acts.
Action is not only doing but no less omitting to do what possibly could be
done.

We may say that action is the manifestation of a man’'s will. But this
would not add anything to our knowledge. For the term will means nothing
el sethan man’ sfaculty to choose between different statesof affairs, to prefer
one, to set aside the other, and to behave according to the decision madein
aiming at the chosen state and forsaking the other.

2. The Prerequisites of Human Action

Wecall contentment or satisfaction that state of ahuman being which does
not and cannot result in any action. Acting man is eager to subgtitute a more
satisfactory state of affairsfor aless satisfactory. His mind imagines conditions
which suit him better, and his action aims at bringing about this desired state.
The incentive that impels a man to act is dways some uneasiness® A man
perfectly content with the state of his affairswould have noincentiveto change
things. Hewould have neither wishes nor desires; hewould be perfectly happy.

1. Cf.Lock, AnEssay Concer ning Human Under standing, ed. Fraser (Oxford,
1894), 1, 331-333; Leibniz, Nouveaux essais sur |’ entendement humain, ed.
Fammarion, p. 119.
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He would not act; he would ssimply live free from care.

But to make a man act, uneasiness and the image of a more satisfactory
state alone are not sufficient. A third condition is required: the expectation
that purposeful behavior has the power to remove or at least to aleviate the
felt uneasiness. In the absence of this condition no action is feasible. Man
must yield to the inevitable. He must submit to destiny.

These are the general conditions of human action. Man isthe being that
lives under these conditions. Heis not only homo sapiens, but no less homo
agens. Beings of human descent who either from birth or from acquired
defects are unchangeably unfit for any action (in the strict sense of the term
and not merely in the legal sense) are practically not human. Although the
statutes and biology consider them to be men, they lack the essential feature
of humanity. The newborn child too is not an acting being. It has not yet
gone the whole way from conception to the full development of its human
qualities. But at the end of this evolution it becomes an acting being.

On Happiness

In colloquia speech we call a man “happy” who has succeeded in
attaining hisends. A more adequate description of his state would bethat he
ishappier than hewasbefore. Thereishowever novalid objectionto ausage
that defines human action as the striving for happiness.

But we mugt avoid current misunderstandings. The ultimate goal of human
actionisalwaysthe satisfaction of the acting man’ sdesire. Thereisno standard
of greater or lesser satisfaction other than individua judgments of value,
different for various people and for the same people a various times. What
makesamanfeel uneasy and lessuneasy isestablished by him from the standard
of his own will and judgment, from his personal and subjective valuation.
Nobody isin apostion to decree what should make afellow man happier.

To establish thisfact doesnot refer in any way to the antitheses of egoism
and altruism, of materialismandidealism, of individualismand collectivism,
of atheism and religion. There are people whose only aimisto improve the
condition of their own ego. There are other people with whom awareness of
thetroubles of their fellow men causes as much uneasiness as or even more
uneasiness than their own wants. There are people who desire nothing else
than the satisfaction of their appetites for sexual intercourse, food, drinks,
fine homes, and other material things. But other men care more for the
satisfactions commonly called “higher” and “ideal.” There are individuals
eager to adjugt their actionsto therequirementsof socid cooperation; thereare,
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on the other hand, refractory people who defy the rules of social life. There
are people for whom the ultimate goa of the earthly pilgrimage is the
preparation for alife of bliss. There are other people who do not believein
the teachings of any religion and do not allow their actionsto beinfluenced
by them.

Praxeology isindifferent tothe ultimate goals of action. Itsfindingsarevalid
for dl kinds of action irrespective of the endsaimed at. It isascience of means,
not of ends. It applies the term happiness in a purdy formad sense. In the
praxeological terminology the proposition: man's unique aim is to atan
happiness, is tautological. It does not imply any statement about the date of
affairs from which man expects happiness.

Theideathat theincentive of human activity isdways some uneas nessand
itsam awaysto remove such unessiness asfar aspossible, that is, to make the
acting men feel happier, is the essence of the teachings of Eudaemonism and
Hedonism. Epicurean arapaéiaisthat state of perfect happinessand contentment
a which al human activity aimswithout ever wholly attainingit. In theface of
the grandeur of this cognition it is of little avail only that many representatives
of thisphilosophy failed to recognizethe purely formal character of the notions
pain and pleasureand gavethemamateria and carna meaning. Thetheol ogical,
mystical, and other schools of a heteronomous ethic did not shake the core of
Epicureanism because they could not raise any other objection than its neglect
of the*higher” and“nobler” pleasures. Itistruethat thewritingsof many earlier
champions of Eudaemonism, Hedonism, and Utilitarianism arein some points
open to misinterpretation. But the language of modern philosophers and till
more that of the modern economists is S0 precise and straightforward that no
misinterpretation can possibly occur.

On Ingtincts and Impul ses

Onedoesnot further the comprehension of thefundamentd problem of human
action by the methods of ingtinct-sociology. This school classfies the various
concrete gods of human action and assgns to each class a specid indinct asits
motive. Man appearsasabeing driven by variousinnateinginctsand digpositions.
Itisassumed that thisexplanetion demolishesoncefor dl the odiousteachings of
economicsand utilitarian ethics. However, Feuerbach has dready justly observed
that every inginct isan ingtinct to happi ness.2 Themethod of ingti nct-psychology
andinginct-sociology consigtsinan arhitrary classification of theimmediategods
of action and in ahypostasis of each. Whereas praxeol ogy says that the goal

2. Cf. Feuerbach, Sammtliche Werke, ed. Bolin and Jod! (Stuttgart, 1907), X,
231.
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of an action isto remove acertain uneasiness, inginct-psychology saysitisthe
satisfaction of an indinctive urge.

Many championsof theingtinct school are convinced that they have proved thet
action is not determined by reason, but sems from the profound depths of innate
forces, impulses, ingtincts and dispogitions which are not open to any rationa
ducidation. They are certain they have succeeded in exposing the shalowness of
rationdism and disparage economics as “ atissue of false conclusonsdravn from
fdsepsychologicd assumptions"3 Y et rationdism, praxeol ogy, and economicsdo
not dedl with the ultimate springs and goa s of action, but with the means gpplied
for the attainment of anend sought. However unfathomablethe depthsmay befrom
which an impulse or indinct emerges, the means which man chooses for its
satifaction are determined by arationd consideration of expenseand success?

He who acts under an emotiond impulse dso acts. What distinguishes an
emotional action from other actionsisthevauation of input and output. Emotions
disarrange va uations. Inflamed with passion, man seesthegoal asmore desirable
and the price he has to pay for it as less burdensome than he would in cool
ddliberation. Men have never doubted thet evenin the state of emotion meansand
ends are pondered and that it is possble to influence the outcome of this
ddiberation by rendering more cogtly the yielding to the passionate impulse. To
punish crimind offenses committed in a tate of emotional excitement or intoxi-
cationmoremildly than other offensesistantamount toencouraging such excesses.
The threet of severe retdiaion does not fail to deter even people driven by
seemingly irresistible passon.

We interpret anima behavior on the assumption that the animal yields to the
impulse which prevails a the moment. As we observe that the animd feeds,
cohahits, and attacksother anima sor men, wespesk of itsingtinctsof nourishment,
of reproduction, and of aggresson. We assume that such ingincts are innate and
peremptorily ask for satisfaction.

But is different with man. Man is not a being who cannot help yielding
totheimpulsethat most urgently asksfor satisfaction. Manisabeing capable
of subduing his instincts, emotions, and impulses; he can rationalize his
behavior. He renounces the satisfaction of a burning impulse in order to
satisfy other desires. He is not a puppet of his appetites. A man does not
ravish every female that stirs his senses; he does not devour every piece of
food that entices him; he does not knock down every fellow he would like

3. Cf. William McDougall, An Introduction to Social Psychology (14th ed.
Boston, 1921), p. 11.

4. Cf.Mises, Epistemological Problems of Economics, trans. by G. Reisman
(New York, 1960), pp. 52 ff.
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tokill. He arranges his wishes and desires into a scale, he chooses; in short,
he acts. What distinguishes man from beastsis precisely that he adjusts his
behavior deliberatively. Manisthebeing that hasinhibitions, that can master
his impulses and desires, that has the power to suppress instinctive desires
and impul ses.

It may happen that an impulse emerges with such vehemence that no
disadvantage which its satisfaction may cause appears great enough to
prevent the individual from satisfying it. In this case too there is choosing.
Man decidesin favor of yielding to the desire concerned.”

3. Human Action as an Ultimate Given

Sincetimeimmemorial men have been eager to know the prime mover, the
cause of al being and of dl change, the ultimate substance from which
everything stems and which is the cause of itself. Scienceismore modest. It is
aware of the limits of the human mind and of the human search for knowledge.
It aimsat tracing back every phenomenon to its cause. But it realizesthat these
endeavors must necessarily strike againgt insurmountable walls. There are
phenomena which cannot be analyzed and traced back to other phenomena.
They arethe ultimate given. The progress of scientific research may succeedin
demonstrating that something previoudy considered as an ultimate given can
be reduced to components. But there will always be some irreducible and
unanalyzable phenomena, some ultimate given.

Monism teaches that there is but one ultimate substance, dualism that
there are two, pluralism that there are many. There is no point quarreling
about these problems. Such metaphysical disputes are interminable. The
present state of our knowledge does not provide the means to solve them
with an answer which every reasonable man must consider satisfactory.

Materialist monism contends that human thoughts and volitions are the
product of the operation of bodily organs, the cells of the brain and the nerves.
Human thought, will, and action are soldly brought about by material processes
which one day will be completely explained by the methods of physica and
chemicad inquiry. Thistoo isametaphysica hypothess, although it supporters
condder it as an unshakable and undeniable scientific truth.

Various doctrines have been advanced to explain the relation between

5. In such cases a great role is played by the circumstances that the two
satisfactions concerned—that expected from yielding to the impulse and that
expected from the avoidance of its undesirable conseguences—are not
simultaneous. Cf. below, pp. 479-490.
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mind and body. They are mere surmises without any reference to observed
facts. All that can be said with certainty is that there are relations between
mental and physiological processes. With regard to the nature and operation
of this connection we know little if anything.

Concrete value judgments and definite human actions are not open to
further analysis. We may fairly assume or believe that they are absolutely
dependent upon and conditioned by their causes. But as long as we do not
know how external facts—physical and physiol ogical—produce in ahuman
mind definite thoughts and valitions resulting in concrete acts, we have to
face an insurmountable methodological dualism. In the present state of our
knowledge the fundamental statements of positivism, monism and
panphysicaism are mere metaphysical postulates devoid of any scientific
foundation and both meaningless and useless for scientific research. Reason
and experience show us two separate realms: the external world of physical,
chemical, and physiological phenomena and the internal world of thought,
feding, valuation, and purposeful action. No bridge connects—as far aswe
can seetoday—these two spheres. I dentical externa eventsresult sometimes
in different human responses, and different external events produce some-
times the same human response. We do not know why.

Intheface of this state of affairs we cannot hel p withhol ding judgment
on the essential statements of monism and materialism. We may or may
not believe that the natural sciences will succeed one day in explaining
the production of definite ideas, judgments of value, and actions in the
same way in which they explain the production of achemica compound
as the necessary and unavoidable outcome of a certain combination of
elements. | n the meantimewe are bound to acquiesce in amethodol ogical
dualism.

Human action is one of the agencies bringing about change. It is an
element of cosmic activity and becoming. Thereforeit isalegitimate object
of scientific investigation. As—at least under present conditions—it cannot
be traced back to its causes, it must be considered as an ultimate given and
must be studied as such.

It istrue that the changes brought about by human action are but trifling
when compared with the effects of the operation of the great cosmic forces.
From the point of view of eternity and the infinite universemanisan infinites-
imal speck. But for man human action and its vicissitudes are the real thing.
Action isthe essence of his nature and exigence, hismeans of preserving hislife
and raisng himself above the level of animds and plants. However perishable



ACTING MAN 19

and evanescent all human efforts may be, for man and for human science
they are of primary importance.

4. Rationality and Irrationality; Subjectivism and Objectivity
of Praxeological Research

Human action is necessarily always rational. The term “rational action” is
therefore pleonastic and must be rej ected as such. When applied to the ultimate
endsof action, thetermsrationa andirrational are ingppropriate and meaning-
less. The ultimate end of action isdways the satisfaction of some desiresof the
acting man. Sincenobody isin aposition to substitute his own valuejudgments
for those of the acting individud, it isvain to pass judgment on other peopl€'s
aims and valitions. No man is qudified to declare what would make another
man happier or less discontented. The critic either tells uswhat he believeshe
would aim &t if he were in the place of his felow; or, in dictatorial arrogance
blithely disposing of hisfellow’'s will and aspirations, declares what condition
of this other man would better suit himsdlf, the critic.

Itisusua to call anactionirrationd if it aims, at the expense of “material”
and tangible advantages, at the attainment of “idea” or “higher” satisfactions.
In this sense people say, for instance—sometimes with gpproval, sometimes
with disapproval—that a man who sacrifices life, heslth, or wedlth to the
attainment of “higher” goods—likefiddlity to hisreligious, philosophical, and
political convictions or the freedom and flowering of hisnation—is motivated
by irrationad considerations. However, the gtriving after these higher ends is
neither more nor lessrationa or irrationd than that after other human ends. It
isamistake to assume that the desire to procure the bare necessities of life and
healthismorerationd, natural, or judtified than the striving after other goods or
amenities. It istruethat the appetite for food and warmth iscommonto menand
other mammal sand that asaruleaman who lacksfood and shelter concentrates
his efforts upon the satisfaction of these urgent needs and does not care much
for other things. The impulse to live, to preserve one's own life, and to teke
advantage of every opportunity of strengthening one'svital forcesis a prima
feature of life, present in every living being. However, to yield to thisimpulse
is not—for man—an inevitable necessity.

Whiledl other animas are unconditiondly driven by the impulseto preserve
their own lives and by theimpulse of proliferation, man has the power to master
even these impulses. He can control both his sexud desiresand hiswill tolive.
Hecangiveup hislifewhen the conditionsunder which alonehecould preserve
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it seem intolerable. Man is capable of dying for a cause or of committing
suicide. To liveisfor man the outcome of achoice, of ajudgment of value.

It is the same with the desire to live in affluence. The very existence of
ascetics and of men who renounce material gainsfor the sake of clinging to
their convictionsand of preserving their dignity and self-respect isevidence
that the striving after more tangible amenitiesis not inevitable but rather the
result of achoice. Of course, the immense mgjority prefer life to death and
wealth to poverty.

Itisarbitrary to consider only the satisfaction of the body’ s physiological
needsas" natural” andtherefore*rational” and everything elseas” artificial”
andtherefore“irrational.” Itisthecharacteristic feature of human naturethat
man seeks not only food, shelter, and cohabitation like al other animals, but
that he aims also at other kinds of satisfaction. Man has specifically human
desires and needs which we may call “higher” than those which he hasin
common with the other mammals.®

When applied to the means chosen for the attainment of ends, the terms
rational and irrational imply ajudgment about the expediency and adequacy
of the procedure employed. Thecritic approvesor disapprovesof themethod
from the point of view of whether or not it is best suited to attain theend in
guestion. It is a fact that human reason is not infalible and that man very
often errsin selecting and applying means. An action unsuited to the end
sought falls short of expectation. It is contrary to purpose, but it isrational,
i.e., the outcome of a reasonable—although faulty—deliberation and an
attempt—although an ineffectual attempt—to attain a definite goal. The
doctorswho ahundred yearsago employed certain methodsfor thetreatment
of cancer which our contemporary doctors reject were—from the point of
view of present-day pathology—badly instructed and therefore inefficient.
But they did not act irrationally; they did their best. It is probable that in a
hundred years more doctors will have more efficient methods at hand for
the treatment of this disease. They will be more efficient but not more
rational than our physicians.

The opposite of actionisnot irrational behavior, but areactive response
to stimuli on the part of the bodily organs and instincts which cannot be
controlled by the volition of the person concerned. To the same stimulus
man can under certain conditions respond both by reactive response and by
action. If aman absorbs a poison, the organs react by setting up their forces

6. On the errorsinvolved in the iron law of wages see below, pp. 603 f.; on
the misunderstanding of the Malthusian theory see below, pp. 667-672.
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of antidotal defense; in addition, action may interfere by applying counter-
poison.

With regard to the problem involved in the antithesis, rational and
irrational, there is no difference between the natural sciences and the social
sciences. Science alwaysisand must berational. It isthe endeavor to attain
amental grasp of the phenomena of the universe by a systematic arrange-
ment of the whole body of available knowledge. However, as has been
pointed out above, the analysis of objects into their constituent elements
must sooner or later necessarily reach a point beyond which it cannot go.
The human mind is not even capable of conceiving akind of knowledge not
limited by an ultimate given inaccessible to further analysis and reduction.
The scientific method that carries the mind up to this point is entirely
rational. The ultimate given may be called an irrational fact.

It is fashionable nowadays to find fault with the socid sciences for being
purely rational. The most popular objection raised against economicsisthat it
neglects the irrationdlity of life and redlity and tries to pressinto dry rationd
schemes and bloodless abgtractions the infinite variety of phenomena. No
censurecould bemoreabsurd. Likeevery branch of knowledge economicsgoes
asfar asit can be carried by rational methods. Then it stops by establishing the
fact that it isfaced with an ultimate given, i.e., aphenomenon which cannot—at
least in the present gtate of our knowledge—be further anal yzed.7

The teachings of praxeology and economics are valid for every human
action without regard to its underlying motives, causes, and goas. The
ultimatejudgments of value and the ultimate ends of human action aregiven
for any kind of scientific inquiry; they are not open to any further analysis.
Praxeol ogy deal swith thewaysand means chosen for the attainment of such
ultimate ends. Its object is means, not ends.

In this sense we speak of the subjectivism of the generd science of human
action. It takes the ultimate ends chosen by acting man as data, it is entirdy
neutral with regard to them, and it refrains from passing any value judgments.
The only standard which it applies is whether or not the means chosen are fit
for the atainment of the ends aimed at. If Eudaemonism says happiness, if
Utilitarianism and economics say utility, we must interpret these termsin a
subjectivigtic way asthat which acting man amsat becauseitisdesrablein his
eyes. It is in this formalism that the progress of the modern meaning of
Eudaemonism, Hedonism, and Utilitarianism cons sts as opposed to the ol der

7. We shall seelater (pp. 49-58) how the empirical social sciences deal with
the ultimate given.
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material meaning and the progress of the modern subjectivistic theory of
value as opposed to the objectivistic theory of value as expounded by
classical political economy. At the sametimeit isin this subjectivism that
the objectivity of our science lies. Because it is subjectivistic and takes the
value judgments of acting man as ultimate data not open to any further
critical examination, it isitself above all strife of parties and factions, it is
indifferent to the conflicts of all schoolsof dogmatism and ethical doctrines,
it is free from valuations and preconceived ideas and judgments, it is
universally valid and absolutely and plainly human.

5. Causality as a Requirement of Action

Man isin a position to act because he has the ability to discover causal
relations which determine change and becoming in the universe. Acting
requires and presupposesthe category of causality. Only amanwho seesthe
world in the light of causality isfitted to act. In this sense we may say that
causality isacategory of action. The category means and ends presupposes
the category cause and effect. In aworld without causality and regularity of
phenomenathere would be no field for human reasoning and human action.
Such aworld would be a chaos in which man would be at alossto find any
orientation and guidance. Man is not even capable of imagining the condi-
tions of such a chaotic universe.

Whereman doesnot seeany causal relation, he cannot act. Thisstatement
is not reversible. Even when he knows the causal relation involved, man
cannot act if heisnot in aposition to influence the cause.

The archetype of causality research was: where and how must | interferein
order to divert the course of events from the way it would go in the absence of
my interference in adirection which better suits my wishes? In this sense man
raises the question: who or what is e the bottom of things? He searches for the
regularity andthelaw,” becausehewantstointerfere. Only later wasthissearch
moreextensively interpreted by metaphysicsasasearch after the ultimate cause
of being and existence. Centuries were needed to bring these exaggerated and
extravagant ideas back again to the more modest question of where one must
interfere or should one be able to interferein order to attain thisor that end.

The treatment accorded to the problem of causality in the last decades
has been, due to a confusion brought about by some eminent physicists,
rather unsatisfactory. Wemay hopethat thisunpleasant chapter inthehistory
of philosophy will be awarning to future philosophers.
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There are changes whose causes are, at least for the present time,
unknown to us. Sometimes we succeed in acquiring a partial knowledge so
that we are able to say: in 70 per cent of all cases A results in B, in the
remaining casesin C, or evenin D, E, F, and so on. In order to substitute for
this fragmentary information more precise information it would be neces-
sary to break up A intoitselements. Aslong asthisisnot achieved, we must
acquiesce in what is called a statistical law. But this does not affect the
praxeological meaning of causality. Total or partial ignorancein someareas
does not demolish the category of causality.

The philosophica, epistemologicd, and metaphysical problemsof causality
and of imperfect induction are beyond the scope of praxeology. Wemust smply
edtablish the fact that in order to act, man must know the causa relationship
between events, processes, or states of affairs. And only asfar ashe knowsthis
relationship, can his action attain the ends sought. We are fully aware that in
asserting thiswearemoving in acircle. For the evidencethat we have correctly
perceived a causal relation is provided only by the fact that action guided by
this knowledge results in the expected outcome. But we cannot avoid this
vicious circular evidence precisely because causdity is a category of action.
And because it is such a category, praxeology cannot help bestowing some
attention on this fundamenta problem of philosophy.

6. The Alter Ego

If we are prepared to take the term causality in its broadest sense,
teleology can be called avariety of causal inquiry. Final causes are first of
all causes. The cause of an event is seen as an action or quasi-action aiming
at someend.

Both primitive man and the infant, in a naive anthropomorphic attitude,
congider it quite plausible that every change and event is the outcome of the
action of a being acting in the same way as they themselves do. They believe
that animds, plants, mountains, rivers, and fountains, even stonesand cdegtid
bodies, are, like themselves, feding, willing, and acting beings. Only at alater
stage of cultura development does man renounce these animigtic ideas and
substitute the mechanistic world view for them. Mechani calism provesto be so
satisfactory aprincipleof conduct that peopl efinally believeit capableof solving
dl the problems of thought and scientific research. Materialism and panphysica-
ism proclaim mechanicaliam asthe essenceof al knowledge and theexperimenta
and mathematical methodsof the naturd sciencesasthe sole scientific mode of
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thinking. All changesareto be comprehended asmotions subject to thelaws
of mechanics.

The champions of mechanicalism do not bother about the still unsolved
problems of the logical and epistemological basis of the principles of
causality and imperfect induction. In their eyes these principles are sound
because they work. The fact that experiments in the laboratory bring about
the results predicted by the theories and that machines in the factories run
in the way predicted by technology proves, they say, the soundness of the
methodsand findingsof modernnatural science. Granted that science cannot
give us truth—and who knows what truth really means?—at any rate it is
certain that it works in leading us to success.

But it is precisely when we accept this pragmatic point of view that the
emptiness of the panphysicalist dogma becomes manifest. Science, as has
been pointed out above, has not succeeded in solving the problems of the
mind-body relations. The panphysicalists certainly cannot contend that the
procedures they recommend have ever worked in the field of interhuman
relations and of the social sciences. But it is beyond doubt that the principle
according to which an Ego deal swith every human being asif the other were
athinking and acting being like himself has evidenced its usefulness both
in mundane life and in scientific research. It cannot be denied that it works.

It is beyond doubt that the practice of considering fellow men as beings
who think and act as |, the Ego, do has turned out well; on the other hand
the prospect seems hopeless of getting a similar pragmatic verification for
the postul ate requiring them to be treated in the same manner as the objects
of the natural sciences. The epistemological problemsraised by the compre-
hension of other people’s behavior are no less intricate than those of
causality and incomplete induction. It may be admitted that it isimpossible
to provide conclusive evidencefor the propositionsthat my logicisthelogic
of al other people and by all means absolutely the only human logic and
that the categoriesof my action arethe categoriesof all other people’ saction
and by al means absolutely the categories of all human action. However,
the pragmatist must remember that these propositionswork both in practice
andin science, and the positivist must not overlook thefact that inaddressing
hisfellow men he presupposes—tacitly and implicitly— theintersubjective
validity of |ogic and thereby thereality of therealm of thealter Ego’ sthought
and action, of his eminent human character.®

8. Cf. Alfred Schiitz, Der sinnhafte Aufbau der sozialen Welt (Vinna, 1932),
p. 18.
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Thinking and acting are the specific human features of man. They are
peculiar toall human beings. They are, beyond membershipinthezoological
species homo sapiens, the characteristic mark of man as man. It is not the
scope of praxeology to investigate the relation of thinking and acting. For
praxeology it isenough to establish the fact that there is only one logic that
isintelligible to the human mind, and that there is only one mode of action
which ishuman and comprehensible to the human mind. Whether there are
or can be somewhere other beings—superhuman or subhuman—who think
and act in adifferent way, is beyond the reach of the human mind. We must
restrict our endeavors to the study of human action.

This human action which is inextricably linked with human thought is
conditioned by logica necessity. Itisimposs blefor thehumanmindtoconceive
logical relations at variance with the logicd sructure of our mind. It is
impossible for the human mind to conceive amode of action whose categories
would differ from the categories which determine our own actions.

There are for man only two principles available for a mental grasp of
reality, namely, those of teleology and causality. What cannot be brought
under either of these categoriesis absolutely hidden to the human mind. An
event not open to an interpretation by one of these two principlesisfor man
inconceivable and mysterious. Change can be conceived as the outcome
either of the operation of mechanistic causality or of purposeful behavior;
for the human mind thereisno third way availabl et istrue, ashasaready
been mentioned, that teleology can be viewed as a variety of causality. But
the establishment of this fact does not annul the essential differences
between the two categories.

The panmechanistic world view is committed to a methodological mo-
nism; it acknowledges only mechanistic causality because it attributes to it
aloneany cognitivevalue or at least ahigher cognitive value than teleology.
Thisisametaphysical superstition. Both principles of cognition—causality
and tel eol ogy—are, owing to the limitations of human reason, imperfect and
do not convey ultimate knowledge. Causality leads to aregressusin infini-
tumwhich reason can never exhaust. Teleology isfound wanting as soon as
the question is raised of what moves the prime mover. Either method stops
short at an ultimate given which cannot be analyzed and interpreted. Rea-
soning and scientific inquiry can never bring full ease of mind, apodictic
certainty, and perfect cognition of all things. He who seeks this must

9. Cr. Karel Englis, Begrundung der Teleologie als Form des empirischen
Erkennens (Briinn, 1930), pp. 15 ff.
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apply to faith and try to quiet his conscience by embracing a creed or a
metaphysical doctrine.

If wedo not transcend the real m of reason and experience, we cannot help
acknowledging that our fellow men act. Weare not freeto disregard thisfact
for the sake of a fashionable prepossession and an arbitrary opinion. Daily
experience proves not only that the sole suitable method for studying the
conditions of our nonhuman environment is provided by the category of
causality; it proves no less convincingly that our fellow men are acting
beingsaswe ourselves are. For the comprehension of action thereisbut one
scheme of interpretation and analysis available, namely, that provided by
the cognition and analysis of our own purposeful behavior.

The problem of the study and analysis of other peopl€e’'s action isin no
way connected with the problem of the existence of asoul or of animmortal
soul. Asfar asthe objections of empiricism, behaviorism, and positivismare
directed against any variety of the soul-theory, they are of no avail for our
problem. The question we haveto deal withiswhether it ispossibleto grasp
human action intellectually if one refuses to comprehend it as meaningful
and purposeful behavior aiming at the attainment of definite ends. Behav-
iorism and positivism want to apply the methods of the empirical natural
sciences to the reality of human action. They interpret it as a response to
stimuli. But these stimuli themselves are not open to description by the
methods of the natural sciences. Every attempt to describe them must refer
to the meaning which acting men attach to them. We may call the offering
of acommodity for salea*stimulus.” But what is essential in such an offer
and distinguishesit from other offers cannot be described without entering
into the meaning which the acting parties attribute to the situation. No
dialectical artifice can spirit away the fact that man is driven by the aim to
attain certain ends. It isthis purposeful behavior—viz., action—that is the
subject matter of our science. We cannot approach our subject if we
disregard the meaning which acting man attaches to the situation, i.e., the
given state of affairs, and to his own behavior with regard to this situation.

It is not appropriate for the physicist to search for final causes because
thereis no indication that the events which are the subject matter of physics
areto be interpreted as the outcome of actions of abeing, aiming at endsin
a human way. Nor is it appropriate for the praxeologist to disregard the
operation of the acting being’ s volition and intention; they are undoubtedly
givenfacts. If hewereto disregardit, hewould ceaseto study human action.
Very often—Dbut not always—the events concerned can beinvestigated both
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from the point of view of praxeology and from that of the natural sciences.
But he who deals with the discharging of a firearm from the physical and
chemical point of view isnot a praxeologist. He neglects the very problems
which the science of purposeful human behavior aimsto clarify.

On the Serviceableness of |nstincts

The proof of the fact that only two avenues of approach are availablefor
human research, causality or teleology, is provided by the problems raised
in reference to the serviceableness of ingtincts. There are types of behavior
which on the one hand cannot be thoroughly interpreted with the causal
methods of the natural sciences, but on the other hand cannot be considered
as purposeful human action. In order to grasp such behavior we are forced
to resort to a makeshift. We assign to it the character of a quasi-action; we
speak of serviceableinstincts.

We observe two things: first the inherent tendency of aliving organism
to respond to a stimulus according to a regular pattern, and second the
favorable effects of thiskind of behavior for the strengthening or preserva-
tion of the organism’ svital forces. If wewerein aposition to interpret such
behavior asthe outcome of purposeful aiming at certain ends, wewould call
it actionand deal withit accordingtothetel eol ogical methodsof praxeology.
But aswefound no trace of aconscious mind behind this behavior, we suppose
that an unknown factor—we call it ingtinct—wasingrumental . We say that the
ingtinct directsquasi-purposeful animal behavior and unconscious but nonethe-
less serviceabl e responses of human musclesand nerves. Y e, the merefact thet
we hypostatize the unexplained element of this behavior as aforce and call it
ingtinct does not enlarge our knowledge. We must never forget that this word
inginct is nothing but a landmark to indicate a point beyond which we are
unable, up to the present at least, to carry our scientific scrutiny.

Biology has succeeded in discovering a “natural,” i.e., mechanistic,
explanation for many processeswhich in earlier days were attributed to the
operation of instincts. Nonethel essmany othershaveremai ned which cannot
beinterpreted as mechanical or chemical responsesto mechanical or chem-
ica stimuli. Animals display attitudes which cannot be comprehended
otherwise than through the assumption that adirecting factor was operative.

Theam of behavioriam to Sudy human action from without with the methods
of animd psychology isillusory. Asfar as anima behavior goes beyond mere
physologica processeslike breathing and metabolism, it can only beinvestigated
with the aid of the meaning-concepts devel oped by praxeology. The behaviorist



28 HUMAN ACTION

gpproaches the object of hisinvestigationswith the human notions of purpose and
success. He unwittingly gpplies to the subject matter of his studies the human
concepts of servicesbleness and perniciousness. He deceives himsef in excluding
dl verbd referenceto consciousnessand aiming a ends. In fact his mind searches
everywhere for ends and measures every dtitude with the yardstick of a garbled
notion of servicegbleness. The science of human behavio—as far as it is not
physology—cannat abandon reference to meaning and purpose. It cannot learn
anythingfrom animal psychology and the observetion of the unconsciousreactions
of newborninfants Itis onthecontrary, anima psychology andinfant psychology
which cannot renounce the aid afforded by the science of human action. Without
praxeologica categories we would be a alossto conceive and to undersand the
behavior both of animalsand of infants.

The observation of the ingtinctive behavior of animals fills man with
astonishment and rai ses questions which nobody can answer satisfactorily.
Y et the fact that animals and even plants react in a quasi-purposeful way is
neither more nor less miraculous than that man thinks and acts, that in the
inorganic universe those functiona correspondences prevail which physics
describes, and that in the organic universe biological processes occur. All this
ismiraculousin the sense that it is an ultimate given for our searching mind.

Such an ultimate given is also what we call animal instinct. Like the
concepts of motion, force, life, and consciousness, the concept of instinct
too is merely a term to signify an ultimate given. To be sure, it neither
“explains’ anything nor indicates a cause or an ultimate cause.1©

The Absolute End

In order to avoid any possible misinterpretation of the praxeological
categories it seems expedient to emphasize atruism.

Praxeology, like the historical sciences of human action, deals with
purposeful human action. If it mentions ends, what it hasin view isthe ends
at which acting men aim. If it speaks of meaning, it refers to the meaning
which acting men attach to their actions.

Praxeology and history are manifestations of the human mind and as such
are conditioned by the intellectual abilities of mortal men. Praxeology and
history do not pretend to know anything about the intenti ons of an absoluteand
objective mind, about an objective meaning inherent in the course of eventsand
of historical evolution, and about the plans which God or Nature or Weltgeist

10."Lavie est une cause premiere qui hous échappe comme toutes |es causes

premiéres et dont la science expérimentale n’a pas a se préoccuper.” Claude
Bernard, Law Science expérimentale (Paris, 1878), p. 137.
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or Manifest Destiny istrying to realize in directing the universe and human
affairs. They have nothing in common with what is called philosophy of
history. They do not, like the works of Hegel, Comte, Marx, and a host of
other writers, claim to reveal information about the true, objective, and
absolute meaning of life and history.11

Vegetative Man

Some philosophies advise men to seek asthe ultimate end of conduct the
complete renunciation of any action. They look upon life asan absolute evil
full of pain, suffering, and anguish, and apodictically deny that any purpose-
ful human effort can render it tolerable. Happiness can be attained only by
complete extinction of consciousness, volition, and life. The only way
toward bliss and salvation is to become perfectly passive, indifferent, and
inert likethe plants. The sovereign good isthe abandonment of thinking and
acting.

Such is the essence of the teachings of various Indian philosophies,
especialy of Buddhism, and of Schopenhauer. Praxeology does not com-
ment upon them. It is neutral with regard to all judgments of value and the
choice of ultimate ends. Its task is not to approve or to disapprove, but to
describe what is.

The subject matter of praxeology is human action. It deals with acting
man, not with man transformed into a plant and reduced to a merely
vegetative existence.

11.0n the philosophy of history, cf. Mises, Theory and History (New Haven,
1957), pp. 159. ff.



1. THE EPISTEMOL OGICAL PROBLEMS OF
THE SCIENCES OF HUMAN ACTION

1. Praxeology and History

THERE aretwo main branches of the sciences of human action: praxeol-
ogy and history. History isthe collection and systematic arrangement
of all the data of experience concerning human action. It deals with the
concrete content of human action. It studies all human endeavors in their
infinite multiplicity and variety and all individual actions with all their
accidental, special, and particular implications. It scrutinizes the ideas
guiding acting men and the outcome of the actions performed. It embraces
every aspect of human activities. It is on the one hand general history and
on the other hand the history of various narrower fields. Thereisthe history
of political and military action, of ideas and philosophy, of economic
activities, of technology, of literature, art, and science, of religion, of moresand
customs, and of many other realms of human life. There is ethnology and
anthropology, asfar asthey are not a part of biology, and there is psychology
as far as it is neither physiology nor epistemology nor philosophy. There is
linguistics asfar asit isneither logic nor the physiology of speech.l

The subject matter of all historical sciencesisthe past. They cannot teach
usanything whichwould bevalidfor all human actions, that is, for thefuture
too. The study of history makes a man wise and judicious. But it does not

1. Economic history, descriptive economics, and economic statistics are, of
course, history. The term sociology is used in two different meanings.
Descriptive sociology deals with those historical phenomena of human action
which are not viewed in descriptive economics; it overlaps to some extent the
field claimed by ethnology and anthropology. General sociology, on the other
hand, approaches historical experience from a more nearly universal point of
view than that of the other branchesof history. History proper, for instance, deals
with people or with acertain geographical area. Max Weber in hismain treatise
(Wirtschaft und Gesellschaft [TUbingen, 1922], pp. 513-600) deals with the
town in general, i.e., with the whole historical experience concerning towns
without any limitation to historical periods, geographical areas, or individual
peoples, nations, races, and civilizations.
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by itself provide any knowledge and skill which could be utilized for
handling concrete tasks.

The natural sciences too deal with past events. Every experience is an
experience of something passed away; there is no experience of future
happenings. But the experience to which the natural sciences owe al their
successisthe experience of the experiment in which theindividual elements
of change can be observed in isolation. The facts amassed in this way can
be used for induction, a peculiar procedure of inference which has given
pragmatic evidenceof itsexpediency, although its satisfactory epistemol og-
ical characterization is still an unsolved problem.

The experience with which the sciences of human action haveto deal is
aways an experience of complex phenomena. No laboratory experiments
can be performed with regard to human action. We are never in a position
to observe the change in one element only, all other conditions of the event
remaining unchanged. Historical experience as an experience of complex
phenomena does not provide us with factsin the sense in which the natural
sciences employ this term to signify isolated events tested in experiments.
The information conveyed by historical experience cannot be used as
building material for the construction of theoriesand the prediction of future
events. Every historical experienceisopen to variousinterpretations, andis
infact interpreted in different ways.

The postulates of positivism and kindred schools of metaphysics are
therefore illusory. It isimpossible to reform the sciences of human action
according to the pattern of physics and the other natural sciences. Thereis
no means to establish an a posteriori theory of human conduct and social
events. History can neither prove nor disprove any general statement in the
manner in which the natural sciences accept or reject a hypothesis on the
ground of laboratory experiments. Neither experimental verification nor
experimental falsification of ageneral proposition ispossibleinitsfield.

Complex phenomena in the production of which various causal chains
are interlaced cannot test any theory. Such phenomena, on the contrary,
become intelligible only through an interpretation in terms of theories
previously developed from other sources. In the case of natural phenomena
the interpretation of an event must not be at variance with the theories
satisfactorily verified by experiments. In the case of historical events there
isho suchrestriction. Commentatorswould befreetoresort to quitearbitrary
explanations. Where there is something to explain, the human mind has
never been at aloss to invent ad hoc some imaginary theories, lacking any
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logicd justification.

In the field of human history a limitation similar to that which the experi-
mentally tested theories enjoin upon the attempts to interpret and elucidate
individual physica, chemicd, and physiological eventsis provided by praxe-
ology. Praxeology is atheoreticd and systematic, not ahistoricd, science. Its
scopeishuman action assuch, irrespective of all environmental, accidentd, and
individual circumstances of the concreteacts. Itscognition ispurely formal and
generd without reference to the materid content and the particular features of
the actud case. It ams at knowledge valid for dl instances in which the
conditions exactly correspond to those implied in its assumptions and infer-
ences. Its satements and propostions are not derived from experience. They
are, like those of logic and mathematics, a priori. They are not subject to
verification or falsification on the ground of experience and facts. They areboth
logically and temporally antecedent to any comprehension of higtorical facts.
They areanecessary requirement of any intellectua grasp of historicd ev ents.
Without them we should not be ableto seein the course of eventsanything else
than kaleidoscopic change and chaotic muddle.

2. The Formal and Aprioristic Character of Praxeology

A fashionable tendency in contemporary philosophy is to deny the
existence of any apriori knowledge. All human knowledge, it is contended,
is derived from experience. This attitude can easily be understood as an
excessive reaction against the extravagances of theology and a spurious
philosophy of history and of nature. M etaphysi cians were eager to discover
by intuition moral precepts, the meaning of historical evolution, the proper-
ties of soul and matter, and the laws governing physical, chemical, and
physiological events. Their volatile speculations manifested a blithe disregard
for matter-of-fact knowledge. They were convinced that, without reference to
experience, reason could explain dl thingsand answer al questions.

The modern natural sciences owe their success to the method of obser-
vation and experiment. There is no doubt that empiricism and pragmatism
areright asfar asthey merely describethe proceduresof the natural sciences.
But it is no less certain that they are entirely wrong in their endeavors to
reject any kind of apriori knowledge and to characterizelogic, mathematics,
and praxeology either as empirical and experimental disciplines or as mere
tautol ogies.

With regard to praxeology the errors of the philosophers are dueto their
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complete ignorance of economics® and very often to their shockingly
insufficient knowledge of history. In the eyes of the philosopher the treat-
ment of philosophical issuesisasublime and noblevocation which must not
be put upon the low level of other gainful employments. The professor
resentsthefact that hederivesanincomefrom philosophizing; heisoffended
by the thought that he earns money like the artisan and the farm hand.
Monetary matters are mean things, and the philosopher investigating the
eminent problems of truth and absolute eternal values should not soil his
mind by paying attention to problems of economics.

The problem of whether there are or whether there are not a priori
elements of thought—i.e., necessary and ineluctable intellectual conditions
of thinking, anterior to any actual instance of conception and experience—
must not be confused with the genetic problem of how man acquired his
characteristically human mental ability. Man is descended from nonhuman
ancestorswho lacked this ability. These ancestors were endowed with some
potentiality which in the course of ages of evolution converted them into
reasonable beings. This transformation was achieved by the influence of a
changing cosmic environment operating upon succeeding generations.
Hence the empiricist concludesthat the fundamental principles of reasoning
are an outcome of experience and represent an adaptation of man to the
conditions of his environment.

Thisidealeads, when consistently followed, to thefurther conclusionthat
there were between our prehuman ancestors and homo sapiens various
intermediate stages. There were beings which, although not yet equipped
with the human faculty of reason, were endowed with some rudimentary
elements of ratiocination. Theirswasnot yet alogical mind, but aprel ogical
(or rather imperfectly logical) mind. Their desultory and defective logical
functions evolved step by step from the prelogical state toward the logical
state. Reason, intellect, and logic are historical phenomena. There is a
history of logic as there is a history of technology. Nothing suggests that
logicasweknow itisthelast and final stage of intellectual evolution. Human
logicisahistorical phase between prehuman nonlogic on the one hand and

2. Hardly any philosopher had a more universal familiarity with various
branches of contemporary knowledge than Bergson. Y et acasual remark in his
last great book clearly proves that Bergson was completely ignorant of the
fundamental theorem of the modern theory of value and exchange. Speaking of
exchange he remarks “I’ on ne peut e pratiquer sans s étre demandé si les deux
objets échangés sont bien de méme valeur, ¢’ est-&-die échangeables contre un
méme troisiéme.” (Les Deux Sources de law morale et de la religion [Paris,
1932], p. 68.)
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superhuman logic on the other hand. Reason and mind, the human beings
most efficacious equipment in their struggle for survival, are embedded in
the continuous flow of zoological events. They are neither eternal nor
unchangeable. They aretransitory.

Furthermore, there is no doubt that every human being repeats in his
persona evolution not only the physiological metamorphosisfromasimple
cell into a highly complicated mammal organism but no less the spiritual
metamorphosisfrom apurely vegetative and animal existenceinto areason-
able mind. This transformation is not completed in the prenatal life of the
embryo, but only later when the newborn child step by step awakens to
human consciousness. Thus every man in his early youth, starting from the
depths of darkness, proceeds through various states of the mind’s logical
structure.

Thenthereisthe case of theanimals. We arefully aware of the unbridge-
able gulf separating our reason from the reactive processes of their brains
and nerves. But at the same time we divine that forces are desperately
struggling in them toward thelight of comprehension. They arelike prison-
ersanxiousto break out from the doom of eternal darkness and inescapable
automatism. We feel with them because we ourselves are in a similar
position: pressing in vain against thelimitation of our intellectual apparatus,
striving unavailingly after unattainable perfect cognition.

But the problem of theapriori isof adifferent character. It doesnot deal with
the problem of how consciousness and reason have emerged. It refers to the
esentid and necessary character of thelogica structure of the human mind.

The fundamental logical relations are not subject to proof or disproof.
Every attempt to prove them must presupposetheir vaidity. It isimpossible
to explain them to abeing who would not possess them on his own account.
Efforts to define them according to the rules of definition must fail. They
are primary propositions antecedent to any nominal or real definition. They
are ultimate unanalyzabl e categories. The human mind is utterly incapable
of imagining logical categories at variance with them. No matter how they
may appear to superhuman beings, they are for man inescapable and abso-
lutely necessary. They are the indispensable prerequisite of perception,
apperception, and experience.

They are no less an indispensable prerequisite of memory. There is a
tendency inthenatural sciencesto describe memory asaninstanceof amore
general phenomenon. Every living organism conservesthe effects of earlier
stimulation, and the present state of inorganic matter is shaped by the effects
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of all the influences to which it was exposed in the past. The present state
of the universe is the product of its past. We may, therefore, in a loose
metaphorical sense, say that the geological structure of our globe conserves
the memory of al earlier cosmic changes, and that a man’'s body is the
sedimentation of his ancestors' and his own destinies and vicissitudes. But
memory is something entirely different from the fact of the structural unity
and continuity of cosmic evolution. It is a phenomenon of consciousness
and as such conditioned by the logical a priori. Psychologists have been
puzzled by the fact that man does not remember anything from the time of
his existence as an embryo and as a suckling. Freud tried to explain this
absence of recollection as brought about by suppression of undesired remi-
niscences. Thetruthisthat thereisnothing to beremembered of unconscious
states. Animal automatism and unconscious responseto physiological stim-
ulations are neither for embryos and sucklings nor for adults materia for
remembrance. Only conscious states can be remembered.

The human mind is not a tabula rasa on which the external events write
their own history. It isequipped with aset of toolsfor grasping reality. Man
acquired these toals, i.e., thelogical structure of his mind, in the course of
his evolution from an amoeba to his present state. But these tools are
logically prior to any experience.

Man is not only an animal totally subject to the stimuli unavoidably
determining the circumstances of hislife. He is also an acting being. And
the category of action islogically antecedent to any concrete act.

Thefact that man does not have the creative power to imagine categories
at variance with the fundamental logical relations and with the principles of
causality and tel eol ogy enjoins upon uswhat may be called methodol ogical
apriorism.

Everybody in his daily behavior again and again bears witness to the
immutability and universality of the categories of thought and action. He
who addresses fellow men, who wants to inform and convince them, who
asksquestionsand answersother people’ squestions, can proceed inthisway
only because he can appeal to something common to all men—namely, the
logical structure of human reason. Theideathat A could at the sametime be
non-A or that to prefer A to B could at the same time be to prefer Bto Ais
simply inconceivableand absurd to ahuman mind. Wearenot inthe position
to comprehend any kind of prelogical or metalogical thinking. We cannot
think of aworld without causality and teleogy.

It does not matter for man whether or not beyond the sphere accessible
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to the human mind there are other spheres in which there is something
categorialy different from human thinking and acting. No knowledge from
such spheres penetrates to the human mind. It is idle to ask whether
things-in-themsel ves are different from what they appear to us, and whether
there are worlds which we cannot divine and ideas which we cannot
comprehend. These are problems beyond the scope of human cognition.
Human knowledge is conditioned by the structure of the human mind. If it
chooses human action as the subject matter of itsinquiries, it cannot mean
anything else than the categories of action which are proper to the human
mind and areitsprojection into the externa world of becoming and change. All
thetheorems of praxeology refer only to these categoriesof action and arevalid
only in the orbit of their operation. They do not pretend to convey any
information about never dreamed of and unimaginable worldsand reations.
Thuspraxeology ishumaninadoublesense. Itishuman becauseit claims
for its theorems, within the sphere precisely defined in the underlying
assumptions, universal validity for all human action. It is human moreover
because it deals only with human action and does not aspire to know
anything about nonhuman—whether subhuman or superhuman—action.

The Alleged Logical Heterogeneity of Primitive Man

It is ageneral fallacy to believe that the writings of Lucien Levy-Bruhl
give support to the doctrine that the logical structure of mind of primitive
man was and is categorially different from that of civilized man. On the
contrary, what Levy-Bruhl, on the basis of a careful scrutiny of the entire
ethnological material available, reports about the mental functions of prim-
itive man proves clearly that the fundamental logical relations and the
categories of thought and action play in theintellectual activities of savages
the same role they play in our own life. The content of primitive man’s
thoughts differsfrom the content of our thoughts, but the formal and logical
structure is common to both.

Itistruethat Levy-Bruhl himself maintainsthat the mentality of primitive
peoplesisessentially “mystic and prelogical” in character; primitive man’s
collectiverepresentationsareregulated by the“law of participation” and are
consequently indifferent tothelaw of contradiction. However, Levy-Bruhl’'s
distinction between prelogical and logical thinking refersto the content and
not to theform and categorial structure of thinking. For he declaresthat also
among peoples like ourselves ideas and relations between ideas governed
by the “law of participation” exist, more or lessindependently, moreor less
impaired, but yet ineradicable, side by side, with those subject to the law of
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reasoning. “The prelogical and the mystic are co-existent with the logical” 3

Levy-Bruhl rel egates the essential teachings of Christianity to the realm
of the prelogical mind.* Now, many objections can possibly be raised and
have been raised against the Christian doctrines and their interpretation by
theology. But nobody ever ventured to contend that the Christian fathersand
philosophers—among them St. Augustine and St. Thomas—had minds
whose logical structure was categorialy different from that of our contem-
poraries. The dispute between a man who believes in miracles and another
who does not refersto the content of thought, not to itslogical form. A man
who triesto demonstrate the possibility and reality of miraclesmay err. But
to unmask his error is—as the brilliant essays of Hume and Mill show—
Certainly no less logically intricate than to explode any philosophical or
economic fallacy.

Explorers and missionaries report that in Africaand Polynesiaprimitive
man stops short at his earlle;t perception of things and never reasons if he
can in any way avoid it.> European and American educators sometimes
report the same of their students. With regard to the Mossi on the Niger
Levy-Bruhl quotes a missionary’s observation: “Conversation with them
turns only upon women, food, and (in the rainy season) the crops.” 6 What
other subjectsdid many contemporariesand neighborsof Newton, Kant, and
Levy-Bruhl prefer?

The conclusion to be drawn from Levy-Bruhl’s sudiesis best expressed in
hisownwords. “Theprimitivemind, likeour own, isanxioustofind therewns
for what happens, but it does not seek these in the same direction aswe do.””

A peasant eager to get arich crop may—according to the content of his
i deas—choose various methods. He may perform some magical rites, he may
embark upon a pilgrimage, he may offer a candle to the image of his patron
saint, or he may employ more and better fertilizer. But whatever he does, it is
alwaysaction, i.e., the employment of meansfor the attainment of ends. Magic
isinabroader senseavariety of technology. Exorcismisadeiberate purposeful
action based on a world view which most of our contemporaries condemn as
supergtitious and therefore asinappropriate. But the concept of action does not
imply that the action is guided by a correct theory and atechnology promising
success and thet it attains the end aimed at. 1t only impliesthat the performer of
the action believes that the means applied will produce the desired effect.

3. Lévy-Bruhl, How Natives Think, trans. by L.A. Clare (New Y ork, 1932),
. 386.
p4. Ibid., p. 377.
5. Lévy-Bruhl, Primitive Mentality, trans. by L.A. Clare (New Y ork, 1923),
pp. 27-29.

6. Ibid., p. 27.
7. 1bid., p. 437.
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No facts provided by ethnology or history contradict the assertion that
thelogical structure of mind is uniform with all men of all races, ages, and
countries.

3. The A Priori and Reality

Aprioristic reasoning is purely conceptual and deductive. It cannot pro-
duce anything else but tautologies and analytic judgments. All its im-
plications are logically derived from the premises and were already con-
tained in them. Hence, according to a popular objection, it cannot add
anything to our knowledge.

All geometrical theorems are dready implied in the axioms. The concept of
arectangular triangle aready implies the theorem of Pythagoras. Thistheorem
isatautology, itsdeduction resultsin an analytic judgment. Nonethel essnobody
would contend that geometry in general and the theorem of Pythagoras in
particular do not enlarge our knowledge. Cognition from purely deductive
reasoning is aso creative and opens for our mind access to previously barred
spheres. The significant task of apriorigtic reasoning ison the one hand to bring
into relief al that isimplied in the categories, concepts, and premises and, on
the other hand, to show what they do not imply. It is its vocation to render
manifest and obvious what was hidden and unknown before®

In the concept of money all the theorems of monetary theory are already
implied. The quantity theory does not add to our knowledge anything which
isnot virtually contained in the concept of money. It transforms, develops,
and unfolds; it only analyzes and is therefore tautological like the theorem
of Pythagorasinrelationto the concept of therectangular triangle. However,
nobody would deny the cognitive value of the quantity theory. To a mind
not enlightened by economic reasoning it remains unknown. A long line of
abortive attempts to solve the problems concerned shows that it was cer-
tainly not easy to attain the present state of knowledge.

Itisnot adeficiency of the system of apriorigtic sciencethat it doesnot convey
tousfull cognition of redlity. Itsconceptsand theoremsaremental toolsopening
theapproachtoacompletegrasp of redity; they are, tobesure, notinthemselves
dready the totality of factua knowledge about dl things. Theory and the

8. Cf.thebrilliant statementsof Ernst Cassirer, Philosophieder symbolischen
Formen (Berlin, 1925), 11, 78.

9. Science, says Meyerson is “I’ acte per lequel nous ramenons al’identique
ce qui nous a, tout d abord, paru n’étre pas tel.” (De L' Explication dans dles
sciences [Paris, 1927], p. 154). Cf. also Morris R. Cohen, A Preface to Logic
(New York, 1944), pp. 11-14.
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comprehension of living and changing reality are not in opposition to one
another. Without theory, the general aprioristic science of human action,
there is no comprehension of the reality of human action.

The relation between reason and experience has long been one of the
fundamental philosophical problems. Likeall other problems of the critique
of knowledge, philosophers have approached it only with reference to the
natural sciences. They have ignored the sciences of human action. Their
contributions have been useless for praxeology.

It is customary in the treatment of the epistemological problems of
economics to adopt one of the solutions suggested for the natural sciences.
Some authors recommend Poincaré s conventionalism. They regard the
premises of economic reasoning as a matter of linguistic or postulational
convention.** Others prefer to acquiesce in ideas advanced by Einstein.
Einstein raises the question: “How can mathematics, a product of human
reason that does not depend on any experience, so exquisitely fit the objects
of reality?lshuman reason ableto discover, unaided by experience through
pure reasoning the features of real things?’ And hisanswer is: “ Asfar asthe
theorems of mathematics refer to reality, they are not certain, and asfar as
they are certain, they do not refer to reality.” 12

However, the sciences of human action differ radicdly from the natura
sciences. All authors eager to congtruct an epistemological system of the sciences
of human action according to the pattern of the naturd scienceserr lamentably.

Thereal thingwhichisthesubject matter of praxeology, humanaction, stems
from the same source as human reasoning. Action and reason are congeneric
and homogeneous, they may even be called two different aspects of the same
thing. That reason has the power to make clear through pure ratiocination the
esentid featuresof action isaconsegquence of thefact that actionisan offshoot
of reason. Thetheoremsattained by correct praxeol ogica reasoning arenot only
perfectly certain and incontestable, like the correct mathematical theorems.
They refer, moreover, with the full rigidity of their apodictic certainty and
incontestability totheredlity of action asit gopearsinlifeand history. Praxeol-
ogy conveys exact and precise knowledge of red things.

The starting point of praxeology is not a choice of axiomsand adecision
about methodsof procedure, but refl ection about the essence of action. There
is no action in which the praxeological categories do not appear fully and

10. Henri Poincaré, La Science et |” hypothése (Paris, 1918), p. 69.

11. Felix Kaufmann, Methodol ogy of the Social Sciences (London, 1944), pp.
46-47.

12. Albert Eistein, Geometrie und Erfahrung (Berlin, 1923), p. 3.
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perfectly. Thereis no mode of action thinkablein which means and ends or
costs and proceeds cannot be clearly distinguished and precisely separated.
There is nothing which only approximately or incompletely fits the eco-
nomic category of an exchange. There are only exchange and nonexchange;
and with regard to any exchange all the genera theorems concerning
exchangesarevalidintheir full rigidity andwith all theirimplications. There
are no transitions from exchange to nonexchange or from direct exchange
toindirect exchange. No experience can ever be had which would contradict
these statements.

Such an experience would be impossible in thefirst place for the reason
that all experience concerning human action is conditioned by the praxeo-
logical categories and becomes possible only through their application. If
we had not in our mind the schemes provided by praxeologica reasoning,
weshould never beinapositionto discern and to grasp any action. Wewould
perceive motions, but neither buying nor selling, nor prices, wage rates,
interest rates, and so on. It isonly through the utilization of the praxeol ogical
scheme that we become able to have an experience concerning an act of
buying and selling, but then independently of the fact of whether or not our
senses concomitantly perceive any motions of men and of nonhuman
elements of the external world. Unaided by praxeological knowledge we
would never learn anything about media of exchange. If we approach coins
without such preexisting knowledge, wewould seeinthem only round plates
of metal, nothing more. Experience concerning money requires familiarity
with the praxeological category medium of exchange.

Experience concerning human action differsfromthat concerning natural
phenomena in that it requires and presupposes praxeological knowledge.
This is why the methods of the natural sciences are inappropriate for the
study of praxeology, economics and history.

In asserting theapriori character of praxeology weare not drafting aplan
for a future new science different from the traditional sciences of human
action. We do not maintain that the theoretical science of human action
should be aprioristic, but that it is and always has been so. Every attempt to
reflect upon the problems raised by human action is necessarily bound to
aprioristic reasoning. It does not make any differencein thisregard whether
the men discussing a problem are theorists aiming at pure knowledge only
or statesmen, politicians, and regul ar citizenseager to comprehend occurring
changesand to discover what kind of public policy or private conduct would
best suittheir owninterests. Peoplemay begin arguing about thesignificance



THE EPISTEMOLOGICAL PROBLEMS 41

of any concrete experience, but the debate inevitably turns away from the
accidental and environmental features of the event concerned to an analysis
of fundamental principles, and imperceptibly abandons any referenceto the
factual happenings which evoked the argument. The history of the natural
sciencesisarecord of theories and hypotheses discarded because they were
disproved by experience. Remember for instance the fallacies of older
mechanicsdisproved by Galileo or thefate of the phlogistontheory. No such
case is recorded by the history of economics. The champions of logically
incompatible theories claim the same events as the proof that their point of
view has been tested by experience. The truth is that the experience of a
complex phenomenon—and there is no other experience in the realm of
human action—can awaysbeinterpreted onthe ground of variousantithetic
theories. Whether theinterpretation is considered satisfactory or unsatisfac-
tory depends on the appreciation of the theories in question established
beforehand on the ground of aprioristic reasoni ng.13

History cannot teach us any general rule, principle, or law. Thereis no
means to abstract from a historical experience a posteriori any theories or
theorems concerning human conduct and policies. Thedataof history would
be nothing but a clumsy accumulation of disconnected occurrences, a heap
of confusion, if they could not be clarified, arranged, and interpreted by
systematic praxeological knowledge.

4. The Principle of Methodological Individualism

Praxeology deals with the actions of individual men. It is only in the
further course of itsinquiriesthat cognition of human cooperationisattained
and socid action istreated as a special case of the more universal category
of human action as such.

This methodologica individualism has been vehemently attacked by
various metaphysical schools and disparaged asanominaistic fallacy. The
notion of an individual, say the critics, is an empty abstraction. Real manis
necessarily always a member of a social whole. It is even impossible to
imagine the existence of aman separated from the rest of mankind and not
connected with society. Man asman isthe product of asocia evolution. His
most eminent feature, reason, could only emerge within the framework of
socia mutuality. Thereisno thinking which doesnot depend onthe concepts
and notionsof language. But speechismanifestly asocia phenomenon. Man

13. Cf. E.P. Cheyney, Law in History and Other Essays (New Y ork, 1927), p.
27.
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is always the member of a collective. Asthe whole is both logically and
temporally prior to its parts or members, the study of the individua is
posterior to the study of society. The only adegquate method for the scientific
treatment of human problemsisthe method of universalism or collectivism.

Now the controversy whether the whole or its parts are logically prior is
vain. Logically thenotionsof awholeanditspartsarecorrelative. Aslogical
concepts they are both apart from time.

No less inappropriate with regard to our problem is the reference to the
antagonism of realism and nominalism, both these terms being understood
in the meaning which medieval scholasticism attached to them. It isuncon-
tested that in the sphere of human action social entities have real existence.
Nobody ventures to deny that nations, states, municipalities, parties, reli-
giouscommunities, are real factors determining the course of human events.
Methodological individualism, far from contesting the significance of such
collective wholes, considers it as one of its main tasks to describe and to
analyze their becoming and their disappearing, their changing structures,
and their operation. And it chooses the only method fitted to solve this
problem satisfactorily.

First we must redlize that all actions are performed by individuals. A
collective operates aways through the intermediary of one or several
individuals whose actions are related to the collective as the secondary
source. It isthe meaning which the acting individuals and all those who are
touched by their action attribute to an action, that determines its character.
It is the meaning that marks one action as the action of an individual and
another action asthe action of the state or of the municipality. The hangman,
not the state, executes acriminal. It is the meaning of those concerned that
discerns in the hangman’s action an action of the state. A group of armed
men occupies aplace. It is the meaning of those concerned which imputes
thisoccupation not to the officersand soldierson the spot, but to their nation.
If we scrutinize the meaning of the various actions performed by individuals
we must necessarily learn everything about the actions of collectivewholes.
For asocial collective has no existence and reality outside of the individual
members actions. The life of a collective is lived in the actions of the
individuals constituting its body. Thereis no social collective conceivable
which is not operative in the actions of some individuas. The reality of a
socia integer consistsin its directing and releasing definite actions on the
part of individuals. Thus the way to a cognition of collective wholes is
through an analysis of theindividuals' actions.
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Asathinking and acting being man emergesfrom his prehuman existence
aready asasocial being. Theevolution of reason, language, and cooperation
is the outcome of the same process; they were inseparably and necessarily
linked together. But this process took place in individuals. It consisted in
changesin the behavior of individuals. Thereisno other substancein which
it occurred than theindividuals. Thereisno substratum of society other than
the actions of individuals.

That there are nations, states, and churches, that there is social coopera-
tion under the division of labor, becomes discernible only in the actions of
certain individuals. Nobody ever perceived a nation without perceiving its
members. In thissense one may say that asocial collective comesinto being
through the actions of individuals. That does not mean that the individual is
temporally antecedent. It merely means that definite actions of individuals
constitute the collective.

There is no need to argue whether a collective is the sum resulting from
the addition of its elements or more, whether it is a being suigeneris, and
whether it is reasonable or not to speak of itswill, plans, aims, and actions
andto attributetoit adistinct “soul.” Such pedantictalk isidle. A collective
wholeisaparticular aspect of the actions of variousindividualsand as such
aread thing determining the course of events.

It isillusory to believe that it is possible to visualize collective wholes.
They are never visible; their cognition is always the outcome of the under-
standing of the meaning which acting men attributeto their acts. We can see
acrowd, i.e., amultitude of people. Whether this crowd isamere gathering
or amass (in the sense in which thisterm is used in contemporary psychol-
ogy) or an organized body or any other kind of socia entity is a question
which can only be answered by understanding the meaning which they
themsel vesattach to their presence. And thismeaning isalwaysthemeaning
of individuals. Not our senses, but understanding, a mental process, makes
us recoghize social entities.

Those who want to start the study of human action from the collective
units encounter an insurmountable obstacle in the fact that an individual at
the same time can belong and—with the exception of the most primitive
tribesmen—redly belongs to various collective entities. The problems
raised by the multiplicity of coexisting social units and their mutual antag-
onisms can be solved only by methodol ogical individualism.'*

14. See below, pp. 145-153, the critique of the collectivist theory of society.
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| and We

The Ego is the unity of the acting being. It is unquestionably given and
cannot be dissolved or conjured away by any reasoning or quibbling.

The We is aways the result of a summing up which puts together two or
more Egos. If somebody says |, no further questioning is necessary in order to
establish the meaning. The sameisvalid with regard to the Thou and, provided
the person in view is precisaly indicated, with regard to the He. But if aman
says We, further information is needed to denote who the Egos are who are
comprised in thisWe. It is dways single individuals who say We; even if they
say it in chorus, it yet remains an utterance of sngleindividuals.

The We cannot act otherwi se than each of them acting on his own behalf.
They can either all act together in accord, or one of them may act for them
all. Inthe latter case the cooperation of the others consistsin their bringing
about the situation which makes one man’s action effective for them too.
Only in this sense does the officer of a socia entity act for the whole; the
individual members of the collective body either cause or alow a single
man’ s action to concern them too.

The endeavors of psychology to dissolve the Ego and to unmask it asan
illusion are idle. The praxeologica Ego is beyond any doubts. No matter
what aman was and what he may become later, in the very act of choosing
and acting he isan Ego.

From the plurais logicus (and from the merely ceremonia pluralis
maj estaticus) we must distinguish the pluralis gloriosus. If a Canadian who
never tried skating says, “We are the world’ sforemost ice hockey players,”
or if an Italian boor proudly contends, “We are the world’s most eminent
painters,” nobody is fooled. But with reference to political and economic
problems the pluralis gloriosus evolves into the plurais imperialis and as
such playsasignificant rolein paving theway for the acceptance of doctrines
determining international economic policies.

5. The Principle of Methodological Singularism

No less than from the action of an individual praxeology begins its
investigations from the individual action. It does not deal in vague terms
with human action in general, but with concrete action which adefinite man
has performed at adefinite date and at adefinite place. But, of course, it does
not concern itself with the accidental and environmental features of this
action and with what distinguishes it from al other actions, but only with
what is necessary and universd in its performance.

The philosophy of universalism has from time immemorial blocked



THE EPISTEMOLOGICAL PROBLEMS 45

accessto a satisfactory grasp of praxeological problems, and contemporary
universalists are utterly incapable of finding an approach to them. Univer-
salism, collectivism, and conceptual realism seeonly wholesand universals.
They speculateabout mankind, nations, states, classes, about virtueandvice,
right and wrong, about entire classes of wants and of commodities. They
ask, for instance: Why isthevalueof “gold” higher thanthat of “iron”? Thus
they never find solutions, but antinomies and paradoxes only. The best-
known instance is the value-paradox which frustrated even the work of the
classical economists.

Praxeology asks. What happensin acting? What doesit mean to say that
an individual then and there, today and here, at any time and at any place,
acts? What results if he chooses one thing and rejects another?

The act of choosing is always a decision among various opportunities
opentothechoosingindividual. Man never choosesbetweenvirtueandvice,
but only between two modes of action which we call from an adopted point
of view virtuousor vicious. A man never chooses between“gold” and“iron”
ingeneral, but alwaysonly between adefinite quantity of gold and adefinite
quantity of iron. Every single action is strictly limited in its immediate
consequences. If we want to reach correct conclusions, we must first of all
look at these limitations.

Human lifeis an unceasing sequence of single actions. But the single
action is by no means isolated. It isalink in a chain of actions which
together form an action on a higher level aiming at a more distant end.
Every action has two aspects. It is on the one hand apartial action in the
framework of a further-stretching action, the performance of a fraction
of the aims set by amore far-reaching action. It ison the other hand itsel f
awholewith regard to the actions aimed at by the performance of itsown
parts.

It depends upon the scope of the project on which acting man isintent at
the instant whether the more far-reaching action or a partial action directed
to a more immediate end only is thrown into relief. There is no need for
praxeology to raise questions of the type of those raised by
Gestaltpsychol ogie. Theroad to the performanceof great thingsmust always
|ead through the performance of partial tasks. A cathedral issomething other
than aheap of stonesjoined together. But theonly procedurefor constructing
a cathedral is to lay one stone upon another. For the architect the whole
project is the main thing. For the mason it is the single wall, and for the
bricklayer the single stones. What counts for praxeology isthe fact that the
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only method to achieve greater tasksisto build from the foundations step
by step, part by part.

6. The Individual and Changing Features
of Human Action

The content of human action, i.e., theendsaimed at and the means chosen
and applied for the attainment of these ends, is determined by the personal
qualities of every acting man. Individual man is the product of along line
of zoological evolution which has shaped his physiological inheritance. He
is born the offspring and the heir of his ancestors, and the precipitate and
sediment of all that hisforefathers experienced are hisbiol ogical patrimony.
When heisborn, hedoes not enter theworld in general assuch, but adefinite
environment. The innate and inherited biological qualities and all that life
hasworked upon him makeamanwhat heisat any instant of hispilgrimage.
They are hisfateand destiny. Hiswill isnot “free” in themetaphysical sense
of this term. It is determined by his background and all the influences to
which he himself and his ancestors were exposed.

Inheritance and environment direct aman’ sactions. They suggest to him
both the ends and the means. He lives not simply as man in abstracto; he
livesas a son of hisfamily, hisrace, his people, and his age; as a citizen of
his country; as a member of a definite socia group; as a practitioner of a
certain vocation; as a follower of definite religious, metaphysical, philo-
sophical, and political idess; as a partisan in many feuds and controversies.
Hedoesnot himself create hisideasand standards of value; heborrowsthem
from other people. Hisideology iswhat his environment enjoins upon him.
Only very few men have the gift of thinking new and original ideas and of
changing the traditional body of creeds and doctrines.

Common man does not specul ate about the great problems. With regard
tothem herelies upon other people’ sauthority, he behavesas* every decent
fellow must behave,” he is like a sheep in the herd. It is precisely this
intellectual inertia that characterizes a man as a common man. Yet the
common man does choose. He chooses to adopt traditional patterns or
patternsadopted by other people because heis convinced that thisprocedure
is best fitted to achieve his own welfare. And he is ready to change his
ideology and consequently his mode of action whenever he becomes con-
vinced that thiswould better serve his own interests.

Most of a man's daily behavior is simple routine. He performs certain
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actswithout paying specia attention to them. He does many things because
he wastrained in his childhood to do them, because other people behavein
the same way, and because it is customary in his environment. He acquires
habits, he devel ops automatic reactions. But heindulgesin these habitsonly
because he welcomes their effects. As soon as he discoversthat the pursuit
of the habitual way may hinder the attainment of ends considered as more
desirable, he changes his attitude. A man brought up in an areain which the
water is clean acquires the habit of heedlessly drinking, washing, and
bathing. When hemovesto aplaceinwhichthewater ispolluted by morbific
germs, he will devote the most careful attention to procedures about which
he never bothered before. He will watch himself permanently in order not
to hurt himself by indulging unthinkingly in his traditional routine and his
automatic reactions. Thefact that an actionisin theregular course of affairs
performed spontaneoudly, as it were, does not mean that it is not due to a
consciousvolition and to adeliberate choice. Indulgencein aroutine which
possibly could be changed is action.

Praxeol ogy isnot concerned with the changing content of acting, but with
its pure form and its categorial structure. The study of the accidental and
environmental features of human action isthe task of history.

7. The Scope and the Specific Method of History

The study of all the data of experience concerning human action is the
scope of history. The historian collects and criticaly sifts all available
documents. On the ground of this evidence he approaches his genuine task.

It has been asserted that the task of history isto show how eventsactually
happened, without imposing presuppositions and values (wertfrei, i.e., neu-
tral with regard to all value judgments). The historian’s report should be a
faithful image of the past, an intellectual photograph, as it were, giving a
complete and unbiased description of al facts. It should reproduce before
our intellectual eye the past with all itsfeatures.

Now, areal reproduction of the past would require a duplication not
humanly possible. History is not an intellectual reproduction, but a
condensed representation of the past in conceptual terms. The historian
does not simply let the events speak for themselves. He arranges them
from the aspect of the ideas underlying the formation of the general
notions he uses in their presentation. He does not report facts as they
happened, but only relevant facts. He does not approach the documents
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without presuppositions, but equipped with the whol e apparatus of hisage's
scientific knowledge, that is, with all the teachings of contemporary logic,
mathematics, praxeology, and natural science.

It is obvious that the historian must not be biased by any prejudices and
party tenets. Those writers who consider historical events as an arsena of
weapons for the conduct of their party feuds are not historians but propa-
gandists and apologists. They are not eager to acquire knowledge but to
justify the program of their parties. They are fighting for the dogmas of a
metaphysical, religious, national, political or social doctrine. They usurp the
nameof history for their writingsasablindin order to deceivethecredul ous.
A historian must first of al aim at cognition. He must free himself from any
partiality. He must in this sense be neutral with regard to any value judg-
ments.

This postulate of Wertfreiheit can easily be satisfied in the field of the
aprioristic science-logic, mathematics, and praxeology-and in the field of
the experimental natural sciences. Itislogically not difficult to draw asharp
line between a scientific, unbiased treatment of these disciplines and a
treatment distorted by superstition, preconceived ideas, and passion. It is
much moredifficult to comply with therequirement of valuational neutrality
in history. For the subject matter of history, the concrete accidental and
environmental content of human action, is value judgments and their pro-
jectionintothereality of change. At every step of hisactivitiesthe historian
is concerned with value judgments. The value judgments of the men whose
actions he reports are the substratum of hisinvestigations.

It has been asserted that the historian himself cannot avoid judgments of
value. No historian—not even the naive chronicler or newspaper reporter-
—registers al facts as they happen. He must discriminate, he must select
some events which he deems worthy of being registered and pass over in
silenceother events. Thischoice, itissaid, impliesinitself avaluejudgment.
It is necessarily conditioned by the historian’s world view and thus not
impartial but an outcome of preconceived ideas. History can never be
anything el se than distortion of facts; it can never bereally scientific, that is
neutral with regard to values and intent only upon discovering truth.

There s, of course, no doubt that the discretion which the selection of
facts places in the hands of the historian can be abused. It can and does
happen that the historian’s choice is guided by party bias. However, the
problemsinvolved are much moreintricate than this popul ar doctrinewould
haveusbelieve. Their solution must be sought on the ground of amuch more
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thorough scrutiny of the methods of history.

In dealing with a historical problem the historian makes use of all the
knowledge provided by logic, mathematics, the natural sciences, and espe-
cialy by praxeology. However, the mental tools of these nonhistorical
disciplines do not sufficefor histask. They areindispensable auxiliariesfor
him, but inthemsel vesthey do not makeit possibleto answer those questions
he has to deal with.

The course of history is determined by the actions of individuals and by
the effects of these actions. The actions are determined by the value judg-
mentsof theactingindividuals, i.e., theendswhich they were eager to attain,
and by the means which they applied for the attainment of these ends. The
choice of the means is an outcome of the whole body of technological
knowledge of the acting individuals. It is in many instances possible to
appreciate the effects of the means applied from the point of view of
praxeology or of the natural sciences. But there remain agreat many things
for the elucidation of which no such help isavailable.

The specifictask of history for whichit usesaspecific method isthe study
of thesevaluejudgmentsand of the effectsof theactionsasfar asthey cannot
be analyzed by the teachings of all other branches of knowledge. The
historian’s genuine problem is always to interpret things as they happened.
But he cannot solve this problem on the ground of the theorems provided by
al other sciences alone. There always remains at the bottom of each of his
problems something which resists analysis at the hand of these teachings of
other sciences. It istheseindividual and unique characteristics of each event
which are studied by the understanding.

The uniqueness or individuality which remains at the bottom of every
historical fact, when all the means for its interpretation provided by logic,
mathematics, praxeology, and the natural sciences have been exhausted, is
an ultimate datum. But whereas the natural sciences cannot say anything
about their ultimate data than that they are such, history can try to makeits
ultimate data intelligible. Although it isimpossible to reduce them to their
causes—they would not be ultimate dataif such areduction were possible-
—the historian can understand them because he is himself a human being.
In the philosophy of Bergson this understanding is called an intuition, viz.,
“la sympathie par laguelle on se transporte a I'interieur d’un objet pour
coincider avec ce qu'il a d’unique et par conseguent d'inexprimable.” 15
German epistemology calls this act das spezifische Verstehen der

15. Henri Bergson, La Penseé et le mouvant (4th ed. Paris, 1934), p. 205.
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Geisteswissenschaften or simply Verstehen. It is the method which al
historians and all other people always apply in commenting upon human
events of the past and in forecasting future events. The discovery and the
delimitation of understanding was one of the most important contributions
of modern epistemology. Itis, to be sure, neither aproject for anew science
which does not yet exist and is to be founded nor the recommendation of a
new method of procedure for any of the already existing sciences.

The understanding must not be confused with approval, be it only
conditional and circumstantial. The historian, the ethnologist, and the psy-
chologist sometimes register actions which are for their feelings simply
repulsive and disgusting; they understand them only as actions, i.e, in
establishing the underlying aims and the technological and praxeological
methods applied for their execution. To understand an individual case does
not mean to justify or to excuseit.

Neither must understanding be confused with the act of aesthetic enjoyment of
aphenomenon. Empathy (Einflihlung) and understanding aretworadicaly differ-
ent attitudes. It is a different thing, on the one hand, to understand awork of art
historically, to determineits place, its meaning, and its importance in the flux of
events, and, on the other hand, to gppreciate it emotionaly asawork of art. One
can look at a cathedra with the eyes of ahigtorian. But one can look at the same
cathedrd dther as an enthusastic admirer or as an unaffected and indifferent
sghtseer. The same individuas are cgpable of both modes of reaction, of the
aethetic appreciation and of the scientific gragp of understanding.

The understanding establishes the fact that an individual or a group of
individuals have engaged in a definite action emanating from definite value
judgments and choices and aiming at definite ends, and that they have
appliedfor the attainment of these ends definite means suggested by definite
technological, therapeutical, and praxeological doctrines. It furthermore
tries to appreciate the effects and the intensity of the effects brought about
by an action; it tries to assign to every action its relevance, i.e., its bearing
upon the course of events.

The scope of understanding is the mental grasp of phenomena which
cannot be totally elucidated by logic, mathematics, praxeology, and the
natural sciences to the extent that they cannot be cleared up by all these
sciences. It must never contradict the teachings of these other branches of
knowledge.16 The real corporeal existence of the devil is attested by innu-

16.Cf. Ch. V. Langloisand Ch. Seignobos, Introductionto the Sudy of History,
trans. by G.G. Berry (London, 1925), pp. 205-208.
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merable historical documents which are rather reliablein all other regards.
Many tribunals in due process of law have on the basis of the testimony of
witnesses and the confessions of defendants established the fact that the
devil had carnal intercourse with witches. However, no appeal to under-
standing could justify ahistorian’s attempt to maintain that the devil really
existed and interfered with human events otherwisethan in the visions of an
excited human brain.

While this is generally admitted with regard to the natural sciences,
there are some historians who adopt another attitude with regard to
economic theory. They try to oppose to the theorems of economics an
appeal to documents allegedly proving things incompatible with these
theorems. They do not realize that complex phenomenacan neither prove
nor disprove any theorem and therefore cannot bear witness against any
statement of atheory. Economic history is possible only becausethereis
an economic theory capable of throwing light upon economic actions. If
therewere no economic theory, reports concerning economic factswoul d
be nothing more than a collection of unconnected data open to any
arbitrary interpretation.

8. Conception and Understanding

The task of the sciences of human action is the comprehension of the
meaning and relevance of human action. They apply for this purpose two
different epistemological procedures: conception and understanding. Con-
ceptionisthemental tool of praxeol ogy; understanding isthe specific mental
tool of history.

The cognition of praxeology is conceptual cognition. It refersto what is
necessary in human action. It is cognition of universals and categories.

The cognition of history refersto what is unique and individual in each
event or class of events. It analyzes first each object of its studies with the
aid of the mental tools provided by al other sciences. Having achieved this
preliminary work, it faces its own specific problem; the elucidation of the
unique and individual features of the case by means of the understanding.

As was mentioned above, it has been asserted that history can never be
scientific because historical understanding depends on the historian’s sub-
jective value judgments. Understanding, it is maintained, is only a euphe-
mistictermfor arbitrariness. Thewritingsof historiansareawaysone-sided
and partial; they do not report the facts; they distort them.
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Itis, of course, afact that we have historical books written from various
points of view. There are histories of the Reformation written from the
Catholic point of view and otherswritten from the Protestant point of view.
There are “proletarian” histories and “bourgeois’ histories, Tory historians
and Whig historians; every nation, party, and linguistic group has its own
historians and its own ideas about history.

But the problem which these differences of interpretation offer must not
be confused with the intentional distortion of facts by propagandists and
apologists parading as historians. Those facts which can be established in
an unguestionable way on the ground of the source material available must
be established asthe preliminary work of the historian. Thisisnot afield for
understanding. Itisatask to beaccomplished by the employment of thetools
provided by all nonhistorical sciences. The phenomena are gathered by
cautious critical observation of the records available. Asfar asthe theories
of the nonhistorical sciences on which the historian grounds his critical
examination of the sources are reasonably reliable and certain, there cannot
be any arbitrary disagreement with regard to the establishment of the
phenomena as such. What a historian assertsis either correct or contrary to
fact, is either proved or disproved by the documents available, or vague
because the sources do not provide us with sufficient information. The
experts may disagree, but only on the ground of areasonable interpretation
of the evidence available. The discussion does not allow any arbitrary
Statements.

However, the historians very often do not agree with regard to the
teachings of the nonhistorical sciences. Then, of course, disagreement with
regard to the critical examination of the records and to the conclusionsto be
drawn from them can ensue. An unbridgeable conflict arises. But its cause
is not an arbitrariness with regard to the concrete historical phenomenon. It
stems from an undecided issue referring to the nonhistorical sciences.

An ancient Chinese historian could report that the emperor’s sin brought
about a catastrophic drought and that rain fell again when the ruler had atoned
for his sn. No modern historian would accept such a report. The underlying
meteorological doctrineis contrary to uncontested fundamentals of contempo-
rary natural science. But nosuch unanimity existsinregardto many theological,
biological, and economic issues. Accordingly historians disagree.

A supporter of the racial doctrine of Nordic-Aryanism will disregard as
fabulous and simply unbelievable any report concerning intellectual and
moral achievementsof “inferior” races. Hewill treat such reportsinthesame
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way inwhich all modern historians deal with the above-mentioned Chinese
report. No agreement with regard to any phenomenon of the history of
Christianity can be attained between people for whom the gospels are Holy
Writ and people in whose eyes they are human documents. Catholic and
Protestant historians disagree about many questions of fact because they
start from different theological ideas. A Mercantilist or Neo-Mercantilist
must necessarily be at variance with an economist. An account of German
monetary history in the years 1914 to 1923 is conditioned by the author’s
monetary doctrines. The facts of the French Revolution are presented in a
quite different manner by those who believe in the sacred rights of the
anointed king and those who hold other views.

The historians disagree on such issues not in their capacity as histori-
ans, but in their application of the nonhistorical sciences to the subject
matter of history. They disagree asagnostic doctors disagreein regard to
the miracles of Lourdes with the members of the medical committee for
the collection of evidence concerning these miracles. Only those who
believe that facts write their own story into the tabula rasa of the human
mind blame the historians for such differences of opinion. They fail to
realize that history can never be studi ed without presuppositions, and that
dissension with regard to the presuppositions, i.e., the whole content of
the nonhistorical branches of knowledge, must determine the establish-
ment of historical facts.

These presuppositions also determine the historian’s decision con-
cerning the choice of facts to be mentioned and those to be omitted as
irrelevant. In searching for the causes of a cow’s not giving milk a
modern veterinarian will disregard entirely all reports concerning a
witch’sevil eye; hisview would have been different three hundred years
ago. In the same way the historian selects from the indefinite multitude
of eventsthat preceded the fact heis dealing with those which could have
contributed to its emergence—or have delayed it —and neglects those
which, according to his grasp of the nonhistorical sciences, could not
have influenced it.

Changesin theteachings of the nonhistorical sciencesconsequently must
involve arewriting of history. Every generation must treat anew the same
historical problems because they appear to it in a different light. The
theological world view of older timesled to atreatment of history other than
the theorems of modern natural science. Subjective economics produces
historical works very different from those based on mercantilist doctrines.
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Asfar as divergences in the books of historians stem from these disagree-
ments, they are not an outcome of alleged vagueness and precariousnessin
historical studies. They are, on the contrary, the result of the lack of
unanimity in the realm of those other sciences which are popularly called
certain and exact.

To avoid any possible misunderstanding it is expedient to emphasize
some further points. The divergences referred to above must not be con-
fused:

1. With purposeful ill-intentioned distortion of facts.

2. With attemptsto justify or to condemn any actionsfromalegal or moral
point of view.

3. With the merely incidenta insertion of remarks expressing value
judgments in a strictly objective representation of the state of affairs. A
treati se on bacteriology does not lose its objectivity if the author, accepting
thehuman viewpoint, considersthe preservation of humanlifeasan ultimate
end and, applying this standard, labels effective methods of fighting germs
good and fruitless methods bad. A germ writing such abook would reverse
these judgments, but the material content of its book would not differ from
that of the human bacteriologist. In the same way a European historian
dealing with the Mongol invasions of the thirteenth century may speak of
“favorable” and “unfavorable” events because hetakesthe standpoint of the
European defenders of Western civilization. But thisapproval of oneparty’s
standard of value need not necessarily interfere with the material content of
his study. It may—from the viewpoint of contemporary knowledge—be
absolutely objective. A Mongolian historian could endorseit completely but
for such casual remarks.

4. With arepresentation of one party’s action in diplomatic or military
antagonisms. Theclash of conflicting groupscan bedealt withfromthepoint
of view of the ideas, matives, and aims which impelled either side’s acts.
For afull comprehension of what happened it is necessary to take account
of what wasdoneon both sides. The outcomewastheresult of theinteraction
of both parties. But in order to understand their actions the historian must
try to see things as they appeared to the acting men at the critical time, not
only as we wee them now from the point of view of our present-day
knowledge. A history of Lincoln’ spolicy intheweeksand monthspreceding
the outbreak of the Civil War isof courseincomplete. But no historical study
is complete. Regardless of whether the historian sympathizes with the
Unionists or with the Confederates or whether he is absolutely neutral, he
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can deal in an objective way with Lincoln’s policy in the spring of 1861.
Such an investigation is an indispensable preliminary to answering the
broader question of how the Civil War broke out.

Now finally, having settled these problems, it is possible to attack the
genuine question: |s there any subjective element in historical understand-
ing, and, if so, in what manner does it determine the result of historical
studies?

As far as the task of understanding is to establish the facts that people
were motivated by definite value judgments and aimed at definite means,
there cannot be any disagreement among true historians, i.e., peopleintent
upon cognition of past events. There may be uncertainty because of the
insufficient information provided by the sources available. But this has
nothing to do with understanding. It refers to the preliminary work to be
achieved by the historian.

But understanding has asecond task to fulfill. It must apprai se the effects
and the intensity of the effects brought about by an action; it must deal with
the relevance of each motive and each action.

Here we are faced with one of the main differences between physics and
chemistry on the one hand and the sciences of human action on the other. In
the realm of physical and chemical events there exist (or, at least, it is
generally assumed that there exist) constant rel ations between magnitudes,
and man is capable of discovering these constants with areasonabl e degree
of precision by meansof |aboratory experiments. No such constant relations
existinthefield of human action outside of physical and chemical technol-
ogy and therapeutics. For some time economists believed that they had
discovered such aconstant relation in the effects of changesin the quantity
of money upon commodity prices. It was asserted that arise or fal in the
guantity of money in circulation must result in proportional changes of
commodity prices. Modern economics has clearly and irrefutably exposed
the fallaciousness of this statement.” Those economists who want to sub-
stitute “ quantitative economics’ for what they call “ qualitative economics’
are utterly mistaken. There are, in the field of economics, no constant
relations, and consequently no measurement is possible. If a statistician
determines that arise of 10 per cent in the supply of potatoesin Atlantis at
adefinite time was followed by afall of 8 per cent in the price, he does not
establish anything about what happened or may happen with achangeinthe
supply of potatoes in another country or at another time. He has not

17. See below, pp. 412-414.
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“measured” the “elasticity of demand” of potatoes. He has established a
unique and individual historical fact. No intelligent man can doubt that the
behavior of men with regard to potatoes, and every other commaodity is
variable. Different individual s value the samethingsin adifferent way, and
valuations change with the same individual s with changing conditions. 18

Outsideof thefield of economic history nobody ever ventured to maintain
that constant relations prevail in human history. Itisafact that in the armed
conflicts fought in the past between Europeans and backward peoples of
other races, one European soldier was usually a match for several native
fighters. But nobody was ever foolish enough to “measure” the magnitude
of European superiority.

The impracticability of measurement is not due to the lack of technical
methodsfor the establishment of measure. Itisdueto the absence of constant
relations. If it were only caused by technical insufficiency, at least an
approximate estimation would be possible in some cases. But the main fact
isthat there are no constant relations. Economicsis not, asignorant positiv-
ists repeat again and again, backward because it is not “ quantitative.” It is
not quantitative and does not measure because there are no constants.
Statistical figuresreferring to economic events are historical data. They tell
uswhat happened in a nonrepeatable historical case. Physical events can be
interpreted on the ground of our knowledge concerning constant relations
established by experiments. Historical events are not open to such an
interpretation.

The historian can enumerate all the factors which cooperated in bringing
about aknown effect and all the factorswhich worked against them and may
have resulted in delaying and mitigating the final outcome. But he cannot
coordinate, except by understanding, the various causative factors in a
quantitative way to the effects produced. He cannot, except by understand-
ing, assign to each of nfactorsitsrolein producing the effect P. Understand-
ing is in the realm of history the equivalent, as it were, of quantitative
analysis and measurement.

Technology can tell us how thick asteel plate must be in order not to be
pierced by abullet fired at a distance of 300 yards from a Winchester rifle.
It can thus answer the question why a man who took shelter behind a steel
plate of aknown thickness was hurt or not hurt by ashot fired. History isat
aloss to explain with the same assurance why there was arisein the price
of milk of 10 per cent or why President Roosevelt defeated Governor Dewey

18. Cf. below, p. 351.
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in the election of 1944 or why France was from 1870 to 1940 under a
republican constitution. Such problems do not allow any treatment other
than that of understanding.

To every historical factor understanding tries to assign its relevance. In
the exercise of understanding there is no room for arbitrariness and capri-
ciousness. Thefreedom of the historianislimited by hisendeavor to provide
asatisfactory explanation of reality. His guiding star must be the search for
truth. But there necessarily entersinto understanding an element of subjec-
tivity. The understanding of the historian is alwaystinged with the marks of
his personality. It reflects the mind of its author.

Theapriori sciences-logic, mathemeatics, and praxeology—aim at aknowl-
edge unconditionally valid for all beings endowed with the logical structure of
the human mind. The natural sciences aim at a cognition valid for al those
beings which are not only endowed with the faculty of human reason but with
human senses. The uniformity of human|ogic and sensation bestowsupon these
branches of knowledge the character of universal validity. Such at leest isthe
principle guiding the study of the physicists. Only in recent years have they
begun to see the limits of their endeavors and, abandoning the excessive
pretensions of older physicigt, discovered the “uncertainty principle.” They
reglize today that there are unobservables whose unobservability isamatter of
epistemnological pri nciple.19

Higtoricd understanding can never produceresultswhich must be accepted by
dl men. Two historians who fully agree with regard to the teachings of the
nonhistorica sciences and with regard to the establishment of the facts asfar as
they can be established without recourse to the understanding of relevance, may
disagree in their understanding of the relevance of these facts. They may fully
agreein establishing that the factors a, b, and ¢ worked together in producing the
effect P; nonethd essthey can widely disagree with regard to the rlevance of the
respectivecontributionsof a, b, and ctothefind outcome. Asfar asundersanding
amsat assigningitsrelevancetoeachfactor, itisopentotheinfluenceof subjective
judgments. Of course, these are not judgments of vaue, they do not express
preferences of the historian. They are judgments of rel evance?’

19. Cf. A. Eddington, The Philosophy of Physical Science (New Y ork, 1939),
. 28-48.
pI020. Asthisisnot adissertation on general epistemology, but theindispensiable
foundation of a treatise of economics, there is no need to stress the analogies
between the understanding of historical relevance and the tasks to be
accomplished by adiagnosing physician. Theepistemol ogy of biology isoutside
of the scope of our inquiries.
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Historians may disagree for various reasons. They may hold different
views with regard to the teachings of the nonhistorical sciences; they may
basetheir reasoning on amore or less complete familiarity with the records;
they may differ in the understanding of the motives and aims of the acting
men and of the means applied by them. All these differences are open to a
settlement by “objective” reasoning; it is possible to reach a universal
agreement with regard to them. But asfar as historians disagree with regard
to judgments of relevanceit isimpossible to find a solution which al sane
men must accept.

The intellectual methods of science do not differ in kind from those
applied by the common man in his daily mundane reasoning. The scientist
uses the same tools which the layman uses; he merely uses them more
skillfully and cautiously. Understanding is not a privilege of the historians.
It is everybody’s business. In observing the conditions of his environment
everybody isahistorian. Everybody uses understanding in dealing with the
uncertainty of future events to which he must adjust his own actions. The
digtinctive reasoning of the speculator is an understanding of the relevance of
thevarious factors determining future events. And—Ilet usemphasizeit even a
thisearly point of our investigations—action necessarily alwaysaims at future
and therefore uncertain conditions and thus is always speculation. Acting man
looks, asit were, with the eyes of a historian into the future.

Natural History and Human History

Cosmogony, geology, and the history of biological changesare historical
disciplinesasthey deal with uniqueeventsof thepast. However, they operate
exclusively with the epistemological methods of the natural sciences and
have no need for understanding. They must sometimestake recourseto only
approximate estimates of magnitudes. But such estimates are not judgments
of relevance. They are a less perfect method of determining quantitative
relations than is“exact” measurement. They must not be confused with the
state of affairsin the field of human action which is characterized by the
absence of constant relations.

If we speak of history, what we havein mindisonly the history of human
action, whose specific mental tool is understanding.

The assertion that modern natural science owes al its achievements to
the experimental method is sometimes assailed by referring to astronomy.
Now, modern astronomy is essentially an application of the physical laws,
experimentally discovered ontheearth, tothecelestial bodies. Inearlier days
astronomy was mainly based on the assumption that the movements of the
celestial bodies would not change their course. Copernicus and Kepler
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simply tried to guessin what kind of curve the earth moves around the sun.
Asthe circle was considered the “most perfect” curve, Copernicus chose it
for histheory. Later, by similar guesswork, Kepler substituted theellipsefor
thecircle. Only since Newton’ sdiscoverieshasastronomy becomeanatural
sciencein the strict sense.

9. On Idea Types

History deals with unique and unrepeatabl e events, with theirreversible
flux of human affairs. A historical event cannot be described without
referenceto the personsinvolved and to the place and date of itsoccurrence.
As far as a happening can be narrated without such areference, it isnot a
historical event but afact of the natural sciences. The report that Professor
X on February 20, 1945, performed a certain experiment in his laboratory
isan account of ahistorical event. The physicist believesthat heisright in
abstracting from the person of the experimenter and the date and place of
the experiment. He relates only those circumstances which, in his opinion,
are relevant for the production of the result achieved and, when repeated,
will produce the sameresult again. He transforms the historical event into a
fact of the empirical natural sciences. He disregards the active interference
of the experimenter and tries to imagine him as an indifferent observer and
relater of unadulterated reality. It is not the task of praxeology to deal with
the epistemological issues of this philosophy.

Although unique and unrepeatable, historical events have one common
feature: they are human action. History comprehends them as human ac-
tions; it conceives their meaning by the instrumentality of praxeological
cognition and understands their meaning in looking at their individual and
unique features. What counts for history is always the meaning of the men
concerned: the meaning that they attach to the state of affairs they want to
alter, the meaning they attach to their actions, and the meaning they attach
to the effects produced by the actions.

The aspect from which history arranges and assortstheinfinite multiplic-
ity of events is their meaning. The only principle which it applies for the
systemization of its objects—men, ideas, institutions, social entities, and
artifacts—is meaning affinity. According to meaning affinity it arrangesthe
elementsinto ideal types.

I deal types are specific notions employed in historical research andin
the representation of its results. They are concepts of understanding. As
such they are entirely different from praxeological categories and con-
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cepts and from the concepts of the natural sciences. An ideal typeis not a
class concept, because its description does not indicate the marks whose
presence definitely and unambiguously determines class membership. An
ideal type cannot be defined: it must be characterized by an enumeration of
those features whose presence by and large decides whether in a concrete
instance we are or are not faced with a specimen belonging to the ideal type
inquestion. Itispeculiar to theideal typethat not all its characteristics need
to be present in any one example. Whether or not the absence of some
characteristicspreventstheinclusion of aconcrete specimenintheideal type
in question, depends on arelevance judgment by understanding. The ideal
typeitself isan outcome of an understanding of the motives, ideas, and aims
of the acting individuals and of the means they apply.

Anideal typehasnothing at all to do with statistical meansand averages.
Most of the characteristics concerned are not open to a numerical determi-
nation, and for this reason aone they could not enter into a calculation of
averages. But the main reason is to be seen in something else. Statistical
averages denote the behavior of the members of a class or atype, aready
constituted by means of a definition or characterization referring to other
marks, with regard to features not referred to in the definition or character-
ization. The membership of the class or type must be known before the
statistician can start investigating specia features and use the result of this
investigation for the establishment of an average. We can establish the
average age of the United States Senators or we can reckon averages
concerning the behavior of an age class of the population with regard to a
special problem. But it islogically impossible to make the membership of a
class or type depend upon an average.

No historical problem can be treated without the aid of ideal types. Even
when the historian dealswith an individual person or with asingle event, he
cannot avoid referring to ideal types. If he speaks of Napoleon, hemust refer
to such ideal types as commander, dictator, revolutionary leader; and if he
deals with the French Revolution he must refer to idea types such as
revolution, disintegration of an established regime, anarchy. It may be that
thereferenceto an ideal type consists merely in rejecting its applicability to
the casein question. But all historical events are described and interpreted
by means of ideal types. The layman too, in dealing with events of the past
or of thefuture, must always make use of ideal typesand unwittingly always
does so.

Whether or not the employment of adefinite ideal typeis expedient and
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conducive to an adequate grasp of phenomena can only be decided by
understanding. It is not the ideal type that determines the mode of under-
standing; it isthe mode of understanding that requires the construction and
use of corresponding ideal types.

The ideal types are constructed with the use of ideas and concepts
developed by all nonhistorical branches of knowledge. Every cognition of
history is, of course, conditioned by the findings of the other sciences,
depends upon them, and must never contradict them. But historical knowl-
edge has another subject matter and another method than these other
sciences, and they inturn haveno usefor understanding. Thustheideal types
must not be confused with concepts of the nonhistorical sciences. Thisis
valid also with regard to the praxeological categories and concepts. They
provide, to be sure, the indispensable mental tools for the study of history.
However, they do not refer to the understanding of the unique and individual
events which are the subject matter of history. An ideal type can therefore
never be asimple adoption of a praxeological concept.

It happens in many instances that a term used by praxeology to signify a
praxeological concept servesto signify anideal typefor the historian. Then the
historian uses one word for the expression of two different things. He applies
the term sometimes to signify its praxeological connotation, but more often to
dgnify an ided type. In the latter case the historian attaches to the word a
meaning different from its praxeol ogical meaning; hetransformsit by transfer-
ring it to a different field of inquiry. The economic concept “entrepreneur”
belongs to a stratum other than the ideal type “entrepreneur” as used by
economic history and descriptive economics. (On athird stratum liesthe lega
term*“ entrepreneur.”) The economic term “entrepreneur” isaprecisely defined
concept which in the framework of a theory of market economy signifies a
clearly integrated functi on.2! The historical idedl type “entrepreneur” does not
include the same members. Nobody in using it thinks of shoe-shine boys, cab
drivers who own their cars, smal businessmen, and small farmers. What
economics egtablishes with regard to entrepreneurs is rigidly valid for all
members of the class without any regard to tempora and geographical condi-
tionsandtothevariousbranchesof bus ness. What economic history establishes
for itsidedl typescan differ according to the particular circumstances of various
ages, countries, branches of business, and many other conditions. History has
little usefor agenerd ided type of entrepreneur. Itismore concerned with such
typesas. the American entrepreneur of thetime of Jefferson, German heavy

21. See below, pp. 251-255.
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industries in the age of William 11, New England textile manufacturing in
the last decades preceding the first World War, the Protestant haute finance
of Paris, self-made entrepreneurs, and so on.

Whether the use of a definite ideal type is to be recommended or not
depends entirely on the mode of understanding. It is quite common nowa-
days to employ two idea types. Left-Wing Parties (Progressives) and
Right_Wing Parties (Fascists). The former includes the Western democra-
cies, some L atin American dictatorships, and Russian Bol shevism; thelatter
Italian Fascism and German Nazism. This typification is the outcome of a
definite mode of understanding. Another mode would contrast Democracy
and Dictatorship. Then Russian Bolshevism, Italian Fascism, and German
Nazism belong to theideal type of dictatorial government, and the Western
systemsto theideal type of democratic government.

It was afundamental mistake of the Historical School of Wirtschaftliche
Saatswissenshaften in Germany and of Ingtitutionalism in America to
interpret economics as the characterization of the behavior of anideal type,
the homo oeconomicus. According to this doctrine traditional or orthodox
economics does not deal with the behavior of man as he really is and acts,
but with a fictitious or hypothetical image. It pictures a being driven
exclusively by “economic” motives, i.e., solely by the intention of making
the greatest possible material or monetary profit. Such a being, say these
critics, does not have and never did have a counterpart in readlity; it is a
phantom of a spurious armchair philosophy. No man is exclusively moti-
vated by the desire to become as rich as possible; many are not at all
influenced by this mean craving. It is vain to refer to such an illusory
homunculusin dealing with life and history.

Even if this really were the meaning of classical economics, the homo
oeconomicus would certainly not be an ideal type. The ideal typeisnot an
embodiment of one side or aspect of man’s various aims and desires. It is
aways the representation of complex phenomena of reality, either of men,
of institutions, or of ideologies.

The classical economist sought to explain the formation of prices. They
were fully aware of the fact that prices are not a product of the activities of
a specia group of people, but the result of an interplay of all members of
themarket society. Thiswasthe meaning of their statement that demand and
supply determinetheformation of prices. However, the classical economists
failedintheir endeavorsto provide asatisfactory theory of value. They were
at aloss to find a solution for the apparent paradox of value. They were
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puzzled by thealleged paradox that “ gold” ismorehighly valued than“iron,”
although the latter is more “useful” than the former. Thus they could not
construct ageneral theory of value and could not trace back the phenomena
of market exchange and of productionto their ultimate sources, the behavior
of the consumers. This shortcoming forced them to abandon their ambitious
plan to develop a genera theory of human action. They had to satisfy
themselves with a theory explaining only the activities of the businessman
without going back to the choices of everybody asthe ultimate determinants.
They dealt only with the actions of businessmen eager to buy in the cheapest
market and to sell in the dearest. The consumer was | eft outside the field of
their theorizing. Later the epigones of classical economics explained and
justified thisinsufficiency asanintentional and methodologically necessary
procedure. It was, they asserted, the deliberate design of economists to
restrict their investigationsto only one aspect of human endeavor—namely,
to the “economic” aspect. It was their intention to use the fictitious image
of a man driven solely by “economic” motives and to neglect al others
athough they were fully aware of the fact that real men are driven by many
other, “noneconomic” motives. To deal with these other motives, one group
of these interpreters maintained, is not the task of economics but of other
branches of knowledge. Another group admitted that the treatment of these
“noneconomic”’ motives and their influence on the formation of prices was
a task of economics also, but they believed that it must be left to later
generations. It will be shown at alater stage of our investigations that this
distinction between “economic” and “noneconomic” motives of human
action is untenable.?? At this point it is only important to realize that this
doctrine of the “economic” side of human action utterly misrepresents the
teachings of the classical economists. They never intended to do what this
doctrine ascribes to them. They wanted to conceive the real formation of
prices—not fictitious pricesasthey would be determined if men were acting
under the sway of hypothetical conditions different from those really influ-
encing them. The prices they try to explain and do explain—although
without tracing them back to the choices of the consumers—are real market
prices. The demand and supply of which they speak are real factors deter-
mined by all motivesinstigating men to buy or to sell. What waswrong with
their theory was that they did not trace demand back to the choices of the
consumers; they lacked a satisfactory theory of demand. But it was not their
idea that demand as they used this concept in their dissertations was

22. See below, pp. 232-234 and 239-244.
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exclusively determined by “ economic” motivesas distinguished from “ non-
economic” motives. As they restricted their theorizing to the actions of
businessmen, they did not deal with the motives of the ultimate consumers.
Nonetheless their theory of prices was intended as an explanation of real
prices irrespective of the motives and ideas instigating the consumers.

Modern subjective economics starts with the solution of the apparent
paradox of value. It neither limitsitstheoremsto the actions of businessmen
alone nor deals with afictitious homo oeconomicus. It treats the inexorable
categories of everybody’s action. Its theorems concerning commodity
prices, wage rates, and interest rates refer to all these phenomena without
any regard to the motives causing peopleto buy or to sell or to abstain from
buying or selling. It istimeto discard entirely any reference to the abortive
attempt to justify the shortcoming of older economiststhrough the appeal to
the homo oeconomicus phantom.

10. The Procedure of Economics

The scope of praxeology isthe explication of the category of human action.
All that is needed for the deduction of all praxeologicd theoremsisknowledge
of the essence of human action. It is aknowledge that is our own because we
are men; no being of human descent that pathologica conditions have not
reduced to a merely vegetative existence lacks it. No special experience is
needed in order to comprehend these theorems, and no experience, however
rich, could disclose them to a being who did not know a priori what human
action is. The only way to a cognition of these theoremsislogicd andyss of
our inherent knowledge of the category of action. We must bethink ourselves
and reflect upon the structure of human action. Like logic and mathematics,
praxeological knowledgeisin us; it does not come from without.

All the concepts and theorems of praxeology are implied in the category
of human action. Thefirst task isto extract and to deduce them, to expound
their implications and to define the universal conditions of acting as such.
Having shown what conditions are required by any action, one must go
further and define—of course, in a categorial and formal sense—the less
general conditionsrequired for special modesof acting. It would be possible
to deal with this second task by delineating all thinkable conditions and
deducing from them all inferences logically permissible. Such an all-com-
prehensivesystemwould provideatheory referring not only to human action
as it is under the conditions and circumstances given in the real world in
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which manlivesand acts. It would deal no lesswith hypothetical acting such
aswould take place under the unrealizable conditions of imaginary worlds.

But the end of science isto know reality. It is not mental gymnastics or
alogica pastime. Therefore praxeology restrictsitsinquiriesto the study of
acting under those conditionsand presuppositionswhich aregiveninreality.
It studies acting under unredized and unredlizable conditions only from two
points of view. It deals with states of affairs which, adthough not redl in the
present and past world, could possibly becomered at some future date. And it
examines unreal and unredlizable conditionsif such aninquiry is needed for a
satisfactory grasp of what isgoing on under the conditions present in redlity.

However, this reference to experience does not impair the aprioristic
character of praxeology and economics. Experience merely directs our
curiosity toward certain problems and divertsit from other problems. It tells
us what we should explore, but it does not tell us how we could proceed in
our search for knowledge. Moreover, it isnot experience but thinking alone
which teaches us that, and in what instances, it is necessary to investigate
unrealizable hypothetical conditions in order to conceive what is going on
in the real world.

Thedisutility of labor isnot of acategoria and aprioristic character. We
can without contradiction think of aworld in which labor does not cause
uneasiness, and we can depict thestate of affairsprevailingin such aworl d.2
But the real world is conditioned by the disutility of labor. Only theorems
based on the assumption that labor is a source of uneasiness are applicable
for the comprehension of what is going on in thisworld.

Experience teaches that there is disutility of labor. But it does not teach
it directly. There is no phenomenon that introduces itself as disutility of
labor. Thereareonly dataof experiencewhich areinterpreted, ontheground
of aprioristic knowledge, to mean that men consider leisure—i.e., the
absence of labor—other things being equal, as a more desirable condition
than the expenditure of labor. We see that men renounce advantages which
they could get by working more—that is, that they are ready to make sacrifices
for the attainment of leisure. We infer from this fact that leisureisvalued asa
good and thet labor is regarded as a burden. But for previous praxeologica
insight, we would never be in a position to reach this conclusion.

A theory of indirect exchange and al further theories built upon it —as
the theory of circulation credit—are applicable only to the interpretation of
eventswithin aworld in which indirect exchangeis practiced. In aworld of

23. See below, pp. 131-133.
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barter trade only it would be mere intellectua play. It is unlikely that the
economists of such aworld, if economic science could have emerged at all
in it, would have given any thought to the problems of indirect exchange,
money, and all the rest. In our actual world, however, such studies are an
essential part of economic theory.

Thefact that praxeology, infixing itseye on the comprehension of reality,
concentrates upon the investigation of those problems which are useful for
this, does not alter the aprioristic character of itsreasoning. But it marksthe
way in which economics, up to now the only elaborated part of praxeology,
presents the results of its endeavors.

Economics does not follow the procedure of logic and mathematics. It
does not present an integrated system of pure aprioristic ratiocination
severed from any reference to reality. In introducing assumptions into its
reasoning, it satisfiesitself that the treatment of the assumptions concerned
can render useful services for the comprehension of reality. It does not
strictly separate in its treatises and monographs pure science from the
application of itstheoremsto the solution of concrete historical and political
problems. It adopts for the organized presentation of its results a form in
which aprioristic theory and the interpretation of historical phenomena are
intertwined.

It isobvious that this mode of procedure is enjoined upon economics by
the very nature and essence of its subject matter. It has given proof of its
expediency. However, one must not overlook the fact that the manipulation
of thissingular and logically somewhat strange procedure requires caution
and subtlety, and that uncritical and superficial minds have again and again
been led astray by carel ess confusion of the two epistemol ogically different
methodsimplied.

There are no such things as a historical method of economics or a
discipline of ingtitutional economics. There is economics and there is
economic history. The two must never be confused. All theorems of eco-
nomics are necessarily valid in every instance in which all the assumptions
presupposed are given. Of course, they have no practical significance in
situations where these conditions are not present. The theoremsreferring to
indirect exchange are not applicable to conditionswhere thereisno indirect
exchange. But this does not impair their validi'[y.24

The issue has been obfuscated by the endeavors of governments and

24. Cf. F.H. Knight, The Ethics of Competition and Other Essays (New Y ork,
1935), p. 139.
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powerful pressure groups to disparage economics and to defame the econ-
omists. Despotsand democratic majoritiesaredrunk with power. They must
reluctantly admit that they are subject to the laws of nature. But they reject
thevery notion of economiclaw. Arethey not the supremelegisiators?Don’'t
they have the power to crush every opponent? No war lord is prone to
acknowledgeany limitsother than thoseimposed on him by asuperior armed
force. Servile scribblers are always ready to foster such complacency by
expounding the appropriate doctrines. They call their garbled presumptions
“historical economics.” Infact, economic history isalong record of govern-
ment policies that failed because they were designed with a bold disregard
for the laws of economics.

Itisimpossibleto understand the history of economic thought if one does
not pay attention to the fact that economics as such is a chalenge to the
conceit of thosein power. An economist can never be afavorite of autocrats
and demagogues. With them heis always the mischief-maker, and the more
they areinwardly convinced that his objections are well founded, the more
they hate him.

Inthefaceof all thisfrenzied agitation it isexpedient to establish the fact
that the starting point of al praxeological and economic reasoning, the
category of human action, is proof against any criticismsand objections. No
appeal to any historical or empirical considerations whatever can discover
any faultinthe proposition that men purposefully aim at certain chosen ends.
No talk about irrationality, the unfathomable depths of the human soul, the
spontaneity of the phenomena of life, automatisms, reflexes, and tropisms,
can invalidate the statement that man makes use of his reason for the
realization of wishes and desires. From the unshakable foundation of the
category of human action praxeology and economics proceed step by step
by means of discursive reasoning. Precisely defining assumptions and
conditions, they construct a system of concepts and draw all the inferences
implied by logically unassailable ratiocination. With regard to the results
thus obtained only two attitudes are possible; either one can unmask logical
errors in the chain of the deductions which produced these results, or one
must acknowledge their correctness and validity.

Itisvainto object that life and reality are not logical. Life and redlity are
neither logical nor illogical; they are simply given. But logicisthe only tool
available to man for the comprehension of both. It isvain to object that life
and history are inscrutable and ineffable and that human reason can never
penetrate to their inner core. The critics contradict themselves in uttering
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words about the ineffable and expounding theories—of course, spurious
theories—about the unfathomable. There are many things beyond the reach of
the human mind. But as far as man is able to attain any knowledge, however
limited, he can use only one avenue of approach, that opened by reason.

No lessillusory are the endeavors to play off understanding against the
theorems of economics. The domain of historical understanding is exclu-
sively the elucidation of those problemswhich cannot be entirely elucidated
by the nonhistorical sciences. Understanding must never contradict the
theories developed by the nonhistorical sciences. Understanding can never
do anything but, on the one hand, establish the fact that people were
motivated by certainideas, aimed at certain ends, and applied certain means
for the attainment of these ends, and, on the other hand, assign to the various
historical factors their relevance so far as this cannot be achieved by the
nonhistorical sciences. Understanding does not entitle the modern historian
to assert that exorcism ever was an appropriate means to cure sick cows.
Neither doesit permit him to maintain that an economic law was not valid
in ancient Rome or in the empire of the Incas.

Man is not infallible. He searches for truth—that is, for the most adequate
comprehension of redity asfar asthe structure of hismind and reason makesit
accessible to him. Man can never become omniscient. He can never be abso-
lutely certain that his inquiries were not mided and that what he considers as
certain truth isnot error. All that man can do isto submit all histheoriesagain
and again to the mogt critical reexamination. This means for the economist to
trace back dl theorems to their unquestionable and certain ultimate bas's, the
category of human action, and to test by the most careful scrutiny all assump-
tionsand inferences leading from this basisto the theorem under examination.
It cannot be contended that this procedure isa guarantee againgt error. But it is
undoubtedly the most effective method of avoiding error.

Praxeol ogy—and consequently economics too—is a deductive system.
It draws its strength from the starting point of its deductions, from the
category of action. No economic theorem can be considered sound that is
not solidly fastened upon this foundation by an irrefutable chain of reason-
ing. A statement proclaimed without such aconnectionisarbitrary andfloats
inmidair. Itisimpossibleto deal with aspecial segment of economicsif one
does not encase it in a complete system of action.

The empirical sciences start from singular events and proceed from the
unique and individual to the more universal. Their treatment is subject to
specialization. They can deal with segments without paying attention to the
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whole field. The economist must never be a specialist. In dealing with any
problem he must always fix his glance upon the whole system.

Historians often sinin thisrespect. They are ready to invent theorems ad
hoc. They sometimes fail to recognize that it isimpossible to abstract any
causal relations from the study of complex phenomena. Their pretension to
investigate reality without any reference to what they disparage as precon-
ceived ideasis vain. In fact they unwittingly apply popular doctrines long
since unmasked as fallacious and contradictory.

11. The Limitations on Praxeological Concepts

The praxeological categories and concepts are devised for the comprehen-
son of human action. They become sdf-contradictory and nonsensical if one
tries to apply them in dealing with conditions different from those of human
life. The naive anthropomorphism of primitive religions is unpaatable to the
philosophic mind. However, the endeavors of philosophersto define, by theuse
of praxeological concepts, the attributes of an absolute being, freefrom dl the
limitations and frailties of human existence, are no less questionable.

Scholastic philosophers and theol ogians and likewise Theistsand Deists
of the Age of Reason conceived an absolute and perfect being, unchange-
able, omnipotent, and omniscient, and yet planning and acting, aiming at
ends and employing means for the attainment of these ends. But action can
only beimputed to adiscontented being, and repeated action only to abeing
who lacksthe power to remove hisuneasiness once and for all at one stroke.
An acting being is discontented and therefore not almighty. If he were
contented, he would not act, and if he were amighty, he would have long
sinceradically removed hisdiscontent. For an all-powerful being thereisno
pressure to choose between various states of uneasiness; heisnot under the
necessity of acquiescing in the lesser evil. Omnipotence would mean the
power to achieve everything and to enjoy full satisfaction without being
restrained by any limitations. But thisisincompatible with the very concept
of action. For an almighty being the categories of ends and means do not
exist. Heis above al human comprehension, concepts, and understanding.
For the almighty being every “means’ renders unlimited services, he can
apply every “means’ for the attainment of any ends, he can achieve every
end without the employment of any means. It is beyond the faculties of the
human mind to think the concept of almightiness consistently toitsultimate
logical conseguences. The paradoxes are insoluble. Has the almighty being
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the power to achieve something which isimmuneto hislater interference?
If he has this power, then there are limits to his might and he is no longer
almighty; if helacksthispower, heisby virtueof thisfact alonenot almighty.

Are omnipotence and omniscience compatible? Omniscience presup-
posesthat all future happenings are aready unalterably determined. If there
is omniscience, omnipotence is inconceivable. Impotence to change any-
thing in the predetermined course of eventswould restrict the power of any
agent.

Action is a display of potency and control that are limited. It is a
manifestation of man who is restrained by the circumscribed powers of his
mind, the physiological nature of his body, the vicissitudes of his environ-
ment, and the scarcity of the external factors on which hiswelfare depends.
It isvain to refer to the imperfections and weaknesses of human life if one
aims at depicting something absolutely perfect. The very idea of absolute
perfectionisinevery way self-contradictory. Thestate of absoluteperfection
must be conceived as complete, final, and not exposed to any change.
Change could only impair its perfection and transform it into aless perfect
state; the mere possibility that a change can occur isincompatible with the
concept of absolute perfection. But the absence of change—i.e., perfect
immutability, rigidity and immobility—istantamount to the absence of life.
Life and perfection are incompatible, but so are death and perfection.

The living is not perfect because it is liable to change; the dead is not
perfect because it does not live.

The language of living and acting men can form comparatives and
superlatives in comparing degrees. But absolutenessis not adegree; itisa
limiting notion. The absolute is indeterminable, unthinkable and ineffable.
Itisachimerical conception. There are no such things as perfect happiness,
perfect men, eternal bliss. Every attempt to describe the conditions of aland
of Cockaigne, or the life off the Angels, resultsin paradoxes. Where there
are conditions, there are limitations and not perfection; there are endeavors
to conquer obstacles, there are frustration and discontent.

After the philosophers had abandoned the search for the absolute, the
utopianstook it up. They weave dreams about the perfect state. They do not
realize that the state, the socia apparatus of compulsion and coercion, isan
institution to cope with human imperfection and that its essential function
istoinflict punishment upon minoritiesin order to protect majorities against
the detrimental consequences of certain actions. With “perfect” men there
would not be any need for compulsion and coercion. But utopians do not
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pay heed to human nature and the inalterable conditions of human life.
Godwin thought that man might become immortal after the abolition of
private proper'[y.25 Charles Fourier babbled about the ocean containing
lemonade instead of salt water.2® Marx’ s economic system blithely ignored
the fact of the scarcity of material factors of production. Trotsky revealed
that in the proletarian paradise “the average human type will rise to the
heightsof an Aristotle, aGoethe, or aMarx. And abovethisridge new peaks
will rise.”2’

Nowadays the most popular chimeras are stabilization and security. We
will test these catchwords later.

25William Godwin, An Enquiry Concerning Political Justice and Its
Influence on General Virtue and Happiness (Dublin, 1793), I1, 393-403.

26. Charles Fourier, Théorie des quatre mouverments (Oeuvres complétes, 3d
ed. Paris, 1846), |, 43.

27. Leon Trotsky, Literature and Revolution, trans. by R. Strunsky (London,
1925), p. 256.



[11. ECONOMICSAND THE REVOLT AGAINST REASON

1. The Revolt Against Reason

T is true that some philosophers were ready to overrate the power of

human reason. They believed that man can discover by ratiocination the
final causes of cosmic events, the inherent ends the prime mover aimsat in
creating the universe and determining the course of its evolution. They
expatiated on the “ Absolute” asif it were their pocket watch. They did not
shrink from announcing eternal absol ute valuesand from establishing moral
codes unconditionally binding on al men.

Then there was the long line of utopian authors. They drafted schemes
for an earthly paradise in which pure reason alone should rule. They failed
to realize that what they called absolute reason and manifest truth was the
fancy of their own minds. They blithely arrogated to themselvesinfallibility
and often advocated intol erance, the violent oppression of all dissentersand
heretics. They aimed at dictatorship either for themselves or for men who
would accurately put their plansinto execution. Therewas, intheir opinion,
no other salvation for suffering mankind.

There was Hegel. He was a profound thinker and his writings are a
treasury of stimulating ideas. But he was laboring under the delusion that
Geist, the Absolute, revealed itself through hiswords. Therewasnothingin
the universe that was hidden to Hegel. It wasapity that hislanguage was so
ambiguous that it could be interpreted in various ways. The right-wing
Hegelians interpreted it as an endorsement of the Prussian system of auto-
cratic government and of the dogmas of the Prussian Church. The Left-wing
Hegeliansread out of it atheism, intransigent revolutionary radicalism, and
anarchistic doctrines.

TherewasAuguste Comte. Heknew precisely what thefuture hadin store
for mankind. And, of course, he considered himself asthe supremelegisla
tor. For example, he regarded certain astronomical studies as useless and
wanted to prohibit them. He planned to substitute a new religion for
Christianity, and selected a lady who in this new church was destined to
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replace the Virgin. Comte can be exculpated, as he was insane in the full
sense which pathology attaches to thisterm. But what about his followers?

Many more facts of this kind could be mentioned. But they are no
argument against reason, rationalism, and rationality. These dreams have
nothing at all to do with the question of whether or not reason is the right
and only instrument available for man in his endeavors to attain as much
knowledge asisaccessibleto him. The honest and conscientious truth-seek-
ers have never pretended that reason and scientific research can answer all
questions. They werefully aware of thelimitationsimposed upon the human
mind. They cannot be taxed with responsibility for the crudities of the
philosophy of Haeckel and the simplism of the various materialist schools.

Therationalist philosophersthemsel veswerealwaysintent upon showing
the boundarieshboth of aprioristictheory and of empirical research.! Thefirst
representative of British political economy, David Hume, the Utilitarians,
and the American Pragmatistsare certainly not guilty of having exaggerated the
power of mantoattaintruth. It would bemorejustifiableto blamethe phil osophy
of thelast two hundred yearsfor too much agnosticism and skepticism than for
overconfidence in what could be achieved by the human mind.

The revolt against reason, the characteristic mental attitude of our age,
was not caused by alack of modesty, caution, and self-examination on the
part of the philosophers. Neither was it due to failures in the evolution of
modern natural science. The amazing achievements of technology and
therapeutics speak a language which nobody can ignore. It is hopeless to
attack modern science, whether from the angle of intuitionism and mysticism,
or from any other point of view. The revolt against reason was directed against
another target. It did not amat the natura sciences, but & economics. Theattack
against the natural sciences was only the logically necessary outcome of the
attack againgt economics. It wasimpermissible to dethrone reason in onefidd
only and not to question it in other branches of knowledge also.

The great upheaval was born out of the historical situation existing in the
middle of the nineteenth century. The economists had entirely demolished
the fantastic delusions of the socialist utopiaSns. The deficiencies of the
classical system prevented them from comprehending why every socialist
plan must be unrealizable; but they knew enough to demonstrate the futility
of al socialist schemesproduced uptotheir time. Thecommunist ideaswere
donefor. The socialists were absol utely unable to raise any objection to the

1. Cf., forinstance, Louis Rougier, Les Paral ogismes du rationalisme (Paris,
1920).
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devastating criticism of their schemes and to advance any argument in their
favor. It seemed asif socialism was dead forever.

Only one way could lead the socialists out of thisimpasse. They could
attack logic and reason and substitute mystical intuition for ratiocination. It
was the historical role of Karl Marx to propose this solution. On the basis
of Hegel’s dialectic mysticism, he blithely arrogated to himself the ability
to predict the future. Hegel pretended to know that Geist, in creating the
universe, wanted to bring about the Prussian monarchy of Frederick William
I11. But Marx wasbetter informed about Geist’ splans. Heknew that thefinal
cause of historical evolution was the establishment of the socialist millen-
nium. Socialismisbound to come*with theinexorahility of alaw of nature.”
And as, according to Hegel, every later stage of history isahigher and better
stage, there cannot be any doubt that socialism, the final and ultimate stage
of mankind's evolution, will be perfect from any point of view. It is
consequently useless to discuss the details of the operation of a socialist
commonwealth. History, in due time, will arrange everything for the best.
It does not need the advice of mortal men.

There was still the main obstacle to overcome: the devastating criticism
of the economists. Marx had a solution at hand. Human reason, he asserted,
is congtitutionally unfitted to find truth. The logical structure of mind is
different with various socia classes. Thereisno such thing asauniversally
valid logic. What mind produces can never be anything but “ideology,” that
is, inthe Marxian terminology, a set of ideas disguising the selfish interests
of the thinker's own socia class. Hence, the “bourgecis’ mind of the
economists is utterly incapable of producing more than an apology for
capitalism. Theteachingsof “bourgeois’ science, an offshoot of “bourgeois’
logic, are of no avail for the proletarians, the rising class destined to abolish
all classes and to convert the earth into a Garden of Eden.

But, of course, thelogic of the proletariansis not merely aclasslogic. “The
ideas of proletarian logic are not party ideas, but emanations of logic pure and
simple."2 Moreover, by virtue of a specid privilege, the logic of certain elect
bourgeoisisnot tainted with the origina sin of being bourgeois. Karl Marx, the
son of awd|-to-do lawyer, married to the daughter of a Prussan noble, and his
collaborator Frederick Engds, awedthy textile manufacturer, never doubted
that they themsalves were above the law and, notwithstanding their bourgeois
background, were endowed with the power to discover absolute truth.

2. Cf. Joseph Dietzgen Briefe Uber Logik, speziell demokratisch-proletarische
Logik (2nd ed. Stuttgart, 1903), p. 112.
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It isthe task of history to describe the historical conditions which made
such a crude doctrine popular. Economics has another task. It must analyze
both Marxian polylogism and the other brands of polylogism formed after
its pattern, and expose their fallacies and contradictions.

2. The Logica Aspect of Polylogism

Marxian polylogism asserts that the logical structure of the mind is
different with the members of various social classes. Racial polylogism
differsfrom Marxian polylogism only in so far asit ascribesto each race a
peculiar logical structure of mind and maintains that al members of a
definiterace, no matter what their classaffiliation may be, are endowed with
this peculiar logica structure.

Thereisno need to enter here into acritique of the concepts social classand
race as applied by these doctrines. It isnot necessary to ask the Marxianswhen
and how a proletarian who succeeds in joining the ranks of the bourgeoisie
changes his proletarian mind into a bourgeoismind. It is superfluousto ask the
racists to explain what kind of logic is peculiar to people who are not of pure
racial stock. There are much more serious objections to be raised.

Neither the Marxians nor the racists nor the supportersof any other brand of
polylogism ever went further than to declare that the logical structure of mind
is different with various casses, races, or nations. They never ventured to
demonstrate precisely in what thelogic of the proletariansdiffersfrom thelogic
of the bourgeais, or inwhat thelogic of the Aryansdiffersfrom the logic of the
non-Aryans, or the logic of the Germans from the logic of the French or the
British. In the eyes of the Marxiansthe Ricardian theory of comparativecostis
spurious because Ricardo was a bourgeois. The German racists condemn the
same theory because Ricardo was a Jew, and the German nationalists because
he was an Englishman. Some German professors advanced dl these three
arguments together againgt the validity of Ricardo’'s teachings. However, it is
not enough to regject a theory wholesale by unmasking the background of its
author. What iswanted isfirgt to expound a system of logic different from that
applied by the criticized author. Then it would be necessary to examine the
contested theory point by point and to show where in its reasoning inferences
are made which—although correct from the point of view of its author's
logic—areinvalid from the point of view of the proletarian, Aryan, or German
logic. And finally. it should be explained what kind of conclusionsthe replace-
ment of the author’ s viciousinferences by the correct inferences of the critic’'s
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own logic must lead to. Aseverybody knows, this never has been and never
can be attempted by anybody.

Then thereisthefact that thereis disagreement concerning essentid problems
among people belonging to the same class, race, or nation. Unfortunately there
are, say the Nazis, Germans who do not think in a correct german way. But if a
German does not dways necessarily think as he should, but may think in the
manner of a man equipped with a non-German logic, who is to decide which
German' sideasare truly German and which un-German? Saysthe late Professor
Franz Oppenhe mer; “ Theindividual errsofteninlooking after hisinteress aclass
never errsinthelong run.” Thiswould suggest theinfalibility of amgjority vote.
However, the Nazisrejected decis on by mgjority vote as manifestly un-German.
The Marxians pay lip sarvice to the democratic principle of mgority vote But
whenever it comesto atest they favor minority rule, provided it istheruleof their
own party. Let us remember how Lenin dispersed by force the Condtituent
Asmbly dected, under the auspices of hisown government, by adult franchise,
because only about one-fifth of its members were Bolshevik.

A condstent supporter of polylogism would have to maintain that idess are
correct because their author is a member of the right class, nation, or race. But
congstency is not one of their virtues. Thus the Marxians are prepared to assign
the epithet “ proletarian thinker” to everybody whose doctrines they approve. All
theothersthey digparage either asfoes of their classor associd traitors. Hitler was
even frank enough to admit thet the only method available for him to sift the true
Germans from the mongrels and the dliens wasto enunciate agenuinely German
programand to seewhowereready to support it.> A dark-haired manwhosebodily
features by no means fitted the prototype of the fair-haired Aryan magter race,
arrogated to himself the gift of discovering the only doctrine adequate to the
German mind and of expdling from the ranks of the Germans dl those who did
not accept this doctrine whatever their bodily characterigtics might be. No further
proof is needed of theingncerity of thewhole doctrine.

3. The Praxeological Aspect of Polylogism

An ideology in the Marxian sense of this term is a doctrine which,
athough erroneous from the point of view of the correct logic of the

3. Cf. Franz Oppenheimer, System der Soziologie (Jena, 1926), 11. 559.

4. 1t must be emphasized that the case for democracy is not based on the
assumption that majorities are alwaysright, still lessthat they areinfallible. Cf.
below, pp. 149-151.

5. Cf. his speech on the Party Convention in Nuremberg, September 3, 1933
(Frankfurter Zeitung, September 4, 1933, p. 2).
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proletarians, is beneficial to the selfish interests of the class which has
developed it. Anideology isobjectively vicious, but it furthersthe interests
of thethinker’ sclass precisely onaccount of itsviciousness. Many Marxians
believethat they have proved thistenet by stressing the point that people do
not thirst for knowledge only for its own sake. The aim of the scientist isto
pave the way for successful action. Theories are always developed with a
view to practical application. There are no such things as pure science and
the disinterested search for truth.

For the sake of argument we may admit that every effort to attain truthis
motivated by considerations of its practical utilization for the attainment of
someend. But this does not answer the question why an “ideological”—i..e.,
afalse—theory should render better servicethan acorrect one. The fact that
the practical application of atheory resultsin the outcome predicted on the
basis of this theory is universally considered a confirmation of its correct-
ness. Itisparadoxical to assert that avicioustheory isfrom any point of view
more useful than a correct one.

Men use firearms. In order to improve these weapons they developed the
science of balistics. But, of course, precisaly because they were esger to hunt
game and to kill one another, a correct baligics. A merely “ideological”
balligtics would not have been of any use.

For theMarxianstheview that scientistslabor for knowledgealoneisnothing
but an “arrogant pretense’ of the scientists. Thusthey declarethat Maxwell was
ledto histheory of € ectromagneticwavesby thecraving of businessfor wireless
tel egraphs6 Itisof norelevancefor the problem of ideology whether thisistrue
or not. The question is whether the aleged fact that nineteenth-century indus-
tridism considered telegraphy without wires “the philosopher’ s stone and the
elixir of youth” ! impdled Maxwell to formulate a correct theory or anideolog-
ica superstructure of the selfish dass interests of the bourgeoisie. Thereisno
doubt that bacteriological research wasingigated not only by the desireto fight
contagiousdiseases, but al so by thedesire of the producersof wineand of cheese
to improve their methods of production. But the result obtained was certainly
not “ideologica” in the Marxian sense.

What induced Marx to invent hisideology-doctrine was the wish to sap
the prestige of economics. Hewasfully aware of hisimpotenceto refute the
objections raised by the economists to the practicability of the socialist

6. Cf. Lancelot Hogben, Science for the Citizen (New York, 1938), pp.
726-728.
7. Ibid., p. 726.
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schemes. In fact he was so fascinated by the theoretical system of British
classical economicsthat he firmly believed in its impregnability. He either
never learned about the doubtsthat the classical theory of valueraisedinthe
minds of judicious scholars, or, if he ever heard of them, he did not
comprehend their weight. His own economic ideas are hardly more than a
garbled version of Ricardianism. When Jevons and Menger inaugurated a
new eraof economic thought, his career as an author of economic writings
had already come to an end; The first volume of Das Kapital had already
been published severa years previously. Marx’s only reaction to the mar-
gina theory of value was that he postponed the publication of the later
volumes of hismain treatise. They were made accessible to the public only
after his death.

In devel oping theideol ogy-doctrine Marx exclusively aimsat economics
andthesocial philosophy of Utilitarianism. Hisonly intention wasto destroy
the reputation of economic teachings which he was unable to refute by
means of logic and ratiocination. He gave to his doctrine the form of a
universal law valid for the whole historical age of social classes because a
statement which is applicable only to one individua historical event could
not be considered asalaw. For the samereasonshedid not restrictitsvalidity
to economic thought only, but included every branch of knowledge.

The service which bourgeois economics rendered to the bourgeoisie was
in Marx’s eyes twofold. It aided them first in their fight against feudalism
and roya despotism and then later again in their fight against the rising
proletarian class. It provided arational and moral justification for capitalist
exploitation. It was, if wewant to useanotion devel oped after Marx’ sdeath,
a rationalization of the claims of the capitalists.8 The capitdists, in their
subconsciousness ashamed of the mean greed motivating their own conduct
and anxious to avoid social disapproval, encouraged their sycophants, the
economists, to proclaim doctrines which could rehabilitate them in public
opinion.

Now, recourse to the notion of rationalization provides a psychological
description of the incentives which impelled a man or a group of men to
formulate a theorem or a whole theory. But it does not predicate anything
about the validity or invalidity of the theory advanced. If it is proved that

8. Although the term rationalization is new, the thing itself was known long
ago; Cr., for instance, the words of Benjamin Franklin: “ So convenient athing
it isto be areasonable creature, since it enables one to find or make areason

for every thing one hasamind to do.” (Autobiography, ed. New Y ork, 1944, p.
41))
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the theory concerned is untenable, the notion of rationalization is a psycho-
logical interpretation of the causes which made their authorsliableto error.
But if we are not in a position to find any fault in the theory advanced, no
appeal to the concept of rationalization can possibly explodeits validity. If
it weretruethat theeconomistshad intheir subconsciousnessno design other
than that of justifying theunfair claimsof the capitalists, their theories could
nevertheless be quite correct. Their is no means to expose a faulty theory
other thantorefuteit by discursivereasoning and to substitute abetter theory
for it. In dealing with the theorem of Pythagoras or with the theory of
comparative cost, we are not interested in the psychological factors that
impelled Pythagoras and Ricardo to construct these theorems, although
these things may be important for the historian and the biographer. For
sciencetheonly relevant questioniswhether or not these theorems can stand
the test of rational examination. The socia or racial background of their
authors is beside the point.

It is afact that people in the pursuit of their selfish interests try to use
doctrines more or less universally accepted by public opinion. Moreover,
they areeager toinvent and to propagate doctrineswhich they could possibly
use for furthering their own interests. But this does not explain why such
doctrines, favoring the interests of a minority and contrary to the interests
of therest of the people, are endorsed by public opinion. No matter whether
such “ideological” doctrines are the product of a “false consciousness,”
forcing a man to think unwittingly in a manner that serves the interests of
his class, or whether they are the product of apurposeful distortion of truth,
they must encounter theideol ogies of other classesand try to supplant them.
Then a rivalry between antagonistic ideologies emerges. The Marxians
explainvictory and defeat in such conflictsasan outcome of theinterference
of historical providence. Geist, the mythical prime mover, operates accord-
ing to adefinite plan. He leads mankind through various preliminary stages
to thefinal bliss of socialism. Every stageisthe product of a certain state of
technology; all its other characteristics are the necessary ideological super-
structure of thistechnological state. Geist causes man to bring about in due
time the technological ideas adequate to the stage in which he lives, and to
realize them. All the rest is an outgrowth of the state of technology. The
hand-mill made feudal society; the steam-mill made capitalism.9 Human

9. "Le moulin a bras vous donnera la société avec le souzerain; le moulin a
vapeur, lasociété avec le capitalisteindustriel ." Marx, Misére dela philosophie
(Parisand Brussels, 1847), p. 100.
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will and reason play only an ancillary rolein these changes. Theinexorable
law of historical development forces men-independently of their wills-to
think and to behave according to the patterns corresponding to the material
basis of their age. Men fool themselves in believing that they are free to
choose between various ideas and between what they call truth and error.
They themselvesdo not think; itishistorical providencethat manifestsitself
in their thoughts.

Thisisapurely mystical doctrine. The only proof given inits support is
the recourse of Hegelian dialectics. Capitalistic private property isthe first
negation of individua private property. It begets, with the inexorability of
alaw of nature, its own negation, namely common ownership of the means
of production.10 However, amystical doctrine based on intuition does not
lose its mysticism by referring to another no less mystical doctrine. This
makeshift by no means answersthe question why athinker must necessarily
develop an ideology in accordance with the interests of his class. For the
sake of argument we may admit that man’ sthoughts must result in doctrines
beneficial tohisinterests. But areaman’ sinterestsnecessarily identical with
those of hiswhole class? Marx himself had to admit that the organization of
the proletarians into a class, and consequently into a political party, is
continually being upset again by the competition between the workers
themselves.!! It is an undeniable fact that there prevails an irreconcilable
conflict of interests between thoseworkerswho are employed at union wage
rates and those who remain unemployed because the enforcement of union
rates prevents the demand for and the supply of labor from finding the
appropriate price for meeting. It is no less true that the interests of the
workers of the comparatively overpopulated countries and those of the
comparatively underpopulated countries are antagonistic with regard to
migration barriers. The statement that the interests of all proletarians uni-
formly require the substitution of socialism for capitalism is an arbitrary
postulate of Marx and the other socialists. It cannot be proved by the mere
assertion that the socidist ideais the emanation of proletarian thought and
therefore certainly beneficial to theinterests of the proletariat as such.

A popular interpretetion of the vicissitudes of British foreign trade policies,
based ontheideasof Sismondi, Frederick List, Marx, and the German Historica
Schoal, runs this way: In the second part of the eighteenth century and in the
greater part of the nineteenth century the classinterests of the British bourgeoi-

10. Marx, Das Kapital (7th ed. Hamburg, 1914), |, 728-729.
11. The Communist Manifesto, I.
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sierequired afree trade policy. Therefore British political economy elabo-
rated afreetrade doctrine, and the British manufacturersorganized apopul ar
movement which finally succeeded in abolishing protective tariffs. Then
later conditions changed. The British bourgeoisie could no longer stand the
competition of foreign manufacturing and badly needed protective tariffs.
Consequently the economists substituted a theory of protection for the
antiquated free trade ideology, and Great Britain returned to protectionism.

Thefirst error in this interpretation is that it cons ders the “ bourgeoi-
sie” as a homogeneous class composed of members whose interests are
identical. A businessman is always under the necessity of adjusting the
conduct of his business to the ingtitutional conditions of his country. In
the long run heis, in his capacity as entrepreneur and capitalist, neither
favored nor injured by tariffs or the absence of tariffs. He will turn to the
production of those commaodities which under the given state of affairs
he can most profitably produce. What may hurt or further his short-run
interests are only changes in the institutional setting. But such changes
do not affect the various branches of business and the various enterprises
in the same way and to the same extent. A measure that benefits one
branch or enterprise may be detrimental to other branchesor enterprises.
What counts for a businessman is only a limited nhumber of customs
items. And with regard to these items the interests of various branches
and firms are mostly antagonistic.

The interests of every branch or firm can be favored by all kinds of
privileges granted to it by the government. But if privileges are granted to
the same extent also to the other branches and firms, every businessman
loses—not only in his capacity asconsumer, but alsoin hiscapacity asbuyer
of raw material's, half-finished products, machinesand other equipment—on
the one hand as much as he profits on the other. Selfish group interests may
impel amanto ask for protection for hisown branch or firm. They can never
motivate him to ask for universal protection for al branches or firmsif he
is not sure to be protected to a greater extent than the other industries or
enterprises.

Neither were the British manufacturers from the point of view of their class
concerns more interested in the abolition of the Corn Laws than other British
citizens. The landowners were opposed to the repedl of these laws because a
lowering of the prices for agricultural products reduced the rent of land. A
specid dassinterest of the manufacturers can only be construed on the basis of
the long since discarded iron law of wages and the no less untenable doctrine
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that profits are an outcome of the exploitation of the workers.

Within a world organized on the basis of the division of labor, every
change must in one way or another affect the short-run interests of many
groups. It is therefore aways easy to expose every doctrine supporting an
ateration of existing conditions as an “ideological” disguise of the selfish
interests of a special group of people. The main occupation of many
present-day authorsis such unmasking. Marx did not invent this procedure.
It was known long before him. Its most curious manifestation was the
attempts of some eighteenth-century writersto explain religious creedsasa
fraudulent deception on the part of the priestseager to gain power and wealth
both for themselves and for their alies, the exploiters. The Marxians
endorsed this statement in labeling religion “opium for the masses.” 12 ¢
never occurred to the supporters of such teachings that where there are
selfish interests pro there must necessarily be selfish interests contratoo. It
isby no meansasatisfactory explanation of any event that it favored aspecial
class. The question to be answered is why the rest of the population whose
interests it injured did not succeed in frustrating the endeavors of those
favored by it.

Every firm and every branch of businessisin the short run interested in
increased sales of its products. In the long run, however, there prevails a
tendency toward an equalization of returns in the various branches of
production. If demand for the products of a branch increases and raises
profits, more capital flowsinto it and the competition of the new enterprises
cutsdown the profits. Returns are by no means higher in the sale of socially
detrimental articlesthaninthesaleof socially beneficial articles. If acertain
branch of business is outlawed and those engaged in it risk prosecution,
penalties, and imprisonment, gross profits must be high enough to compens-
ate for the risks involved. But this does not interfere with the height of net
returns.

Therich, the ownersof the aready operating plants, have no particular class
interest in the maintenance of free competition. They are opposed to confisca
tion and expropriation of their fortunes, but their vested interests are rather in
favor of measurespreventingnewcomersfrom challenging their position. Those
fighting for free enterprise and free competition do not defend the interests of

12. The meaning that contemporary Marxism attaches to this phrase, viz., that
thereligiousdrug hasbeen purposely administered to the people, may havebeen
the meaning of Marx too. But it was not implied in the passage in which—in

1843—Marx coined thisphrase. Df., R.P. Case, Religionin Russia (New Y ork,
1946), pp. 67-69.
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those rich today. They want a free hand left to unknown men who will be
the entrepreneurs of tomorrow and whose ingenuity will make the life of
coming generations more agreeable. They want the way |eft open to further
economic improvements. They are the spokesmen of material progress.

The nineteenth-century success of free trade ideas was effected by the
theoriesof classical economics. The prestige of theseideaswas so great that
those whose selfish classinterests they hurt could not hinder their endorse-
ments by public opinion and their realization by legislative measures. It is
ideas that make history, and not history that makes ideas.

It is useless to argue with mystics and seers. They base their assertions
on intuition and are not prepared to submit them to rational examination.
The Marxians pretend that what their inner voice proclaims is history’s
self-revelation. If other people do not hear this voice, it isonly a proof that
they are not chosen. It is insolence that those groping in darkness dare to
contradict the inspired ones. Decency should impel them to creep into a
corner and keep silent.

However, science cannot abstain from thinking althoughitisobviousthat
it will never succeed in convincing those who dispute the supremacy of
reason. Science must emphasize that the appeal to intuition cannot settlethe
question which of several antagonistic doctrinesis the right one and which
are wrong. It is an undeniable fact that Marxism is not the only doctrine
advanced in our time. There are other “ideologies’ besides Marxism. The
Marxians assert that the application of these other doctrines would hurt the
interests of the many. But the supporters of these doctrines say precisely the
same with regard to Marxism.

Of course, the Marxians consider a doctrine vicious if its author’s
background is not proletarian. But who is proletarian? Doctor Marx, the
manufacturer and “exploiter” Engels, and Lenin, the scion of the Russian
gentry, were certainly not of proletarian background. But Hitler and Mus-
solini were genuine proletarians and spent their youth in poverty. The
conflict of the Bolsheviks and the Mensheviks or that between Stalin and
Trotsky cannot be presented as class conflicts. They were conflicts between
various sects of fanatics who called one another traitors.

The essence of Marxian philosophy is this: We are right because we are
the spokesmen of the rising proletarian class. Discursive reasoning cannot
invalidate our teachings, for they are inspired by the supreme power that
determines the destiny of mankind. Our adversaries are wrong because they
lack the intuition that guides our minds. It is, of course, not their fault that
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on account of their class affiliation they are not equipped with the genuine
proletarian logic and are blinded by ideologies. The unfathomable decrees
of history that have elected us have doomed them. The future is ours.

4. Racial Polylogism

Marxian polylogism is an abortive makeshift to salvage the untenable
doctrines of socialism. Its attempt to substitute intuition for ratiocination
appeals to popular superstitions. But it is precisely this attitude that places
Marxian polylogism and its offshoot, the so-called “sociology of knowl-
edge,” in irreconcilable antagonism to science and reason.

Itisdifferent with the polylogism of theracists. Thisbrand of polylogism
isin agreement with fashionable, although mistaken, tendenciesin present-
day empiricism. It isan established fact that mankind isdivided into various
races. Theracesdifferinbodily features. Materialist philosophersassert that
thoughts are a secretion of the brain asbileisasecretion of the gall-bladder.
It would be inconsistent for them to reject beforehand the hypothesis that
the thought-secretion of the various races may differ in essential qualities.
Thefact that anatomy has not succeeded up to now in discovering anatom-
ica differences in the brain cells of various races cannot invalidate the
doctrine that the logical structure of mind is different with different races.
It does not exclude the assumption that later research may discover such
anatomical peculiarities.

Some ethnologiststell usthat it isamistake to speak of higher and lower
civilizationsand of an alleged backwardnessof alienraces. Thecivilizations
of variousraces are different from the Western civilization of the peoples of
Caucasian stock, but they are not inferior. Every race has its peculiar
mentality. It isfaulty to apply to the civilization of any of them yardsticks
abstracted from the achievements of other races. Westerners call the civili-
zation of China an arrested civilization and that of the inhabitants of New
Guineaprimitive barbarism. But the Chinese and the natives of New Guinea
despise our civilization no less than we despi se theirs. Such estimatesare
judgments of value and hence arbitrary. Those other races have adiffer-
ent structure of mind. Their civilizations are adequate to their mind as
our civilization is adequate to our mind. We are incapable of compre-
hending that what we call backwardness does not appear such to them.
Itis, from the point of view of their logic, a better method of coming to
a satisfactory arrangement with given natural conditions of life than is
our progressivism.
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These ethnologists are right in emphasizing that it is not the task of a
historian—and the ethnologist too is a historian—to express vaue judg-
ments. But they are utterly mistaken in contending that these other races
have been guided in their activities by motives other than those which haver
actuated the white race. The Asiatics and the Africans no less than the
peoples of European descent have been eager to struggle successfully for
survival and to use reason as the foremost weapon in these endeavors. They
have sought to get rid of the beasts of prey and of disease, to prevent famines
andtoraisetheproductivity of 1abor. There can beno doubt that inthe pursuit
of these aims they have been less successful than the whites. The proof is
that they are eager to profit from all achievements of the West. Those
ethnologistswould beright, if Mongols or Africans, tormented by a painful
disease, were to renounce the aid of a European doctor because their
mentality or their world view led them to believe that it is better to suffer
than to be relieved of pain. Mahatma Gandhi disavowed hiswhol e philoso-
phy when he entered a modern hospital to be treated for appendicitis.

The North American Indians lacked the ingenuity to invent the wheel.
The inhabitants of the Alps were not keen enough to construct skis which
would have rendered their hard life much more agreeable. Such shortcom-
ingswere not due to amentality different from those of the races which had
long since used wheelsand skis; they werefailures, even when judged from
the point of view of the Indians and the Alpine mountaineers.

However, these considerations refer only to the motives determining
concrete actions, not to the only relevant problem of whether or not there
exists between various races adifferencein thelogical structure of mind. It
isprecisely thisthat the racists assert.

We may refer to what has been said in the preceding chapters about the
fundamental issues of the logical structure of mind and the categorial
principles of thought and action. Some additional observationswill suffice
to give the finishing stroke to racial polylogism and to any other brand of
polylogism.

The categories of human thought and action are neither arbitrary products of
the human mind nor conventions. They are not outside of the universe and of
the course of cosmic events. They are biological facts and have a definite
functioninlifeand redlity. They areinstrumentsin man’sstrugglefor existence
and in his endeavors to adjust himsdf as much as possible to the rea state of
the universe and to remove uneasiness as much asit isin his power to do so.

13.Cf. L.G. Tirala, Rasse, Geist und Seele (Munich, 1935), pp. 190 ff.
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They are therefore appropriate to the structure of the external world and
reflect properties of theworld and of reality. They work, and arein thissense
true and valid.

It is consequently incorrect to assert that aprioristic insight and pure
reasoning do not convey any information about reality and the structure of
theuniverse. Thefundamental logical relationsand the categoriesof thought
and action are the ultimate source of al human knowledge. They are
adequate to the structure of reality, they revea this structure to the human
mind and, in this sense, they are for man basic ontological facts.** We do
not know what a superhuman intellect may think and comprehend. For man
every cognition is conditioned by the logical structure of his mind and
implied in this structure. It is precisely the satisfactory results of the
empirical sciences and their practical application that evidence this truth.
Within the orbit in which human action is able to attain ends aimed at there
isno room left for agnosticism.

If there had been races which had developed a different logical structure
of the mind, they would have failed in the use of reason as an aid in the
strugglefor existence. Theonly meansfor survival that could have protected
them against extermination would have been their instinctive reactions.
Natural selection would have eliminated those specimens of such races that
tried to employ reasoning for the direction of their behavior. Thoseindivid-
uals alone would have survived that relied upon instincts only. This means
that only those would have had a chance to survive that did not rise above
the mental level of animals.

The scholars of the West have amassed an enormous amount of materid
concerning the high civilizations of Chinaand Indiaand the primitive civiliza-
tions of the Adatic, American, Augtraian, and African aborigines. It issafeto
say that all that isworth knowing about the ideas of these races is known. But
never has any supporter of polylogism tried to use these data for a description
of the alegedly different logic of these peoplesand civilizations.

5. Polylogism and Understanding

Some supporters of the tenets of Marxism and racism interpret the
epistemological teachings of their partiesin apeculiar way. They are ready
to admit that the logical structure of mind is uniform for all races, nations,
and classes. Marxism or racism, they assert, never intended to deny this

14. Cf. MorrisR. Cohen, Reason and Nature (New Y ork, 1931), pp. 202-205;
A Prefaceto Logi (New York, 1944), pp. 42-44, 54-56, 92, 180-187.
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undeniable fact. What they really wanted to say was that historical under-
standing, aesthetic empathy, and value judgments are conditioned by a
man’ sbackground. It isobviousthat thisinterpretation cannot be supported
on the basis of the writings of the champions of polylogism. However, it
must be analyzed as a doctrine of its own.

There is no need to emphasize again that a man’s value judgments and
his choice of ends reflect hisinborn bodily features and all the vicissitudes
of hislife® Butitisafar cry from the acknowledgment of this fact to the
belief that racial inheritance or class affiliation ultimately determines judg-
ments of value and the choice of ends. The fundamental discrepanciesin
world view and patterns of behavior do not correspondto differencesinrace,
nationality, or class affiliation.

There is hardly any greater divergence in value judgments than that
between ascetics and those eager to enjoy life lightheartedly. An unbridge-
able gulf separates devout monks and nuns from the rest of mankind. But
there have been people dedicated to the monkish ideals among all races,
nations, classes, and castes. Some of them were sons and daughters of kings
and wealthy noblemen, others were beggars. St. Francis, Santa Clara, and
their ardent followers were natives of Itay, whose other inhabitants cannot be
described asweary of temporal things. Puritanismwas Anglo-Saxon, but sowas
the lasciviousness of the British under the Tudors, the Stuarts, and the
Hanoverians. Thenineteenth century’ soutstanding champion of asceticismwas
Count Leo Tolstoy, a weadlthy member of the profligate Russian aristocracy.
Tolstoy saw the pith of the philosophy he attacked embodied in Beethoven's
Kreutzer Sonata, a magterpiece of the son of extremey poor parents.

It is the same with aesthetic values. All races and nations have had both
classic and romantic art. With all their ardent propagandathe Marxianshave
not succeeded in bringing about a specifically proletarian art or literature.
The “proletarian” writers, painters, and musicians have not created new
styles and have not established new aesthetic values. What characterizes
them is solely their tendency to call everything they detest “ bourgeois’ and
everything they like “ proletarian.”

Historical understanding both of the historian and of the acting man
always reflects the persondlity of its author.® But if the historian and the
politician areimbued with the desirefor truth, they will never let themselves
be deluded by party bias, provided they are efficient and not inept. It is

15. Cf. above, pp. 46-47.
16. Cf. above, pp. 57-58.
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immaterial whether a historian or a politician considers the interference of
a certain factor beneficial or detrimental. He cannot derive any advantage
from underrating or overrating the relevance of one of the operating factors.
Only clumsy would-be historians believe that they can serve their cause by
distortion.

Thisis no less true of the statesman’s understanding. What use could a
champion of Protestantism derive from misunderstanding the tremendous
power and prestige of Catholicism, or aliberal from misunderstanding the
relevance of socialist ideas? In order to succeed a politician must seethings
asthey are; whoever indulges in wishful thinking will certainly fail. Judg-
ments of relevance differ from judgments of value in that they aim at the
appraisal of a state of affairs not dependent on the author’s arbitrariness.
They are colored by their author’s personality and can therefore never be
unanimously agreed upon by all people. But here again we must raise the
question: What advantage could arace or classderivefrom an “ideological”
distortion of understanding?

As has already been pointed out, the serious discrepanciesto befound in
historical studiesare an outcome of differencesin thefield of the nonhistor-
ical sciences and not in various modes of understanding.

Today many historians and writers are imbued with the Marxian
dogma that the realization of the socialist plans is both unavoidable and
the supreme good, and that the labor movement is entrusted with the
historical mission of accomplishing this task by a violent overthrow of
the capitalistic system. Starting from this tenet, they take it as a matter
of course that the parties of the “Left,” the elect, in the pursuit of their
policies, should resort to acts of violence and to murder. A revolution
cannot be consummated by peaceful methods. It is not worthwhile to
dwell upon such trifles as the butchering of the four daughters of the last
Tsar, of Leon Trotsky, of tens of thousands of Russian bourgeois and so
on. “You can’t make an omelet without breaking eggs’; why explicitly
mention the eggs broken? But, of course, it is different if one of those
assailed ventures to defend himself or even to strike back. Few only
mention the acts of sabotage, destruction, and violence committed by
strikers. But all authors enlarge upon the attempts of the companies to
protect their property and thelivesof their employeesand their customers
against such onslaughts.

Such discrepancies are due neither to judgments of value nor to differ-
ences in understanding. They are the outcome of antagonistic theories of
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economic and historical evolution. If thecoming of socialismisunavoidable
and can be achieved only by revolutionary methods, murders committed by
the “progressives’ are minor incidents of no significance. But the self-de-
fense and counterattacks of the“ reactionaries’ which can possibly delay the
final victory of socialismareof thegreatest importance. They areremarkable
events, while the revolutionary acts are smply routine.

6. The Case for Reason

Judiciousrationalists do not pretend that human reason can ever make
man omniscient. They are fully aware of the fact that, however knowl-
edge may increase, there will always remain things ultimately given and
not liable to any further elucidation. But, they say, as far as man is able
to attain cognition, he must rely upon reason. The ultimate given is the
irrational. The knowable is, as far as it is known already, necessarily
rational. There is neither an irrational mode of cognition nor a science of
irrationality.

With regard to unsolved problems, various hypotheses are permissible
provided they do not contradict logic and theuncontested dataof experience.
But these are hypotheses only.

We do not know what causes the inborn differences in human abilities.
Scienceisat alossto explain why Newton and Mozart werefull of creative
genius and why most people are not. But it is by all means an unsatisfactory
answer to say that a genius owes his greatness to his ancestry or to hisrace.
Thequestionis precisely why such aman differsfrom hisbrothersand from
the other members of hisrace.

Itisalittle bit less faulty to attribute the great achievements of the white
race to racial superiority. Y et thisis no more than vague hypothesis which
isat variance with thefact that the early foundations of civilizationwerelaid
by peoples of other races. We cannot know whether or not at a later date
other races will supplant Western civilization.

However, such ahypothesis must be appraised on its own merits. It must
not be condemned beforehand because the racists base on it their postulate
that thereisanirreconcilable conflict between variousracia groupsand that
the superior races must enslave theinferior ones. Ricardo’slaw of associa-
tion has long since discarded this mistaken interpretation of the inequality
of men.’ Itisnonsensical tofi ght theracial hypothesis by negating obvious
facts. Itisvainto deny that up to now certain races have contributed nothing

17. See below, pp. 158-163.
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or very little to the development of civilization and can, in this sense, be
called inferior.

If somebody were eager to distill at any cost a grain of truth out of the
Marxian teachings, he could say that emotionsinfluence aman’sreasoning
very much. Nobody ever ventured to deny this obvious fact, and Marxism
cannot be credited with its discovery. But it is without any significance for
epistemology. There are many sources both of successand of error. Itisthe
task of psychology to enumerate and to classify them.

Envy isawidespread frailty. It is certain that many intellectuals envy
the higher income of prosperous businessmen and that these feelings
drive them toward socialism. They believe that the authorities of a
socialist commonwealth would pay them higher salaries than those that
they earn under capitalism But to prove the existence of this envy does
not relieve science of the duty of making the most careful examination
of the socialist doctrines. Scientists are bound to deal with every doctrine
as if its supporters were inspired by nothing else than the thirst for
knowledge. The various brands of polylogism substitute for a purely
theoretical examination of opposite doctrines the unmasking of the
background and the motives of their authors. Such a procedure is in-
compatible with the first principles of ratiocination.

It isapoor makeshift to dispose of atheory by referring to its historical
background, to the “spirit” of its time, to the material conditions of the
country of itsorigin, and to any personal qualities of itsauthors. A theory is
subject to the tribunal of reason only. The yardstick to be applied is always
theyardstick of reason. A theory iseither correct or incorrect. It may happen
that the present state of our knowledge doesnot allow adecisionwith regard
to its correctness or incorrectness. But a theory can never be valid for a
bourgeois or an Americanif itisinvalid for a proletarian or a Chinese.

If theMarxiansandtheracist wereright, it would beimpossibleto explain
why those in power are anxious to suppress dissenting theories and to
persecute their supporters. The very fact that there are intolerant govern-
mentsand political partiesintent upon outlawing and exterminating dissent-
ers, isaproof of the excellence of reason. It is not a conclusive proof of a
doctrine's correctness that its adversaries use the police, the hangman, and
violent mobstofightit. But it isaproof of thefact that those taking recourse
to violent oppression arein their subconsciousness convinced of the unten-
ability of their own doctrines.

It isimpossible to demonstrate the validity of the a priori foundations of
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logic and praxeology without referring to these foundations themselves.
Reason is an ultimate given and cannot be analyzed or questioned by itself.
Thevery existence of human reasonisanonrational fact. Theonly statement
that can be predicated with regard to reason is that it is the mark that
distinguishes man from animals and has brought about everything that is
specifically human.

To those pretending that man would be happier if he were to renounce
the use of reason and try to let himself be guided by intuition and instincts
only, no other answer can be given than an analysis of the achievements of
human society. I n describing the genesisand working of socia cooperation,
economics provides al the information required for an ultimate decision
between reason and unreason. If man reconsiders freeing himself from the
supremacy of reason, he must know what he will have to forsake.



IV. AFIRST ANALY SISOF THE CATEGORY OF ACTION

1. Ends and Means

THE result sought by an action is called its end, goal, or aim. One uses
thesetermsin ordinary speech also to signify intermediate ends, goals,
or aims; these are points which acting man wants to attain only because he
believesthat he will reach his ultimate end, goal or aim in passing beyond
them. Strictly speaking theend, goal, or aim of any actionisalwaystherelief
from afelt uneasiness.

A meansiswhat servesto the attainment of any end, goal, or aim. Means
arenot inthe given universe; inthisuniversethereexist only things. A thing
becomes ameans when human reason plansto employ it for the attainment
of some end and human action really employsit for this purpose. Thinking
man sees the serviceableness of things, i.e., their ability to minister to his
ends, and acting man makes them means. It is of primary importance to
realize that parts of the external world become means only through the
operation of the human mind and its offshoot, human action. External
objectsare as such only phenomena of the physical universe and the subject
matter of the natural sciences. It is human meaning and action which
transform them into means. Praxeology does not deal with the external
world. but with man’s conduct with regard to it. Praxeological reality is not
the physical universe, but man’s conscious reaction to the given state of this
universe. Economicsis not about things and tangible material objects; it is
about men, their meaningsand actions. Goods, commodities, and wealth and
all the other notions of conduct are not elements of nature; they are elements
of human meaning and conduct. He who wants to deal with them must not
look at the external world; he must search for them in the meaning of acting
men.

Praxeology and economics do not deal with human meaning and action
asthey should be or would beif all menwereinspired by an absolutely valid
philosophy and equipped with a perfect knowledge of technology. For such
notions as absolute validity and omniscience there is no room in the frame
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of ascience whose subject matter iserring man. An end iseverything which
men aim at. A meansis everything which acting men consider as such.

It is the task of scientific technology and therapeutics to explode errors
in their respective fields. It is the task of economics to expose erroneous
doctrinesin thefield of social action. But if men do not follow the advice of
science, but cling to their fallacious prejudices, these errors are reality and
must be dealt with as such. Economists consider foreign exchange control
asinappropriate to attain the ends aimed at by those who take recoursetoit.
However, if public opinion does not abandon its delusions and governments
consequently resort to foreign exchange control, the course of events is
determined by this attitude. Present-day medicine considers the doctrine of
the therapeutic effects of mandrake as a fable. But as long as people took
this fable as truth, mandrake was an economic good and prices were paid
for itsacquisition. Indealing with priceseconomicsdoes not ask what things
are in the eyes of other people, but only what they are in the meaning of
thoseintent upon getting them. For it deal swithreal prices, paid and received
in real transactions, not with prices as they would be if men were different
from what they redlly are.

Means are necessarily always limited, i.e., scarce with regard to the
services for which man wants to use them. If this were not the case, there
would not be any action with regard to them. Where man is not restrained
by the insufficient quantity of things available, there is no need for any
action.

Itiscustomary to call the end the ultimate good and the means goods. In
applying thisterminology economists mainly used to think as technologists
and not as praxeologists. They differentiated between free goods and eco-
nomic goods. They called free goods those things which, being availablein
superfluous abundance, do not need to be economized. Such goods are,
however, not the object of any action. They aregeneral conditions of human
welfare; they are parts of the natural environment in which man lives and
acts. Only the economic goods are the substratum of action. They alone are
dealt with in economics.

Economic goods which in themselves are fitted to satisfy human wants
directly and whose servi cegbl eness does not depend on the cooperation of other
economic goods, are called consumers goodsor goods of thefirst order. Means
which can satisfy wants only indirectly when complemented by cooperation of
other goods are called producers goods or factors of production or goods of a
remoter or higher order. The services rendered by a producers' good consist
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in bringing about, by the cooperation of complementary producers goods,
aproduct. This product may be aconsumers’ good; it may be a producers
good which when combined with other producers' goodswill finally bring
about a consumers’ good. It is possible to think of the producers’ goods as
arranged in orders according to their proximity to the consumers' good for
whose production they can be used. Those producers good which are
nearest to the production of a consumers’ good are ranged in the second
order, and accordingly those which are used for the production of goods of
the second order in the third order and so on.

The purpose of such an arrangement of goods in ordersisto provide a
basis for the theory of value and prices of the factors of production. It will
be shown later how the val uation and the prices of thegoods of higher orders
are dependent on the valuation and the prices of the goods of lower orders
produced by their expenditure. The first and ultimate valuation of external
thingsrefersonly to consumers’ goods. All other thingsarevalued according
to the part they play in the production of consumers' goods.

It is therefore not necessary actually to arrange producers goods in
various orders from the second to the nth. It is no less superfluous to enter
into pedantic discussions of whether a concrete good hasto be called agood
of thelowest order or should rather be attributed to one of the higher orders.
Whether raw coffee beans or roast coffee beans or ground coffee or coffee
prepared for drinking or only coffee prepared and mixed with cream and
sugar are to be called a consumers' good ready for consumption is of no
importance. It is immaterial which manner of speech we adopt. For with
regard to the problem of valuation, al that we say about aconsumers' good
can be applied to any good of a higher order (except those of the highest
order) if we consider it as a product.

An economic good doesnot necessarily haveto beembodiedinatangible
thing. Nonmaterial economic goods are called services.

2. The Scale of Value

Acting man chooses between various opportunities offered for choice.
He prefers one alternative to others.

It is customary to say tha acting man has a scale of wants or valuesin his
mind when he arrangeshis actions. On the basisof such ascale he satisfieswhat
isof higher value, i.e,, hismore urgent wants, and leaves unsatisfied whet is of
lower vaue, i.e., what is aless urgent want. There is no objection to such a
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presentation of the state of affairs. However, one must not forget that the
scale of values or wants manifestsitself only in the reality of action. These
scales have no independent existence apart from the actual behavior of
individuals. The only source from which our knowledge concerning these
scalesisderivedisthe observation of aman’ sactions. Every actionisalways
in perfect agreement with the scale of values or wants because these scales
are nothing but an instrument for the interpretation of aman’s acting.

Ethical doctrines are intent upon establishing scales of value according
to which man should act but does not necessarily alwaysact. They claimfor
themselves the vocation of telling right from wrong and of advising man
concerning what he should aim at as the supreme good. They are normative
disciplinesaiming at the cognition of what ought to be. They are not neutral
with regardto facts; they judgethem from the point of view of freely adopted
standards.

Thisisnot theattitude of praxeol ogy and economics. They arefully aware
of thefact that the ultimate ends of human action arenot opento examination
from any absolute standard. Ultimate ends are ultimately given, they are
purely subjective, they differ with various people and with the same people
at various moments in their lives. Praxeology and economics deal with the
means for the attainment of ends chosen by the acting individuals. They do
not express any opinion with regard to such problems as whether or not
sybaritism is better than asceticism. They apply to the means only one
yardstick, viz., whether or not they are suitable to attain the ends at which
the acting individuals aim.

The notions of abnormality and perversity therefore have no place in
economics. It does not say that a man is perverse because he prefers the
disagreeable, thedetrimental, and the painful tothe agreeabl e, thebeneficial,
and the pleasant. It says only that he is different from other people; that he
likeswhat others detest; that he considers useful what others want to avoid;
that he takes pleasure in enduring pain which others avoid because it hurts
them. The polar notions normal and perverse can be used anthropol ogically
for the distinction between those who behave as most people do and
outsiders and atypical exceptions; they can be applied biologically for the
distinction between those whose behavior preserves the vita forces and
those whose behavior is self-destructive; they can be applied in an ethical
sense for the distinction between those who behave correctly and those who
act otherwise than they should. However, in the frame of a theoretical
science of human action, there is no room for such a distinction. Any
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examination of ultimate endsturnsout to be purely subjective and therefore
arbitrary.

Valueisthe importance that acting man attaches to ultimate ends. Only
to ultimate endsis primary and origina value assigned. Means are valued
derivatively according to their serviceablenessin contributing to the attain-
ment of ultimate ends. Their valuation is derived from the valuation of the
respective ends. They are important for man only as far as they make it
possible for him to attain some ends.

Vaueisnotintrinsic, it isnot in things. It is within us; it isthe way in
which man reacts to the conditions of his environment.

Neither isvaluein words and doctrines. It isreflected in human conduct.
It is not what a man or groups of men say about value that counts, but how
they act. The oratory of moralists and the pompousness of party programs
are significant as such. But they influence the course of human events only
asfar asthey really determine the actions of men.

3. The Scale of Needs

Notwithstanding al declarations to the contrary, the immense mgority of
men amfirg of dl a animprovement of thematerial conditions of well-being.
They want more and better food, better homesand clothes, and athousand other
amenities. They gtrive after abundance and health. Taking these goals asgiven,
applied physiology tries to determine what means are best suited to provide as
much sati faction as possible. It distinguishes, from thispoint of view, between
man's“real” needsandimaginary and spurious gppetites. It teaches people how
they should act and what they should aim at asa means.

The importance of such doctrinesis obvious. From his point of view the
physiologist is right in distinguishing between sensible action and action
contrary to purpose. Heisright in contrasting judicious methods of nourish-
ment from unwise methods. He may condemn certain modes of behavior as
absurd and opposed to “real” needs. However, such judgments are beside
the point for a science dealing with the reality of human action. Not what a
man should do, but what he does, counts for praxeology and economics.
Hygiene may beright or wrong in calling a cohol and nicotine poisons. But
economics must explain the prices of tobacco and liquor asthey are, not as
they would be under different conditions.

There is no room left in the field of economics for a scale of needs
different from the scale of values as reflected in man's actual behavior.
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Economics dealswith real man, weak and subject to error asheis, not with
ideal beings, omniscient and perfect as only gods could be.

4. Action as an Exchange

Action is an attempt to substitute a more satisfactory state of affairs for
a less satisfactory one. We call such a willfully induced alteration an
exchange. A less desirable condition is bartered for amore desirable. What
gratifies less is abandoned in order to attain something that pleases more.
That which is abandoned is called the price paid for the attainment of the
end sought. Thevalue of the price paid is called costs. Costsare equal to the
value attached to the satisfaction which one must forego in order to attain
theend aimed at.

The difference between the value of the price paid (the costs incurred)
and that of the goal attained iscalled gain or profit or net yield. Profitinthis
primary sense is purely subjective, it is an increase in the acting man’'s
happiness, it is a psychical phenomenon that can be neither measured nor
weighed. Thereis amore and aless in the removal of uneasiness felt; but
how much one satisfaction surpasses another one can only befelt; it cannot
be established and determined in an objective way. A judgment of value
doesnot measure, it arrangesin ascale of degrees, it grades. It isexpressive
of an order of preference and sequence, but not expressive of measure and
weight. Only the ordinal numbers can be applied to it, but not the cardinal
numbers.

It is vain to speak of any calculation of values. Calculation is possible
only with cardinal numbers. The difference between the valuation of two
states of affairs is entirely psychical and personal. It is not open to any
projection into the external world. It can be sensed only by the individual.
It cannot be communicated or imparted to any fellow man. Itisanintensive
magnitude.

Physiology and psychology have devel oped various methods by means
of which they pretend to have attained a substitute for the unfeasible
measurement of intensive magnitudes. There is no need for economics to
enter into an examination of these rather questionable makeshifts. Their
supporters themselves redlize that they are not applicable to value judg-
ments. But eveniif they were, they would not have any bearing on economic
problems. For economics deals with action as such, and not with the
psychical factsthat result in definite actions.

It happens again and again that an action does not attain the end sought.
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Sometimes the result, although inferior to the end aimed at, is still an
improvement when compared with the previous state of affairs; then there
isdtill aprofit, although asmaller one than that expected. But it can happen
that the action produces a state of affairs less desirable than the previous
state it was intended to alter. Then the difference between the valuation of
the result and the costs incurred is called loss.



V. TIME

1. Time asaPraxeological Factor

THE notion of change implies the notion of temporal sequence. A rigid,
eternally immutable universe would be out of time, but it would be
dead. The concepts of change and of time are inseparably linked together.
Action aimsat change and istherefore in the temporal order. Human reason
is even incapable of conceiving the ideas of timeless existence and of
timeless action.

He who acts distinguishes between the time before the action, the time
absorbed by the action, and the time after the action has been finished. He
cannot be neutral with regard to the lapse of time.

Logic and mathematics deal with an ideal system of thought. The rela-
tionsand implications of their system are coexistent and interdependent. We
may say as well that they are synchronous or that they are out of time. A
perfect mind could grasp them al in one thought. Man’s inability to
accomplish thismakesthinkingitself an action, proceeding step by stepfrom
the less satisfactory state of insufficient cognition to the more satisfactory
stateof better insight. But thetemporal order inwhich knowledgeisacquired
must not be confused with the logical simultaneity of all parts of an
aprioristic deductive system. Within such asystem the notions of anteriority
and consequence are metaphorical only. They do not refer to the system, but
toour action in grasping it. The system itself implies neither the category of
time nor that of causality. There is functiona correspondence between
elements, but thereis neither cause nor effect.

What distinguishes epistemologically the praxeological system from the
logical systemisprecisely that it impliesthe categories both of time and of
causality. The praxeological system too is aprioristic and deductive. As a
system it is out of time. But change is one of its elements. The notions of
sooner and later and of cause and effect areamong itsconstituents. Anterior-
ity and consequence are essential concepts of praxeol ogical reasoning. Soisthe
irreversibility of events. In theframe of the praxeological sysemany reference
tofunctional correspondenceisnolessmetaphorica and mideading thanisthe
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referenceto anteriority and consequencein theframe of thelogical wstem.1

2. Past, Present, and Future

Itisacting that providesman with thenotion of timeand makeshim aware
of theflux of time. Theidea of timeisapraxeological category.

Action is always directed toward the future; it is essentially and neces-
sarily always a planning and acting for a better future. Itsaim is always to
render future conditions more satisfactory than they would be without the
interference of action. The uneasiness that impelsaman to act is caused by
a dissatisfaction with expected future conditions as they would probably
develop if nothing were doneto alter them. In any case action can influence
only the future, never the present that with every infinitesimal fraction of a
second sinks down into the past. Man becomes conscious of time when he
plans to convert a less satisfactory present state into a more satisfactory
future state.

For contemplative meditation time is merely duration, “la durée pure,
dont I écoulement est continu, et ou |’ on passe, par gradations insensibles,
d’ un etat al’ autre: Continuité réellement vécue.” % The“now” of the present
is continually shifted to the past and is retained in the memory only.
Reflecting about the past, say the philosophers, man becomes aware of
time. However, it is not recollection that conveys to man the categories of
change and of time, but the will to improve the conditions of hislife.

Time aswe measureit by various mechanical devicesisaways past, and
time asthe philosophers use this concept is always either past or future. The
present is, from these aspects, nothing but an ideal boundary line separating
the past from the future. But from the praxeol ogical aspect thereis between
the past and the future areal extended present. Actionisas such in the real
present because it utilizes the instant and thus embodies its reali'[y.4 Later
retrospective reflection discerns in the instant passed away first of al the

1. In atreatise on economics there is no need to enter into adiscussion of the
endeavors to construct mechanics as an exiomatic system in which the concept
of function is substituted for that of cause and effect. It will be shown |ater that
axiomatic mechanics cannot serve asamodel for the treatment of the economic
system. Cf. below, pp. 353-357.

2. Henri Bergson, Matiére et mémoire (7th ed. Paris, 1911), p. 205.

3. Edmund Husserl, “Vorlesungen zur Phanomenologie des inneren
Zeitbewusstseins,” Jahrbuch Fi  Philosophie und Phénomenologische
Forschung, IX (1928), 391ff.; A. Schiitz, loc cit., pp. 45 ff.

4. "Ce que ' appelle mon présent, c'est mon attitute vis-&vix de I’avenir
immeédiat, ¢’ est action imminente." Bergson, op. cit., p. 152.
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action and the conditionswhichit offered to action. That which cannolonger
be done or consumed because the opportunity for it has passed away,
contrasts the past with the present. That which cannot yet be done or
consumed, because the conditions for undertaking it or the time for its
ripening have not yet come, contrasts the future with the past. The present
offers to acting opportunities and tasks for which it was hitherto too early
and for which it will be hereafter too late.

The present qua duration is the continuation of the conditions and
opportunities given for acting. Every kind of action requires special
conditions to which it must be adjusted with regard to the aims sought.
The concept of the present is therefore different for various fields of
action. It has no reference whatever to the various methods of measuring
the passing of time by spatial movements. The present encloses as much
of the time passed away as still is actual, i.e., of importance for acting.
The present contrasts itself, according to the various actions one hasin
view, with the Middle Ages, with the nineteenth century, with the past
year, month, or day, but no less with the hour, minute, or second just
passed away. If aman says: Nowadays Zeusis no longer worshipped, he
has apresent in mind other than that the motorcar driver who thinks: Now
itisstill too early to turn.

As the future is uncertain it always remains undecided and vague how
much of it we can consider as now and present. If aman had said in 1913:
At present—now—in Europe freedom of thought is undisputed, he would
have not foreseen that this present would very soon be a past.

3. The Economization of Time

Man is subject to the passing of time. He comes into existence, grows,
becomes old, and passes away. Histimeis scarce. He must economize it as
he economizes other scarce factors.

The economization of time has a peculiar character because of the
uniquenessand irreversibility of thetemporal order. Theimportance of these
facts manifestsitself in every part of the theory of action.

Only one fact must be stressed at this point. The economization of time
isindependent of the economization of economic goods and services. Even
intheland of Cockaigne man would be forced to economize time, provided
hewere not immortal and not endowed with eternal youth and indestructible
health and vigor. Although all his appetites could be satisfied immediately
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without any expenditure of labor, he would have to arrange his time
schedule, as there are states of satisfaction which are incompatible and
cannot be consummated at the same time. For this man, too, time would be
scarce and subject to the aspect of sooner and later.

4. The Temporal Relation Between Actions

Two actions of an individual are never synchronous; their temporal
relation is that of sooner and later. Actions of various individuals can be
considered as synchronous only in the light of the physical methods for the
measurement of time. Synchronism is a praxeological notion only with
regard to the concerted efforts of various acting men.

A man’s individua actions succeed one another. They can never be
effected at the sameinstant; they can only follow one another in moreor less
rapid succession. There are actions which serve several purposes at one
blow. It would be misleading to refer to them as a coincidence of various
actions.

People have often failed to recognize the meaning of the term “scale
of value” and have disregarded the obstacles preventing the assumption
of synchronism in the various actions of an individual. They have
interpreted a man’s various acts as the outcome of a scale of value,
independent of these acts and preceding them, and of a previoudy
devised plan whose readlization they aim at. The scale of value and the
plan to which duration and immutability for a certain period of timewere
attributed, were hypostatized into the cause and motive of the various
individual actions. Synchronism which could not be asserted with regard
to various acts was then easily discovered in the scale of valueand inthe
plan. But this overlooks the fact that the scale of value is nothing but a
constructed tool of thought. The scale of value manifests itself only in
real acting; it can be discerned only from the observation of real acting.
It is therefore impermissible to contrast it with real acting and to use it
as ayardstick for the appraisal of real actions.

Itisnolessimpermissibleto differentiate between rational and allegedly
irrational acting onthebasisof acomparison of real actingwith earlier drafts
and plansfor future actions. It may be very interesting that yesterday goals
were set for today’s acting other than those really aimed at today. But

5. In order to avoid any possible misunderstanding it may well be expedient
to emphasize that this theorem has nothing at all to do with Einstein’s theorem
concerning the temporal relation of spatially distant events.
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yesterday’ s plans do not provide us with any more objective and nonarbi-
trary standard for the appraisal of today’s real acting than any other ideas
and norms.

The attempt has been made to attain the notion of anonrational action by
thisreasoning: If aispreferredtob and btoc, logically ashould be preferred
to c. Butif actually cis preferred to a, we are faced with a mode of acting
to which we cannot ascribe consistency and rationali'[y.6 This reasoning
disregardsthe fact that two acts of an individual can never be synchronous.
Ifinoneaction aispreferred to b and in another action bto ¢, it is, however
short the interval between the two actions may be, not permissible to
construct a uniform scale of value in which a precedes b and b precedes c.
Nor isit permissible to consider alater third action as coincident with the
two previous actions. All that the example proves is that value judgments
are not immutable and that therefore a scale of value, which is abstracted
from various, necessarily nonsynchronous actions of an individual, may be
self-contradictory.7

One must not confuse the logical concept of consistency (viz., absence
of contradiction) and the praxeological concept of consistency (viz., con-
stancy or clinging to the same principles). Logical consistency hasits place
only in thinking, constancy hasits place only in acting.

Constancy and rationality are entirely different notions. If one’sval-
uations have changed, unremitting faithfulness to the once espoused
principles of action merely for the sake of constancy would not be
rational but simply stubborn. Only in one respect can acting be constant:
in preferring the more valuable to the less valuable. If the valuations
change, acting must change al so. Faithfulness, under changed conditions,
to an old plan would be nonsensical. A logical system must be consistent
and free of contradictions because it implies the coexistence of all its
parts and theorems. I n acting, which is necessarily in the temporal order,
there cannot be any question of such consistency. Acting must be suited
to purpose, and purposefulness requires adjustment to changing condi-
tions.

Presence of mindisconsidered avirtuein acting man. A man haspresence
of mind if he has the ability to think and to adjust his acting so quickly that

6. Cf. Felix Kaufmann, “On the Subject-Matter of Economic Science,”
Economica, X111, 390.
7. Cf. P.H. Wicksteed, The Common Sense of Political Economy, ed. Robbins

(London, 1933), I, 32 ff.; L. Robbins, An Essay on the Nature and Sgnificance
of Economic Science (2d ed. London, 1935), pp. 91 ff.
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theinterval between the emergence of new conditions and the adaptation of
his actions to them becomes as short as possible. If constancy is viewed as
faithfulnessto aplan once designed without regard to changesin conditions,
then presence of mind and quick reaction arethe very opposite of constancy.

When the specul ator goesto the stock exchange, he may sketch adefinite
planfor his operations. Whether or not he clingsto this plan, hisactionsare
rational also in the sense which those eager to distinguish rationa acting
fromirrationa attributeto theterm “rational.” This speculator in the course
of the day may embark upon transactions which an observer, not taking into
account the changes occurring in market conditions, will not be able to
interpret as the outcome of constant behavior. But the speculator isfirmin
hisintention to make profitsand to avoid | osses. Accordingly he must adjust
his conduct to the change in market conditions and in his own judgment
concerning the future devel opment of pri ces®

However one twists things, one will never succeed in formulating the
notion of “irrational” action whose “irrationality” is not founded upon an
arbitrary judgment of value. L et us suppose that somebody has chosento act
inconstantly for no other purpose than for the sake of refuting the praxeo-
logical assertion that thereisnoirrational action. What happens hereisthat
aman aimsat apeculiar goal, viz., therefutation of apraxeological theorem,
and that he accordingly acts differently from what he would have done
otherwise. He has chosen an unsuitable meansfor the refutation of praxeol-
ogy, that isall.

8. Plans too, of course, may be self-contradictory. Sometimes their
contradictions may be the effect of mistaken judgment. But sometimes such
contradictions may beintentional and serve a definite purpose. If, for instance,
apublicized program of agovernment or apolitical party promises high prices
to the producers and at the same time low pricesto the consumers., the purpose
of suchan espousal of incompatiblegoa smay be demagogic. Thentheprogram,
the publicized plan, is self-contradictory; but the plan of its authorswho wanted
to attain adefinite end through the endorsement of incompatible aims and their
public announcement is free of any contradiction.



VI. UNCERTAINTY

1. Uncertainty and Acting

T HE uncertainty of the future is already implied in the very notion of
action. That man acts and that the future is uncertain are by no means
two independent matters. They are only two different modes of establishing
one thing.

We may assume that the outcome of all events and changesis uniquely
determined by eternal unchangeable laws governing becoming and devel-
opment in the whole universe. We may consider the necessary connection
and interdependence of al phenomena, i.e., their causal concatenation, as
the fundamental and ultimate fact. We may entirely discard the notion of
undetermined chance. But however that may be, or appear to the mind of a
perfect intelligence, the fact remainsthat to acting man the future is hidden.
If man knew the future, he would not have to choose and would not act. He
would belike an automaton, reacting to stimuli without any will of hisown.

Some philosophers are prepared to explode the notion of man’s will as
anillusionand self-deception because man must unwittingly behaveaccord-
ing to theinevitable laws of causality. They may beright or wrong from the
point of view of the prime mover or the cause of itself. However, from the
human point of view action isthe ultimate thing. We do not assert that man
is“free” in choosing and acting. Wemerely establishthefact that he chooses
and acts and that we are at aloss to use the methods of the natural sciences
for answering the question why he acts this way and not otherwise.

Natural science doesnot render thefuture predictable. It makesit possible
to foretell the results to be obtained by definite actions. But it leaves
unpredictable two spheres: that of insufficiently known natural phenomena
and that of human acts of choice. Our ignorance with regard to these two
spherestaintsall human actionswith uncertainty. Apodictic certainty isonly
within the orbit of the deductive system of aprioristic theory. The most that
can be attained with regard to reality is probability.

It is not the task of praxeology to investigate whether or not it is
permissible to consider as certain some of the theorems of the empirical



106 HUMAN ACTION

natural sciences. This problem is without practical importance for praxeo-
logical considerations. At any rate, the theorems of physics and chemistry
havesuch ahigh degreeof probability that weareentitledto call them certain
for al practical purposes. We can practically forecast the working of a
machine constructed according to the rules of scientific technology. But the
construction of amachine is only a part in a broader program that aims at
supplying the consumers with the machin€e’ s products. Whether thiswas or
was not the most appropriate plan depends on the development of future
conditionswhich at the time of the plan’ s execution cannot be forecast with
certainty. Thus the degree of certainty with regard to the technological
outcome of themachine’ sconstruction, whatever it may be, doesnot remove
the uncertainty inherent in the whole action. Future needs and valuations,
the reaction of men to changes in conditions, future scientific and techno-
logical knowledge, futureideol ogiesand policies can never beforetold with
more than a greater or smaller degree of probability. Every action refersto
an unknown future. It isin this sense always arisky speculation.

The problems of truth and certainty concern the general theory of human
knowledge. The problem of probability, on the other hand, is a primary
concern of praxeology.

2. The Meaning of Probability

The treatment of probability has been confused by the mathematicians.
From the beginning there was an ambiguity in dealing with the calculus of
probability. When the Chevalier de Mere consulted Pascal on the problems
involved in the games of dice, the great mathematician should have frankly
told his friend the truth, namely, that mathematics cannot be of any use to
the gambler in agame of pure chance. Instead he wrapped his answer in the
symbolic language of mathematics. What could easily be explained in afew
sentences of mundane speech was expressed in a terminology which is
unfamiliar to theimmense mgjority and therefore regarded with reverential
awe. People suspected that the puzzling formulas contain some important
revelations, hiddentotheuninitiated; they got theimpressionthat ascientific
method of gambling exists and that the esoteric teachings of mathematics
provide a key for winning. The heavenly mystic Pascal unintentionally
became the patron saint of gambling. The textbooks of the calculus of
probability gratuitously propagandize for the gambling casinos precisely
because they are sealed books to the layman.

No less havoc was spread by the equivocations of the calculus of
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probability in the field of scientific research. The history of every branch
of knowledge records instances of the misapplication of the calculus of
probability which, as John Stuart Mill observed, made it “the real oppro-
brium of mathematics.” .

The problem of probable inference is much bigger than those problems
which constitutethe field of the cal culus of probability. Only preoccupation
with themathematical treatment could result inthe prejudi cethat probability
always means frequency.

A further error confused the problem of probability with the problem of
inductive reasoning asapplied by thenatural sciences. Theattempt to substitute
auniversa theory of probability for the category of causality characterizesan
abortive mode of philosophizing, very fashionable only afew years ago.

A statement is probable if our knowledge concerning its content isdeficient.
We do not know everything which would be required for a definite decison
between true and not true. But, on the other hand, we do know something about
it; we arein apostion to say more than simply non liquet or ignoramus.

There are two entirely different instances of probability; we may call
them class probability (or frequency probability) and case probability (or
the specific understanding of the sciences of human action). The field for
theapplication of theformer isthefield of thenatural sciences, entirely ruled
by causality; the field for the application of the latter is the field of the
sciences of human action, entirely ruled by teleology.

3. Class Probability

Class probability means: Weknow or assumeto know, with regardto the
problem concerned, everything about the behavior of awhole classof events
or phenomena; but about the actual singular events or phenomenawe know
nothing but that they are elements of this class.

We know, for instance, that there are ninety ticketsin alottery and that
fiveof themwill bedrawn. Thusweknow all about the behavior of thewhole
class of tickets. But with regard to the singular tickets we do not know
anything but that they are elements of this class of tickets.

We have acomplete table of mortality for adefinite period of the past in
adefinite area. If we assume that with regard to mortality no changes will
occur, wemay say that weknow everything about the mortality of thewhole
populationin question. But with regard to thelife expectancy of theindivid-

1. John Stuart Mill, A System of Logic Ratiocinative and Inductive (new
impression, London, 1936), p. 353.
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uals we do not know anything but that they are members of this class of
people.

For this defective knowledge the calculus of probability provides a
presentation in symbols of the mathematical terminology. It neither expands
nor deepens nor complementsour knowledge. It trangdlatesit into mathemat-
ical language. Its calculations repeat in algebraic formulas what we knew
beforehand. They do not lead to resultsthat would tell us anything about the
actual singular events. And, of course, they do not add anything to our
knowledge concerning the behavior of the whole class, as this knowledge
was aready perfect—or was considered perfect—at the very outset of our
consideration of the matter.

Itisaserious mistaketo believe that the calculus of probability provides
the gambler with any information which could remove or lessen the risk of
gambling. It is, contrary to popular fallacies, quite useless for the gambler,
asisany other mode of logical or mathematical reasoning. It is the charac-
teristic mark of gambling that it dealswith the unknown, with pure chance.
Thegambler’ shopesfor successarenot based on substantial considerations.
The nonsuperstitious gambler thinks: “ Thereisasdlight chance[or, in other
words: 'it isnot impossible’] that | may win; | am ready to put up the stake
required. | know very well that in putting it up | am behaving like afool.
But the biggest fools have the most luck. Anyway!”

Cool reasoning must show the gambler that he does not improve his
chances by buying two tickets instead of one of alottery in which the total
amount of the winnings is smaller than the proceeds from the sale of all
tickets. If he wereto buy all thetickets, he would certainly lose apart of his
outlay. Y et every lottery customer isfirmly convinced that it is better to buy
more tickets than less. The habitues of the casinos and slot machines never
stop. They do not give a thought to the fact that, because the ruling odds
favor the banker over the player, the outcome will the more certainly result
in aloss for them the longer they continue to play. The lure of gambling
consists precisely in its unpredictability and its adventurous vicissitudes.

Let us assume that ten tickets, each bearing the name of a different
man, are put into a box. One ticket will be drawn, and the man whose
name it bears will be liable to pay 100 dollars. Then an insurer can
promise to the loser full indemnification if he isin a position to insure
each of the ten for a premium of ten dollars. He will collect 100 dollars
and will have to pay the same amount to one of the ten. But if he wereto
insure one only of them at a rate fixed by the cal culus, he would embark
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not upon an insurance business, but upon gambling. He would substitute
himself for the insured. He would collect ten dollars and would get the
chance either of keeping it or of losing that ten dollars and ninety dollars
more.

If aman promisesto pay at the death of another man a definite sum and
charges for this promise the amount adequate to the life expectancy as
determined by the calculus of probability, heisnot aninsurer but agambler.
Insurance, whether conducted according to business principles or according
to the principle of mutuality, requiresthe insurance of awhole class or what
can reasonably be considered as such. Itsbasic ideais pooling and distribu-
tion of risks, not the cal culus of probability. Themathematical operationthat
it requires are the four elementary operations of arithmetic. The calculus of
probability is mere by-play.

Thisisclearly evidenced by thefact that the elimination of hazardousrisk
by pooling can a so be effected without any recourse to actuarial methods.
Everybody practicesit in hisdaily life. Every businessman includesin his
normal cost accounting the compensation for losses which regularly occur
in the conduct of affairs. “Regularly” meansin this context: The amount of
these losses is known as far as the whole class of the various items is
concerned. The fruit dealer may know, for instance, that one of every fifty
appleswill rot in this stock; but he does not know to which individual apple
thiswill happen. He dealswith such losses as with any other item in the bill
of costs.

The definition of the essence of class probability as given aboveis the
only logically satisfactory one. It avoidsthe crude circularity implied in all
definitionsreferring to the equiprobability of possible events. In stating that
we know nothing about actual singular events except that they are elements
of aclassthe behavior of whichisfully known, thisviciouscircleisdisposed
of. Moreover, it is superfluousto add afurther condition called the absence
of any regularity in the sequence of the singular events.

The characteristic mark of insurance isthat it deals with the whole class
of events. Aswe pretend to know everything about the behavior of thewhole
class, there seems to be no specific risk involved in the conduct of the
business.

Neither is there any specific risk in the business of the keeper of a
gambling bank or in the enterprise of alottery. From the point of view of
the lottery enterprise the outcome is predictable, provided that al tickets
have been sold. If sometickets remain unsold, the enterpriser isin the same
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position with regard to them as every buyer of aticket iswith regard to the
tickets he bought.

4. Case Probability

Case probability means: Weknow, withregard to aparticular event, some
of the factors which determineits outcome; but there are other determining
factors about which we know nothing.

Case praobability has nothing in common with class probability but the
incompleteness of our knowledge. In every other regard thetwo areentirely
different.

There are, of course, many instances in which men try to forecast
particular future event on the basis of their knowledge about the behavior
of theclass. A doctor may determine the chancesfor the full recovery of his
patient if he knowsthat 70 per cent of those afflicted with the same disease
recover. If he expresses his judgment correctly, he will not say more than
that the probability of recovery is0.7, that is, that out of ten patientsnot more
than three on the average die. All such predictions about external events,
i.e., eventsinthefield of the natural sciences, are of thischaracter. They are
in fact not forecasts about the issue of the case in question, but statements
about the frequency of the various possible outcomes. They are based either
on statistical information or simply on the rough estimate of the frequency
derived from nonstatistical experience.

So far as such types of probable statements are concerned, we are not
faced with case probability. In fact we do not know anything about the case
in question except that it is an instance of a class the behavior of which we
know or think we know.

A surgeon tells a patient who considers submitting himself to an operation
that thirty out of every hundred undergoing such an operation die. If the patient
asks whether this number of deathsis aready full, he has misunderstood the
sense of the doctor’ s statement. He has fallen prey to the error known as the
“gambler’sfdlacy.” Like the roulette player who concludesfrom arun of ten
red in succession that the probability of the next turn being black isnow greater
than it was before the run, he confuses case probability with class probability.

All medical prognoses, when based only on general physiological
knowledge, deal with class probability. A doctor who hears that a man
he does not know has been seized by a definite illness will, on the basis
of his general medical experience, say: Hischancesfor recovery are7to 3.
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If the doctor himself treatsthe patient, he may have adifferent opinion. The
patient isayoung, vigorous man; hewasin good health before he wastaken
with the illness. In such cases, the doctor may think, the mortality figures
are lower; the chances for this patient are not 7:3, but 9:1. The logical
approach remains the same, although it may be based not on a collection of
statistical data, but simply on a more or less exact resume of the doctor’s
own experience with previous cases. What the doctor knowsis aways only
the behavior of classes. In our instance the class is the class of young,
vigorous men seized by theillnessin question.

Case probability is a particular feature of our dealing with problems of
human action. Here any reference to frequency is inappropriate, as our
statements always deal with unique eventswhich as such—i.e., with regard
to the problem in question—are not members of any class. We can form a
class “American presidential elections.” This class concept may prove
useful or even necessary for various kinds of reasoning, as, for instance, for
atreatment of the matter from the viewpoint of constitutional law. But if we
are dealing with the election of 1944—either, before the election, with its
future outcome or, after the election, with an analysis of the factors which
determined the outcome—we are grappling with an individual, unique, and
nonrepeatable case. The case is characterized by its unique merits, it isa
classby itself. All the marks which makeit permissible to subsumeit under
any class areirrelevant for the problem in question.

Two football teams, the Blues and the Y ellows, will play tomorrow. In
the past the Blues have aways defeated the Y ellows. Thisknowledgeis not
knowledge about a class of events. If we were to consider it as such, we
would have to conclude that the Blues are always victorious and that the
Y ellows are always defeated. We would not be uncertain with regard to the
outcome of the game. We would know for certain that the Blues will win
again. The mere fact that we consider our forecast about tomorrow’ s game
as only probable shows that we do not argue this way.

On the other hand, we believe that the fact that the Blues were victorious
inthepast isnot immateria with regard to the outcome of tomorrow’ sgame.
Weconsider it asafavorable prognosisfor the repeated success of the Blues.
If wewereto argue correctly according to the reasoning appropriateto class
probability, we would not attach any importance to thisfact. If we were not
to resist the erroneous conclusion of the “ gambler’ sfallacy,” we would, on
the contrary, argue that tomorrow’s game will result in the success of the
Yellows.
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If we risk some money on the chance of one team’ s victory, the lawyers
would qualify our action as a bet. They would call it gambling if class
probability were involved.

Everything that outsidethefield of classprobability iscommonly implied
in the term probability refers to the peculiar mode of reasoning involved in
dealing with historical uniqueness or individuality, the specific understand-
ing of the historical sciences.

Understanding is aways based on incomplete knowledge. We may
believe we know the motives of the acting men, the endsthey areaiming at,
and the means they plan to apply for the attainment of these ends. We have
adefiniteopinionwith regardto the effectsto be expected fromthe operation
of these factors. But this knowledge is defective. We cannot exclude
beforehand the possibility that we have erred in the appraisal of their
influence or have failed to take into consideration some factors whose
interference we did not foresee at all, or not in a correct way.

Gambling, engineering, and speculating are three different modes of
dealing with the future.

The gambler knows nothing about the event on which the outcome of his
gambling depends. All that heknowsisthefrequency of afavorableoutcome
of aseries of such events, knowledge which is useless for his undertaking.
He trusts to good luck, that is his only plan.

Lifeitself is exposed to many risks. At any moment it is endangered by
disastrous accidents which cannot be controlled, or at least not sufficiently.
Every man bankson good luck. He countsupon not being struck by lightning
and not being bitten by aviper. There is an element of gambling in human
life. Man can remove some of the chrematistic consequences of such
disastersand accidentsby taking out insurance policies. In doing so hebanks
upon the opposite chances. On the part of the insured the insurance is
gambling. His premiums were spent in vain if the disaster does not oceur.?
With regard to noncontrollable natural events man isawaysin the position
of agambler.

The engineer, on the other hand, knows everything that is needed for a
technologically satisfactory solution of his problem, the construction of a
machine. As far as some fringes of uncertainty are left in his power to
control, he tries to eliminate them by taking safety margins. The engineer

2. In life insurance the insured’s stake spent in vain consists only in the
difference between the amount collected and the amount he could have
accumulated by saving.
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knows only soluble problems and problems which cannot be solved under
the present state of knowledge. He may sometimes discover from adverse
experience that his knowledge was |ess complete than he had assumed and
that he failed to recognize the indeterminateness of some issues which he
thought he was able to control. Then he will try to render his knowledge
more complete. Of course he can never eliminate altogether the element of
gambling present in human life. But it ishis principleto operate only within
an orbit of certainty. He aims at full control of the elements of his action.

Itiscustomary nowadaysto speak of “ social engineering.” Likeplanning,
thisterm isasynonym for dictatorship and totalitarian tyranny. Theideais
to treat human beingsin the same way in which the engineer treats the stuff
out of which he builds bridges, roads, and machines. The social engineer’s
will isto be substituted for the will of the various people he plansto use for
the construction of hisutopia. Mankind isto be divided into two classes: the
almighty dictator, on the one hand, and the underlingswho areto be reduced
to the status of mere pawns in his plans and cogs in his machinery, on the
other. If thiswerefeasible, then of coursethesocial engineer would not have
to bother about understanding other people’s actions. He would be free to
deal with them as technology deals with lumber and iron.

In the real world acting man is faced with the fact that there are fellow
men acting on their own behalf as he himself acts. The necessity to adjust
his actions to other people's actions makes him a speculator for whom
success and failure depend on his greater or lesser ability to understand the
future. Every action is speculation. Thereisin the course of human events
no stability and consequently no safety.

5. Numerical Evaluation of Case Probability

Case probability is not open to any kind of numerical evaluation. What
iscommonly considered as such exhibits, when more closely scrutinized, a
different character.

On the eve of the 1944 presidentia election people could have said:

(a) | am ready to bet three dollars against one that Roosevelt will be
elected.

(b) I guessthat out of thetotal amount of electors45 millionswill exercise
their franchise, 25 millions of whom will vote for Roosevelt.

(c) | estimate Roosevelt’'s chancesas9to 1.
(d) I am certain that Roosevelt will be elected.
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Statement (d) is obvioudly inexact. If asked under oath on the witness
stand whether heis as certain about Roosevelt’ s future victory as about the
fact that a block of ice will melt when exposed to a temperature of 150
degrees, our man would have answered no. He would have rectified his
statement and would have declared: | am personally fully convinced that
Roosevelt will carry on. That is my opinion. But, of course, this is not
certainty, only theway | understand the conditions involved.

Thecase of statement (a) issimilar. Thisman believed that herisked very
little when laying such a wager. The relation 3:1 is the outcome of the
interplay of two factors: the opinion that Roosevelt will be elected and the
man’ s propensity for betting.

Statement (b) isan evaluation of the outcome of theimpending event. Its
figures refer not to a greater or smaller degree of probability, but to the
expected result of thevoting. Such astatement may be based on asystematic
investigation like the Gallup poll or simply on estimates.

Itisdifferent with statement (c). Thisisaproposition about the expected
outcome couched in arithmetical terms. It certainly does not mean that out
of ten cases of the same type nine are favorable for Roosevelt and one
unfavorable. It cannot have any referenceto class probability. But what el se
can it mean?

It is a metaphorical expression. Most of the metaphors used in daily
speech imaginatively identify an abstract object with another object that can
be apprehended directly by the senses. Y et thisis not a necessary feature of
metaphorical language, but merely a consequence of the fact that the
concreteisasarule morefamiliar to usthan the abstract. As metaphorsaim
at an explanation of something which isless well known by comparing it
with something better known, they consist for the most part in identifying
something abstract with a better-known concrete. The specific mark of our
case is that it is an attempt to elucidate a complicated state of affairs by
resorting to an analogy borrowed from a branch of higher mathematics, the
calculus of probability. Asit happens, this mathematical disciplineis more
popular than the analysis of the epistemological nature of understanding.

There is no use in applying the yardstick of logic to a critique of
metaphorical language. Analogies and metaphors are always defective and
logically unsatisfactory. It is usual to search for the underlying tertium
comparationis. But even thisis not permissible with regard to the metaphor
we are dealing with. For the comparison is based on a conception which is
in itself faulty in the very frame of the calculus of probability, namely the
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gambler’sfallacy. In asserting that Roosevelt’'s chances are 9:1, the ideais
that Rooseveltisin regard to theimpending el ection in the position of aman
who owns 90 per cent of al tickets of alottery in regard to thefirst prize. It
isimpliedthat thisratio 9:1 tell sus something substantial about the outcome
of the unique casein which we areinterested. Thereisno need to repeat that
thisis amistaken idea.

No less impermissible is the recourse to the calculus of probability in
dealing with hypothesesin the field of the natural sciences. Hypotheses are
tentative explanations consciously based on logically insufficient argu-
ments. With regard to them al that can be asserted is: The hypothesis does
or doesnot contradict either logical principlesor the facts asexperimentally
established and considered as true. In the first case it is untenable, in the
second caseit is—under the present state of our experimental knowledge—not
untenable. (The intendty of persond conviction is purdy subjective.) Neither
frequency probability nor historical understanding entersinto the matter.

The term hypothesis, applied to definite modes of understanding histor-
ica events, is a misnomer. If a historian asserts that in the fall of the
Romanoff dynasty thefact that thishousewas of German background played
arelevant role, he does not advance a hypothesis. The facts on which his
understanding is founded are beyond question. There was a widespread
animosity against Germansin Russia, and the ruling line of the Romanoffs,
having for 200 years intermarried exclusively with scions of families of
German descent, was viewed by many Russians as a germanized family,
even by those who assumed that Tsar Paul was not the son of Peter I11. But
the question remains what the relevance of these facts was in the chain of
events which brought about the dethronement of this dynasty. Such problems
are not open to any elucidation other than that provided by understanding.

6. Betting, Gambling, and Playing Games

A bet is the engagement to risk money or other things against another
man on the result of an event about the outcome of which we know only so
much as can be known on the ground of understanding. Thus people may
bet on the result of an impending election or a tennis match. Or they may
bet on whose opinion concerning the content of a factual assertion is right
and whose iswrong.

Gambling is the engagement to risk money or other things against another
man on the result of an event about which we do not know anything more than
isknown ontheground of knowledge concerning the behavior of thewholeclass.
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Sometimes betting and gambling are combined. The outcome of horse
racing depends both on human action—on the part of the owner of the horse,
thetrainer, and the jockey—and on nonhuman factors—the qualities of the
horse. Most of those risking money on the turf are simply gamblers. But the
expertsbelieve they know something by understanding the peopleinvolved;
as far as this factor influences their decision they are betters. Furthermore
they pretend to know the horses; they make a prognosis on the ground of
their knowledge about the behavior of the classes of horses to which they
assign the various competing horses. So far they are gamblers.

Later chapters of this book dea with the methods business applies in
handling the problem of the uncertainty of the future. On this point of our
reasoning only one more observation must be made.

Embarking upon games can be either an end or a means. It is an end for
peoplewhoyearnfor thestimul ation and excitement withwhich thevicissitudes
of agame provide them, or whose vanity isflattered by the display of their skill
and superiority in playing a game which requires cunning and expertness. Itis
ameans for professionals who want to make money by winning.

Playing agame can therefore be called an action. But it isnot permissibleto
reversethisstatement and to call every action agame or to deal with all actions
asif they were games. The immediate aim in playing a game is to defeat the
partner according to the rules of the game. Thisisapeculiar and specia case of
acting. Mogt actions do not aim at anybody’s defeat or loss. They aim at an
improvement in conditions. It can happen that this improvement is atained a
some other men’ sexpense. But thisis certainly not alwaysthecase. It is, to put
it mildly, certainly not the case within the regular operation of asocia system
based on the division of labor.

Thereisnot the slightest anal ogy between playing games and the conduct
of business within a market society. The card player wins money by
outsmarting his antagonist. The businessman makes money by supplying
customers with goods they want to acquire. There may exist an analogy
between the strategy of acard player and that of abluffer. Thereisno need
to investigate this problem. He who interprets the conduct of business as
trickery ison the wrong path.

The characteristic feature of games is the antagonism of two or more
players or groups of pl ayers.3 The characteristic feature of business within

3. "Patience" or “Solitaire” is not aone-person game, but a pastime, ameans
of escaping boredom. It certainly does not represent a pattern for what is going
on in a communistic society, as John von Neumann and Oscar Morgenstern
(Theory of Games and Economic Behavior [Princeton, 1944], p. 86) assert.
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asociety, i.e., within an order based on the division of labor, is concord in
the endeavors of its members. As soon as they begin to antagonize one
another, atendency toward socia disintegration emerges.

Within the frame of a market economy competition does not involve
antagonism in the sense in which this term is applied to the hostile clash
of incompatibleinterests. Competition, it istrue, may sometimes or even
often evokein the competitorsthose passions of hatred and malice which
usually accompany the intention of inflicting evil on other people.
Psychol ogists are therefore prone to confuse combat and competition.
But praxeology must beware of such artificial and misleading difference
between catall actic competition and combat. Competitors aim at excel-
lence and preeminence in accomplishments within a system of mutual
cooperation. The function of competition is to assign to every member
of asocia system that position in which he can best serve the whole of
society and all itsmembers. It isamethod of sel ecting the most able man
for each performance. Where there is social cooperation, there some
variety of selection must be applied. Only where the assignment of
variousindividualsto varioustasksis effected by the dictator’ sdecisions
alone and the individual s concerned do not aid the dictator by endeavors
to represent their own virtues and abilitiesin the most favorablelight, is
there no competition.

Wewill havetodeal at alater stage of our investigationswith thefunction
of competiti on.* At this point we must only emphasize that it is misleading
to apply the terminology of mutual extermination to the problems of mutual
cooperation asit workswithinasociety. Military termsareinappropriatefor
the description of business operations. It is, e.g., abad metaphor to speak of
the conquest of amarket. Thereisno conquest inthefact that onefirm offers
better or cheaper productsthan itscompetitors. Only in ametaphorical sense
isthere strategy in business operations.

7. Praxeological Prediction

Praxeological knowledge makes it possible to predict with apodictic
certainty the outcome of various modes of action. But, of course, such
prediction can never imply anything regarding quantitative matters. Quan-
titative problemsarein thefield of human action opentono other elucidation
than that by understanding.

4. Seebelow, pp. 273-277.
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Wecan predict, aswill beshown later, that—other things being equal—a
fall inthe demand for a will result in adrop in the price of a. But we cannot
predict the extent of this drop. This question can be answered only by
understanding.

The fundamental deficiency implied in every quantitative approach to
economic problems consists in the neglect of the fact that there are no
constant relations between what are called economic dimensions. Thereis
neither constancy nor continuity in the valuations and in the formation of
exchange ratios between various commodities. Every new datum brings
about areshuffling of the whole price structure. Understanding, by trying
to grasp what is going on in the minds of the men concerned, can
approach the problem of forecasting future conditions. We may call
its methods unsatisfactory and the positivists may arrogantly scorn it.
But such arbitrary judgments must not and cannot obscure the fact that
understanding is the only appropriate method of dealing with the uncer-
tainty of future conditions.



VII. ACTION WITHIN THEWORLD

1. The Law of Marginal Utility

ACTION sortsand grades; originally it knows only ordinal numbers, not
cardinal numbers. But the external world to which acting man must
adjust his conduct is aworld of quantitative determinateness. In thisworld
there exist quantitative relations between cause and effect. If it were other-
wise, if definite things could render unlimited services, such things would
never be scarce and could not be dealt with as means.

Acting man values things as means for the removal of his uneasiness.
Fromthepoint of view of the natural sciencesthevariouseventswhichresult
in satisfying human needs appear asvery different. Acting man seesin these
eventsonly amoreor alessof thesamekind. Invaluing very different states
of satisfaction and the meansfor their attainment, man arrangesall thingsin
one scale and sees in them only their relevance for an increase in his own
satisfaction. The satisfaction derived from food and that derived from the
enjoyment of awork of art are, in acting man’s judgment, amore urgent or
aless urgent need; valuation and action place them in one scale of what is
more intensively desired and what is less. For acting man there exists
primarily nothing but various degrees of relevance and urgency with regard
to his own well-being.

Quantity and quality are categories of the external world. Only indirectly
do they acquireimportance and meaning for action. Becauseevery thing can
only produce a limited effect, some things are consider scarce and treated
asmeans. Because the effectswhich things are ableto produce are different,
acting man distinguishes various classes of things. Because means of the
same quantity and quality are apt alwaysto produce the same quantity of an
effect of the same quality, action does not differentiate between concrete
definite quantities of homogeneous means. But this does not imply that it
attaches the same value to the various portions of asupply of homogeneous
means. Each portion is valued separately. To each portion its own rank in
the scale of value is assigned. But these orders of rank can be ad libitum
interchanged among the various portions of the same magnitude.
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If acting man has to decide between two or more means of different
classes, he grades the individual portions of each of them. He assignsto
each portion itsspecial rank. In doing so he need not assign to the various
portions of the same means orders of rank which immediately succeed
one another.

Theassignment of ordersof rank through valuationisdoneonly inacting
and through acting. How great the portions are to which a single order of
rank is assigned depends on the individual and unique conditions under
which man acts in every case. Action does not deal with physical or
metaphysical unitswhich it valuesin an abstract academic way; itisaways
faced with alternatives between which it chooses. The choice must always
be made between definite quantities of means. It is permissible to call the
smallest quantity which can be the object of such adecision aunit. But one
must guard oneself against the error of assuming that the valuation of the
sum of such units is derived from the valuation of the units, or that it
represents the sum of the valuations attached to these units.

A man owns five units of commodity a and three units of commaodity b.
He attaches to the units of athe rank-orders 1, 2, 4, 7, and 8, to the units of
b the rank-orders 3, 5, and 6. This means: If he must choose between two
units of a and two units of b, hewill prefer to lose two units of a rather than
two unitsof b. But if he must choose between three units of a and two units
of b, hewill prefer to lose two units of b rather than three units of a. What
counts always and alonein valuing acompound of several unitsisthe utility
of this compound as a whole—i.e., the increment in well-being dependent
upon it or, what is the same, the impairment of well-being which its loss
must bring about. There are no arithmetical processes involved, neither
adding nor multiplying; thereisavaluation of the utility dependent upon the
having of the portion, compound, or supply in question.

Utility meansin this context simply: causal relevance for the removal of
felt uneasiness. Acting man believes that the services athing can render are
apt to improve his own well-being, and calls this the utility of the thing
concerned. For praxeology the term utility is tantamount to importance
attached to a thing on account of the belief that it can remove uneasiness.
The praxeological notion of utility (subjective use-value in the terminology
of the earlier Austrian economists) must be sharply distinguished from the
technological notion of utility (objectiveuse-valuein the terminology of the
same economists). Use-value in the objective sense is the relation between
a thing and the effect it has the capacity to bring about. It is to objective
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use-value that people refer in employing such terms as the “ heating value’
or “hesating power” of coal. Subjective use-valueisnot always based on true
objective use-value. There are things to which subjective use-value is
attached because people erroneously believe that they have the power to
bring about a desired effect. On the other hand there are things able to
produce a desired effect to which no use-value is attached because people
areignorant of thisfact.

Let uslook at the state of economic thought which prevailed on the eve
of the elaboration of the modern theory of value by Carl Menger, William
Stanly Jevons, and L eon Walras. Whoever wantsto construct an elementary
theory of value and prices must first think of utility. Nothing indeed ismore
plausiblethan to assumethat thingsare valued according to their utility. But
then adifficulty appears which presented to the older economistsaproblem
they failed to solve. They observed that things whose “ utility’ is greater are
valued lessthan other things of smaller utility. Ironisless appreciated than
gold. Thisfact seemsto be incompatible with a theory of value and prices
based on the concepts of utility and use-value. The economists believed that
they had to abandon such a theory and tried to explain the phenomena of
value and market exchange by other theories.

Only late did the economists discover that the apparent paradox was
the outcome of a vicious formulation of the problem involved. The
valuations and choices that result in the exchange ratios of the market do
not decide between gold and iron. Acting man is not in a position in
which he must choose between all the gold and all the iron. He chooses
at a definite time and place under definite conditions between a strictly
limited quantity of gold and a strictly limited quantity of iron. His
decision in choosing between 100 ounces of gold and 100 tons of iron
does not depend at all on the decision he would make if he were in the
highly improbable situation of choosing between all the gold and all the
iron. What counts alone for his actual choice is whether under existing
conditions he considers the direct or indirect satisfaction which 100
ounces of gold could give him as greater or smaller than the direct or
indirect satisfaction he could derive from 100 tons of iron. He does not
express an academic or philosophical judgment concerning the “abso-
lute” value of gold and of iron; he does not determine whether gold or
iron is more important for mankind; he does not perorate as an author of
books on the philosophy of history or on ethical principles. He simply
chooses between two sati sfactions both of which he cannot havetogether.
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To prefer and to set aside and the choices and decisions in which they
result are not acts of measurement. Action doesnot measure utility or value;
it chooses between alternatives. Thereis no abstract problem of total utility
or total value.X There is no ratiocinative operation which could lead from
the valuation of adefinite quantity or number of thingsto the determination
of the value of a greater or smaller quantity or number. There is no means
of calculating the total value of a supply if only the values of its parts are
known. Thereis no means of establishing the value of a part of asupply if
only thevalue of thetotal supply isknown. There arein the sphere of values
and valuations no arithmetical operations; there is no such thing as a
calculation of values. Thevaluation of thetotal stock of two thingscan differ
fromthevaluation of parts of these stocks. Anisolated man owning seven
cows and seven horses may value one horse higher than one cow and
may, when faced with the alternative, prefer to give up one cow rather
than one horse. But at the same time the same man, when faced with the
alternative of choosing between hiswhole supply of horsesand hiswhole
supply of cows, may prefer to keep the cows and to give up the horses.
The conceptsof total utility and total value are meaninglessif not applied
to a situation in which people must choose between total supplies. The
question whether gold as such and iron as such is more useful and
valuable is reasonable only with regard to a situation in which mankind
or an isolated part of mankind must choose between all the gold and all
theiron available.

Thejudgment of value refers only to the supply with which the concrete
act of choiceis concerned. A supply is ex definitione always composed of
homogeneous parts each of which is capable of rendering the same services
as, and of being substituted for, any other part. It isthereforeimmaterial for
the act of choosing which particular part formsits object. All parts—units-
—of the available stock are considered as equally useful and valuableif the
problem of giving up one of them israised. If the supply decreased by
the loss of one unit, acting man must decide anew how to use the various
units of the remaining stock. It is obvious that the smaller stock cannot
render al the services the greater stock could. That employment of the
various units which under this new disposition is no longer provided
for, wasin the eyes of acting man the least urgent employment among

1. Itisimportant to note that this chapter does not deal with prices or market
values, but with subjective use-value. Prices are derivative of subjective
use-value. Cf. below, Chapter XVI.
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al those for which he had previoudly assigned the various units of the
greater stock. The satisfaction which he derived from the use of one unit for
this employment was the smallest among the satisfactions which the units
of the greater stock had rendered to him. Itisonly the value of this marginal
satisfaction on which he must decide if the question of renouncing one unit
of thetotal stock comes up. When faced with the problem of the valueto be
attached to one unit of a homogeneous supply, man decides on the basis of
thevalueof theleast important use he makes of the unitsof thewholesupply;
he decides on the basis of marginal utility.

If aman is faced with the alternative of giving up either one unit of his
supply of aor one unit of hissupply of b, he does not comparethetotal value
of histotal stock of a with thetotal value of hisstock of b. He comparesthe
marginal values both of a and of b. Although he may value the total supply
of ahigher than the total supply of b, the marginal value of b may be higher
than the marginal value of a.

The same reasoning holds good for the question of increasing the avail-
able supply of any commodity by the acquisition of an additional definite
number of units.

For the description of these facts economics does not need to employ the
terminology of psychology. Neither doesit need to resort to psychological
reasoning and arguments for proving them. If we say that the acts of choice
do not depend on the value attached to a whole class of wants, but on that
attached to the concrete wantsin question irrespective of the classin which
they may be reckoned, we do not add anything to our knowledge and do not
trace it back to some better-known or more general knowledge. This mode
of speaking in terms of classes of wants becomes intelligible only if we
remember therole played in the history of economic thought by the alleged
paradox of vaue. Carl Menger and Bohm-Bawerk had to make use of the
term “class of wants’ in order to refute the objections raised by those who
considered bread as such more valuable than silk because the class “want
of nourishment” is more important than the class “want of luxurious cloth-
ing.”2 Today the concept “class of wants’ is entirely superfluous. It hasno
meaning for action and thereforenonefor thetheory of value; itis, moreover,
liable to bring about error and confusion. Construction of concepts and
classification are mental tools; they acquire meaning and sense only in the

2. Cf.Carl Menger, Grundsétzeder Volkswirtschaftslehre(Vienna, 1871), pp.
88 ff.; Bohm-Bawerk, Kapital und Kapitalzins (3d ed. Innsbruck, 1909), Pt. 11,
pp. 237 ff.
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context of theorieswhich utilize them.® It is nonsensical to arrange various
wants into “ classes of wants” in order to establish that such a classification
is of no avail whatever for the theory of value.

Thelaw of marginal utility and decreasing marginal valueisindependent
of Gossen'slaw of the saturation of wants (first law of Gossen). In treating
marginal utility wedeal neither with sensuous enjoyment nor with saturation
and satiety. We do not transcend the sphere of praxeological reasoning in
establishing the following definition: We call that employment of a unit of
ahomogeneous supply which aman makesif hissupply isn units, but would
not make if, other things being equal, his supply were only n-1 units, the
| east urgent employment or themarginal employment, and theutility derived
fromit marginal utility. In order to attain thisknowledge we do not need any
physiological or psychological experience, knowledge, or reasoning. It
follows necessarily from our assumptions that people act (choose) and that
in the first case acting man has n units of a homogeneous supply and in the
second case n-1 units. Under these conditions no other result is thinkable.
Our statement isformal and aprioristic and does not depend on any experi-
ence.

Thereare only two alternatives. Either there are or there are not interme-
diate stages between the felt uneasiness which impels a man to act and the
state in which there can no longer be any action (be it because the state of
perfect satisfaction is reached or because man is incapable of any further
improvement in his conditions). In the second case there could be only one
action; as soon as this action is consummated, a state would be reached in
which no further actionispossible. Thisismanifestly incompatiblewith our
assumption that there is action; this case no longer implies the general
conditions presupposed inthe category of action. Only thefirst caseremains.
But then there are various degreesin the asymptotic approach to the state in
which there can no longer be any action. Thusthe law of margina utility is
already implied in the category of action. It is nothing else than the reverse
of the statement that what satisfies moreis preferred to what gives smaller
satisfaction. If the supply available increases from n-1 units to n units, the
increment can be employed only for the removal of a want which is less
urgent or less painful than the least urgent or least painful among all those
wants which could be removed by means of the supply n-1.

3. Classes are not in the world. It is our mind that classifies the phenomena
in order to orgaize our knowledge. The question of whether a certain mode of
classifying phenomena is conducive to this end or not is different from the
question of whether itislogical permissible or not.



ACTION WITHIN THE WORLD 125

The law of marginal utility does not refer to objective use-value, but to
subjective use-value. It does not deal with the physical or chemical capacity
of thingsto bring about a definite effect in general, but with their relevance
for the well-being of a man as he himself sees it under the prevailing
momentary state of his affairs. It does not deal primarily with the value of
things, but with the value of the services a man expectsto get from them.

If we were to believe that marginal utility is about things and their
objective use-value, we would be forced to assume that marginal utility can
as well increase as decrease with an increase in the quantity of units
available. It can happen that the employment of acertain minimum quantity-
—n units—of a good a can provide a satisfaction which is deemed more
valuable than the services expected from one unit of a good b. But if the
supply of a available is smaller than n, a can only be employed for another
servicewhichis considered less valuable than that of b. Then anincreasein
the quantity of a from n-1 unitsto n unitsresultsin an increase of the value
attached to one unit of a. The owner of 100 logs may build a cabin which
protects him against rain better than araincoat. But if fewer than 100 logs
are available, he can only use them for aberth that protects him against the
dampness of the soil. As the owner of 95 logs he would be prepared to
forsake the raincoat in order to get 5 logs more. Asthe owner of 10 logs he
would not abandon the raincoat even for 10 logs. A man whose savings
amount to $100 may not be willing to carry out some work for aremunera-
tion of $200. But if his savings were $2,000 and he were extremely anxious
to acquire an indivisible good which cannot be bought for less than $2,100,
he would be ready to perform this work for $100. All this is in perfect
agreement with the rightly formulated law of marginal utility according to
which value depends on the utility of the services expected. There is no
question of any such thing as alaw of increasing marginal utility.

The law of marginal utility must be confused neither with Bernoulli’s
doctrine de mensura sortis nor with the Weber-Fechner law. At the bottom
of Bernoulli’s contribution were the generally known and never disputed
factsthat peopleareeager to satisfy themoreurgent wantsbeforethey satisfy
the less urgent, and that arich man isin a position to provide better for his
wantsthan apoor man. But theinferencesBernoulli drew from thesetruisms
are al wrong. He developed a mathematical theory that the increment in
gratification diminishes with the increase in a man’s total wealth. His
statement that asaruleit ishighly probable that for aman whoseincomeis
5,000 ducats one ducat means not more than half a ducat for aman with an
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income of 2,500 ducatsismerely fanciful. Let us set aside the objection that
thereis no means of drawing comparisons other than entirely arbitrary ones
between the valuations of various people. Bernoulli’s method is no less
inadequate for the valuations of the same individua with various amounts
of income. He did not see that all that can be said about the case in question
isthat with increasing income every new increment is used for the satisfac-
tion of a want less urgently felt than the least urgently felt want already
satisfied before this increment took place. He did not see that in valuing,
choosing, and acting there is no measurement and no establishment of
equivalence, but grading, i.e., preferring and putting aside.* Thus neither
Bernoulli nor the mathematicians and economists who adopted his mode of
reasoning could succeed in solving the paradox of value.

The mistakes inherent in the confusion of the Weber-Fechner law of
psychophysicsand the subjectivetheory of value have already been attacked
by Max Weber. Max Weber, it is true, was not sufficiently familiar with
economics and was too much under the sway of historicism to get a correct
insight into the fundamentals of economic thought. But ingenious intuition
provided him with a suggestion of away toward the correct solution. The
theory of marginal utility, he asserts, is “not psychologically substantiated,
but rather—if an epistemol ogical term isto be applied—pragmatically, i.e.,
on the employment of the categories: ends and means.”

If a man wants to remove a pathological condition by taking a definite
quantity of aremedy, theintake of amultiplewill not bring about abetter effect.
The surplus will have either no effect other than the appropriate dose, the
optimum, or it will have detrimental effects. The same is true of all kinds of
satisfactions, athough the optimum is often reached only by the gpplication of
a large dose, and the point a which further increments produce detrimental
effectsis often far away. This is so because our world is aworld of causality
and of quantitative rel ations between cause and effect. Hewho wantsto remove
the uneasiness caused by living in aroom with atemperature of 35 degreeswill
aim at heating the room to atemperature of 65 or 70 degrees. It has nothing to
do with the Weber-Fechner law that he does not aim at atemperature of 180

4. Cf. Daniel Bernoulli, Versuch einer neuen Theorie zur Bestimmung von
Glucksfallen, trans. by Pringsheim (Leipzib, 1896), pp. 27 ff.

5. Cf. Max Weber, Gesammelte Aufsdtze zur Wissenschafts ehre (TUbingen,
1922), p. 372; dso p. 149. Theterm “pragmatical” as used by Weber isof course
liable to bring about confusion. It isinexpedient to employ it for anything other
than the philosophy of Pragmatism. If Weber had known theterm*® praxeology,”
he probably would have preferred it.
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or 300 degrees. Neither has it anything to do with psychology. All that
psychology can do for the explanation of this fact is to establish as an
ultimate given that man as arule prefers the preservation of life and health
to death and sickness. What countsfor praxeology isonly thefact that acting
man chooses between alternatives. That manisplaced at crossroads, that he
must and does choose, is—apart from other conditions—due to the fact that
he livesin a quantitative world and not in aworld without quantity, which
is even unimaginable for the human mind.

The confusion of margina utility and the Weber-Fechner law originated
from the mistake of looking only at the meansfor the attainment of satisfaction
and not at the satifactionitself. |f the sati sfaction had been thought of, theabsurd
ideawould not have been adopted of explaining the configuration of the desire
for warmth by referring to the decreasingintensity of the sensation of successive
increments in the intengity of the stimuli. That the average man does not want
tora sethetemperature of hisbedroomto 120 degreeshasnoreferencewhatever
totheintengity of the sensation for warmth. That aman does not heat his room
to the same degree as other normal people do and as he himsd f would probably
do, if he were not more intent upon buying a new suit or atending the
performance of aBeethoven symphony, cannot be explained by the methods of
the natural sciences. Objective and open to a treatment by the methods of the
natura sciences are only the problems of objective use-value; the valuation of
objective use-value on the part of acting man is another thing.

2. The Law of Returns

Quantitative definiteness in the effects brought about by an economic good
meanswith regard to the goodsof thefirgt order (consumers goods): aquantity
a of cause brings about—either once and for all or piecemeal over a definite
period of time—a quantity a of effect. With regard to the goods of the higher
orders(producers goods) it means. aquantity b of cause bringsabout aquantity
[3 of effect, provided the complementary cause ¢ contributes the quantity y of
effect; only the concerted effects 3 and y bring about the quantity p of the good
of the first order D. There are in this case three quantities: b and ¢ of the two
complementary goods B and C, and p of the product D.

With b remaining unchanged, we call that value of ¢ which resultsin the

highest value of % the optimum. If several values of c result in this highest

value of % , then we call that the optimum which results also in the highest
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value of p. If the two complementary goods are employed in the optimal
ratio, they both render the highest output; their power to produce, their
objective use-value, is fully utilized; no fraction of them is wasted. If we
deviate from this optimal combination by increasing the quantity of C
without changing the quantity of B, thereturn will asaruleincreasefurther,
sbut not in proportiontotheincreaseinthequantity of C. If itisat all possible
to increase the return from p to p1 by increasing the quantity of one of the
complementary factorsonly, namely by substituting cx for ¢, x being greater
than 1, we have at any rate: p1 > p and pic < pex. For if it were possible to
compensate any decreasein b by acorresponding increasein cin such away
that p remains unchanged, the physical power of production proper to B
would be unlimited and B would not be considered as scarce and as an
economic good. It would be of no importance for acting man whether the
supply of B availablewere greater or smaller. Even aninfinitesimal quantity
of B would be sufficient for the production of any quantity of D, provided
thesupply of Cislargeenough. Ontheother hand, anincreaseinthe quantity
of B available could not increase the output of D if the supply of C does not
increase. Thetotal return of the processwould beimputed to C; B could not
be an economic good. A thing rendering such unlimited services is, for
instance, the knowledge of the causal relation implied. The formula, the
recipe that teaches us how to prepare coffee, provided it is known, renders
unlimited services. It does not lose anything from its capacity to produce
however oftenitisused; itsproductive power isinexhaustible; it istherefore
not an economic good. Acting man is never faced with asituation in which
he must choose between the use-value of a known formula and any other
useful thing.

Thelaw of returns asserts that for the combination of economic goods of
the higher orders (factors of production) there exists an optimum. If one
deviatesfromthisoptimum by increasing theinput of only oneof thefactors,
the physical output either does not increase at all or at least not in the ratio
of theincreased input. Thislaw, as has been demonstrated above, isimplied
in the fact that the quantitative definiteness of the effects brought about by
any economic good is anecessary condition of its being an economic good.

That thereissuch an optimum of combinationisall that thelaw of returns,
popularly called the law of diminishing returns, teaches. There are many
other questionswhich it does not answer at all and which can only be solved
aposteriori by experience.

If the effect brought about by one of the complementary factors is
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indivisible, the optimum is the only combination which results in the
outcome aimed at. In order to dye a piece of wool to a definite shade, a
definite quantity of dye is required. A greater or smaller quantity would
frustrate the aim sought. He who has more coloring matter must leave the
surplus unused. He who has a smaller quantity can dye only a part of the
piece. The diminishing return results in this instance in the complete use-
lessnessof theadditional quantity which must not even be empl oyed because
it would thwart the design.

In other instances acertain minimum isrequired for the production of the
minimum effect. Between this minimum effect and the optimal effect there
isamargin in which increased doses result either in a proportional increase
in effect or in amore than proportional increase in effect. In order to make
a machine turn, a certain minimum of lubricant is needed. Whether an
increase of lubricant above this minimum increases the machine's perfor-
mance in proportion to the increase in the amount applied, or to a greater
extent, can only be ascertained by technological experience.

Thelaw of returns does not answer the following questions: (1) Whether
or not the optimum dose is the only one that is capable of producing the
effect sought. (2) Whether or not there is a rigid limit above which any
increase in the amount of the variable factor is quite useless. (3) Whether
the decrease in output brought about by progressive deviation from the
optimum and the increase in output brought about by progressive approach
to the optimum result in proportional or nonproportional changesin output
per unit of thevariablefactor. All this must be discerned by experience. But
thelaw of returnsitself, i.e., thefact that there must exist such an optimum
combination, isvalid apriori.

The Malthusian law of population and the concepts of absolute over-
population and under-population and optimum population derived from it
arethe application of thelaw of returnsto aspecial problem. They deal with
changes in the supply of human labor, other factors being equal. Because
people, for political considerations, wanted to reject the Malthusiam law,
they fought with passion but with faulty arguments against the law of
returns—which, incidentally, they knew only as the law of diminishing
returns of the use of capital and labor on land. Today we no longer need to
pay any attention to these idle remonstrances. The law of returns is not
limited to the use of complementary factors of production on land. The
endeavors to refute or to demonstrate its validity by historical and experi-
mental investigations of agricultural production are as needless as they are
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vain. He who wants to reject the law would have to explain why people are
ready to pay prices for land. If the law were not vaid, a farmer would never
consder expanding the size of hisfarm. He would be in a position to multiply
indefinitely thereturn of any piece of soil by multiplying hisinput of capital and
labor.

People have sometimes believed that, while the law of diminishing returns
isvdidinagricultural production, with regard to the processing industriesalaw
of increasing returns prevails. It took along time before they realized that the
law of returnsrefersto all branchesof production equaly. Itisfaulty to contrast
agriculture and the processng industries with regard to this law. What is
called—in a very inexpedient, even mideading terminology—the law of in-
creasing returnsis nothing but areversal of the law of diminishing returns, an
unsatisfactory formulation of thelaw of returns. If one approachesthe optimum
combination by increasing the quantity of onefactor only, the quantity of other
factors remaining unchanged, then the returns per unit of the variable factor
increase either in proportion to the incresse or even to a greater extent. A
machine may, when operated by 2 workers, produce p; when operated by 3
workers, 3 p; when operated by 4 workers, 6 p; when operated by 5 workers,
7 p; when operated by 6 workers, also not more than 7p. Then the employment

of 4 workers renders the optimum return per head of the worker, namely g
p, while under the other combinations the returns per head are respectively
2p, p, % pand g p. If, instead of 2 workers, 3 or 4 workersare employed, then

the returns increase more than in relaion to the increase in the number of
workers; they do not increaseintheproportion 2:3:4, but inthe proportion 1:3:6.
We arefaced with increasing returns per head of theworker. But thisisnothing
elsethan the reverse of the law of diminishing returns.

If a plant or enterprise deviates from the optimum combination of the
factorsemployed, it isless efficient than a plant or enterprise for which the
deviation from the optimum is smaller. Both in agriculture and in the
processing industries many factors of production are not perfectly divisible.
Itis, especialy in the processing industries, for the most part easier to attain
the optimum combination by expanding the size of the plant or enterprise
than by restricting it. If the smallest unit of one or of several factorsistoo
largeto alow for itsoptimal exploitation in asmall or medium-size plant or
enterprise, the only way to attain the optimum is by increasing the outfit's
size. Itisthesefactsthat bring about the superiority of big-scale production.
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The full importance of this problem will be shown later in discussing the
issues of cost accounting.

3. Human Labor as a Means

The employment of the physiological functions and manifestations of
human life as a means is called labor. The display of the potentialities of
human energy and vital processes which the man whose life they manifest
does not use for the attainment of external ends different from the mere
running of these processes and from the physiological role they play in the
biological consummation of hisown vital economy, isnot labor; itissimply
life. Man worksin using hisforces and abilities asameans for the removal
of uneasiness and in substituting purposeful exploitation of hisvital energy
for the spontaneous and carefree discharge of his faculties and nerve
tensions. Labor isameans, not an end in itself.

Every individual has only a limited quantity of energy to expend, and
every unit of labor can only bring about alimited effect. Otherwise human
labor would be availablein abundance; it would not be scarce and it would
not be considered asameansfor theremoval of uneasiness and economized
as such.

In aworld in which labor is economized only on account of its being
availablein aquantity insufficient to attain all endsfor which it can be used
as a means, the supply of labor available would be equal to the whole
quantity of labor which all men together are able to expend. In such aworld
everybody would be eager to work until he had completely exhausted his
momentary capacity to work. The time which is not required for recreation
and restoration of the capacity to work, used up by previousworking, would
beentirely devoted towork. Every nonutilization of thefull capacity towork
would be deemed aloss. Through the performance of more work onewould
have increased one's well-being. That a part of the available potential
remained unused would be apprai sed as aforfeiture of well-being. Thevery
idea of laziness would be unknown. Nobody would think: | could possibly
do thisor that; but it is not worthwhile; it does not pay; | prefer my leisure.
Everybody would consider hiswhole capacity towork asasupply of factors
of production which he would be anxious to utilize completely. Even a
chance of the smallest increase in well-being would be considered a suffi-
cient incentive to work more if it happened that at the instant no more
profitable use could be made of the quantity of labor concerned.
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In our actua world things are different. The expenditure of |abor is deemed
painful. Not to work is consdered a state of affairs more satisfactory than
working. Leisureis, other thingsbeing equal, preferred to travail. People work
only when they value the return of labor higher than the decreasein satisfaction
brought about by the curtailment of leisure. To work involves disutility.

Psychology and physiology may try to explainthisfact. Thereisno need for
praxeology to investigate whether or not they can succeed in such endeavors.
For praxeology it is a datum that men are eager to enjoy leisure and therefore
look upon their own capacity to bring about effectswith feelings different from
those with which they look upon the capacity of materid factorsof production.
Man in consdering an expenditure of his own labor investigetes not only
whether there is no more desirable end for the employment of the quantity of
Iabor in question, but no lesswhether it would not be more desirableto abstain
from any further expenditure of labor. We can express thisfact also in calling
the attainment of leisure an end of purposeful activity, or an economic good of
thefirgt order. Inemploying this somewhat sophisticated terminology, we must
view leisure as any other economic good from the aspect of marginal utility.
We must conclude that the first unit of leisure satisfies a desire more urgently
felt than the second one, the second oneamore urgent desirethan thethird one,
and so on. Reversing thisproposition, we get the statement that the disutility of
labor felt by the worker increases in a greater proportion than the amount of
labor expended.

However, it is needless for praxeology to study the question of whether
or not the disutility of labor increases in proportion to the increase in the
quantity of labor performed or to agreater extent. (Whether this problemis
of any importance for physiology and psychology, and whether or not these
sciences can elucidate it, can be left undecided.) At any rate the worker
knocks off work at the point at which he no longer considers the utility of
continuing work as a sufficient compensation for the disutility of the
additional expenditure of labor. Informing thisjudgment he contrasts, if we
disregard the decrease in yield brought about by increasing fatigue, each
portion of working time with the same quantity of product as the preceding
portions. But the utility of the units of yield decreases with the progress of
the labor performed and the increase in the total amount of yield produced.
The products of the prior units of working time have provided for the
satisfaction of more important needs than the products of the work per-
formed later. The satisfaction of these less important needs may not be
considered as a sufficient reward for the further continuation of work,
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athough they are compared with the same quantities of physical output.

It is therefore irrelevant for the praxeologica treatment of the matter
whether thedisutility of labor is proportional tothetotal expenditure of [abor
or whether it increasesto agreater extent than the time spent in working. At
any rate, the propensity to expend the still unused portions of the total
potential for work decreases, other things being equal, with the increasein
the portions already expended. Whether this decrease in the readiness to
work more proceedswith amorerapid or alessrapid acceleration, isalways
aquestion of economic data, not a question of categorial principles.

The disutility attached to labor explains why in the course of human
history, concomitantly with the progressiveincreasein the physical produc-
tivity of labor brought about by technological improvement and a more
abundant supply of capital, by and large a tendency toward shortening the
hours of work developed. Among the amenities which civilized man can
enjoy in amore abundant way than hisless civilized ancestorsthereis also
the enjoyment of more leisure time. In this sense one can answer the
question, often raised by philosophers and philanthropists, whether or not
economic progress has made men happier. If the productivity of labor were
lower than it isin the present capitalist world, man would be forced either
to toil more or to forsake many amenities. In establishing this fact the
economists do not assert that the only means to attain happinessisto enjoy
morematerial comfort, toliveinluxury, or tohavemoreleisure. They simply
acknowledgethetruth that men areinaposition to providethemsel vesbetter
with what they consider they need.

The fundamental praxeological insight that men prefer what satisfies
them moreto what satisfiesthem less and that they value things on the basis
of their utility does not need to be corrected or complemented by an
additional statement concerning the disutility of labor. These propositions
aready imply the statement that labor is preferred to leisure only in so far
astheyield of labor is more urgently desired than the enjoyment of leisure.

The unique position which the factor labor occupiesin our world is due
to its nonspecific character. All nature-given primary factors of produc-
tion—i.e., al those natural thingsand forcesthat man can usefor improving
his state of well-being—have specific powers and virtues. There are ends
for whose attainment they are more suitable, ends for which they are less
suitable, and endsfor which they are altogether unsuitable. But human labor
is both suitable and indispensable for the performance of al thinkable
processes and modes of production.
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Itis, of course, impermissibleto deal with human labor assuchingeneral.
Itisafundamental mistake not to seethat men and their abilitiesto work are
different. The work a certain individual can perform is more suitable for
some ends, less suitable for other ends, and altogether unsuitable for still
other ends. It was one of the deficiencies of classical economicsthat it did
not pay enough attention to this fact and did not take it into account in the
construction of its theory of value, prices, and wage rates. Men do not
economize labor in general, but the particular kinds of labor available.
Wages are not paid for labor expended, but for the achievements of labor,
which differ widely in quality and quantity. The production of each partic-
ular product requires the employment of workers able to perform the
particular kind of labor concerned. It is absurd to justify the failure to
consider this point by referenceto the alleged fact that the main demand for
and supply of labor concerns unskilled common labor which every healthy
man is able to perform, and that skilled labor, the labor of people with
particular inborn faculties and special training, isby and large an exception.
There is no need to investigate whether conditions were such in a remote
past or whether even for primitive tribesmen the inequality of inborn and
acquired capacities for work was the main factor in economizing labor. In
dealing with conditions of civilized peoplesit isimpermissibleto disregard
thedifferencesinthequality of labor performed. Work which variouspeople
are able to perform is different because men are born unequal and because
the skill and experiencethey acquirein the course of their livesdifferentiate
their capacities still more.

In speaking of the nonspecific character of human labor we certainly do
not assert that all human labor is of the same quality. What we want to
establish is rather that the differences in the kind of 1abor required for the
production of various commodities are greater than the differences in the
inborn capacities of men. (In emphasizing this point we are not dealing with
the creative performances of the genius; the work of the genius is outside
the orbit of ordinary human action and is like a free gift of destiny which
comes to mankind overnight.6 We furthermore disregard the institutional
barriers denying some groups of people access to certain occupations and
thetraining they require.) The innate inequality of variousindividuals does
not break up the zoological uniformity and homogeneity of the species man
to such an extent asto divide the supply of labor into disconnected sections.
Thus the potential supply of labor available for the performance of each

6. See below, pp. 139-140.
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particular kind of work exceedsthe actual demand for suchlabor. Thesupply
of every kind of specialized labor could be increased by the withdrawal of
workers from other branches and their training. The quantity of need
satisfaction isin none of the branches of production permanently limited by
a scarcity of people capable of performing specia tasks. Only in the short
run canthere emergeadearth of specialists. Inthelongrunit can beremoved
by training people who display the innate abilities required.

Labor isthe most scarce of al primary means of production becauseitis
in this restricted sense nonspecific and because every variety of production
reguires the expenditure of labor. Thus the scarcity of the other primary
means of production—i.e., the nonhuman means of production supplied by
nature—becomes for acting man a scarcity of those primary material means
of production whose utilization requires the smallest expenditure of labor.”
Itisthe supply of labor availablethat determinesto what an extent thefactor
nature in each of its varieties can be exploited for the satisfaction of needs.

If the supply of labor which men are able and ready to perform increases,
production increases too. Labor cannot remain unemployed on account of
its being useless for the further improvement of need satisfaction. Isolated
self-sufficient man aways has the opportunity of improving his condition
by expending more labor. On the labor market of amarket society there are
buyers for every supply of labor offered. There can be abundance and
superfluity only in segments of the labor market; it resultsin pushing labor
to other segmentsandin an expansion of productionin someother provinces
of the economic system. On the other hand, an increase in the quantity of
land available—other things being equal—could result in an increase in
production only if the additional land is more fertile than the marginal land
tilled before® The same is valid with regard to accumulated material
equipment for future production. The serviceableness of capital goods also
depends on the supply of labor available. It would be wasteful to use the
capacity of existing facilitiesif thelabor required could be employed for the
satisfaction of more urgent needs.

Complementary factors of production can only be used to the extent
alowed by the availahility of the most scarce among them. Let us assume
that the production of 1 unit of p requiresthe expenditure of 7 unitsof aand

7. Of course, some natural resources are so scarce that they are entirely
Utg.l ZS?{der free mobility of labor it would be wasteful to improve barren soil if

the reclaimed areais not so fertile that it compensates for the total cost of the
operation.
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of 3 units of b and that neither a nor b can be used for any production other
than that of p. If 49 a and 2,000 b are available, no more than 7 p can be
produced. The available supply of a determines the extent of the use of b.
Only ais considered an economic good; only for a are people ready to pay
prices; the full price of p isalowed for 7 units of a. On the other hand b is
not an economic good and no prices are allowed for it. There are quantities
of b which remain unused.

Wemay try toimaginethe conditionswithinaworldinwhich al material
factors of production are so fully employed that there is no opportunity to
employ all men or to employ all men to the extent that they are ready to
work. In such aworld labor is abundant; an increase in the supply of labor
cannot add any increment whatever to the total amount of production. If we
assume that all men have the same capacity and application for work and if
we disregard the disutility of labor, labor in such aworld would not be an
economic good. If thisworld were asocialist commonwealth, anincreasein
population figures would be deemed an increase in the number of idle
consumers. If it wereamarket society, wage rates paid would not be enough
to prevent starvation. Those seeking employment would be ready to go to
work for any wages, however low, even if insufficient for the preservation
of their lives. They would be happy to delay for awhile death by starvation.

There is no need to dwell upon the paradoxes of this hypothesis and to
discussthe problems of such aworld. Our world is different. Labor is more
scarce than material factors of production. We are not dealing at this point
with the problem of optimum population. We are dealing only with the fact
that there are materia factors of production which remain unused because
thelabor required is needed for the satisfaction of more urgent needs. In our
world there is no abundance, but a shortage of manpower, and there are
unused material factors of production, i.e. land, mineral deposits, and even
plants and equipment.

This state of affairs could be changed by such an increase in population
figuresthat all material factorsrequired for the production of the foodstuffs
indispensable-in the strict meaning of the word-for the preservation of
human life are fully exploited. But as long as thisis not the case, it cannot
be changed by any improvement in technological methods of production.
The substitution of more efficient methods of production for less efficient
onesdoes not render [abor abundant, provided there are still material factors
availablewhose utilization can increase human well-being. On the contrary,
it increases output and thereby the quantity of consumers goods. “Labor-
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saving” devices increase supply. They do not bring about “technological
unemployment."9

Every product is the result of the employment both of labor and of
material factors. Man economizes both labor and material factors.

Immediately Gratifying Labor and Mediately Gratifying Labor

Asarule labor gratifies the performer only mediately, namely, through
theremoval of uneasinesswhich the attainment of the end brings about. The
worker givesup leisureand submitsto thedisutility of labor in order to enjoy
either the product or what other people are ready to give him for it. The
expenditure of labor isfor him ameans for the attainment of certain ends, a
price paid and a cost incurred.

But there are instances in which the performance of labor gratifies the
worker immediately. He derives immediate satisfaction from the expendi-
ture of labor. The yield is twofold. It consists on the one hand in the
attainment of the product and on the other hand in the satisfaction that the
performance itself givesto the worker.

People have misinterpreted this fact grotesquely and have based on this
misinterpretation fantastic plansfor socia reforms. One of the main dogmas
of socialismisthat labor has disutility only within the capitalistic system of
production, while under socialism it will be pure delight. We may disregard
the effusions of the poor lunatic Charles Fourier. But Marxian “scientific”
socialismdoesnot differ inthispoint from the utopians. Someof itsforemost
champions, Frederick Engels and Karl Kautsky, expressly declare that a
chief effect of asocialist regimewill beto transform labor from apain into
a pleasure.10

Thefact isoften ignored that those activities which bring about immedi-
ate gratification and are thus direct sources of pleasure and enjoyment, are
essentially different from labor and working. Only avery superficia treat-
ment of the facts concerned can fail to recognize these differences. Paddling
acanoe asit is practiced on Sundays for amusement on the lakes of public
parks can only from the point of view of hydromechanics be likened to the
rowing of boatsmen and galley slaves. When judged as a means for the
attainment of endsitisasdifferent asisthe humming of an ariaby arambler
from the recital of the same aria by the singer in the opera. The carefree
Sunday paddler and the singing rambler deriveimmediate gratification from
their activities, but not mediate gratification. What they do is therefore not
Iabor, not the employment of their physiologi cal functionsfor theattainment

9. Seebelow, pp. 769-779.
10. Karl Kautsky, Diesoziale Revolution (3d ed. Berlin, 1911), I1, 16ff. About
Engels see below, p. 591.
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of endsother than the mere exercise of thesefunctions. Itismerely pleasure.
Itisanendinitself; itisdonefor itsown sake and doesnot render any further
service. As it is not labor, it is not permissible to cal it immediately
gratifying labor.1t

Sometimes asuperficid observer may believethat [abor performed by other
people gives rise to immediate gratification because he himsalf would like to
engagein akind of play which gpparently imitatesthe kind of labor concerned.
As children play school, soldiers, and railroad, so adults too would like to play
this and that. They think that the railroad engineer must enjoy operating and
steering his engine as much asthey would if they were permitted to toy withiit.
On hishurried way to the office the bookkeeper envies the patrolman who, he
thinks, ispaid for leisurdly strolling around his beat. But the patrolman envies
thebookkeeper who, sitting onacomfortablechair inawe |-heated room, makes
money by some scribbling which cannot serioudy be called labor. Yet the
opinions of peoplewho misinterpret other people’ swork and consder it amere
pastime need not be taken seriously.

There are, however, dso instances of genuineimmediately gratifying labor.
There are some kinds of labor of which, under specid conditions, small
quantities provide immediate gratification. But these quantities are so insignif-
icant that they do not play any role at dl in the complex of human action and
production for the satisfection of wants. Our world is characterized by the
phenomenon of the disutility of labor. Peopletrade the disutility-bringing labor
for the products of Iabor; labor isfor them a source of mediate gretification.

Asfar as a special kind of labor gives alimited amount of pleasure and
not pain, immediate gratification and not disutility of labor, no wages are
alowed for its performance. On the contrary, the performer, the “worker,”
must buy the pleasure and pay for it. Hunting game was and is for many
people regular disutility-creating labor. But there are people for whomiit is
pure pleasure. In Europe amateur hunters buy from the owner of the
hunting-ground the right to shoot a definite number of game of a definite
type. The purchase of thisright is separated from the priceto be paid for the
bag. If the two purchases are linked together, the price by far exceeds the
prices that can be obtained on the market for the bag. A chamois buck still
roaming on precipitous rocks has therefore a higher cash value than later
when killed, brought down to the valley, and ready for the utilization of the
meat, the skin, and thehorns, although strenuous climbing and somematerial
must beexpended for itskilling. One could say that one of the serviceswhich
aliving buck is able to render is to provide the hunter with the pleasure of
killing it.

11. Rowing seriously practiced as a sport and singing seriously practiced by
an amateur areintroversive labor. See below, pp. 587-588.
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The Creative Genius

Far above the millions that come and pass away tower the pioneers, the
men whose deeds and ideas cut out new paths for mankind. For the pioneer-
ing geni us™ to createisthe essence of life. To live means for him to create.

The activities of these prodigious men cannot be fully subsumed under
the praxeological concept of labor. They are not labor because they are for
the genius not means, but ends in themselves. He lives in creating and
inventing. For him there is not leisure, only intermissions of temporary
sterility and frustration. Hisincentiveisnot the desireto bring about aresullt,
but the act of producing it. The accomplishment gratifies him neither
mediately nor immediately. It does not gratify him mediately because his
fellow men at best are unconcerned about it, more often even greet it with
taunts, sneers, and persecution. Many a genius could have used his giftsto
render his life agreeable and joyful; he did not even consider such a
possibility and chose the thorny path without hesitation. The genius wants
toaccomplishwhat heconsidershismission, evenif heknowsthat hemoves
toward his own disaster.

Neither does the genius derive immediate gratification from his creative
activities. Creating is for him agony and torment, a ceaseless excruciating
struggle against internal and external obstacles; it consumes and crushes
him. The Austrian poet Grillparzer has depicted this in a touching poem
“Farewell to Gastein.” > We may assume that in writing it he thought not
only of hisown sorrows and tribulations but al so of the greater sufferings of
amuch greater man, of Beethoven, whosefate resembled hisown and whom
he understood, through devoted affection and sympathetic appreciation,
better than any other of his contemporaries. Nietzsche compared himself to
the flame that insatiably consumes and destroys itself.* Such agonies are
phenomenawhich have nothing in common with the connotationsgenerally
attached to the notions of work and labor, production and success, bread-
winning and enjoyment of life.

Theachievementsof the creativeinnovator, histhoughtsand theories, his
poems, paintings, and compositions, cannot be classified praxeologically as
products of labor. They are not the outcome of the employment of labor

12. Leaders [Furhrers] are not pioneers. They guide people aong the tracks
pioneers have laid. The pioneer clears aroad through land hitherto inaccessible
and may not care whether or not anybody wantsto go the new way. The leader
directs people toward the goal they want to reach.

13. It seems that there is no English translation of this poem. The book of
Douglas Y ates (Franz Grillparzer, a Critical Biography, Oxford, 1946), |, 57,
gives ashort English resume of its content.

14. For a trandation of Nietzsche's poem see M.A. Mugge, Friedrich
Nietzsche (New York, 1911), p. 275.
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which could have been devoted to the production of other amenitiesfor the
“production” of a masterpiece of philosophy, art, or literature. Thinkers,
poets, and artists are sometimes unfit to accomplish any other work. At any
rate, the time and toil which they devote to creative activities are not
withheld from employment for other purposes. Conditions may sometimes
doom to sterility aman who would have had the power to bring forth things
unheard of; they may leave him no alternative other than to die from
starvation or to use al hisforcesin the struggle for mere physical survival.
But if the genius succeeds in achieving his goals, nobody but himself pays
the“ costs’ incurred. Goethe was perhaps in some respects hampered by his
functions at the court of Weimar. But certainly he would not have accom-
plished morein his official duties as minister of state, theater manager, and
administrator of minesif he had not written his plays, poems, and novels.

Itis, furthermore, impossibleto substitute other people swork for that of
the creators. If Dante and Beethoven had not existed, one would not have
been in aposition to produce the Divina Commedia or the Ninth Symphony
by assigning other men to these tasks. Neither society nor singleindividuals
can substantially further the genius and his work. The highest intensity of
the “demand” and the most peremptory order of the government are inef-
fectual. Thegeniusdoesnot deliver to order. Men cannot improvethenatural
and social conditions which bring about the creator and his creation. It is
impossible to rear geniuses by eugenics, to train them by schooling, or to
organize their activities. But, of course, one can organize society in such a
way that no room isleft for pioneers and their path-breaking.

The creative accomplishment of the genius is an ultimate fact for
praxeology. It comes to passin history as a free gift of destiny. It is by
no means the result of production in the sense in which economics uses
this term.

4. Production

Action, if successful, attains the end sought. It produces the product.

Production is not an act of creation; it does not bring about something
that did not exist before. It is a transformation of given elements through
arrangement and combination. The producer isnot acreator. Maniscreative
only in thinking and in the realm of imagination. In the world of external
phenomena he is only a transformer. All that he can accomplish is to
combine the means available in such a way that according to the laws of
nature the result aimed at is bound to emerge.

It was once customary to distinguish between the production of tangible
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goodsand therendering of personal services. Thecarpenter who madetables
and chairs was called productive; but this epithet was denied to the doctor
whose advice helped the ailing carpenter to recover his capacity to make
tablesand chairs. A differentiation was made between the doctor-carpenter
nexus and the carpenter-tailor nexus. The doctor, it was asserted, does not
himself produce; he makes a living from what other people produce, he is
maintained by carpenters and tailors. At a still earlier date the French
Physiocrats contended that all 1abor wassterile unlessit extracted something
from the soil. Only cultivation, fishing and hunting, and the working of
mines and quarries were in their opinion productive. The processing indus-
tries did not add to the value of the material employed anything more than
the value of the things consumed by the workers.

Present-day economistslaugh at their predecessorsfor having made such
untenable distinctions. However, they should rather cast the beam out of
their own eyes. The way in which many contemporary writers deal with
various problems—for instance, advertising and marketing—is manifestly
arelapse into the crude errors which should have disappeared long ago.

Another widely held opinion finds adifference between the employment
of labor and that of material factors of production. Nature, it is asserted,
dispensesits gifts gratuitously; but labor must be paid for by submitting to
its disutility. In toiling and overcoming the disutility of labor man adds
something to the universe that did not exist before. In this sense labor was
called cregtive. Thistoo iserroneous. Man' scapacity towork isgiveninthe
universeasaretheoriginal and inherent capacitiesof theland and the animal
substances. Nor does the fact that a part of the potentiality of labor can
remain unused differentiate it from the nonhuman factors of production;
these too can remain unused. The readiness of individuals to overcome the
disutility of labor is the outcome of the fact that they prefer the produce of
labor to the satisfaction derived from moreleisure.

Only the human mind that directs action and production is creative. The
mind too appertains to the universe and to nature; it is a part of the given
and existing world. To cal the mind creative is not to indulge in any
metaphysical speculations. We call it creative because we are a a loss to
trace the changes brought about by human action farther back than to the
point at which we are faced with the intervention of reason directing human
activities. Production is not something physical, material, and external; itis
agpiritual and intellectual phenomenon. Its essentia requisites are not human
labor and external natural forces and things, but the decision of the mind to use
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thesefactorsas meansfor the attainment of ends. What producesthe product
are not toil and trouble in themselves, but the fact that the toiling is guided
by reason. The human mind a one has the power to remove uneasiness.

The materialist metaphysics of the Marxians misconstrues these things
entirely. The“productive forces’ are not material. Production isa spiritual,
intellectual, andideol ogical phenomenon. Itisthe method that man, directed
by reason, employs for the best possible removal of uneasiness. What
distinguishes our conditions from those of our ancestors who lived one
thousand or twenty thousand years ago is not something material, but
something spiritual. The material changes are the outcome of the spiritual
changes.

Production is ateration of the given according to the designs of reason.
These designs—the recipes, the formulas, the ideol ogies—-are the primary
thing; they transform the original factors—both human and nonhuman—
into means. Man produces by dint of his reason; he chooses ends and
employs meansfor their attainment. The popular saying according to which
economics deals with the material conditions of human life is entirely
mistaken. Human action is a manifestation of the mind. In this sense
praxeology can be called amoral science (Geisteswissenschaft).

Of course, we do not know what mind is, just as we do not know what
motion, life, electricity are. Mindissimply theword to signify the unknown
factor that has enabled men to achieve all that they have accomplished: the
theories and the poems, the cathedrals and the symphonies, the motorcars
and the airplanes.



Part Two

Action Within The Framework Of Society

VIII. HUMAN SOCIETY

1. Human Cooperation

SOCI ETY is concerted action, cooperation. Society is the outcome of
conscious and purposeful behavior.

This does not mean that individuas have concluded contracts by virtue of
which they havefounded human society. Theactionswhich have brought about
social cooperation and daily bring it about anew do not aim at anything el sethan
cooperation and coadjuvancy with othersfor the attainment of definite singular
ends. The total complex of the mutua relations created by such concerted
actionsis caled society. It substitutes collaboration for the—at least concelv-
able—isolated life of individuals. Society is division of labor and combination
of labor. In his capecity as an acting animal man becomesasocid animal.

Individual man is born into a socialy organized environment. In this
sense alone we may accept the saying that society is—logically or
historically—antecedent to the individual. In every other sense this dictum
is either empty or nonsensical. Theindividual lives and acts within society.
But society is nothing but the combination of individuas for cooperative
effort. It exists nowhere else than in the actions of individual men. Itisa
delusion to search for it outside the actions of individuals. To spesk of a
society’ s autonomous and independent existence, of itslife, itssoul, and its
actions is ametaphor which can easily lead to crass errors.

The questionswhether society or theindividual isto be considered asthe
ultimate end, and whether the interests of society should be subordinated to
those of theindividuals or the interests of the individualsto those of society
arefruitless. Actionisalwaysaction of individual men. Thesocia or societal
element is a certain orientation of the actions of individual men. The
category end makes sense only when applied to action. Theology and the
metaphysicsof history may discusstheendsof society and thedesignswhich
God wants to realize with regard to society in the same way in which they
discuss the purpose of al other parts of the created universe. For science,
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which is inseparable from reason, atool manifestly unfit for the treatment
of such problems, it would be hopeless to embark upon speculations con-
cerning these matters.

Within the frame of social cooperation there can emerge between mem-
bersof society feelingsof sympathy and friendship and asense of belonging
together. These feelings are the source of man’s most delightful and most
sublime experiences. They are the most precious adornment of life; they lift
theanimal speciesman to the heightsof areally human existence. However,
they are not, as some have asserted, the agentsthat have brought about social
relationships. They are fruits of social cooperation, they thrive only within
itsframe; they did not precede the establishment of social relations and are
not the seed from which they spring.

The fundamental facts that brought about cooperation, society, and
civilization and transformed the animal man into ahuman being arethefacts
that work performed under the division of labor is more productive than
isolated work and that man’ sreason is capable of recognizing thistruth. But
for thesefacts men would haveforever remained deadly foes of oneanother,
irreconcilable rivals in their endeavors to secure a portion of the scarce
supply of means of sustenance provided by nature. Each man would have
been forced to view al other men as his enemies; his craving for the
satisfaction of hisown appetiteswould have brought himinto animplacable
conflict with all his neighbors. No sympathy could possibly develop under
such astate of affairs.

Some sociologists have asserted that the original and elementary subjec-
tivefact in society isa* consciousness of kind.” ! Others maintain that there
would be no socia systems if there were no “sense of community or of
bel onging together.” 2 one may agree, provided that these somewhat vague
and ambiguous terms are correctly interpreted. We may call consciousness
of kind, sense of community, or sense of belonging together the acknowledg-
ment of the fact that all other human beings are potential collaboratorsin the
strugglefor surviva becausethey are cgpabl e of recognizing themutual benefits
of cooperation, whiletheanimalslack thisfaculty. However, wemust not forget
that the primary facts that bring about such consciousness or such a sense are
thetwo mentioned above. In ahypothetical world in whichthedivision of labor
would not increase productivity, there would not be any society. There would
not be any sentiments of benevolence and good will.

1. F.H. Giddings, The Principles of Sociology (New Y ork, 1926), p. 17.
2. F.M. Maclver, Society (New Y ork, 1937), pp. 6-7.
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Principle of the division of labor is one of the great basic principles of
cosmic becoming and evolutionary change. The biologists were right in
borrowing the concept of the division of labor from social philosophy and
inadaptingittotheir field of investigation. Thereisdivision of 1abor between
the various parts of any living organism. There are, furthermore, organic
entitiescomposed of collaborating animal individuals; itiscustomary to call
metaphorically such aggregations of the ants and bees “animal societies.”
But one must never forget that the characteristic feature of human society is
purposeful cooperation; society is an outcome of human action, i.e., of a
conscious aiming at the attainment of ends. No such element is present, as
far as we can ascertain, in the processes which have resulted in the emer-
gence of the structure-function systems of plant and animal bodies and in
the operation of the societies of ants, bees, and hornets. Human society isan
intellectual and spiritual phenomenon. It is the outcome of a purposeful
utilization of auniversal law determining cosmic becoming, viz., the higher
productivity of the division of labor. Aswith every instance of action, the
recognition of the laws of nature is put into the service of man’s efforts to
improve his conditions.

2. A Critique of the Holistic and Metaphysical
View of Society

According to the doctrines of universalism, conceptual realism, holism,
collectivism, and some representatives of Gestaltpsychologie, society isan
entity living its own life, independent of and separate from the lives of the
various individuals, acting on its own behalf and aiming at its own ends
which aredifferent from the ends sought by theindividuals. Then, of course,
an antagonism between the aims of society and those of its members can
emerge. In order to safeguard the flowering and further development of
society it becomes necessary to master the selfishness of theindividualsand
to compel them to sacrifice their egoistic designs to the benefit of society.
At this point all these haligtic doctrines are bound to abandon the secular
methods of human science and logical reasoning and to shift to theological or
metaphysica professons of faith. They must assume that Providence, through
itsprophets, gpostles, and charismatic leaders, forcesmen who are constitution-
ally wicked, i.e, prone to pursue their own ends, to walk in the ways of
righteousness which the Lord or Weltgeist or history wantsthem to walk.

This is the philosophy which has characterized from time immemorial
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the creeds of primitive tribes. It has been an element in al religious
teachings. Man is bound to comply with the law issued by a superhuman
power and to obey the authorities which this power has entrusted with the
enforcement of the law. The order created by this law, human society, is
consequently the work of the Deity and not of man. If the Lord had not
interfered and had not given enlightenment to erring mankind, society would
not have come into existence. It istrue that social cooperationisablessing
for man; it is true that man could work his way up from barbarism and the
moral and material distressof his primitive state only within the framework
of society. However, if left alone he would never have seen the road to his
own salvation. For adjustment to the requirements of social cooperation and
subordination to the preceptsof themoral law put heavy restraintsupon him.
From the point of view of his wretched intellect he would deem the
abandonment of some expected advantage an evil and aprivation. Hewould
fail to recognize the incomparably greater, but later, advantages which
renunciation of present and visible pleasureswill procure. But for supernat-
ural revelation he would never have learned what destiny wants him to do
for his own good and that of his offspring.

Thescientifictheory asdevel oped by the social philosophy of eighteenth-
century rationalism and liberalism and by modern economicsdoes not resort
to any miraculousinterference of superhuman powers. Every step by which
an individual substitutes concerted action for isolated action results in an
immediate and recogni zableimprovement in hisconditions. The advantages
derived from peaceful cooperation and division of labor are universal. They
immediately benefit every generation, and not only later descendants. For
what the individual must sacrifice for the sake of society he is amply
compensated by greater advantages. His sacrifice is only apparent and
temporary; he foregoes a smaller gain in order to reap a greater one later.
No reasonable being can fail to see this obvious fact. When social coopera-
tion isintensified by enlarging the field in which there is division of labor
or whenlegal protection and the safeguarding of peace are strengthened, the
incentive is the desire of all those concerned to improve their own condi-
tions. Instriving after hisown—rightly understood—intereststheindividual
works toward an intensification of social cooperation and peaceful inter-
course. Society isaproduct of human action, i.e., the human urgeto remove
uneasiness as far as possible. In order to explain its becoming and its
evolution it is not necessary to have recourse to a doctrine, certainly
offensiveto atruly religious mind, according to which the original creation
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was so defective that reiterated superhuman intervention is needed to
prevent itsfailure.

The historical role of the theory of the division of labor as elaborated by
British political economy from Hume to Ricardo consisted in the compl ete
demolition of all metaphysical doctrines concerning the origin and the
operation of social cooperation. It consummated the spiritual, moral and
intellectual emancipation of mankind inaugurated by the philosophy of
Epicureanism. It substituted an autonomous rational morality for the heter-
onomous and intuitionist ethics of older days. Law and legality, the moral
code and socidl institutions are no longer revered as unfathomabl e decrees
of Heaven. They areof human origin, and theonly yardstick that must beapplied
to them is that of expediency with regard to human welfare. The utilitarian
economist does not say:Fiat judtitia, pereat mundus. He says. Fiat jutitiane
pereat mundus. Hedoes not ask aman to renounce hiswell-being for the benefit
of society. He advises him to recognize what his rightly understood interests
are. In hiseyes God' smagnificence doesnot manifest itsalf in busy interference
with sundry affairsof princesand politicians, but inendowing hiscreatureswith
reason and the urge toward the pursuit of happi ness>

The essential problem of all varieties of universalistic, collectivistic, and
holistic socia philosophy is: By what mark do | recognize the true law, the
authentic apostle of God's word, and the legitimate authority. For many
claim that Providence has sent them, and each of these prophets preaches
another gospel. For the faithful believer there cannot be any doubt; he is
fully confident that he has espoused the only truedoctrine. Butitisprecisely
the firmness of such beliefs that renders the antagonisms irreconcilable.
Each party is prepared to make its own tenets prevail. But as logical
argumentation cannot decide between various dissenting creeds, thereisno
means | eft for the settlement of such disputes other than armed conflict. The

3. Many economists, among them Adam Smith and Bastiat, believed in God.
Hence they admired in the facts they had discovered the providential care of
“the great Director of Nature.” Atheist critics blame them for this attitude.
However, these critics fail to realize that to sneer at the references to the
“invisiblehand” doesnot invalidate the essential teachingsof therationalist and
utilitarian social philosophy. One must comprehend that the alternativeis this:
Either association is a human process because it best serves the aims of the
individuals concerned and the individual s themselves have the ability to realize
the advantages they derive from their adjustment to life in social cooperation.
Or asuperior being enjoins upon reluctant men subordination to the law and to
the social authorities. It is of minor importance whether one calls this supreme
being God, Weltgeist, Destiny, History, Wotan, or Material Productive Forces
and what title one assignsto its apostles, the dictators.
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nonrationalist, nonutilitarian, and nonliberal socia doctrines must beget wars
and civil warsuntil one of the adversariesisannihilated or subdued. The history
of theworld's grest religionsisarecord of battlesand wars, asisthe history of
the present-day counterfeit religions, socialism, gatolatry, and nationdism.

Intolerance and propaganda by the executioner’s or the soldier’s sword
are inherent in any system of heteronomous ethics. The laws of God or
Destiny claim universal validity, and to the authorities which they declare
legitimate al men by rights owe obedience. As long as the prestige of
heteronomous codes of morality and of their philosophical corollary, con-
ceptua realism, wasintact, there could not be any question of tolerance or
of lasting peace. When fighting ceased, it was only to gather new strength
for further battling. The idea of tolerance with regard to other people's
dissenting views could take root only when the liberal doctrines had broken
the spell of universalism. In the light of the utilitarian philosophy, society
and state no longer appear as ingtitutions for the maintenance of a world
order that for considerations hidden to the human mind pleases the Deity
although it manifestly hurts the secular interests of many or even of the
immense mgjority of thoseliving today. Society and state areon thecontrary
the primary means for all people to attain the endsthey aim at of their own
accord. They are created by human effort and their maintenance and most
suitable organization are tasks not essentially different from all other con-
cerns of human action. The supporters of a heteronomous morality and of
the collectivistic doctrine cannot hope to demonstrate by ratiocination the
correctness of their specific variety of ethical principles and the superiority
and exclusive legitimacy of their particular social ideal. They are forced to
ask people to accept credulously their ideological system and to surrender
to the authority they consider the right one; they are intent upon silencing
dissenters or upon beating them into submission.

Of course, there will aways be individuals and groups of individuals
whoseintellect is so narrow that they cannot grasp the benefits which social
cooperation brings them. There are others whose moral strength and will
power are so weak that they cannot resist the temptation to strive for an
ephemeral advantage by actions detrimental to the smooth functioning of
the socia system. For the adjustment of the individual to the requirements
of socia cooperation demands sacrifices. These are, it istrue, only tempo-
rary and apparent sacrifices as they are more than compensated for by the
incomparably greater advantages which living within society provides.
However, at theinstant, inthevery act of renouncing an expected enjoyment,
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they arepainful, and it isnot for everybody to realizetheir later benefitsand
to behave accordingly. Anarchism believes that education could make all
people comprehend what their own interests require them to do; rightly
instructed they would of their own accord always comply with the rules of
conduct indispensable for the preservation of society. The anarchists con-
tend that a social order in which nobody enjoys privileges at the expense of
hisfellow-citizens could exist without any compulsion and coercion for the
prevention of action detrimental to society. Such an ideal society could do
without state and government, i.e., without a police force, the social appa-
ratus of coercion and compulsion.

The anarchists overlook the undeniable fact that some people are either
too narrow-minded or too weak to adjust themselves spontaneously to the
conditions of social life. Even if we admit that every sane adult is endowed
with the faculty of realizing the good of social cooperation and of acting
accordingly, there still remains the problem of theinfants, the aged, and the
insane. We may agree that he who acts antisocially should be considered
mentally sick and in need of care. But aslong as not all are cured, and as
long as there are infants and the senile, some provision must be taken lest
they jeopardize society. An anarchistic society would be exposed to the
mercy of every individual. Society cannot exist if the majority is not ready
to hinder, by the application or threat of violent action, minorities from
destroying the social order. This power isvested in the state or government.

State or government is the social apparatus of compulsion and coercion.
It has the monopoly of violent action. No individual is free to use violence
or thethrest of violenceif the government has not accorded thisright to him.
The state is essentially an institution for the preservation of peaceful inter-
human relations. However, for the preservation of peaceit must be prepared
to crush the onslaughts of peace-breakers.

Liberal socia doctrine, based on the teachings of utilitarian ethics and
economics, sees the problem of the relation between the government and
those ruled from a different angle than universalism and collectivism.
Liberalism realizes that the rulers, who are always a minority, cannot
lastingly remain in office if not supported by the consent of the majority of
those ruled. Whatever the system of government may be, the foundation
upon which it is built and rests is always the opinion of those ruled that to
obey andto beloyal to thisgovernment better servestheir own intereststhan
insurrection and the establishment of another regime. The majority has the
power to do away with an unpopular government and uses this power



150 HUMAN ACTION

whenever it becomes convinced that its own welfare requiresit. In thelong
run, there is no such thing as unpopular government. Civil war and revolu-
tion are the means by which the discontented majorities overthrow rulers
and methods of government which do not suit them. For the sake of domestic
peace liberalism aims at democratic government. Democracy is therefore
not a revolutionary ingtitution. On the contrary, it is the very means of
preventing revolutions and civil wars. It provides amethod for the peaceful
adjustment of government to thewill of themajority. Whenthemenin office
and their policies no longer please the mgjority of the nation, they will—in
the next election—be eliminated and replaced by other men espousing
different policies.

The principle of mgjority rule or government by the people as recom-
mended by liberalism does not aim at the supremacy of the mean, of the
lowbred, of the domestic barbarians. The liberals too believe that a nation
should beruled by those best fitted for thistask. But they believethat aman’s
ability to rule provesitself better by convincing his fellow-citizens than by
using force upon them. Thereis, of course, no guarantee that the voterswill
entrust office to the most competent candidate. But no other system could
offer such aguarantee. If the mgjority of the nation iscommitted to unsound
principlesand prefersunworthy office-seekers, thereisno remedy other than
to try to change their mind by expounding more reasonable principles and
recommending better men. A minority will never win lasting success by
other means.

Universalism and collectivism cannot accept this democratic solution of
the problem of government. In their opinion the individual in complying
with the ethical code does not directly further his earthly concerns but, on
the contrary, foregoes the attainment of his own ends for the benefit of the
designsof the Deity or of the collectivewhole. Moreover reason aloneisnot
capable of conceiving the supremacy of the absolute values and the uncon-
ditional validity of the sacred law and of interpreting correctly the canons
and commandments. Hence it is in their eyes a hopeless task to try to
convince the majority through persuasion and to lead them to righteousness
by amicable admonition. Those blessed by heavenly inspiration, to whom
their charisma has conveyed illumination, have the duty to propagate the
gospel to the docile and to resort to violence against the intractable. The
charismatic leader is the Deity’s vicar, the mandatory of the collective
whole, the tool of history. He isinfallible and always right. His orders are
the supreme norm.



HUMAN SOCIETY 151

Universalism and collectivism are by necessity systems of theocratic gov-
ernment. The common characteristic of al their varietiesisthat they postu-
late the existence of a superhuman entity which the individuals are bound
to obey. What differentiates them from one another is only the appellation
they giveto thisentity and the content of thelawsthey proclaiminitsname.
Thedictatorial rule of aminority cannot find any legitimation other than the
appedl to an aleged mandate obtained from a superhuman absol ute author-
ity. It does not matter whether the autocrat bases his claims on the divine
rights of anointed kings or on the historical mission of the vanguard of the
proletariat or whether the supremebeingiscalled Geist (Hegel) or Humanite
(Auguste Comte). The terms society and state as they are used by the
contemporary advocates of socialism, planning, and social control of al the
activitiesof individualssignify adeity. The priestsof thisnew creed ascribe
to their idol all those attributes which the theol ogians ascribe to God—om-
nipotence, omniscience, infinite goodness, and so on.

If oneassumesthat there existsabove and beyond theindividual’ sactions
animperishableentity aiming at itsown ends, different from those of mortal
men, one has already constructed the concept of a superhuman being. Then
one cannot evade the question whose ends take precedence whenever an
antagonism arises, those of the state or society or those of the individual.
The answer to this question is aready implied in the very concept of state
or society as conceived by collectivism and universalism. If one postul ates
the existence of an entity which ex definitione is higher, nobler, and better
than the individuals, then there cannot be any doubt that the aims of this
eminent being must tower abovethose of thewretched individuals. (Itistrue
that some lovers of paradox—for instance, Max Sti rner*—took pleasurein
turning the matter upside down and for al that asserted the precedence of
the individual.) If society or state is an entity endowed with volition and
intention and all theother qualitiesattributed toit by the collectivist doctrine,
then it is simply nonsensical to set the shabby individud’s trivia aims
againgt its lofty designs.

The quasi-theological character of all collectivist doctrines becomes
manifest intheir mutual conflicts. A collectivist doctrine does not assert the
superiority of a collective whole in abstracto; it always proclaims the
eminence of adefinitecollectivist idol, and either flatly deniesthe existence
of other such idols or relegates them to a subordinate and ancillary position

4. [4] Cf. Max Stirner (Johan Kaspar Schmidt). The Ego and His Own, trans.
by S.T. Byington (New York, 1907).
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with regard to its own idol. The worshipers of the state proclaim the
excellence of adefinite state, i.e., their own; the nationalists, the excellence
of their own nation. If dissenters challenge their particular program by
heralding the superiority of another collectivist idol, they resort to no
objection other than to declare again and again: Weareright becauseaninner
voice tells us that we are right and you are wrong. The conflicts of antago-
nistic collectivist creeds and sects cannot be decided by ratiocination; they
must be decided by arms. The alternatives to the liberal and democratic
principle of majority rule are the militarist principles of armed conflict and
dictatorial oppression.

All varieties of collectivist creeds are united in their implacable hostility
to the fundamental political institutions of the liberal system: majority rule,
tolerance of dissenting views, freedom of thought, speech, and the press,
equality of all men under the law. This collaboration of collectivist creeds
in their attempts to destroy freedom has brought about the mistaken belief
that the issue in present-day political antagonisms is individualism versus
collectivism. In fact it is a struggle between individualism on the one hand
and amultitude of collectivist sects on the other hand whose mutual hatred
and hostility isnolessferociousthan their abomination of theliberal system.
Itisnot auniform Marxian sect that attacks capitalism, but ahost of Marxian
groups. These groups—for instance, Stalinists, Trotskyists, Mensheviks,
supporters of the Second International, and so on—fight one another with
the utmost brutality and inhumanity. And then there are again many other
nonMarxian sects which apply the same atrocious methods in their mutual
struggles. A substitution of collectivism for liberalism would result in
endless bloody fighting.

The customary terminology misrepresents these things entirely. The
philosophy commonly called individualism is a philosophy of socia coop-
eration and the progressive intensification of the social nexus. On the other
hand the application of the basic ideas of collectivism cannot result in
anything but social disintegration and the perpetuation of armed conflict. It is
true that every variety of collectivism promises eternal peace sarting with the
day of itsown decisivevictory and thefinal overthrow and extermination of all
other ideologies and their supporters. However, theredization of these plansis
conditioned upon aradical transformation in mankind. Men must be divided
intotwo classes: the omnipotent godlikedictator onthe onehand and themasses
which must surrender volition and reasoningin order to become mere chessmen
inthe plansof the dictator. Themassesmust be dehumanized in order to make
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one man their godlike master. Thinking and acting, the foremost character-
istics of man as man, would become the privilege of oneman only. Thereis
no need to point out that such designsareunrealizable. Thechiliasticempires
of dictators are doomed to failure; they have never lasted longer than afew
years. Wehavejust witnessed the breakdown of several of such*millennial”
orders. Those remaining will hardly fare better.

The modern reviva of the idea of collectiviam, the main cause of al the
agoniesand disagtersof our day, hassucceeded sothoroughly that it hasbrought
into oblivion the essentid ideas of libera social philosophy. Today even many
of thosefavoring democraticingtitutionsignoretheseideas. Theargumentsthey
bring forward for the judtification of freedom and democracy are tainted with
collectivig errors; their doctrines are rather adistortion than an endorsement of
true liberalism. In their eyes mgorities are aways right smply because they
have the power to crush any opposition; mgority ruleis the dictatorial rule of
the most numerous party, and the ruling mgjority is not bound to restrain itsdlf
in the exercise of its power and in the conduct of politicd affairs. Assoon asa
faction has succeeded in winning the support of the mgjority of citizens and
thereby attained control of the government machine, it is free to deny to the
minority all those democratic rights by means of which it itsdf has previoudy
carried on itsown struggle for supremacy.

This pseudo-liberalism is, of course, the very antithesis of the liberal
doctrine. The liberals do not maintain that majorities are godlike and
infallible; they do not contend that the mere fact that a policy is advocated
by the many is a proof of its merits for the common weal. They do not
recommend the dictatorship of the magjority and the violent oppression of
dissenting minorities. Liberalism aims at a political constitution which
safeguards the smooth working of social cooperation and the progressive
intensification of mutual social relations. Itsmain objectiveisthe avoidance
of violent conflicts, of warsand revol utionsthat must disintegrate the social
collaboration of men and throw peopl e back into the primitive conditions of
barbarismwhereall tribesand political bodiesendlessly fought oneanother.
Because the division of labor requires undisturbed peace, liberalism aims at
the establishment of asystem of government that islikely to preserve peace,
viz., democracy.

Praxeology and Liberalism

Liberalism, in its 19th century sense, is a political doctrine. It is not a
theory, but an application of the theories developed by praxeology and
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especialy by economics to definite problems of human action within
society.

Asapoalitical doctrine liberalism is not neutral with regard to values and
the ultimate ends sought by action. It assumes that al men or at least the
majority of people are intent upon attaining certain goals. It gives them
information about the means suitable to the realization of their plans. The
championsof liberal doctrinesarefully aware of thefact that their teachings
arevalid only for people who are committed to these val uational principles.

While praxeol ogy, and therefore economicstoo, usesthetermshappiness
and removal of uneasinessin a purely formal sense, liberalism attaches to
them a concrete meaning. It presupposes that people prefer life to death,
health to sickness, nourishment to starvation, abundance to poverty. It
teaches man how to act in accordance with these valuations.

Itiscustomary to call these concerns materialistic and to charge liberal-
ism with an alleged crude materialism and a neglect of the “higher” and
“nobler” pursuits of mankind. Man does not live by bread alone, say the
critics, and they disparage the meanness and despicable baseness of the
utilitarian philosophy. However, these passionate diatribes are wrong be-
cause they badly distort the teachings of liberalism.

First: The liberals do not assert that men ought to strive after the goals
mentioned above. What they maintain isthat the immense majority prefer a
lifeof healthand abundanceto misery, starvation, and death. Thecorrectness
of this statement cannot be challenged. It is proved by the fact that all
antiliberal doctrines—the theocratic tenets of the various religious, statist,
nationalist, and socialist parties—adopt the same attitude with regard to
these issues. They all promise their followers a life of plenty. They have
never ventured to tell peoplethat therealization of their programwill impair
their material well-being. They insist—on the contrary—that while the
realization of the plans of their rival parties will result in indigence for the
majority, they themselveswant to provide their supporters with abundance.
The Christian parties are no less eager in promising the masses a higher
standard of living than the nationalists and the socidlists. Present-day
churches often speak more about raising wage rates and farm incomes than
about the dogmas of the Christian doctrine.

Secondly: The liberals do not disdain the intellectual and spiritual aspi-
rations of man. On the contrary. They are prompted by a passionate ardor
for intellectual and moral perfection, for wisdom and for aesthetic excel-
lence. But their view of these high and noble things is far from the crude
representations of their adversaries. They do not sharethe naive opinion that
any system of social organization can directly succeed in encouraging
philosophical or scientific thinking, in producing masterpieces of art and
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literature and in rendering the masses more enlightened. They realize that
all that society can achieveinthesefieldsisto providean environment which
does not put insurmountable obstaclesin theway of the genius and makes
the common man free enough from material concerns to become inter-
ested in things other than mere breadwinning. In their opinion the
foremost social means of making man more human is to fight poverty.
Wisdom and science and the artsthrive better in aworld of affluencethan
among needy peoples.

It is a distortion of facts to blame the age of liberalism for an alleged
materialism. The nineteenth century was not only a century of unprece-
dented improvement in technical methods of production and in the material
well-being of the masses. It did much more than extend the average length
of human life. Its scientific and artistic accomplishments are imperishable.
It was an age of immortal musicians, writers, poets, painters, and sculptors;
it revolutionized philosophy, economics, mathematics, physics, chemistry,
and biology. And, for the first time in history, it made the great works and
the great thoughts accessible to the common man.

Liberalismand Religion

Liberalism isbased upon apurely rational and scientific theory of social
cooperation. The policiesit recommends are the application of a system of
knowledge which does not refer in any way to sentiments, intuitive creeds
for which no logically sufficient proof can be provided, mystical experi-
ences, and the personal awareness of superhuman phenomena. In this sense
the often misunderstood and erroneously interpreted epithets atheistic and
agnostic can be attributed to it. It would, however, be a serious mistake to
concludethat the sciences of human action and the policy derived from their
teachings, liberalism, are antitheistic and hostile to religion. They are
radically opposed to all systems of theocracy. But they are entirely neutral
with regard to religious beliefs which do not pretend to interfere with the
conduct of social, political, and economic affairs.

Theocracy isasocia system which lays claim to a superhuman title for
itslegitimation. Thefundamental law of atheocratic regimeisaninsight not
open to examination by reason and to demonstration by logical methods. Its
ultimate standard is intuition providing the mind with subjective certainty
about things which cannot be conceived by reason and ratiocination. If this
intuition refers to one of the traditional systems of teaching concerning the
existence of aDivine Creator and Ruler of the universe, wecall it areligious
belief. If it refersto another system we call it ametaphysical belief. Thusa
system of theocratic government need not be founded on one of the great
historical religions of the world. It may be the outcome of metaphysical



156 HUMAN ACTION

tenetswhichreject all traditional churchesand denominationsand takepride
inemphasizing their antitheistic and antimetaphysical character. In our time
the most powerful theocratic parties are opposed to Christianity and to all
other religionswhich evolved from Jewish monothei sm. What characterizes
them astheocratic istheir craving to organize the earthly affairs of mankind
according to the contents of a complex of ideas whose validity cannot be
demonstrated by reasoning. They pretend that their |eaders are blessed by a
knowledge inaccessible to the rest of mankind and contrary to the ideas
maintained by those to whom the charisma is denied. The charismatic
leaders have been entrusted by a mystical higher power with the office of
managing theaffairsof erringmankind. They aloneareenlightened; all other
people are either blind and deaf or malefactors.

It is a fact that many varieties of the great historical religions were
affected by theocratic tendencies. Their apostles were inspired by a
craving for power and the oppression and annihilation of all dissenting
groups. However, we must not confuse the two things, religion and
theocracy.

William James calls religious “the feelings, acts and experiences of
individual menintheir solitude, sofar asthey apprehend themselvesto stand
in relation to whatever they may consider the divine.” 5 He enumerates the
following beliefs as the characteristics of thereligiouslife: That thevisible
world is part of a more spiritual universe from which it draws its chief
significance; that union or harmonious relation with that higher universeis
our true end; that prayer or inner communion with the spirit thereof--be that
spirit “God” or “law”—is a process wherein work is really done, and
spiritual energy flows in and produces effects, psychological or material,
within the phenomenal world. Religion, James goes on to say, aso includes
the following psychological characteristics: A zest which adds itself like a
gift to life, and takes the form either of lyrical enchantment or of appeal to
earnestness and heroism, and furthermore an assurance of safety and a
temper of peace, and, in relation to others, a preponderance of loving
affection.®

This characterization of mankind' s religious experience and feelings
does not make any reference to the arrangement of social cooperation.
Religion, as James sees it, is a purely persona and individual relation
between man and a holy, mysterious, and awe-inspiring divine Reality.
It enjoins upon man a certain mode of individual conduct. But it does not
assert anything with regard to the problems of social organization. St.

5. W. James, The Varieties of Religious Experience (35th impression, New
York, 1925), p. 31.
6. Ibid., pp. 485-486.
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Francis d’Assisi, the greatest religious genius of the West, did not
concern himself with politics and economics. He wanted to teach his
disciples how to live piously; he did not draft a plan for the organization
of production and did not urge his followers to resort to viol ence agai nst
dissenters. Heisnot responsible for theinterpretation of histeachings by
the order he founded.

Liberalism puts no obstacles in the way of a man eager to adjust his
persona conduct and his private affairs according to the mode in which he
individually or his church or denomination interprets the teachings of the
Gospels. But it is radically opposed to all endeavorsto silence the rational
discussion of problems of social welfare by an appeal to religiousintuition
andrevelation. It doesnot enjoin divorceor the practice of birth control upon
anybody. But it fights those who want to prevent other people from freely
discussing the pros and cons of these matters.

In the liberal opinion the aim of the moral law isto impel individuals to
adjust their conduct to the requirements of lifein society, to abstain from all
actsdetrimental to the preservation of peaceful social cooperation andtothe
improvement of interhuman relations. Liberals wel come the support which
religious teachings may give to those moral precepts of which they them-
selves approve, but they are opposed to all those norms which are bound to
bring about social disintegration from whatever source they may stem.

Itisadistortion of fact to say, as many champions of religioustheocracy
do, that liberalism fightsreligion. Wherethe principle of churchinterference
with secular issuesisinforce, thevarious churches, denominationsand sects
are fighting one another. By separating church and state, liberalism estab-
lishes peace between the variousreligiousfactionsand givesto each of them
the opportunity to preach its gospel unmolested.

Liberalismisrationalistic. It maintainsthat it is possible to convince the
immense majority that peaceful cooperationwithintheframework of society
better serves their rightly understood interests than mutual battling and
social disintegration. It has full confidence in man’s reason. It may be that
this optimism is unfounded and that the liberals have erred. But then there
is no hope left for mankind’ s future.

3. The Division of Labor

The fundamental social phenomenon is the division of labor and its
counterpart human cooperation.

Experience teaches man that cooperative action is more efficient and
productive than isolated action of self-sufficient individuals. The natural
conditions determining man’s life and effort are such that the division of
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labor increases output per unit of l1abor expended. These natural facts are:

First: the innate inequality of men with regard to their ability to perform
variouskindsof labor. Second: the unequal distribution of the nature-given,
nonhuman opportunities of production on the surface of the earth. One may
as well consider these two facts as one and the same fact, namely, the
manifoldness of nature which makes the universe a complex of infinite
varieties. If the earth’s surface were such that the physical conditions of
production were the same at every point and if one man were as equal to al
other men as is a circle to another with the same diameter in Euclidian
geometry, men would not have embarked upon the division of |abor.

Thereistill athird fact, viz., that there are undertakings whose accom-
plishment exceeds the forces of asingle man and requiresthejoint effort of
several. Some of them require an expenditure of labor which no single man
can perform because his capacity to work is not great enough. Others again
could be accomplished by individuals; but the time which they would have
to devoteto thework would be so long that the result would only be attained
late and would not compensate for the labor expended. In both cases only
joint effort makes it possible to attain the end sought.

If only thisthird condition were present, temporary cooperation between
men would have certainly emerged. However, such transient alliances to
cope with specific tasks which are beyond the strength of an individual
would not have brought about lasting social cooperation. Undertakings
which could be performed only in this way were not very numerous at the
early stages of civilization. Moreover, all those concerned may not often
agree that the performance in question is more useful and urgent than the
accomplishment of other tasks which they could perform alone. The great
human society enclosing all men in all of their activities did not originate
from such occasional aliances. Society ismuch morethanapassing alliance
concluded for a definite purpose and ceasing as soon as its objective is
realized, evenif thepartnersareready to renew it should an occasion present
itself.

Theincrease in productivity brought about by the division of labor is
obvious whenever the inequality of the participants is such that every
individual or every piece of land is superior at least in one regard to the
other individuals or pieces of land concerned. If A isfit to producein 1
unit of time6 p or 4 g, and B only 2 p, but 8 g, they both, when working
in isolation, will produce together 4 p + 6 g; when working under the
division of labor, each of them producing only that commaodity in whose
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production heis more efficient than his partner, they will produce6p + 8 .
But what will happen, if Aismoreefficient than B not only inthe production
of p but also in the production of q?

Thisisthe problem which Ricardo raised and solved immediately.

4. The Ricardian Law of Association

Ricardo expounded the law of association in order to demonstrate what
the consequences of the division of labor are when an individua or agroup,
more efficient in every regard, cooperateswith anindividual or agroup less
efficient in every regard. He investigated the effects of trade between two
areas, unequally endowed by nature, under the assumption that the products,
but not theworkersand the accumul ated factors of future production (capital
goods), can freely move from each areainto the other. The division of labor
between two such areas will, as Ricardo’ s law shows, increase the produc-
tivity of labor and is therefore advantageous to al concerned, even if the
physical conditions of production for any commodity are morefavorablein
one of these two areas than in the other. It is advantageous for the better
endowed area to concentrate its efforts upon the production of those com-
moditiesfor whichitssuperiority isgreater, andto leaveto thelessendowed
area the production of other goods in which its own superiority isless. The
paradox that it is more advantageous to leave more favorable domestic
conditions of production unused and to procure the commoditiesthey could
produce from areasin which conditions for their production are less favor-
able, istheoutcome of theimmobility of labor and capital, to which themore
favorable places of production areinaccessible.

Ricardo was fully aware of the fact that hislaw of comparative cost, which
he expounded mainly in order to deal with a specia problem of internationa
trade, isaparticular ingtance of the more universa law of association.

If Aisinsuch away moreefficient than B that he needsfor the production
of 1 unit of the commodity p 3 hours compared with B's 5, and for the
production of 1 unit of q 2 hours compared with B’ s 4, then both will gain
if A confines himself to producing q and leaves B to produce p. If each of
them gives 60 hours to producing p and 60 hours to producing g, the result
of A’slaboris20p+ 30(q; of B's, 12 p +15 q; and for both together , 32 p
+ 45 q. If, however, A confines himself to producing g alone, he produces
60 gin 120 hours, while B, if he confines himself to producing p, produces
inthesametime 24 p. Theresult of their activitiesisthen 24 p+ 60 g, which,
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as p has for A a substitution ratio of g g and for B one of g g, signifiesa
larger output than 32 p + 45 q. Therefore it is manifest that the division of
labor brings advantagesto all who take part init. Collaboration of the more
talented, more able, and more industrious with the less talented, less able,
and less industrious results in benefit for both. The gains derived from the
division of labor are always mutual.

The law of association makes us comprehend the tendencies which
resulted in the progressive intensification of human cooperation. We con-
celve what incentive induced people not to consider themselves simply as
rivalsin a struggle for the appropriation of the limited supply of means of
subsistence made available by nature. We realize what has impelled them
and permanently impels them to consort with one another for the sake of
cooperation. Every step forward on the way to a more devel oped mode of
the division of labor serves the interests of all participants. In order to
comprehend why man did not remain solitary, searching liketheanimalsfor
food and shelter for himself only and at most also for his consort and his
helplessinfants, wedo not need to haverecourseto amiracul ousinterference
of the Deity or to the empty hypostasis of aninnate urge toward association.
Neither are we forced to assume that the isolated individuals or primitive
hordes one day pledged themselves by a contract to establish social bonds.
The factor that brought about primitive society and daily works toward its
progressive intensification is human action that is animated by the insight
into the higher productivity of labor achieved under the division of |abor.

Neither history nor ethnology nor any other branch of knowledge can
provide a description of the evolution which has led from the packs and
flocks of mankind’ snonhuman ancestorsto the primitive, yet already highly
differentiated, societal groups about which informationis provided in exca-
vations, in the most ancient documents of history, and in the reports of
explorers and travelers who have met savage tribes. The task with which
science is faced in respect of the origins of society can only consist in the
demonstration of those factors which can and must result in association and
its progressive intensification. Praxeology solvesthe problem. If and asfar
as labor under the division of labor is more productive than isolated |abor,
and if and asfar asmanisableto realize thisfact, human action itself tends
toward cooperation and association; man becomes a social being not in
sacrificing hisown concernsfor the sake of amythical Moloch, society, but
in aiming at an improvement in his own welfare. Experience teaches that
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thiscondition—nhigher productivity achieved under thedivision of labor—is
present because its cause—the inborn inequality of men and the inequality
inthe geographical distribution of the natural factorsof production—isreal.
Thuswe arein aposition to comprehend the course of social evolution.

Current Errors Concerning the Law of Association

People cavil much about Ricardo’s law of association, better known
under the name law of comparative cost. The reason isobvious. Thislaw is
an offense to all those eager to justify protection and national economic
isolation from any point of view other than the selfish interests of some
producers or theissues of war-preparedness.

Ricardo’s first aim in expounding this law was to refute an objection
raised against freedom of international trade. The protectionist asks: What
under freetrade will be the fate of a country in which the conditionsfor any
kind of production are less favorable than in all other countries? Now, in a
world in which there is free mobility not only for products, but no less for
capital goods and for labor, a country so little suited for production would
cease to be used as the seat of any human industry. If people fare better
without exploiting the—comparatively unsatisfactory—physical conditions
of production offered by this country, they will not settle hereand will leave
it asuninhabited asthe polar regions, thetundrasand the deserts. But Ricardo
dealswith aworld whose conditions are determined by settlement in earlier
days, a world in which capital goods and labor are bound to the soil by
definite institutions. In such a milieu free trade, i.e., the free mobility of
commodities only, cannot bring about a state of affairsin which capital and
labor are distributed on the surface of the earth according to the better or
poorer physical opportunities afforded to the productivity of labor. Herethe
law of comparative cost comes into operation. Each country turns toward
those branches of production for which its conditions offer comparatively,
athough not absolutely, the most favorable opportunities. For the inhabi-
tants of a country it is more advantageous to abstain from the exploitation
of some opportunities which—absolutely and technologically—are more
propitious and to import commaodities produced abroad under conditions
which—absol utely and technol ogically—are | essfavorabl e than the unused
domestic resources. The case is analogous to that of a surgeon who finds it
convenient to employ for the cleaning of the operating-room and the
instruments a man whom he excels in this performance aso and to devote
himself exclusively to surgery, in which his superiority is higher.

The theorem of comparative cost isin no way connected with the value
theory of classical economics. It does not deal with value or with prices. It
is an analytic judgment; the conclusion is implied in the two propositions
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that the technically movablefactors of production differ with regard to their
productivity in various places and are ingtitutionally restricted in their
mobility. The theorem, without prejudice to the correctness of its conclu-
sions, can disregard problems of valuation becauseit isfreeto resort to aset
of simpleassumptions. Theseare: that only two productsareto be produced;
that these products are freely movable; that for the production of each of
themtwo factorsarerequired; that one of thesefactors (it may beeither [abor
or capital goods) isidentical inthe production of both, whilethe other factor
(a specific property of the soil) is different for each of the two processes;
that the greater scarcity of the factor common to both processes determines
the extent of the exploitation of the different factor. In the frame of these
assumptions, which makeit possibleto establish substitution ratios between
the expenditure of the common factor and the output, the theorem answers
the question raised.

The law of comparative cost is as independent of the classical theory of
value asisthe law of returns, which its reasoning resembles. In both cases
we can content ourselves with comparing only physical input and physical
output. With the law of returns we compare the output of the same product.
With the law of comparative costs we compare the output of two different
products. Such a comparison is feasible because we assume that for the
production of each of them, apart from one specific factor, only nonspecific
factors of the samekind are required.

Some critics blame the law of comparative cost for this simplification of
assumptions. They believe that the modern theory of value would require a
reformulation of the law in conformity with the principles of subjective
value. Only such a formulation could provide a satisfactory conclusive
demonstration. However, they do not want to calculate in terms of money.
They prefer to resort to those methods of utility analysiswhichthey consider
ameans for making value calculations in terms of utility. It will be shown
in the further progress of our investigation that these attempts to eliminate
monetary termsfrom economic cal culation are delusive. Their fundamental
assumptions are untenable and contradictory and all formulas derived from
them are vicious. No method of economic calculation is possible other than
one based on money prices as determined by the market.’

The meaning of the simple assumptions underlying the law of com-
parative cost is not precisely the same for the modern economists as it
was for the classical economists. Some adherents of the classical school
considered them as the starting point of atheory of valuein international
trade. We know now that they were mistaken in this belief. Besides, we
realize that with regard to the determination of value and of pricesthere

7. See below, pp. 201-209.
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is no difference between domestic and foreign trade. What makes people
distinguish between the home market and markets abroad is only a differ-
enceinthedata, i.e., varying institutional conditionsrestricting the mobility
of factors of production and of products.

If we do not want to deal with the law of comparative cost under the
simplified assumptions applied by Ricardo, we must openly employ money
calculation. We must not fall prey to theillusion that a comparison between
the expenditure of factors of production of various kinds and of the output
of products of various kinds can be achieved without the aid of money
calculation. If we consider the case of the surgeon and his handyman we
must say: If the surgeon can employ his limited working time for the
performance of operations for which he is compensated at $50 per hour, it
isto hisinterest to employ ahandyman to keep hisinstrumentsin good order
and to pay him $2 per hour, although this man needs 3 hours to accomplish
what the surgeon could do in 1 hour. In comparing the conditions of two
countrieswe must say: If conditionsare such that in England the production
of 1 unit of each of the two commaodities a and b requires the expenditure
of 1 working day of the same kind of labor, while in India with the same
investment of capital for a2 daysand for b 3daysarerequired, andif capital
goodsand aand b arefreely movable from England to Indiaand vice versa,
while thereis no mobility of labor, wage ratesin Indiain the production of
a must tend to be 50 percent, and in the production of b 331/3 per cent, of
the English rates. If the English rate is 6 shillings, the ratesin Indiawould
be the equivaent of 3 shillingsin the production of a and the equivalent of
2 shillingsin the production of b. Such adiscrepancy in the remuneration of
Iabor of the samekind cannot last if thereismobility of labor onthedomestic
Indian labor market. Workers would shift from the production of b into the
production of a; their migration would tend to lower the remunerationin the
aindustry and toraiseit in the b industry. Finally Indian wage rates would
be equal in both industries. The production of a would tend to expand and
to supplant English competition. On the other hand the production of b
would become unprofitable in India and would have to be discontinued,
whileit would expand in England. The samereasoningisvalidif weassume
that the difference in the conditions of production consists also or exclu-
sively in the amount of capital investment needed.

It has been asserted that Ricardo’s law was valid only for hisageand is
of no avail for our time which offers other conditions. Ricardo saw the
difference between domestic trade and foreign trade in differences in the
mobility of capital and labor. If one assumesthat capital, 1abor, and products
are movable, then there exists a difference between regional and interre-
gional trade only as far as the cost of transportation comes into play. Then
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it is superfluous to develop atheory of internationa trade as distinguished from
national trade. Capital and labor are distributed on the earth’ ssurface according to
thebetter or poorer conditionswhichthevariousregionsoffer to production. There
arearessmoredensdly popul ated and better equipped with capitd, thereareothers
less densdly populated and poorer in capitd supply. There prevails on thewhole
earth atendency toward an equdization of wage ratesfor the same kind of labor.

Ricardo, however, starts from the assumption that there is mobility of
capital and labor only within each country, and not between the various
countries. Heraisesthe question what the consequences of the free mobility
of products must be under such conditions. (If there is no mobility of
products either, then every country is economically isolated and autarkic,
and there is no international trade at all.) The theory of comparative cost
answers this question. Now, Ricardo’ s assumptions by and large held good
for his age. Later, in the course of the nineteenth century, conditions
changed. The immobility of capital and labor gave way; international
transfer of capital and labor became more and more common. Then camea
reaction. Today capital and labor are again restricted in their mobility.
Reality again corresponds to the Ricardian assumptions.

However, the teachings of the classical theory of interregional trade are
above any change in institutional conditions. They enable us to study the
problemsinvolved under any imaginable assumptions.

5. The Effects of the Division of Labor

The division of labor isthe outcome of man’s conscious reaction to the
multiplicity of natural conditions. On the other hand it is itself a factor
bringing about differentiation. It assigns to the various geographic areas
specific functions in the complex of the processes of production. It makes
some areas urban, othersrural; it locates the various branches of manufac-
turing, mining, and agriculture in different places. Still more important, how-
ever, is the fact that it intengfies the innate inequality of men. Exercise and
practice of specific tasks adjust individuals better to the requirements of their
performance; men develop some of their inborn faculties and stunt the devel-
opment of others. Vocational types emerge, people become specidists.

The division of labor splits the various processes of production into
minute tasks, many of which can be performed by mechanical devices. Itis
this fact that made the use of machinery possible and brought about the
amazing improvementsin technical methods of production. Mechanization
isthe fruit of the division of labor, its most beneficial achievement, not its
motive and fountain spring. Power-driven specialized machinery could be
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employed only in a social environment under the division of labor. Every
step forward on the road toward the use of more specialized, more refined,
and more productive machines requires afurther specialization of tasks.

6. The Individua Within Society

If praxeology speaks of the solitary individual, acting on his own behalf
only and independent of fellow men, it does so for the sake of a better
comprehension of the problems of socia cooperation. We do not assert that
suchisolated autarkic human beingshave ever lived and that the social stage
of man’s nonhuman ancestors and the emergence of the primitive social
bonds were effected in the same process. Man appeared on the scene of
earthly events as a socia being. The isolated asocial man is a fictitious
construction.

Seen from the point of view of theindividual, society isthe great means
for the attainment of all his ends. The preservation of society isan essential
condition of any plans an individual may want to realize by any action
whatever. Even the refractory delinquent who fails to adjust his conduct to
the requirements of life within the societal system of cooperation does not
want to miss any of the advantages derived from the division of labor. He does
not conscioudy aim at the destruction of society. He wantsto lay his handson
agreater portion of thejointly produced wealth than the social order assignsto
him. He would feel miserable if antisocia behavior were to become universd
and itsinevitable outcome, the return to primitive indigence, resulted.

It is illusory to maintain that individuas in renouncing the alleged
blessings of a fabulous state of nature and entering into society have
foregone some advantages and have afair claim to beindemnified for what
they have lost. The idea that anybody would have fared better under an
asocial state of mankind and iswronged by the very existence of society is
absurd. Thanks to the higher productivity of social cooperation the human
species has multiplied far beyond the margin of subsistence offered by the
conditions prevailing in ages with a rudimentary degree of the division of
labor. Each man enjoys a standard of living much higher than that of his
savage ancestors. The natural condition of man is extreme poverty and
insecurity. It is romantic nonsense to lament the passing of the happy days
of primitive barbarism. In astate of savagery the complainantswould either
not have reached the age of manhood, or if they had, they would havelacked
the opportunities and amenities provided by civilization. Jean Jacques
Rousseau and Frederick Engels, if they had lived inthe primitive statewhich
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they describe with nostalgic yearning, would not have enjoyed the leisure
required for their studies and for the writing of their books.

One of the privileges which society affords to the individual is the
privilege of living in spite of sickness or physical disability. Sick animals
are doomed. Their weakness handicaps them in their attempts to find food
and to repel aggression on the part of other animals. Deaf, nearsighted, or
crippled savages must perish. But such defects do not deprive a man of the
opportunity to adjust himself to lifein society. The mgjority of our contem-
porariesare afflicted with some bodily deficiencieswhich biology considers
pathological. Our civilization is to a great extent the achievement of such
men. The eliminative forces of natural selection are greatly reduced under
socia conditions. Hence some people say that civilization tends to deterio-
rate the hereditary qualities of the members of society.

Such judgments are reasonable if one looks at mankind with the eyes of
abreeder intent upon raising a race of men equipped with certain qualities.
But society is not a stud-farm operated for the production of a definite type
of men. Thereisno“natural” standard to establishwhat isdesirable and what
is undesirable in the biological evolution of man. Any standard chosen is
arbitrary, purely subjective, in short a judgment of value. The terms racial
improvement and racial degeneration are meaningless when not based on
definite plans for the future of mankind.

It istrue, civilized man is adjusted to life in society and not to that of a
hunter in virgin forests.

The Fable of the Mystic Communion

The praxeological theory of society isassailed by the fable of the mystic
communion.

Society, assert the supporters of thisdoctrine, isnot the product of man’'s
purposeful action; it is not cooperation and division of tasks. It stems from
unfathomable depths, from an urgeingrained in man’ sessential nature. Itis,
says one group, engrossment by the Spirit which is Divine Reality and
participation, by virtue of aunio mystica, in God’ s power and love. Another
group sees society as a biological phenomenon; it is the work of the voice
of the blood, the bond uniting the offspring of common ancestorswith these
ancestors and with one another, and the mystical harmony between the
ploughman and the soil hetills.

That such psychicd phenomenaareredly fdtistrue. There are people who
experience the unio mystica and place this experience above everything else,
and there are men who are convinced that they hear the voice of the blood and
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smell with heart and soul the unique scent of the cherished soil of their
country. The mystical experience and the ecstatic rapture are facts which
psychology must consider real, like any other psychical phenomenon. The
error of thecommunion-doctrinesdoesnot consist intheir assertion that such
phenomena really occur, but in the belief that they are primary facts not
dependent on any rational consideration.

Thevoice of the blood which brings the father closeto hischild was not heard
by those savages who did not know the causal relation between cohabitation and
pregnancy. Today, as this rdation is known to everybody, a man who has full
confidenceinhiswife sfidelity, may perceiveit. But if therearedoubtsconcerning
the wife s fidelity, the voice of the blood is of no use. Nobody ever ventured to
assert that doubts concerning paternity could be resolved by thevoice of the blood.
A mother who has kept watch over her child sinceits birth can hear the voice of
theblood. If shelosestouch with theinfant at an early dete, shemay later identify
it by some bodily marks, for instance those moles and scars which once were
popular with nove writers. But the blood is mute if such observations and the
conclusions derived from them do not make it gpeak. The voice of the blood,
contend the German racists, mysterioudy unifies al members of the German
people. But anthropology reveels the fact that the German nation is amixture of
the descendants of various races, subraces, and strains and not a homogeneous
stock descended from acommon ancestry. Therecently germanized Sav who has
only ashort time since changed his paterna family name for aGerman-sounding
name believes that he is substantialy attached to dl Germans. But he does not
experience any such inner urge impdling him to join the ranks of hisbrothersor
cousinswho remained Czechsor Poles.

The voice of the blood is not an original and primordial phenomenon. It
is prompted by rationa considerations. Because a man believes that he is
related to other people by a common ancestry, he develops those feelings
and sentiments which are poetically described as the voice of the blood.

The sameistrue with regard to religious ecstasy and mysticism of the
soil. The unio mystica of the devout mystic is conditioned by familiarity
with the basic teachings of his religion. Only a man who has learned
about the greatness and glory of God can experience direct communion
with Him. Mysticism of the soil is connected with the development of
definite geopolitical ideas. Thus it may happen that inhabitants of the
plains or the seashore include in the image of the soil with which they
claim to be fervently joined and united also mountain districts which are
unfamiliar to them and to whose conditions they could not adapt them-
selves, only because this territory belongsto the political body of which
they are members, or would like to be members. On the other hand they
often fail to include in thisimage of the soil whose voice they claim to
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hear neighboring areas of ageographic structure very similar to that of their
own country if these areas happen to belong to aforeign nation.

The various members of anation or linguistic group and the clustersthey
form are not always united in friendship and good will. The history of every
nationisarecord of mutual dislikeand even hatred betweenitssubdivisions.
Think of the English and the Scotch, the Y ankees and the Southerners, the
Prussians and the Bavarians. It was ideologies that overcame such animos-
ities and inspired all members of a nation or linguistic group with those
feelings of community and bel onging together which present-day national -
ists consider anatural and original phenomenon.

The mutual sexual attraction of male and female is inherent in man’s
animal nature and independent of any thinking and theorizing. It is permis-
sibletocall it original, vegetative, instinctive, or mysterious; thereisnoharm
in asserting metaphorically that it makes one being out of two. We may call
it a mystic communion of two bodies, a community. However, neither
cohabitation, nor what precedesit and follows, generates social cooperation
and societal modes of life. The animalstoo join together in mating, but they
have not developed social relations. Family life is not merely a product of
sexual intercourse. It is by no means natural and necessary that parents and
children live together in the way in which they do in the family. The mating
relation need not result in a family organization. The human family is an
outcome of thinking, planning, and acting. It is this very fact which dis-
tinguishes it radically from those animal groups which we call per an-
alogiamamimal families.

The mystical experience of communion or community is not the source
of societal relations, but their product.

The counterpart of the fable of the mystical communionisthefable of a
natural and original repulsion between races or nations. It is asserted that an
instinct teaches man to distinguish congeners from strangers and to detest
the latter. Scions of noble races abominate any contact with members of
lower races. To refutethis statement one need only mention thefact of racial
mixture. As there are in present-day Europe no pure stocks, we must
conclude that between members of the various stocks which once settled in
that continent there was sexua attraction and not repulsion. Millions of
mulattoes and other half-breeds are living counterevidence to the assertion
that there exists anatural repulsion between the various races.

Like the mystical sense of communion, racial hatred is not a natural
phenomenon innate in man. It isthe product of ideologies. But even if such
athingasanatural and inborn hatred between variousracesexisted, it would
not render social cooperation futile and would not invalidate Ricardo’'s
theory of association. Socia cooperation has nothing to do with personal
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love or with a general commandment to love one another. People do not
cooperate under the division of labor because they love or should love one
another. They cooperate becausethisbest servestheir owninterests. Neither
lovenot charity nor any other sympatheti c sentimentsbut rightly understood
selfishnessiswhat originally impelled man to adjust himself to the require-
ments of society, to respect the rights and freedoms of his fellow men and
to substitute peaceful collaboration for enmity and conflict.

7. The Great Society

Not every interhuman relation is a social relation. When groups of men
rush upon one another in awar of outright extermination, when men fight
against men asmercilessly asthey crush perniciousanimalsand plants, there
is, between the fighting parties, reciprocal effect and mutual relation, but no
society. Society isjoint action and cooperation in which each participant
sees the other partner’ s success as ameans for the attainment of his own.

The struggles in which primitive hordes and tribes fought one another for
watering places, hunting and fishing grounds, pastures and booty were pitiless
wars of annihilation. They were total wars. So in the nineteenth century were
thefirst encounters of Europeanswith the aborigines of territories newly made
accessible. But aready in the primeval age, long before the time of which
historical records convey information, another mode of procedure began to
develop. People preserved even in warfare some rudiments of socia relaions
previoudy established; in fighting agai nst peopleswithwhomthey never before
had had any contact, they began totakeintoaccount theideathat between human
beings, notwithstanding their immediate enmity, alater arrangement and cooper-
aion is possble. Wars were waged to hurt the foe; but the hogtile acts were no
longer mercilessand pitilessinthefull senseof theseterms. The beligerentsbegan
to respect certain limits which in astruggle againgt men—as differentiated from
that againg beasts—should not be transcended. Abovetheimplacable hatred and
thefrenzy of destruction and annihilation asocieta €lement beganto prevail. The
idea emerged that every human adversary should be considered as a potentia
partner in a future cooperation, and that this fact should not be neglected in the
conduct of military operations. War was no longer cond dered the normd state of
interhuman relaions. People recognized that peaceful cooperation is the best
means to carry on the sruggle for biologica surviva. We may even say that as
300N as people redized that it is more advantageousto endave the defeated than
to kill them, the warriors, while il fighting, gave thought to the aftermath, the
peace. Endavement was by and large a preiminary step toward cooperation.
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The ascendancy of the idea that even in war not every act is to be
considered permissible, that there are legitimate and illicit acts of warfare,
that there are laws, i.e., societal relationships which are above all nations,
even above those momentarily fighting one another, hasfinally established
the Great Society embracing all men and all nations. The various regional
societies were merged into one ecumenical society.

Belligerents who do not wage war savagely in the manner of beasts, but
according to “human” and social rules of warfare, renounce the use of some
methods of destruction in order to attain the same concessions on the part
of their foes. As far as such rules are complied with, social relations exist
between the fighting parties. The hogtile acts themsdlves are not only asocial,
but antisocial. It isinexpedient to define the term * social relationships’ in such
away asto include actionswhich aim at other people' sannihilation and a the
frustration of their actions® Where the only relations between men are those
directed at mutua detriment, there is neither society nor societd relations.

Saciety is not merely interaction. Thereisinteraction—reciprocal influ-
ence—between all parts of the universe: between the wolf and the sheep he
devours; between the germ and the man it kills; between the falling stone
and thething uponwhichit falls. Society, onthe other hand, alwaysinvolves
men actingin cooperationwith other meninorder tolet all participantsattain
their own ends.

8. The Instinct of Aggression and Destruction

It has been asserted that man is a beast of prey whose inborn natural
instincts impel him to fight, to kill, and to destroy. Civilization, in creating
unnatural humanitarian laxity which alienates man from his animal origin,
hastried to quell these impulses and appetites. It has made civilized man a
decadent weakling who is ashamed of his animality and proudly calls his
depravity true humaneness. In order to prevent further degeneration of the
species man, it is imperative to free him from the pernicious effects of
civilization. For civilization is merely a cunning invention of inferior men.
These underlings are too weak to be a match for the vigorous heroes, they
are too cowardly to endure the well-deserved punishment of complete
annihilation, and they are too lazy and too insolent to serve the masters as
slaves. Thus they have resorted to a tricky makeshift. They have reversed
the eternal standards of value, absolutely fixed by theimmutable laws of the

8. Suchistheterminology used by L eopoldvonWiese (Allgemeine Soziologie
[Munich, 1924], I, 10 ff.).
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universe; they have propagated a morality which callstheir own inferiority
virtue and the eminence of the noble heroesvice. Thismoral rebellion of the
slaves must be undone by a transvaluation of all values. The ethics of the
slaves, this shameful product of the resentment of weaklings, must be
entirely discarded; the ethics of the strong or, properly speaking, the nulli-
fication of any ethical restriction must be substituted for it. Man must
become aworthy scion of his ancestors, the noble beasts of days gone by.

It isusud to call such doctrines socid or sociological Darwinism. We need
not decide here whether thisterminology is appropriate or not. At any rateit is
amistake to assign the epithets evolutionary and biological to teachingswhich
blithely disparage the whole of mankind’s history from the agesin which man
began to lift himsdf above the purdly animd exigtence of his nonhuman
ancestors as a continuous progression toward degeneration and decay. Biology
does not provide any standard for the appraisal of changes occurring within
living beings other than whether or not these changes succeeded in adjusting
theindividual stotheconditionsof their environment and thereby inimproving
their chances in the struggle for survival. It isafact that civilization, when
judged from this point of view, isto be considered abenefit and not an evil.
It has enabled man to hold his own in the struggle against all other living
beings, both the big beasts of prey and the even more pernicious microbes;
it has multiplied man’s means of sustenance; it has made the average man
taller, more agile, and more versatile and it has stretched his average length
of life; it has given man the uncontested mastery of the earth; it has
multiplied population figures and raised the standard of living to a level
never dreamed of by the crude cave dwellers of prehistoric ages. It istrue
that thisevolution stunted the devel opment of certain knacksand giftswhich
were once useful in the struggle for survival and have logt their usefulness
under changed conditions. Ontheother handit developed other talentsand skills
which are indispensable for life within the frame of society. However, a
biological and evolutionary view must not cavil at such changes. For primitive
man hard fists and pugnecity were as useful as the ability to be clever at
arithmetic and to spell correctly are for modern man. It is quite arbitrary and
certainly contrary to any biological sandard to call only those characteristics
which were useful to primitive man natural and adequate to human nature and
to condemn the talents and skills badly needed by civilized man as marks of
degeneration and biological deterioration. To advise man to return to the
physical andintellectual featuresof his prehistoric ancestorsisno more reason-
able than to ask him to renounce his upright gait and to grow atail again.
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Itisnoteworthy that the menwho wereforemost in extollingtheeminence
of the savage impulses of our barbarian forefathers were so frail that their
bodieswould not have come up to the requirementsof “living dangerously.”
Nietzsche even before his mental breakdown was so sickly that the only
climate he could stand was that of the Engadin valley and of some Italian
districts. He would not have been in a position to accomplish his work if
civilized society had not protected his delicate nerves against the roughness
of life. The apostles of violence wrote their books under the sheltering roof
of “bourgeois security” which they derided and disparaged. They were free
to publish their incendiary sermons because the liberalism which they
scorned safeguarded freedom of the press. They would have been desperate
if they had had to forego the blessings of the civilization scorned by their
philosophy. And what a spectacle was that timid writer Georges Sorel, who
went so far in his praise of brutality as to blame the modern system of
education for weakening man’ s inborn tendencies toward violence! 9

One may admit that in primitive man the propensity for killing and
destroying and the disposition for cruelty were innate. We may also assume
that under the conditions of earlier ages the inclination for aggression and
murder was favorable to the preservation of life. Man was once a brutal
beast. (There is no need to investigate whether prehistoric man was a
carnivore or a herbivore.) But one must not forget that he was physically a
weak animal; he would not have been a match for the big beasts of prey if
he had not been equipped with apeculiar weapon, reason. The fact that man
isareasonable being, that he therefore does not yield without inhibitions to
every impulse, but arranges his conduct according to reasonable delibera-
tion, must not be called unnatural from azoological point of view. Rational
conduct means that man, in face of the fact that he cannot satisfy all his
impulses, desires, and appetites, foregoes the satisfaction of those which he
considers less urgent. In order not to endanger the working of social
cooperation man is forced to abstain from satisfying those desires whose
satisfaction would hinder the establishment of societal institutions. Thereis
no doubt that such a renunciation is painful. However, man has made his
choice. He hasrenounced the satisfaction of some desiresincompatiblewith
socia life and has given priority to the satisfaction of those desires which
can berealized only orinamoreplentiful way under asystem of thedivision
of labor. He has entered upon the way toward civilization, social coopera-
tion, and wealth.

9. Georges Sorel, Réflexions sur law violence (3d. ed., Paris, 1912), p. 269.
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Thisdecisionisnot irrevocable and final. The choice of the fathers does
not impair the sons' freedom to choose. They can reverse the resolution.
Every day they can proceed to the transvaluation of values and prefer
barbarism to civilization, or, as some authors say, the soul to the intellect,
mythsto reason, and violenceto peace. But they must choose. It isimpossi-
ble to have things incompatible with one another.

Science, from the point of view of its valuational neutrality, does not
blamethe apostlesof the gospel of violencefor praising thefrenzy of murder
and the mad delights of sadism. Vauejudgments are subjective, and liberal
society grants to everybody the right to express his sentiments freely.
Civilization has not extirpated the origina tendency toward aggression,
bloodthirstiness, and cruelty which characterized primitive man. In many
civilized men they are dormant and burst forth as soon as the restraints
developed by civilization give way. Remember the unspeakabl e horrors of
the Nazi concentration camps. The newspapers continually report abomin-
able crimes manifesting the latent urgestoward bestiality. The most popular
novels and moving pictures are those dealing with bloodshed and violent
acts. Bull fights and cock fights attract large crowds.

If an author says: the rabble thirst for blood and | with them, he may be no
lessright than in asserting that primitive man too took delight inkilling. But he
errsif hepassesover thefact that the sati sfaction of such sadisticdesiresimpairs
the existence of society or if he assertsthat “true” civilization and the “good”
ociety are an achievement of people blithely indulging in their passion for
violence, murder, and crudty, that the represson of the impulses toward
brutality endangersmankind’ sevol ution and that asubgtitution of barbarismfor
humanitarianism would save man from degeneration. The socid division of
labor and cooperation rests upon conciliatory settlement of disputes. Not war,
as Heraclitus said, but peaceisthe source of all socid relations. To man desires
other than that for bloodshed areinborn. If hewantsto satisfy theseother desires,
he must forego hisurgeto kill. Hewho wantsto preserve life and hedth aswell
and as long as possible, must redize that respect for other people’s lives and
heslth better serves his aim than the opposite mode of conduct. One may regret
that such isthe sate of affairs. But no such lamentationscan alter the hard facts.

It is useless to censure this statement by referring to irrationality. All
instinctive impulses defy examination by reason because reason deals only
with the means for attaining ends sought and not with ultimate ends. But
what distinguishesman from other animal sisprecisely that hedoesnot yield
without any will of hisown to an instinctive urge. Man usesreason in order
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to choose between the incompatibl e satisfactions of conflicting desires.

One must not tell the masses. Indulge in your urge for murder; it is
genuinely human and best serves your well-being. One must tell them: If
you satisfy your thirst for blood, you must forego many other desires. Y ou
want to eat, to drink, to live in fine homes, to clothe yourselves, and a
thousand other things which only society can provide. You cannot have
everything, you must choose. The dangerous life and the frenzy of sadism
may pleaseyou, but they areincompatiblewith the security and plenty which
you do not want to miss either.

Praxeology as a science cannot encroach upon the individua’s right to
chooseandtoact. Thefina decisionsrest with acting men, not with thetheorists.
Science' s contribution to life and action does not consigt in establishing value
judgments, but in cdlarification of the conditions under which man must act and
inelucidation of the effects of variousmodes of action. It putsat thedisposa of
acting man all the information he needs in order to make his choices in full
awareness of their consequences. It prepares an estimate of cost andyield, asit
were. It would fail in thistask if it were to omit from this statement one of the
items which could influence peopl€ s choices and decisions.

Current Misinter pretations of Modern Natural
Science, Especially of Darwinism

Some present-day antiliberals, both of theright-wing and of theleft-wing
variety, base their teachings on misinterpretations of the achievements of
modern biology.

1. Men are unegual . Eighteenth-century liberalism and likewi se present-
day egditarianism start from the “self-evident truth” that “al men are
created equal, and that they are endowed by their Creator with certain
unalienable Rights.” However, say the advocates of abiological philosophy
of society, natural science has demonstrated in an irrefutable way that men
are different. There is no room left in the framework of an experimental
observation of natural phenomena for such a concept as natural rights.
Nature is unfeeling and insensible with regard to any being’s life and
happiness. Nature is iron necessity and regularity. It is metaphysical non-
sense to link together the “slippery” and vague notion of liberty and the
unchangeable absolute laws of cosmic order. Thus the fundamental idea of
liberalism is unmasked as afallacy.

Now itistruethat theliberal and democratic movement of the eighteenth
and nineteenth centuries drew a great part of its strength from the doctrine
of natural law and the innate imprescriptible rights of the individual. These
ideas, first devel oped by ancient phil osophy and Jewish theol ogy, permeated
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Christian thinking. Some anti-Catholic sects made them the focal point of
their political programs. A long line of eminent philosophers substantiated
them. They became popular and were the most powerful moving force in
the prodemocratic evolution. They arestill supported today. Their advocates
do not concern themselveswith theincontestable fact that God or naturedid
not create men equal since many are born hale and hearty while others are
crippled and deformed. With them al differences between men are due to
education, opportunity, and social institutions.

But the teachings of utilitarian philosophy and classical economics have
nothing at al to do with the doctrine of natural right. With them the only
point that matters is socia utility. They recommend popular government,
private property, tolerance, and freedom not because they are natural and
just, but becausethey are beneficial. The core of Ricardo’ sphilosophy isthe
demonstration that social cooperation and division of labor between men
who are in every regard superior and more efficient and men who are in
every regard inferior and lessefficient isbeneficial to both groups. Bentham,
the radical, shouted: “Natural rights is simple nonsense: natural and im-
prescriptible rights, rhetorical nonsense.” 10 With him “the sole object of
government ought to be the greatest happiness of the greatest possible
number of the community.” 1 Accordi ngly, in investigating what ought to
beright he doesnot care about preconceived ideas concerning God' sor nature' s
plansandintentions, forever hiddentomortal men; heisintent upondiscovering
what best serves the promotion of human welfare and happiness. Mdthus
showed that nature in limiting the means of subs stence does not accord to any
living being aright of existence, and that by indulging heedlessly inthe naturd
impulse of proliferation man would never have risen above the verge of
garvation. He contended that human civilization and well-being could devel op
only totheextent that man learned torein hissexual appetitesby moral restraint.
The Utilitarians do not combat arbitrary government and privileges because
they areagaingt natural law but becausethey aredetrimenta to progperity. They
recommend equality under the civil law not because men are equd but because
such apolicy isbeneficial to the commonwed. In rejecting theillusory notions
of natura law and human equality modern biology only repeated what the
utilitarian champions of liberalism and democracy long before had taught in a
much more persuasive way. It is obvious that no biologica doctrine can ever
invalidatewhat utilitarian philosophy saysabout thesocia utility of democratic
government, private property, freedom, and equality under the law.

10.Bentham, Anarchical Fallacies; being an Examination of the Declaration
of Rights issued during the French Revolution, in Work (ed. by Bowring), 11,
501.

11. Bentham, Principles of the Civil Code, in Works, 1, 301.
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The present-day prevalence of doctrines approving social disintegration
and violent conflict is not the result of an alleged adaptation of social
philosophy to the findings of biology but of the almost universal rejection
of utilitarian philosophy and economic theory. People have substituted an
ideology of irreconcilable class conflict and international conflict for the
“orthodox” ideology of the harmony of therightly understood, i.e., long-run,
interests of al individuals, social groups, and nations. Men are fighting one
another because they are convinced that the extermination and liquidation
of adversariesisthe only means of promoting their own well-being.

2. The social implications of Darwinism. The theory of evolution as ex-
pounded by Darwin, says a school of socia Darwinism, has clearly demon-
grated that in nature there are no such things as peace and respect for the lives
and welfare of others. In nature there is always struggle and merciless annihi-
lation of the weak who do not succeed in defending themselves. Liberdism’'s
plans for eternal peace—both in domestic and in foreign relations—are the
outcome of anillusory rationalism contrary to the natural order.

However, the notion of the struggle for existence as Darwin borrowed it
from Malthusand appliedit in histheory, isto be understood in ametaphor-
ical sense. Its meaning is that a living being actively resists the forces
detrimental to its own life. This resistance, if it is to succeed, must be
appropriate to the environmental conditions in which the being concerned
hasto hold its own. It need not always be awar of extermination such asin
therelations between men and morbific microbes. Reason has demonstrated
that, for man, the most adequate means of improving his condition is social
cooperation and division of labor. They are man's foremost tool in his
struggle for survival. But they can work only where there is peace. Wars,
civil wars, and revolutions are detrimental to man’s success in the struggle
for existence because they disintegrate the apparatus of social cooperation.

3. Reason and rational behavior called unnatural. Christian theology
deprecated the animal functions of man’s body and depicted the “soul” as
something outside of al biological phenomena. In an excessive reaction
against this philosophy some moderns are prone to disparage everything in
which man differsfrom other animals. Intheir eyes human reason isinferior
to the animal instincts and impulses; it isunnatural and therefore bad. With
them the terms rationalism and rational behavior have an opprobrious
connotation. The perfect man, the real man, is a being who obeys his
primordial instincts more than his reason.

Theobvioustruthisthat reason, man’ smost characteristic feature, isalso
abiological phenomenon. It is neither more nor less natural than any other
feature of the species homo sapiens, for instance, the upright gait or the
hairless skin.



IX. THE ROLE OF IDEAS

1. Human Reason

EASON isman’s particular and characteristic feature. Thereisno need

for praxeology to raise the question whether reason is a suitable tool
for the cognition of ultimate and absolute truth. It dealswith reason only as
far asit enables man to act.

All those objects which are the substratum of human sensation, percep-
tion, and observation a so pass before the senses of animals. But man alone
hasthe faculty of transforming sensuous stimuli into observation and expe-
rience. And man a one can arrange hisvarious observationsand experiences
into a coherent system.

Action is preceded by thinking. Thinking is to deliberate beforehand over
future action and to reflect afterwards upon past action. Thinking and acting are
inseparable. Every action is dways based on a definite idea about causd
reletions. He who thinks a causd relation thinks a theorem. Action without
thinking, practicewithout theory areunimaginable. Thereasoning may befaulty
and the theory incorrect; but thinking and theorizing are not lacking in any
action. On the other hand thinking isalwaysthinking of apotential action. Even
hewho thinksof apuretheory assumesthat thetheory iscorrect, i.e, that action
complying with its content would result in an effect to be expected from its
teachings. It is of no relevance for logic whether such action isfeasible or not.

It isawaystheindividual who thinks. Society does not think any more than
it eats or drinks. The evolution of human reasoning from the naive thinking of
primitive man to the more subtle thinking of modern science took place within
society. However, thinkingitself isalwaysan achievement of individuals. There
is joint action, but no joint thinking. There is only tradition which preserves
thoughts and communicates them to others as a stimulus to their thinking.
However, man has no meansof appropriating thethoughtsof hisprecursorsother
thantothink themover again. Then, of course, heisinapostionto proceed farther
onthe bads of his forerunners' thoughts. The foremogt vehicle of tradition isthe
word. Thinkingislinked up with languageand vice versa. Conceptsareembodied
in terms. Languageisatool of thinking asit isatool of social action.
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Thehistory of thought and ideasisadiscourse carried on from generation
to generation. Thethinking of later ages grows out of the thinking of earlier
ages. Without the aid of this stimulation intellectual progress would have
been impossible. The continuity of human evolution, sowing for the off-
spring and harvesting on land cleared and tilled by the ancestors, manifests
itself aso in the history of science and ideas. We have inherited from our
forefathers not only a stock of products of various orders of goods whichis
the source of our material wealth; we have no less inherited ideas and
thoughts, theories and technol ogies to which our thinking owesiits produc-
tivity. But thinking is always a manifestation of individuals.

2. World View and Ideology

Thetheoriesdirecting action areoftenimperfect and unsatisfactory. They
may be contradictory and unfit to be arranged into a comprehensive and
coherent system.

If welook at al the theorems and theories guiding the conduct of certain
individuals and groups as a coherent complex and try to arrange them asfar
asisfeasible into a system, i.e., a comprehensive body of knowledge, we
may speak of it asaworld view. A world view is, as atheory, an interpre-
tation of al things, and as a precept for action, an opinion concerning the
best means for removing uneasiness as much as possible. A world view is
thus, on the one hand, an explanation of all phenomena and, on the other
hand, a technology, both these terms being taken in their broadest sense.
Religion, metaphysics, and philosophy aim at providing aworld view. They
interpret the universe and they advise men how to act.

The concept of an ideology is narrower than that of a world view. In
speaking of ideology we have in view only human action and social
cooperation and disregard the problems of metaphysics, religious dogma,
the natural sciences, and the technologies derived from them. Ideology is
the totality of our doctrines concerning individual conduct and social rela-
tions. Both, world view and ideology, go beyond the limitsimposed upon a
purely neutral and academic study of things as they are. They are not only
scientific theories, but al so doctrines about the ought, i.e., about the ultimate
ends which man should aim at in his earthly concerns.

Asceticism teaches that the only means open to man for removing pain
and for attaining complete quietude, contentment, and happinessisto turn
away from earthly concerns and to live without bothering about worldly
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things. There is no salvation other than to renounce striving after material
well-being, to endure submissively the adversities of the earthly pilgrimage
and to dedicate oneself exclusively to the preparation for eternal bliss.
However, the number of those who consistently and unswervingly comply
with the principles of asceticism is so small that it is not easy to instance
more than afew names. It seems that the complete passivity advocated by
asceticismiscontrary to nature. Theenticement of lifetriumphs. Theascetic
principles have been adulterated. Even the most saintly hermits made
concessionsto lifeand earthly concernswhich did not agree with their rigid
principles. But as soon as a man takes into account any earthly concerns,
and substitutes for purely vegetative ideal s an acknowledgment of worldly
things, however conditioned and incompatible with the rest of his professed
doctrine, he bridges over the gulf which separated him from those who say
yestothestriving after earthly ends. Then he has something in commonwith
everyoneelse.

Human thoughts about things of which neither pure reasoning nor expe-
rience provides any knowledge may differ so radically that no agreement
can be reached. In this sphere in which the free reverie of the mind is
restricted neither by logical thinking nor by sensory experienceman cangive
vent to hisindividuality and subjectivity. Nothing is more personal than the
notions and images about the transcendent. Linguistic terms are unable to
communicate what is said about the transcendent; one can never establish
whether the hearer conceives them in the same way as the speaker. With
regard to things beyond there can be no agreement. Religious wars are the
most terrible wars because they are waged without any prospect of concili-
aion.

But where earthly things are involved, the natural affinity of all men
and the identity of the biological conditionsfor the preservation of their
lives come into play. The higher productivity of cooperation under
division of labor makes society the foremost means of every individual
for the attainment of his own ends whatever they may be. The mainte-
nance and further intensification of social cooperation become a con-
cern of everybody. Every world view and every ideology which is not
entirely and unconditionally committed to the practice of asceticism
and to a life in anchoritic reclusion must pay heed to the fact that
society isthe great means for the attainment of earthly ends. But then
acommon ground iswon to clear the way for an agreement concerning
minor social problems and the details of society’s organization. How-
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ever various ideologies may conflict with one another, they harmonizein
one point, in the acknowledgment of lifein society.

Peoplefail sometimesto seethisfact becauseindealing with philosophies
and ideologies they look more at what these doctrines assert with regard to
transcendent and unknowablethingsand | essat their statementsabout action
in thisworld. Between various parts of an ideological system thereis often
an unbridgeable gulf. For acting man only those teachings are of real
importancewhich resultin preceptsfor action, not those doctrineswhich are
purely academic and do not apply to conduct within the frame of social
cooperation. We may disregard the philosophy of adamant and consistent
asceticism because such a rigid asceticism must ultimately result in the
extinction of its supporters. All other ideologies, in approving of the search
for the necessities of life, are forced in some measure to take into account
the fact that division of labor is more productive than isolated work. They
thus admit the need for social cooperation.

Praxeology and economicsare not qualified to deal with thetranscendent
and metaphysical aspects of any doctrine. But, on the other hand, no appeal
to any religious or metaphysical dogmas and creeds can invalidate the
theorems and theories concerning social cooperation as developed by logi-
caly correct praxeological reasoning. If a philosophy has admitted the
necessity of societal links between men, it has placed itself, as far as
problems of social action comeinto play, on ground from which thereisno
escape into personal convictions and professions of faith not liable to a
thorough examination by rational methods.

Thisfundamental fact isoftenignored. People believethat differencesin
world view create irreconcilable conflicts. The basic antagonisms between
partiescommitted to different world views, it is contended, cannot be settled
by compromise. They stem from the deepest recesses of the human soul and
are expressive of aman’sinnate communion with supernatural and eternal
forces. There can never be any cooperation between people divided by
different world views.

However, if we pass in review the programs of all parties—both the
cleverly elaborated and publicized programs and those to which the parties
really cling when in power—we can easily discover the fallacy of this
interpretation. All present-day political parties strive after the earthly well-
being and prosperity of their supporters. They promise that they will render
economic conditionsmore satisfactory to their followers. Withregard tothis
issue there is no difference between the Roman Catholic Church and the
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various Protestant denominations as far as they intervene in political and
socia questions, between Christianity and the non-Christian religions, be-
tween the advocates of economic freedom and thevariousbrandsof Marxian
materialism, between nationalists and internationalists, between racists and
the friends of interracial peace. It is true that many of these parties believe
that their own group cannot prosper except at the expense of other groups,
and even go so far asto consider the complete annihilation of other groups
or their enslavement as the necessary condition of their own group’s pros-
perity. Yet, extermination or enslavement of others is for them not an
ultimate end, but a means for the attainment of what they aim at as an
ultimate end: their own group’s flowering. If they were to learn that their
own designs are guided by spurious theories and would not bring about the
beneficial results expected, they would change their programs.

The pompous statements which people make about things unknowable
and beyond the power of the human mind, their cosmologies, world views,
religions, mysticisms, metaphysics, and conceptual phantasiesdiffer widely
from one another. But the practical essence of their ideologies, i.e., their
teachings dealing with the ends to be aimed at in earthly life and with the
means for the attainment of these ends, show much uniformity. There are,
to be sure, differences and antagoni sms both with regard to ends and means.
Y et the differences with regard to ends are not irreconcilable; they do not
hinder cooperati on and amicabl earrangementsin the sphere of social action.
Asfar asthey concern means and ways only, they are of a purely technical
character and as such open to examination by rational methods. Wheninthe
heat of party conflicts one of the factions declares: “Here we cannot go on
in our negotiations with you because we are faced with a question touching
upon our world view; on this point we must be adamant and must cling
rigidly to our principles whatever may result,” one need only scrutinize
matters more carefully to realize that such declarations describe the
antagonism as more pointed than it really is. In fact, for al parties
committed to pursuit of the people’s welfare and thus approving socia
cooperation, questions of social organization and the conduct of social
action are not problems of ultimate principles and of world views, but
ideological issues. They are technical problems with regard to which
some arrangement is always possible. No party would wittingly prefer
social disintegration, anarchy, and a return to primitive barbarism to a
solution which must be bought at the price of the sacrifice of some
ideological points.
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In party programs these technical issues are, of course, of primary
importance. A party is committed to certain means, it recommends certain
methods of poalitical action and rejects utterly all other methodsand policies
asinappropriate. A party isabody which combinesall those eager to employ
the same means for common action. The principle which differentiates men
and integrates parties is the choice of means. Thusfor the party as such the
means chosen are essential. A party is doomed if the futility of the means
recommended becomes obvious. Party chiefs whose prestige and political
career are bound up with the party’ s program may have ample reasons for
withdrawing its principles from unrestricted discussion; they may attribute
tothem the character of ultimate endswhich must not be questioned because
they are based on aworld view. But for the people aswhose mandatariesthe
party chiefs pretend to act, for the voters whom they want to enlist and for
whose votes they canvass, things offer another aspect. They have no objec-
tion to scrutinizing every point of a party’s program. They look upon such
a program only as a recommendation of means for the attainment of their
own ends, viz., earthly well-being.

What dividesthose parties which one callstoday world view parties, i.e.,
parties committed to basic philosophical decisions about ultimate ends, is
only seeming disagreement with regard to ultimate ends. Their antagonisms
refer either to religious creeds or to problems of international relations or
the problem of ownership of the means of production or the problems of
political organization. It can be shown that all these controversies concern
means and not ultimate ends.

L et us begin with the problems of anation’ spolitical organization. There
are supporters of ademacratic system of government, of hereditary monar-
chy, of therule of a self-styled elite and of Caesarist dictatorshi p.1 Itistrue
that these programs are often recommended by reference to divine institu-
tions, totheeternal lawsof theuniverse, tothe natural order, totheinevitable
trend of historical evolution, andto other objectsof transcendent knowledge.
But such statements are merely incidental adornment. In appealing to the
electorate, the parties advance other arguments. They are eager to show that
the system they support will succeed better than those advocated by other
parties in realizing those ends which the citizens aim at. They specify the
beneficial results achieved in the past or in other countries; they disparage
theother parties’ programsby relating their failures. They resort both to pure

1. Caesarismistoday exemplified by the Bolshevik, Fascist, or Nazi type of
dictatorship.
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reasoning and to an interpretation of historical experience in order to
demonstrate the superiority of their own proposals and the futility of those
of their adversaries. Their main argument isaways: the political systemwe
support will render you more prosperous and more content.

In the field of society’s economic organization there are the liberals
advocating private ownership of the means of production, the socialists
advocating public ownership of the means of production, and the interven-
tionists advocating a third system which, they contend, is as far from
socialism asit isfrom capitalism. In the clash of these partiesthereisagain
much talk about basic philosophical issues. People speak of true liberty,
equality, socia justice, the rights of the individual, community, solidarity,
and humanitarianism. But each party isintent upon proving by ratiocination
and by referring to historical experiencethat only the system it recommends
will make the citizens prosperous and satisfied. They tell the people that
realization of their program will raisethe standard of living to ahigher level
than realization of any other party’s program. They insist upon the expedi-
ency of their plansand upon their utility. It isobviousthat they do not differ
from one another with regard to ends but only asto means. They all pretend
to aim at the highest material welfare for the majority of citizens.

The nationalists stress the point that there is an irreconcilable conflict
between the interests of various nations, but that, on the other hand, the
rightly understood interests of all the citizens within the nation are harmo-
nious. A nation can prosper only at the expense of other nations; the
individual citizen can fare well only if his nation flourishes. The liberals
have a different opinion. They believe that the interests of various nations
harmonize no less than those of the various groups, classes, and strata of
individuals within a nation. They believe that peaceful international coop-
eration is a more appropriate means than conflict for the attainment of the
end which they and the nationalists are both aiming at: their own nation’s
welfare. They do not, as the nationalists charge, advocate peace and free
trade in order to betray their own nation’s interests to those of foreigners.
On the contrary, they consider peace and free trade the best means to make
their own nation wealthy. What separates the free traders from the nation-
alists are not ends, but the means recommended for attainment of the ends
common to both.

Dissension with regard to religious creeds cannot be settled by rational
methods. Religious conflicts are essentially implacable and irreconcilable.
Y et as soon as areligious community enters the field of political action and



184 HUMAN ACTION

tries to deal with problems of social organization, it is bound to take into
account earthly concerns, however this may conflict with its dogmas and
articles of faith. No religion in its exoteric activities ever ventured to tell
peoplefrankly: Therealization of our plansfor social organizationwill make
you poor and impair your earthly well-being. Those consistently committed
toalifeof poverty withdrew from the political scene and fled into anchoritic
seclusion. But churches and religious communities which have aimed at
making converts and at influencing political and socia activities of their
followers have espoused the principles of secular conduct. In dealing with
questions of man’'s earthly pilgrimage they hardly differ from any other
political party. In canvassing, they emphasize, morethan blissin thebeyond,
the material advantages which they have in store for their brothersin faith.
Only aworld view whose supportersrenounce any earthly activity whatever
could neglect to pay heed to the rational consderationswhich show that socid
cooperation is the great means for the attainment of all human ends. Because
man is a socid animal that can thrive only within society, al ideologies are
forced to acknowledge the preeminent importance of socid cooperation. They
must aim a the most satisfactory organization of society and must approve of
man's concern for an improvement of his material well-being. Thus they dl
place themselves upon acommon ground. They are separated from one another
not by world viewsand transcendent i ssues not subject to reasonabl ediscussion,
but by problems of meansand ways. Such ideologicd antagonismsare opento
athorough scrutiny by the scientific methods of praxeology and economics.

The Fight Against Error

A critica examination of the philosophica systems constructed by
mankind’s great thinkers has very often revealed fissures and flaws in the
impressive structure of those seemingly consistent and coherent bodies of
comprehensivethought. Eventhe geniusin drafting aworld view sometimes
failsto avoid contradictions and fallacious syllogisms.

The ideologies accepted by public opinion are ill more infected by the
shortcomings of the human mind. They are mogly an eclectic juxtgposition of
idess utterly incompatible with one another. They cannot stand alogical exami-
nation of their content. Their incong genciesareirreparable and defy any attempt
to combinetheir variouspartsinto asystem of i deas compatible with one another.

Some authors try to justify the contradictions of generally accepted
ideol ogiesby pointing out the alleged advantages of acompromise, however
unsatisfactory from the logical point of view, for the smooth functioning of
interhuman relations. They refer to the popular fallacy that life and reality
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are “not logical”; they contend that a contradictory system may prove its
expediency or even its truth by working satisfactorily while a logically
consistent system would result in disaster. There is no need to refute anew
such popular errors. Logical thinkingandreal lifearenot two separateorbits.
Logic isfor man the only means to master the problems of reality. What is
contradictory in theory, is no less contradictory in reality. No ideological
inconsistency can provide a satisfactory, i.e., working, solution for the
problems offered by the facts of the world. The only effect of contradictory
ideologiesisto conceal the real problems and thus to prevent people from
finding in time an appropriate policy for solving them. Inconsistent ideolo-
giesmay sometimes postponethe emergence of amanifest conflict. But they
certainly aggravate the evils which they mask and render a final solution
more difficult. They multiply the agonies, they intensify the hatreds, and
make peaceful settlement impossible. It is a serious blunder to consider
ideological contradictions harmless or even beneficial.

The main objective of praxeology and economicsisto substitute consis-
tent correct ideologies for the contradictory tenets of popular eclecticism.
Thereisno other meansof preventing social disintegration and of safeguard-
ing the steady improvement of human conditions than those provided by
reason. Men must try to think through al the problemsinvolved up to the point
beyond which ahumanmind cannot proceedfarther. They must never acquiesce
inany solutionsconveyed by older generations, they must dwaysquestionanew
every theory and every theorem, they must never relax in their endeavors to
brush away fdlacies and to find the best possible cognition. They must fight
error by unmasking spurious doctrines and by expounding truth.

Theproblemsinvolved arepurely intellectua and must bedealt withassuch.
It isdisastrous to shift them to the moral sphere and to dispose of supporters of
oppositeideologies by caling themvillains. Itisvainto ins st that whet we are
aiming atisgood and what our adversarieswant isbad. Thequestionto besolved
is precisely what is to be consdered as good and what as bad. The rigid
dogmatism peculiar to religiousgroups and to Marxism resultsonly inirrecon-
cilable conflict. It condemns beforehand all dissentersasevildoers, it callsinto
question their good faith, it asks them to surrender unconditionally. No socid
cooperation is possible where such an attitude prevails.

No better isthe propensity, very popular nowadays, to brand supporters
of other ideologies as lunatics. Psychiatrists are vague in drawing a line
between sanity and insanity. It would be preposterousfor laymentointerfere
with this fundamental issue of psychiatry. However, it is clear that if the
mere fact that aman shares erroneous views and acts according to hiserrors
qualifies him as mentally disabled, it would be very hard to discover an
individual to which the epithet sane or normal could be attributed. Then we
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are bound to call the past generations lunatic because their ideas about the
problemsof thenatural sciencesand concomitantly their techniquesdiffered
from ours. Coming generationswill call uslunaticsfor thesamereason. Man
isliableto error. If to err were the characteristic feature of mental disability,
then everybody should be called mentally disabled.

Neither can the fact that a man is at variance with the opinions held by
the mgjority of his contemporaries qualify him as alunatic. Were Coperni-
cus, Galileo and Lavoisier insane? It is the regular course of history that a
man conceives new ideas, contrary to those of other people. Some of these
ideas are later embodied in the system of knowledge accepted by public
opinion as true. Is it permissible to apply the epithet “sane” only to boors
who never had ideas of their own and to deny it to all innovators?

The procedure of some contemporary psychiatristsisreally outrageous.
They areutterly ignorant of thetheories of praxeology and economics. Their
familiarity with present-day ideologiesissuperficial and uncritical. Y et they
blithely call the supporters of someideologies paranoid persons.

There are men who are commonly stigmatized as monetary cranks. The
monetary crank suggests a method for making everybody prosperous by
monetary measures. Hisplansareillusory. However, they are the consistent
application of a monetary ideology entirely approved by contemporary
public opinion and espoused by the policies of almost all governments,
political parties, and the press.

It is generaly believed by those unfamiliar with economic theory that
credit expansion and an increase in the quantity of money in circulation are
efficacious means for lowering the rate of interest permanently below the
height it would attain on a nonmanipulated capital and loan market. This
theory is utterly iIIus;ory.2 But it guides the monetary and credit policy of
almost every contemporary government. Now, on the basis of this vicious
ideology, no valid objection can be raised against the plans advanced by
Pierre Joseph Proudhon, Ernest Solvay, Clifford Hugh Douglas and a
host of other would-be reformers. They are only more consistent than
other people are. They want to reduce the rate of interest to zero and thus
to abolish altogether the scarcity of “capital.” He who wants to refute
them must attack the theoriesunderlying the monetary and credit policies
of the great nations.

The psychiatrist may object that what characterizesaman asalunaticis
precisely the fact that he lacks moderation and goes to extremes. While
normal manisjudiciousenoughto restrain himself, the paranoid person goes
beyond al bounds. Thisis quite an unsatisfactory rejoinder. All the argu-
ments advanced in favor of the thesisthat the rate of interest can be reduced

2. Cf. below, Chapter XX.
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by credit expansion from 5 or 4 per cent to 3 or 2 per cent are equally valid
for areduction to zero. The “monetary cranks” are certainly right from the
point of view of the monetary fallacies approved by popular opinion.

Therearepsychiatristswho call the Germanswho espoused the principles
of Nazism lunatics and want to cure them by therapeutic procedures. Here
again we are faced with the same problem. The doctrines of Nazism are
vicious, but they do not essentially disagree with theideol ogies of socialism
and nationalism as approved by other peoples’ public opinion. What char-
acterized the Nazis was only the consistent application of these ideologies
to the special conditions of Germany. Like all other contemporary nations
the Nazis desired government control of business and economic self-suffi-
ciency, i.e, autarky, for their own nation. The digtinctive mark of their policy
was that they refused to acquiesce in the disadvantages which the acceptance
of the same system by other nations would impose upon them. They were not
prepared to be forever “imprisoned,” as they said, within a comparatively
overpopulated area in which physical conditions render the productivity of
human effort lower than in other countries. They believed that their nation's
grest population figures, thestrategicaly propitiousgeographi c situation of their
country, and theinborn vigor and ga lantry of their armed forces provided them
with a good chance to remedy by aggression the evils they deplored.

Now, whoever accepts the ideology of nationalism and socialism astrue
and as the standard of his own nation’s policy, ishot in aposition to refute
theconclusionsdrawn from them by the Nazis. The only way for arefutation
of Nazism left for foreign nationswhich have espoused these two principles
wasto defeat the Nazisin war. And aslong as the ideology of socialism and
nationalism is supreme in the world's public opinion, the Germans or other
peoples will try again to succeed by aggression and conquest, should the
opportunity ever be offered to them. There is no hope of eradication the
aggresson mentdity if one does not explode entirely the ideological fdlacies
from which it stems. Thisisnot atask for psychiatrists, but for economists.

Man has only one tool to fight error: reason.

3. Might

Society is a product of human action. Human action is directed by
ideologies. Thus society and any concrete order of social affairs are an
outcome of ideologies; ideologies are not, as Marxism asserts, a product
of a certain state of social affairs. To be sure, human thoughts and ideas
are not the achievement of isolated individuals. Thinking too succeeds

3. Cf. Mises, Omnipotent Government (New Haven, 1944), pp. 221-228,
129-131-140.
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only through the cooperation of the thinkers. No individual would make
headway in hisreasoning if he were under the necessity of starting from the
beginning. A man can advancein thinking only because hiseffortsare aided
by those of older generations who have formed the tools of thinking, the
concepts and terminologies, and have raised the problems.

Any given social order was thought out and designed before it could be
realized. Thistemporal andlogical precedenceof theideol ogical factor does
not imply the proposition that people draft acomplete plan of asocial system
as the utopians do. What is and must be thought out in advance is not the
concerting of individual actions into an integrated system of socia
organization, but the actions of individuals with regard to their fellow
men and of already formed groups of individuals with regard to other
groups. Before a man aids his fellow in cutting a tree, such cooperation
must be thought out. Before an act of barter takes place, the idea of
mutual exchange of goods and services must be conceived. It is not
necessary that the individuals concerned become aware of the fact that
such mutuality results in the establishment of social bonds and in the
emergence of asocial system. The individual does not plan and execute
actionsintended to construct society. His conduct and the corresponding
conduct of others generate social bodies.

Any existing state of social affairsisthe product of ideol ogies previously
thought out. Within society new ideol ogies may emerge and may supersede
older ideologies and thus transform the social system. However, society is
aways the creation of ideologies temporally and logically anterior. Action
isalwaysdirected by ideas; it realizes what previous thinking has designed.

If we hypostatize or anthropomorphize the notion of ideology, we may
say that ideologies have might over men. Might is the faculty or power of
directing actions. Asarule one says only of aman or of groups of men that
they are mighty. Then the definition of might is: might isthe power to direct
other peopl€e’s actions. He who is mighty, owes his might to an ideology.
Only ideologies can convey to a man the power to influence other people's
choices and conduct. One can become aleader only if oneis supported by
an ideol ogy which makes other peopl e tractable and accommaodating. Might
isthus not aphysical and tangible thing, but amoral and spiritual phenom-
enon. A king’ smight restsupon the recognition of the monarchical ideology
on the part of his subjects.

He who uses his might to run the state, i.e., the social apparatus of
coercion and compulsion, rules. Ruleisthe exercise of might in the political
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body. Rule is always based upon might, i.e., the power to direct other
peopl€e s actions.

Of coursg, it is possible to establish a government upon the violent
oppression of reluctant people. It is the characteristic mark of state and
government that they apply violent coercion or the threat of it against those
not prepared to yield voluntarily. Yet such violent oppression is no less
founded upon ideol ogical might. He who wantsto apply violence needsthe
voluntary cooperation of some people. Anindividual entirely dependent on
himself can never rule by means of physical violence only.4 He needs the
ideological support of a group in order to subdue other groups. The tyrant
must have aretinue of partisans who obey his orders of their own accord.
Their spontaneous obedience provides him with the gpparatus he needs for the
conquest of other people. Whether or not he succeeds in making his sway last
depends on the numerical relation of the two groups, those who support him
voluntarily and those whom he besats into submission. Though a tyrant may
temporarily rule through aminority if this minority is armed and the majority
isnot, in thelong run a minority cannot keep the mgjority in subservience. The
oppressed will risein rebellion and cast off the yoke of tyranny.

A durable system of government must rest upon an ideology acknowl-
edged by the mgjority. The “real” factor, the “real forces’ that are the
foundation of government and convey to therulersthe power to useviolence
againgt renitent minority groups are essentialy ideological, moral, and
spiritual. Rulers who failed to recognize this first principle of government
and, relying upon the alleged irresistibility of their armed troops, disdained
the spirit and ideas have finaly been overthrown by the assault of their
adversaries. The interpretation of might as a “real” factor not dependent
upon ideologies, quite common to many political and historical books, is
erroneous. Theterm Real politik makes sense only if used to signify apolicy
taking account of generally accepted ideol ogies as contrasted with a policy
based upon ideol ogies not sufficiently acknowledged and therefore unfit to
support adurable system of government.

Hewhointerpretsmight asphysical or “real” power to carry onand considers
violent action as the very foundation of government, sees conditions from the
narrow point of view of subordinate officersin charge of sections of an army
or police force. To these subordinates a definite task within the framework of
theruling ideology isassigned. Their chiefscommit to their care troopswhich

4. A gangster may overpower aweaker or unarmed fellow. However, thishas
nothing to do with lifein society. It is an isolated antisocial occurrence.
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arenot only equipped, armed, and organi zed for combat, but no lessimbued
with the spirit which makes them obey the ordersissued. The commanders
of such subdivisions consider this moral factor a matter of course because
they themselves are animated by the same spirit and cannot even imagine a
different ideology. The power of an ideology consists precisely in the fact
that people submit to it without any wavering and scruples.

However, things are different for the head of the government. He must
aim at preservation of the morale of the armed forces and of the loyalty of
the rest of the population. For these moral factors are the only “real”
elements upon which continuance of his mastery rests. His power dwindles
if theideology that supportsit loses force.

Minoritiestoo can sometimes conquer by meansof superior military skill
and can thus establish minority rule. But such an order of things cannot
endure. If thevictorious conquerorsdo not succeed in subsequently convert-
ing the system of ruleby violenceinto asystem of ruleby ideol ogical consent
onthepart of thoseruled, they will succumbin new struggles. All victorious
minoritieswho have established alasting system of government have made
their sway durable by meansof abelated ideol ogical ascendancy. They have
legitimized their own supremacy either by submitting to the ideologies of
thedefeated or by transforming them. Where neither of thesetwo thingstook
place, the oppressed many dispossessed the oppressing few either by open
rebellion or through the silent but steadfast operation of ideological forces”

Many of the great historical conquests were able to endure because the
invadersentered into alliance with those classes of the defeated nation which
were supported by the ruling ideology and were thus considered legitimate
rulers. This was the system adopted by the Tartars in Russia, by the Turks
in the Danube principalities and by and largein Hungary and Transylvania,
and by the British andthe Dutchinthe Indies. A comparatively insignificant
number of Britons could rule many hundred millions of Indians becausethe
Indian princes and aristocratic landowners looked upon British rule as a
meansfor the preservation of their privilegesand supplied it with the support
which the generally acknowledged ideology of India gave to their own
supremacy. England’'s Indian empire was firm as long as public opinion
approved of thetraditional socia order. The Pax Britannica safeguarded the
princes and the landlords’ privileges and protected the masses against the
agonies of wars between the principalities and of succession wars within
them. In our day theinfiltration of subversive ideas from abroad has ended

5. Cf. below, pp. 649-650.
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British rule and threatens the preservation of the country’s age-old social
order.

Victorious minorities sometimes owe their success to their technologica
superiority. This does not alter the case. In the long run it is impossible to
withhold the better arms from the members of the mgjority. Not the equi pment
of their armed forces, but ideologicd factors safeguarded the Britishin India®

A country’s public opinion may be ideologically divided in such away
that no group is strong enough to establish a durable government. Then
anarchy emerges. Revolutions and civil strife become permanent.

Traditionalismas an |deology

Traditionalism is an ideology which considers loyalty to valuations,
customs, and methods of procedure handed down or alegedly handed down
from ancestors both right and expedient. It is not an essential mark of
traditionalism that these forefathers were the ancestors in the biological
meaning of the term or can befairly considered such; they were sometimes
only the previous inhabitants of the country concerned or supporters of the
samereligious creed or only precursorsin the exercise of some special task.
Who isto be considered an ancestor and what is the content of the body of
tradition handed down are determined by the concrete teachings of each
variety of traditionalism. The ideology brings into prominence some of the
ancestors and relegates others to oblivion; it sometimes calls ancestors
people who had nothing to do with the alleged posterity. It often constructs
a“traditional” doctrine which isof recent origin and is at variance with the
ideologies really held by the ancestors.

Traditionalismtriesto justify itstenets by citing the successthey secured
in the past. Whether this assertion conforms with the facts, is another
question. Research could sometimes unmask errors in the historical state-
ments of a traditional belief. However, this did not aways explode the
traditional doctrine. For the core of traditionalismisnot real historical facts,
but an opinion about them, however mistaken, and awill to believe things
to which the authority of ancient origin is attributed.

4. Meliorism and the Idea of Progress
The notions of progress and retrogression make sense only within a
teleological system of thought. In such a framework it is sensible to call
approach toward the goal aimed at progress and amovement in the opposite

6. We are dealing here with the preservation of European minority rule in
non-European countries. About the prospects of an Asiatic aggression on the
West cf. below, pp. 669-670.
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direction retrogression. Without reference to some agent’s action and to a
definite goal both these notions are empty and void of any meaning.

It wasoneof the shortcomingsof nineteenth-century philosophiesto have
misinterpreted the meaning of cosmic change and to have smuggled into the
theory of biological transformation theideaof progress. L ooking backward
from any given state of thingsto the states of the past one can fairly use the
termsdevel opment and evolutioninaneutral sense. Thenevolutionsignifies
theprocesswhichled from past conditionsto the present. But onemust guard
against thefatal error of confusing change with improvement and evolution
with evolution toward higher forms of life. Neither is it permissible to
substitute a pseudoscientific anthropocentrism for the anthropocentrism of
religion and the older metaphysical doctrines.

However, there is no need for praxeology to enter into a critique of
this philosophy. Its task is to explode the errors implied in current
ideologies.

Eighteenth-century social philosophy was convinced that mankind has
now finally entered the age of reason. While in the past theological and
metaphysical errors were dominant, henceforth reason will be supreme.
Peoplewill free themselves more and more from the chains of tradition and
superstition and will dedicateall their effortsto the continuousimprovement
of socia ingtitutions. Every new generation will contribute its part to this
glorioustask. With the progress of time society will more and more become
the society of free men, aiming at the greatest happiness of the greatest
number. Temporary setbacks are, of course, not impossible. But finally the
good cause will triumph because it is the cause of reason. People called
themselves happy in that they were citizens of an age of enlightenment
which through the discovery of the laws of rational conduct paved the way
toward asteady amelioration of human affairs. What they lamented wasonly
thefact that they themselvesweretoo old to witnessall the beneficial effects
of the new philosophy. “1 would wish,” said Bentham to Philarete Chasles,
“to be granted the privilegeto livethe yearswhich | have till to live, at the
end of each of the centuries following my death; thus | could witness the
effects of my writing.” !

All these hopes were founded on the firm conviction, proper to the age,
that the masses are both morally good and reasonable. The upper strata, the
privileged aristocrats living on the fat of the land, were thought depraved.

7. Philaréte Chasles, Etudes sur leshommes et lesmoers du XIX siécle (Paris,
1849), p. 89.
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Thecommon peopl e, especially the peasantsand theworkers, wereglorified
in a romantic mood as noble and unerring in their judgment. Thus the
philosophers were confident that democracy, government by the people,
would bring about social perfection.

This prejudice was the fateful error of the humanitarians, the philoso-
phers, and the liberals. Men are not infallible; they err very often. It is not
true that the masses are always right and know the means for attaining the
ends aimed at. “Belief in the common man” is no better founded than was
belief in the supernatural gifts of kings, priests, and noblemen. Democracy
guarantees asystem of government in accordance with the wishesand plans
of the majority. But it cannot prevent magjorities from falling victim to
erroneousideasand from adoptinginappropriate policieswhich not only fail
torealizethe endsaimed at but result in disaster. Mgjoritiestoo may err and
destroy our civilization. The good cause will not triumph merely on account
of its reasonableness and expediency. Only if men are such that they will
finally espouse policies reasonable and likely to attain the ultimate ends
aimed at, will civilization improve and society and state render men more
satisfied, although not happy in a metaphysical sense. Whether or not this
condition is given, only the unknown future can reveal.

There is no room within a system of praxeology for meliorism and
optimistic fatalism. Man isfreein the sense that he must daily choose anew
between policies that lead to success and those that lead to disaster, social
disintegration, and barbarism.

The term progress is nonsensical when applied to cosmic events or to a
comprehensive world view. We have no information about the plans of the
prime mover. But it is different with its use in the frame of ideological
doctrine. The immense majority strives after a greater and better supply of
food, clothes, homes, and other material amenities. In calling arise in the
masses standard of living progress and improvement, economists do not
espouse amean materialism. They simply establish the fact that people are
motivated by the urge to improve the material conditions of their existence.
They judge policies from the point of view of the aims men want to attain.
He who disdains the fall in infant mortality and the gradual disappearance
of famines and plagues may cast the first stone upon the materialism of the
€conomists.

Thereis but one yardstick for the appraisal of human action; whether or
not it isfit to attain the ends aimed at by acting men.



X. EXCHANGE WITHIN SOCIETY

1. Autistic Exchange and Interpersonal Exchange

ACTION always is essentially the exchange of one state of affairs for
another state of affairs. If the action is performed by an individual
without any reference to cooperation with other individuals, we may call it
autistic exchange. An instance: the isolated hunter who kills an animal for
his own consumption; he exchanges leisure and a cartridge for food.

Within society cooperation substitutes interpersonal or social exchange
for autistic exchanges. Man givesto other menin order to receivefromthem.
Mutuality emerges. Man servesin order to be served.

The exchange relation is the fundamental social relation. Interpersonal
exchange of goods and services weaves the bond which unites men into
society. The societal formulais: do ut des. Where there is no intentional
mutuality, where an action is performed without any design of being
benefitted by a concomitant action of other men, there is no interpersonal
exchange, but autistic exchange. It doesnot matter whether theautistic action
isbeneficid or detrimental to other people or whether it does not concernthem
at al. A genius may perform his task for himsdf, not for the crowd; however,
he is an outstanding benefactor of mankind. The robber killsthe victim for his
own advantage; the murdered man isby no means apartner inthiscrime, heis
merely its object; what is done, is done against him.

Hostile aggression wasapracticecommonto man’ snonhuman forebears.
Consciousand purposeful cooperationisthe outcome of along evolutionary
process. Ethnology and history have provided us with interesting informa-
tion concerning the beginning and the primitive patterns of interpersonal
exchange. Some consider the custom of mutual giving and returning of
presents and stipulating a certain return present in advance as a precursory
pattern of interpersonal exchange.1 Others consider dumb barter as the
primitive mode of trade. However, to make presents in the expectation of

1. Gustav Cassel, The Theory of Social Economy, trans. by S. L. Banon, (new
ed. London, 1932), p. 371.
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being rewarded by the receiver’'s return present or in order to acquire the
favor of aman whose animosity could be disastrous, is already tantamount
to interpersona exchange. The same applies to dumb barter which is
distinguished from other modes of bartering and trading only through the
absence of oral discussion.

Itistheessential characteristic of the categoriesof human action that they
are apodictic and absolute and do not admit of any gradation. Thereisaction
or nonaction, there is exchange or nonexchange; everything which applies
to action and exchange as such is given or not given in every individua
instance according to whether there is or there is not action and exchange.
Inthe sameway the boundaries between autistic exchange and interpersonal
exchange are sharply distinct. Making one-sided presents without the aim
of being rewarded by any conduct on the part of the receiver or of third
persons is autistic exchange. The donor acquires the satisfaction which the
better condition of the receiver gives to him. The receiver gets the present
as a God-sent gift. But if presents are given in order to influence some
peopl€e' sconduct, they areno longer one-sided, but avariety of interpersonal
exchange between the donor and the man whose conduct they are designed
to influence. Although the emergence of interpersona exchange was the
result of a long evolution, no gradual transition is conceivable between
autistic and interpersona exchange. There were no intermediary modes of
exchange between them. The step which leads from autistic to interpersonal
exchange was no less a jump into something entirely new and essentially
different than was the step from automatic reaction of the cells and nerves
to conscious and purposeful behavior, to action.

2. Contractual Bonds and Hegemonic Bonds

Therearetwo different kinds of social cooperation: cooperation by virtue
of contract and coordination, and cooperation by virtue of command and
subordination or hegemony.

Where and asfar as cooperation is based on contract, thelogical relation
between the cooperating individualsis symmetrical. They are all partiesto
interpersona exchange contracts. John has the same relation to Tom as Tom
has to John. Where and as far as cooperation is based on command and
subordination, there is the man who commands and there are those who obey
hisorders. The logical rdation between these two classes of men is asymmet-
ricd. Thereisadirector and there are people under his care. Thedirector done
chooses and directs; the others—the wards—are mere pawnsin hisactions.



196 HUMAN ACTION

The power that calls into life and animates any social body is always
ideological might, and the fact that makes an individual a member of any
social compound isawayshisown conduct. Thisisnolessvalidwithregard
to a hegemonic societal bond. It is true, people are as a rule born into the
most important hegemonic bonds, into the family and into the state, and this
was also the case with the hegemonic bonds of older days, davery and
serfdom, which disappeared in the realm of Western civilization. But no
physical violence and compulsion can possibly force aman against hiswill
to remain in the status of the ward of a hegemonic order. What violence or
thethreat of violence brings about isastate of affairsinwhich subjection as
arule is considered more desirable than rebellion. Faced with the choice
between the consequences of obedience and of disobedience, the ward
prefers the former and thus integrates himself into the hegemonic bond.
Every new command places this choice before him again. Inyielding again
and again he himself contributes his share to the continuous existence of the
hegemonic societal body. Even as award in such a system heis an acting
human being, i.e., abeing not simply yielding to blind impulses, but using
his reason in choosing between alternatives.

What differentiates the hegemonic bond from the contractual bond isthe
scopeinwhich the choices of theindividual s determinethe course of events.
As soon as a man has decided in favor of his subjection to a hegemonic
system, he becomes, within the margin of this system’ sactivitiesand for the
time of his subjection, a pawn of the director’ s actions. Within the hegemonic
societal body and asfar asit directsits subordinates conduct, only the director
acts. The wards act only in choosing subordination; having once chosen
subordination they no longer act for themselves, they are taken care of.

In the frame of a contractual society the individual members exchange
definite quantities of goods and services of a definite quality. In choosing
subjection in a hegemonic body a man neither gives nor receives anything
that isdefinite. Heintegrates himself into a system in which he hasto render
indefinite services and will receive what the director iswilling to assign to
him. Heis at the mercy of the director. The director aloneisfreeto choose.
Whether the director isan individual or an organized group of individuals,
a directorate, and whether the director is a selfish maniacal tyrant or a
benevolent paterna despot is of no relevance for the structure of the whole
system.

Thedistinction between thesetwo kinds of social cooperationiscommon
to al theories of society. Ferguson described it as the contrast between
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warlike nations and commercial nations;? Saint Simon as the contrast
between pugnacious nations and peaceful or industrial nations; Herbert
Spencer as the contrast between societies of individual freedom and those
of a militant structure;3 Sombart as the contrast between heroes and ped-
diers* The Marxians disti nguish between the “gentile organization” of a
fabulous state of primitive society and the eternal bliss of socialism on the
one hand and the unspeakabl e degradation of capitalism on the other hand.>
The Nazi philosophers distinguish the counterfeit system of bourgeois
security from the heroic system of authoritarian Fihrertum. The valuation
of both systemsisdifferent with thevarioussociol ogists. But they fully agree
in the establishment of the contrast and no lessin recognizing that no third
principleisthinkable and feasible.

Western civilization as well as the civilization of the more advanced
Eastern peoples are achievements of men who have cooperated according
tothe pattern of contractual coordination. Thesecivilizations, itistrue, have
adopted in some respects bonds of hegemonic structure. The state as an
apparatus of compulsion and coercion is by necessity a hegemonic organi-
zation. So is the family and its household community. However, the char-
acteristic feature of these civilizationsis the contractual structure proper to
the cooperation of the individual families. There once prevailed almost
complete autarky and economic isolation of the individua household units.
Wheninterfamilial exchange of goods and serviceswas substituted for each
family’ seconomic self-sufficiency, it was, in all nations commonly consid-
ered civilized, a cooperation based on contract. Human civilization asit has
been hitherto known to historical experienceis preponderantly aproduct of
contractual relations.

Any kind of human cooperation and socid mutuality is essentially an order
of peaceand conciliatory settlement of disputes. Inthedomestic rel ationsof any
societal unit, be it a contractual or a hegemonic bond, there must be peace.
Where there are violent conflicts and as far asthere are such conflicts, thereis
neither cooperation nor societal bonds. Those palitical parties which in their
eagernessto substitute the hegemonic system for theS contractual system point

2. Cf. Adam Ferguson, An Essay on the History of Civil Society (new ed.
Basel, 1789), p. 208.

3. Cf. Herbert Spencer, The Principles of Sociology (New Y ork, 1914), I,
575-611.

4. Cf. Werner Sombart, Haendler und Helden (Munich, 1915).

5. Cf. Frederick Engels, The Origin of the Family, Private Property and the
State (New York, 1942), p. 144.
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at the rottenness of peace and of bourgeois security, extol the moral nobility
of violence and bloodshed and praise war and revolution as the eminently
natural methods of interhuman relations, contradict themselves. For their
own utopias are designed asrealms of peace. The Reich of the Nazisand the
commonwealth of the Marxians are planned as societies of undisturbed
peace. They areto be created by pacification, i.e., the violent subjection of
all those not ready to yield without resistance. In acontractual world various
states can quietly coexist. In ahegemonic world there can only be one Reich
or commonwedth and only one dictator. Socialism must choose between a
renunciation of the advantages of division of labor encompassing the whole
earth and dl peoples and the establishment of a world-embracing hegemonic
order. Itisthisfact that made Russian Bolshevism, German Nazism, and Italian
Fascism “dynamic,” i.e., aggressive. Under contractua conditionsempiresare
dissolved into aloose league of autonomous member nations. The hegemonic
system is bound to strive after annexation of all independent states.

The contractual order of society is an order of right and law. It is a
government under the rule of law (Rechtsstaat) as differentiated from the
welfare state (Wohlfahrtsstaat) or paternal state. Right or law isthe complex
of rules determining the orbit in which individuals are free to act. No such
orbit isleft to wards of ahegemonic society. In the hegemonic state thereis
neither right nor law; there are only directives and regulations which the
director may change daily and apply with what discrimination he pleases
and which the wards must obey. The wards have one freedom only: to obey
without asking questions.

3. Calculative Action

All the praxeological categoriesare eternal and unchangeable asthey are
uniquely determined by the logical structure of the human mind and by the
natural conditionsof man’ sexistence. Bothin acting and in theorizing about
acting, man can neither free himself from these categories nor go beyond
them. A kind of acting categorially different from that determined by these
categoriesis neither possible nor conceivable for man. Man can never compre-
hend something which would be neither action nor nonaction. There is no
history of acting; there is no evolution which would lead from nonaction to
action; there are no trandtory stages between action and nonaction. There is
only acting and nonacting. And for every concrete action al that isrigoroudy
velid which is categorially established with regard to action in general.
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Every action can make use of ordinal numbers. For the application of
cardinal numbersandfor thearithmetical computation based onthem special
conditionsarerequired. These conditionsemergedinthehistorical evolution
of the contractual society. Thus the way was opened for computation and
calculation in the planning of future action and in establishing the effects
achieved by past action. Cardina numbers and their use in arithmetical
operations are also eternal and immutable categories of the human mind.
But their applicability to premeditation and the recording of action depends
on certain conditions which were not given in the early state of human
affairs, which appeared only later, and which coul d possibly disappear again.

It was cognition of what is going on within aworld in which action is
computable and cal culable that led men to the elaboration of the sciences of
praxeology and economics. Economicsis essentially atheory of that scope
of action in which calculation is applied or can be applied if certain
conditions are realized. No other distinction is of greater significance, both
for human life and for the study of human action, than that between
calculable action and noncalculable action. Modern civilization is above all
characterized by the fact that it has elaborated a method which makes the
use of arithmetic possible in abroad field of activities. Thisis what people
have in mind when attributing to it the—not very expedient and often
misleading—epithet of rationality.

The mental grasp and analysis of the problems present in a calculating
market system were the starting point of economic thinking which finally
led to general praxeological cognition. However, it is not the consideration
of this historical fact that makes it necessary to start exposition of a
comprehensive system of economics by an analysis of the market economy
and to place before thisanalysisan examination of the problem of economic
calculation. Neither historical nor heuristic aspects enjoin such aprocedure,
but the requirements of logical and systematic rigor. The problems con-
cerned are apparent and practical only within the sphere of the calculating
market economy. It is only a hypothetical and figurative transfer which
makesthem utilizablefor thescrutiny of other systemsof society’ seconomic
organization which do not alow of any calculation. Economic calculation
is the fundamental issue in the comprehension of all problems commonly
called economic.



Part Three

Economic Calculation

XI. VALUATION WITHOUT CALCULATION

1. The Gradation of the Means

CTING man transfers the valuation of ends he aims at to the means.

Other things being equal, he assignsto thetotal amount of the various
meansthe samevalue he attachesto the end which they arefit to bring about.
For the moment we may disregard thetime needed for production of theend
and itsinfluence upon the rel ation between the value of the ends and that of
the means.

The gradation of the meansislikethat of the endsaprocess of preferring
atob. Itispreferring and setting aside. It ismanifestation of ajudgment that
aismoreintensely desiredthanisb. It opensafield for application of ordinal
numbers, but it is not open to application of cardinal numbers and arithmet-
ical operationshbased onthem. If somebody gives methe choice among three
tickets entitling one to attend to operas Aida, Falstaff, and Traviata and |
take, if | can only take one of them, Aida, andif | can take one more, Fal staff
aso, | have made achoice. That means: under given conditions| prefer Aida
and Falstaff to Traviata; if | could only choose one of them, | would prefer
Aida and renounce Falstaff. If | call the admission to Aida a, that to Fal staff
b and that to Traviatac, | can say: | preferatobandbtoc.

The immediate goa of acting is frequently the acquisition of countable
and measurable supplies of tangible things. Then acting man has to choose
between countable quantities; he prefers, for example, 15r to 7p; but if he
had to choose between 15r and 8p, he might prefer 8p. We can express this
state of affairs by declaring that he values 15r less than 8p, but higher than
7p. Thisistantamount to the statement that he prefersato bandbto c. The
substitution of 8p for a, of 15r for b and of 7p for ¢ changes neither the
meaning of the statement nor the fact that it describes. It certainly does not
render reckoning with cardinal numbers possible. It does not open a field
for economic calculation and the mental operations based upon such calcu-
lation.
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2. The Barter-Fiction of the Elementary Theory
of Value and Prices

The elaboration of economic theory is heuristically dependent on the
logical processes of reckoning to such an extent that the economists failed
to realize the fundamental problem involved in the methods of economic
calculation. They were prone to take economic calculation as a matter of
course; they did not see that it is not an ultimate given, but a derivative
requiring reduction to more elementary phenomena. They misconstrued
economic calculation. They took it for a category of al human action and
ignored the fact that it is only a category inherent in acting under special
conditions. They were fully aware of the fact that interpersonal exchange,
and consequently market exchange effected by the intermediary of a com-
mon medium of exchange—money, and thereforeprices, arespecial features
of acertain state of society’s economic organization which did not exist in
primitive civilizations and could possibly disappear in the further course of
historical change.1 But they did not comprehend that money prices are the
only vehicle of economic calculation. Thus most of their studiesare of little
use. Even the writings of the most eminent economists are vitiated to some
extent by the fallaciesimplied in their ideas about economic calculation.

The modern theory of value and prices shows how the choices of
individuals, their preferring of somethings and setting aside of other things,
result, in the sphere of interpersonal exchange, in the emergence of market
pri ces.2 Thesemasterful expositionsareunsatisfactory in someminor points
and disfigured by unsuitable expressions. But they are essentially irrefut-
able. As far as they need to be amended, it must be done by a consistent
elaboration of the fundamental thoughts of their authors rather than by a
refutation of their reasoning.

In order to trace back the phenomena of the market to the universal
category of preferring a to b, the elementary theory of value and pricesis
bound to use someimaginary constructions. The use of imaginary construc-
tions to which nothing corresponds in redlity is an indispensable tool of
thinking. No other method would have contributed anything to theinterpre-
tation of reality. But one of the most important problems of science is to

1. The German Historical School expressed this by asserting that private
ownership of the means of production, market exchange, and money are
“historical categories.”

2. Cf. especially Eugen von Bohm-Bawerk, Kapital und Kapitalzins, Pt. I1,
BK. I11.
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avoid the fallacies which ill-considered employment of such constructions
can entail.

The elementary theory of value and prices employs, apart from other
imaginary constructionsto be dealt with later,? the construction of amarket
in which all transactions are performed in direct exchange. There is no
money; goods and services are directly bartered against other goods and
services. thisimaginary construction is necessary. One must disregard the
intermediary role played by money in order to realizethat what isultimately
exchanged is aways economic goods of the first order against other such
goods. Money is nothing but a medium of interpersonal exchange. But one
must carefully guard oneself against the delusions which this construction
of amarket with direct exchange can easily engender.

A serious blunder that owesits origin and its tenacity to amisinterpreta-
tion of thisimaginary construction was the assumption that the medium of
exchange is a neutral factor only. According to this opinion the only
difference between direct and indirect exchange was that only in the latter
was a medium of exchange used. The interpolation of money into the
transaction, it was asserted, did not affect the main features of the business.
One did not ignore the fact that in the course of history tremendous
dterations in the purchasing power of money have occurred and that these
fluctuations often convulsed the whole system of exchange. But it was
believed that such events were exceptional facts caused by inappropriate
policies. Only “bad” money, it was said, can bring about such disarrange-
ments. In addition people misunderstood the causes and effects of these
disturbances. They tacitly assumed that changesin purchasing power occur
withregardto all goodsand servicesat the sametimeand to the same extent.
Thisis, of course, what the fable of money’s neutrality implies. The whole
theory of catallactics, it was held, can be elaborated under the assumption
that thereis direct exchange only. If thisis once achieved, the only thing to
be added is the “simple” insertion of money terms into the complex of
theorems concerning direct exchange. However, thisfinal completion of the
catallactic system was considered of minor importance only. It was not
believed that it could alter anything essentia in the structure of economic
teachings. The main task of economicswas conceived asthe study of direct
exchange. What remained to be done besidesthiswas at best only ascrutiny
of the problems of “bad” money.

Complying with thisopinion, economistsneglected to lay due stressupon

3. See below, pp. 236-256.
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the problems of indirect exchange. Their treatment of monetary problems
was superficial; it was only loosely connected with the main body of their
scrutiny of themarket process. About the beginning of the twentieth century
the problems of indirect exchange were by and large relegated to a subordi-
nate place. Thereweretreatiseson catall acticswhich dealt only incidentally
and cursorily with monetary matters, and there were books on currency and
banking which did not even attempt to integrate their subject into the
structure of a catallactic system. At the universities of the Anglo-Saxon
countries there were separate chairs for economics and for currency and
banking, and at most of the German universities monetary problems were
amost entirely disregarded.4 Only later economists realized that some of
themostimportant and most intricate problemsof catallacticsareto befound
inthefield of indirect exchange and that an economic theory which doesnot
pay full regard to them is lamentably defective. The coming into vogue of
investigations concerning the relation between the “ natural rate of interest”
and the “money rate of interest,” the ascendancy of the monetary theory of
thetrade cycle, and the entire demolition of the doctrine of thesimultaneous-
ness and evenness of the changes in the purchasing power of money were
marks of the new tenor of economic thought. Of course, these new ideas
were essentially a continuation of the work gloriously begun by David
Hume, the British Currency School, John Stuart Mill and Cairnes.

Still more detrimental was a second error which emerged from the
careless use of theimaginary construction of amarket with direct exchange.

An inveterate fallacy asserted that things and services exchanged are of
equal value. Value was considered as objective, as an intrinsic quality
inherent in things and not merely as the expression of various people’s
eagerness to acquire them. People, it was assumed, first established the
magnitude of value proper to goods and services by an act of measurement
and then proceeded to barter them against quantities of goods and services
of the same amount of value. Thisfallacy frustrated Aristotle’ s approach to

4. Neglect of the problems of indirect exchange was certainly influenced by
political prepossessions. People did not want to give up the thesis according to
which economic depressions are an evil inherent in the capitalist mode of
production and arein no way caused by attemptsto lower the rate of interest by
credit expansion. Fashionable teachers of economics deemed it “unscientific”
to explain depressions as a phenomenon originating “only” out of eventsin the
sphere of money and crediit. There were even surveys of the history of business
cycle theory which omitted any discussion of the monetary thesis. Cf., e.g.,
Eugen von Bergmann, Geschichte der national okonomischen Krisentheorien
(Stuttgart, 1895).
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economic problems and, for almost two thousand years, the reasoning of all

those for whom Aristotl€’ s opinionswere authoritative. It serioudly vitiated
the marvel ous achievements of the classical economists and rendered the
writings of their epigones, especially those of Marx and the Marxian school,
entirely futile. The basis of modern economics is the cognition that it is
precisely the disparity in the value attached to the objects exchanged that
results in their being exchanged. People buy and sell only because they
appraise the things given up less than those received. Thus the notion of a
measurement of value is vain. An act of exchange is neither preceded nor
accompanied by any process which could be called a measuring of value.
Anindividua may attach the samevalueto two things; but then no exchange
canresult. But if thereisadiversity invaluation, al that can be asserted with
regardtoit isthat oneaisvalued higher, that it is preferred to one b. Values
and valuations are intensive quantities and not extensive quantities. They
are not susceptible to mental grasp by the application of cardinal numbers.

However, the spurious idea that values are measurable and are redly
measured in the conduct of economic transactionswas so deeply rooted that
even eminent economists fell victim to the fallacy implied. Even Friedrich
vonWieser and Irving Fisher took it for granted that there must be something
like measurement of value and that economics must be able to indicate and
to explain the method by which such measurement is effected.> Most of the
lesser economists simply maintained that money serves “as a measure of
values.”

Now, we must realize that valuing means to prefer a to b. There is
—logically, epistemologically, psychologically, and praxeol ogically—only
one pattern of preferring. It does not friend to other people, an amateur one
painting to other paintings, or aconsumer aloaf of bread to apiece of candy.
Preferring always means to love or to desire a more than b. Just asthere is
no standard and no measurement of sexual love, of friendship and sympathy,
and of aesthetic enjoyment, so there is no measurement of the value of
commodities. If a man exchanges two pounds of butter for a shirt, all that
we can assert with regard to this transaction is that he—at the instant of the
transaction and under the conditions which this instant offers to him—pre-
fersone shirt to two pounds of butter. Itiscertain that every act of preferring
is characterized by a definite psychic intensity of the feelings it implies.

5. For acritical analysis and refutation of Fisher's argument, cf. Mises, The
Theory of Money and Credit, trans. by H. E. Batson (London, 1934), pp. 42-44;

for the same with regard to Wieser's argument, Mises, Nationalokonomie
(Geneva, 1940), pp. 192-194.
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There are grades in the intensity of the desire to attain a definite goal and
this intensity determines the psychic profit which the successful action
bringsto the acting individual. But psychic quantities can only befelt. They
are entirely personal, and there is no semantic means to express their
intensity and to convey information about them to other people.

There is no method available to construct aunit of value. Let us remember
that two units of ahomogeneous supply are necessarily vaued differently. The
value attached to the nth unit islower than that attached to the (n - 1)th unit.

In the market society there are money prices. Economic calculation is
calculation in terms of money prices. The various quantities of goods and
services enter into this cal culation with the amount of money for which they
are bought and sold on the market or for which they could prospectively be
bought and sold. It is afictitious assumption that an isolated self-sufficient
individual or the general manager of a socialist system, i.e., a system in
which thereis no market for means of production, could calculate. Thereis
no way which could lead one from the money computation of a market
economy to any kind of computation in anonmarket system.

The Theory of Value and Socialism

Socidlists, Institutionalists and the Historical School have blamed econ-
omists for having employed the imaginary construction of an isolated
individual’s thinking and acting. This Robinson Crusoe pattern, it is as-
serted, isof no usefor the study of the conditions of amarket economy. The
rebuke is somewhat justified. Imaginary constructions of an isolated indi-
vidual and of a planned economy without market exchange become utiliz-
able only through the implication of the fictitious assumption, self-contra-
dictory in thought and contrary to reality, that economic calculation is
possible also within a system without amarket for the means of production.

It was certainly a serious blunder that economists did not become aware
of this difference between the conditions of a market economy and a
nonmarket economy. Y et the socialists had little reason for criticizing this
fault. For it consisted precisely inthefact that the economiststacitly implied
the assumption that asocialist order of society could al so resort to economic
calculation and that they thus asserted the possibility of the realization of
the socidist plans.

The classical economists and their epigones could not, of course, recog-
nize the problems involved. If it were true that the value of things is
determined by the quantity of labor required for their production or repro-
duction, then there is no further problem of economic calculation. The
supporters of thelabor theory of value cannot be blamed for having miscon-
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strued the problems of a socialist system. Their fateful failure was their
untenable doctrine of value. That some of them were ready to consider the
imaginary construction of a socialist economy as a useful and realizable
pattern for a thorough reform of social organization did not contradict the
essential content of their theoretical analysis. But it was different with
subjective catallactics. It was unpardonable for the modern economists to
have failed to recognize the problemsinvolved.

Wieser was right when he once declared that many economists have
unwittingly dealt with the value theory of communism and have on that
account neglected to el aboratethat of the present state of soci e’cy.6 Itistragic
that he himself did not avoid thisfailure.

Theillusion that arational order of economic management ispossiblein
a society based on public ownership of the means of production owed its
origin to the value theory of the classical economists and its tenacity to the
failure of many modern economists to think through consistently to its
ultimate conclusions the fundamental theorem of the subjectivist theory.
Thusthesocialist utopiaswere generated and preserved by the shortcomings
of those schools of thought which the Marxians reject as “an ideological
disguise of the selfish classinterest of the exploiting bourgeoisie.” In truth
it was the errors of these schools that made the socialist ideas thrive. This
fact clearly demonstratesthe emptiness of theMarxian teachingsconcerning
“ideologies’ and its modern offshoot, the sociology of knowledge.

3. The Problem of Economic Calculation

Acting man uses knowledge provided by the natural sciences for the
elaboration of technology, the applied science of action possiblein thefield
of external events. Technology showswhat could be achieved if onewanted
to achieveit, and how it could be achieved provided people were prepared
to employ the means indicated. With the progress of the natural sciences
technology progressed too; many would prefer to say that the desire to
improve technological methods prompted the progress of the natural sci-
ences. The quantification of the natural sciences made technology quantita-
tive. Modern technology isessentially the applied art of quantitative predic-
tion of the outcome of possible action. One calculates with a reasonable
degree of precision the outcome of planned actions, and one calculates in
order to arrange an action in such away that a definite result emerges.

However, the mere information conveyed by technology would suffice
for the performance of calculation only if al means of production—both

6. Cf. Friedrich von Wieser, Der naturliche Wert (Vienna, 1889), p. 60, n. 3.
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material and human—could be perfectly substituted for one another accord-
ing to definite ratios, or if they all were absolutely specific. In the former
case all means of production would be fit, although according to different
ratios, for the attainment of all endswhatever; thingswould be asif only one
kind of means—one kind of economic goods of a higher order existed. In
the latter case each means could be employed for the attainment of one end
only; one would attach to each group of complementary factors of produc-
tion the val ue attached to the respective good of thefirst order. (Here again
we disregard provisionally the modifications brought about by the time
factor.) Neither of these two conditionsis present in the universe in which
man acts. The means can only be substituted for one another within narrow
limits; they are more or less specific means for the attainment of various
ends. But, on the other hand, most means are not absolutely specific; most
of them arefit for various purposes. Thefactsthat there are different classes
of means, that most of the means are better suited for the realization of some
ends, lesssuited for the attainment of some other endsand absol utely useless
for the production of athird group of ends, and that therefore the various
means allow for various uses, set man the task of allocating them to those
employments in which they can render the best service. Here computation
in kind as applied by technology is of no avail. Technology operates with
countable and measurable quantities of external things and effects; it knows
causal relations between them, but it isforeign to their relevance to human
wants and desires. Itsfield is that of objective use-value only. It judges al
problems from the disinterested point of view of a neutral observer of
physical, chemical, and biological events. For the notion of subjective
use-value, for the specifically human angle, and for the dilemmas of acting
man thereisno roomin theteachings of technology. It ignoresthe economic
problem: to employ the available means in such a way that no want more
urgently felt should remain unsatisfied because the means suitable for its
attainment were employed—wasted—for the attainment of a want less
urgently felt. For the solution of such problems technology and its
methods of counting and measuring are unfit. Technology tells how a
given end could be attained by the employment of various means which
can be used together in various combinations, or how various available
means could be employed for certain purposes. But it isat aloss to tell
man which procedures he should choose out of the infinite variety of
imaginable and possible modes of production. What acting man wantsto
know is how he must employ the avail able means for the best possible—
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the most economic—removal of felt uneasiness. But technology provides
him with nothing more than statements about causal relations between
external things. It tells, for example, 7a+ 3b + .. xnareliableto bring about
8 P. But athoughit knowsthevalueattached by acting man to variousgoods
of the first order, it cannot decide whether this formula or any other out of
the infinite multitude of similarly constructed formulas best serves the
attainment of the ends sought by acting man. The art of engineering can
establish how abridge must be built in order to span ariver at agiven point
and to carry definiteloads. But it cannot answer the question whether or not
the construction of such a bridge would withdraw material factors of
production and labor from an employment in which they could satisfy needs
more urgently felt. It cannot tell whether or not the bridge should be built at
al, where it should be built, what capacity for bearing burdens it should
have, and which of the many possibilities for its construction should be
chosen. Technological computation can establish relations between various
classes of means only to the extent that they can be substituted for one
another in the attempts to attain a definite goal. But action is bound to
discover relations among al means, however dissimilar they may be,
without any regard to the question whether or not they can replace one
another in performing the same services.

Technology and the considerations derived from it would be of little use
for acting man if it were impossible to introduce into their schemes the
money prices of goods and services. The projects and designs of engineers
would be purely academic if they could not compare input and output on a
common basis. Thelofty theorist in the seclusion of hislaboratory does not
bother about such trifling things; what he is searching for is causal relations
between various elements of the universe. But the practical man, eager to
improve human conditions by removing uneasiness as far as possible, must
know whether, under given conditions, what he is planning is the best
method, or even a method, to make people less uneasy. He must know
whether what he wants to achieve will be an improvement when compared
with the present state of affairs and with the advantagesto be expected from
the execution of other technically realizable projects which cannot be put
into execution if the project he has in mind absorbs the available means.
Such comparisons can only be made by the use of money prices.

Thus money becomes the vehicle of economic calculation. Thisisnot a
separate function of money. Money is the universally used medium of
exchange, nothing else. Only because money is the common medium of
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exchange, because most goods and services can be sold and bought on the
market against money, and only asfar asthisisthe case, can men use money
prices in reckoning. The exchange ratios between money and the various
goods and services as established on the market of the past and as expected
to beestablished onthe market of thefuture arethe mental tools of economic
planning. Where there are no money prices, there are no such things as
economic quantities. There are only various quantitative relations between
various causes and effectsin the external world. Thereisno meansfor man
to find out what kind of action would best serve his endeavors to remove
uneasiness asfar as possible.

Thereisno need to dwell upon the primitive conditions of the household
economy of self-sufficient farmers. These people performed only very
simple processes of production. For them no cal cul ation was needed, asthey
could directly compare input and output. If they wanted shirts, they grew
hemp, they spun, wove, and sewed. They could, without any calculation,
easily make up their mindswhether or not thetoil and trouble expended were
compensated by the product. But for civilized mankind a return to such a
lifeisout of the question.

4. Economic Calculation and the Market

The quantitative treatment of economic problems must not be confused
with the quantitative methods applied in dealing with the problems of the
external universe of physical and chemical events. The distinctive mark of
economic calculation isthat it is neither based upon nor related to anything
which could be characterized as measurement.

A process of measurement consistsin the establishment of the numerical
relation of an object with regard to another object, viz., the unit of the
measurement. The ultimate source of measurement isthat of spatial dimen-
sions. Withtheaid of theunit defined in referenceto extension one measures
energy and potentiality, the power of athing to bring about changesin other
things and relations, and the passing of time. A pointer-reading is directly
indicative of a spatial relation and only indirectly of other quantities. The
assumption underlying measurement istheimmutability of theunit. Theunit
of lengthistherock upon which all measurement isbased. It isassumed that
man cannot help considering it immutable.

Thelast decades have witnessed arevolution in the traditional epistemo-
logical setting of physics, chemistry, and mathematics. We are on the eve
of innovations whose scope cannot be foreseen. It may be that the coming
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generations of physicistswill have to face problemsin someway similar to
those with which praxeol ogy must deal. Perhapsthey will beforced to drop
the idea that there is something unaffected by cosmic changes which the
observer can use asastandard of measurement. But however that may come,
the logical structure of the measurement of earthly entities in the macro-
scopic or molar field of physics will not alter. Measurement in the orbit of
microscopic physics too is made with meter scales, micrometers, spectro-
graphs—ultimately with the gross sense organs of man, the observer and
experimenter, who himself is molar.” It cannot free itself from Euclidian
geometry and from the notion of an unchangeable standard.

There are monetary units and there are measurable physical units of
various economic goods and of many—nbut not of all-services bought and
sold. But the exchange ratios which we have to deal with are permanently
fluctuating. Thereisnothing constant and invariableinthem. They defy any
attempt to measurethem. They are not factsin the sensein which aphysicist
callsthe establishment of the weight of aquantity of copper afact. They are
historical events, expressive of what happened once at adefiniteinstant and
under definite circumstances. The same numerical exchange ratio may
appear again, but it is by no means certain whether this will really happen
and, if it happens, the question is open whether thisidentical result wasthe
outcome of preservation of the same circumstances or of areturn to them
rather than the outcome of the interplay of avery different constellation of
price-determining factors. Numbers applied by acting man in economic
calculation do not refer to quantities measured but the exchange ratios as
they are expected—on the basis of understanding—to be realized on the
markets of the future to which alone all acting is directed and which alone
counts for acting man.

We are not dealing at this point of our investigation with the problem of
a " quantitative science of economics,” but with the analysis of the mental
processes performed by acting man in applying quantitative distinctions
when planning conduct. As action is always directed toward influencing a
future state of affairs, economic calculation alwaysdeal swith thefuture. As
far asit takes past events and exchange ratios of the past into consideration,
it does so only for the sake of an arrangement of future action.

The task which acting man wants to achieve by economic calculationis
to establish the outcome of acting by contrasting input and output. Economic
calculation is either an estimate of the expected outcome of future action or

7. Cf. A. Eddington, The Philosophy of Physical Science, pp. 70-79, 168-169.
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the establishment of the outcome of past action. But thelatter does not serve
merely historical and didactic aims. Its practical meaning is to show how
much one is free to consume without impairing the future capacity to
produce. It is with regard to this problem that the fundamental notions of
economic calculation—capital and income, profit and loss, spending and
saving, cost and yield—are developed. The practical employment of these
notions and of al notions derived from them isinseparably linked with the
operation of a market in which goods and services of all orders are ex-
changed against auniversally used medium of exchange, viz., money. They
would be merely academic, without any relevance for acting within aworld
with adifferent structure of action.



XIl. THE SPHERE OF ECONOMIC CALCULATION

1. The Character of Monetary Entries

ECONOMIC calculation can comprehend everything that is exchanged
against money.

The prices of goods and services are either historical data describing past
events or anticipations of probablefuture events. Information about apast price
conveysthe knowledge that one or severd acts of interpersona exchangewere
effected accordingto thisratio. It doesnot convey directly any knowledge about
future prices. We may often assume that the market conditions which deter-
mined the formation of pricesin therecent past will not changeat dl or at least
not change congderably in the immediate future so that prices too will remain
unchanged or change only dlightly. Such expectations are reasonable if the
prices concerned were the result of theinteraction of many people ready to buy
or to sdl provided the exchange ratios seemed propitious to them and if the
market situation was not influenced by conditions which are considered as
accidentd, extraordinary, and not likely to return. However, the main task of
economic caculation is not to deal with the problems of unchanging or only
dightly changing market Stuetions and prices, but to deal with change. The
acting individual either anticipates changes which will occur without his own
interference and wantsto adjust hisactionsto this anticipated sate of affairs; or
hewantsto embark uponaproject whichwill change conditionsevenif no other
factors produce a change. The prices of the past are for him merely starting
pointsin his endeavors to anticipate future prices.

Higtorians and datisticians content themselves with prices of the padt.
Practical man looks at the prices of the future, be it only the immediate future
of the next hour, day, or month. For him the prices of the past are merely ahdp
in anticipating future prices. Not only in his preliminary caculation of the
expected outcome of planned action, but no lessin his attemptsto establish the
result of his past transactions, he is primarily concerned with future prices.

Inbalance sheetsandin profit-and-lossstatementstheresult of past action
becomes visible as the difference between the money equivalent of funds
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owned (total assets minustotal liabilities) at the beginning and at the end of
the period reported, and as the difference between the money equivalent of
costsincurred and gross proceeds earned. In such statementsit is necessary
to enter the estimated money equivalent of all assetsand liabilitiesother than
cash. Theseitems should be apprai sed according to the prices at which they
could probably be sold in the future or, as is especialy the case with
equipment for production processes, in referenceto the pricesto be expected
in the sale of merchandise manufactured with their aid. However, old
business customs and the provisions of commercia law and of the tax laws
have brought about a deviation from sound principles of accounting which
aim merely at the best attainable degree of correctness. These customs and
laws are not so much concerned with correctness in balance sheets and
profit-and-loss statements as with the pursuit of other aims. Commercial
legislation aims at a method of accounting which could indirectly protect
creditors against loss. It tends more or less to an appraisal of assets below
their estimated market value in order to make the net profit and the total
funds owned appear smaller than they redlly are. Thus a safety margin is
created which reducesthedanger that, to the prejudice of creditors, too much
might be withdrawn from the firm as aleged profit and that an already
insolvent firm might go on until it had exhausted the means availablefor the
satisfaction of its creditors. Contrariwise tax laws often tend toward a
method of computation which makes earnings appear higher than an unbi-
ased method would. Theideaisto raise effective tax rates without making
this raise visible in the nominal tax rates schedules. We must therefore
distinguish between economic calculation asit is practiced by businessmen
planning futuretransactions and those computations of businessfactswhich
serve other purposes. The determination of taxes due and economic calcu-
lation are two different things. If alaw imposing atax upon the keeping of
domestic servants prescribesthat one mal e servant should be counted astwo
femal e servants, nobody would interpret such aprovision as anything other
than a method for determining the amount of tax due. Likewise if an
inheritancetax law prescribesthat securities should be appraised at the stock
market quotation onthe day of the decedent’ sdeath, we are merely provided
with away of determining the amount of the tax.

The duly kept accounts in a system of correct bookkeeping are accurate
as to dollars and cents. They display an impressive precision, and the
numerical exactitude of their items seems to remove all doubts. In fact, the
most important figures they contain are speculative anticipations of future
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market constellations. Itisamistaketo comparetheitemsof any commercial
account to the items used in purely technological reckoning, e.g., in the
design for the construction of amachine. The engineer—asfar as he attends
to the technol ogical side of hisjob—appliesonly numerical relations estab-
lished by the methods of the experimental natural sciences; the businessman
cannot avoid numerical terms which are the outcome of his understanding
of future human conduct. The main thing in balance sheets and in profit-
and-loss statements is the evaluation of assets and liabilities not embodied
in cash. All such balances and statements are virtually interim balances and
interim statements. They describe as well as possible the state of affairs at
an arbitrarily chosen instant while life and action go on and do not stop. It
is possible to wind up individual business units, but the whole system of
social production never ceases. Nor are the assets and liabilities consisting
in cash exempt from the indeterminacy inherent in all business accounting
items. They depend on the future constellation of the market no less than
any item of inventory or equipment. The numerical exactitude of business
accountsand cal culations must not prevent usfrom realizing the uncertainty
and speculative character of their items and of all computations based on
them.

Y et, these facts do not detract from the efficiency of economic calcula-
tion. Economic calculation is as efficient asit can be. No reform could add
toitsefficiency. It rendersto acting man all the serviceswhich he can obtain
from numerical computation. Itis, of course, not ameans of knowing future
conditions with certainty, and it does not deprive action of its speculative
character. But this can be considered a deficiency only by those who do not
cometo recognizethefactsthat lifeisnot rigid, that all thingsare perpetually
fluctuating, and that men have no certain knowledge about the future.

It is not the task of economic calculation to expand man’s information
about future conditions. Itstask isto adjust hisactionsaswell as possibleto
his present opinion concerning want-satisfaction in the future. For this
purpose acting man needs a method of computation, and computation
requires a common denominator to which all items entered are to be
referable. The common denominator of economic calculation is money.

2. The Limits of Economic Calculation

Economic cal culation cannot comprehend things which are not sold and
bought against money.
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There are things which are not for sale and for whose acquisition
sacrifices other than money and money’ s worth must be expended. He who
wants to train himself for great achievements must employ many means,
some of which may require expenditure of money. But the essential things
to be devoted to such an endeavor are not purchasable. Honor, virtue, glory,
and likewise vigor, health, and lifeitself play arolein action both as means
and as ends, but they do not enter into economic calculation.

There are thingswhich cannot at all be evaluated in money, and there are
other things which can be appraised in money only with regard to afraction
of thevalueassignedtothem. Theappraisal of anold building must disregard
its artistic and historical eminence as far as these qualities are not a source
of proceeds in money or goods vendible. What touches a man’s heart only
and does not induce other people to make sacrifices for its attainment
remains outside the pale of economic calculation.

However, al thisdoesnot in the least impair the useful ness of economic
calculation. Those things which do not enter into the items of accountancy
and calculation are either ends or goods of the first order. No calculationis
required to acknowledge them fully and to make due allowance for them.
All that acting man needs in order to make his choice is to contrast them
with the total amount of coststheir acquisition or preservation reguires. Let
us assume that a town council has to decide between two water supply
projects. One of them impliesthe demolition of ahistorical landmark, while
the other at the cost of an increase in money expenditure spares this
landmark. The fact that the feelings which recommend the conservation of
the monument cannot be estimated in a sum of money does not in any way
impede the councilmen’s decision. The values that are not reflected in any
monetary exchange ratio are, on the contrary, by this very fact lifted into a
particular position which makes the decision rather easier. No complaint is
less justified than the lamentation that the computation methods of the
market do not comprehend things not vendible. Moral and aesthetic values
do not suffer any damage on account of thisfact.

Money, money prices, market transactions, and economic calculation
based upon them are the main targets of criticism. Loquacious sermonizers
disparage Western civilization asamean system of mongering and peddling.
Complacency, self-righteousness, and hypocrisy exult in scorning the“ dol-
lar-philosophy” of our age. Neuroticreformers, mentally unbalanced literati,
and ambitious demagogues take pleasure in indicting “rationality” and in
preaching the gospel of the“irrational.” Inthe eyesof these babblers money
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and calculation are the source of the most serious evils. However, the fact
that men have developed a method of ascertaining as far as possible the
expediency of their actionsand of removing uneasinessin the most practical
and economic way does not prevent anybody from arranging his conduct
according to the principle he considersto beright. The “materialism” of the
stock exchange and of business accountancy does not hinder anybody from
living up to the standards of Thomas a Kempis or from dying for a noble
cause. The fact that the masses prefer detective stories to poetry and that it
therefore pays better to write the former than the | atter, is not caused by the
use of money and monetary accounting. Itisnot thefault of money that there
are gangsters, thieves, murderers, prostitutes, corruptible officials and
judges. Itisnot truethat honesty doesnot “pay.” It paysfor thosewho prefer
fidelity to what they consider to beright to the advantages which they could
derive from adifferent attitude.

Other critics of economic calculation fail to realize that it is a method
available only to people acting in the economic system of the division of
labor in a social order based upon private ownership of the means of
production. It can only serve the considerations of individuals or groups of
individuals operating in the institutional setting of this socia order. It is
consequently acal culation of privateprofitsand not of “ social welfare.” This
means that the prices of the market are the ultimate fact for economic
calculation. It cannot be applied for considerationswhose standard isnot the
demand of the consumers as manifested on the market but the hypothetical
valuations of adictatorial body managing all national or earthly affairs. He
who seeks to judge actions from the point of view of a pretended “social
value” i.e, from the point of view of the “whole society,” and to criticize
them by comparison with the events in an imaginary socialist system in
which his own will is supreme, has no use for economic calculation.
Economic calculation in terms of money prices is the calculation of entre-
preneurs producing for the consumers of a market society. It is of no avail
for other tasks.

He who wants to employ economic calculation must not ook at affairs
in the manner of adespotic mind. Prices can be used for calculation by the
entrepreneurs, capitaists, landowners, and wage earners of a capitalist
society. For matters beyond the pursuits of these categoriesit isinadequate.
It is nonsensical to evaluate in money objects which are not negotiated on
the market and to employ in calculations arbitrary items which do not refer
to reality. The law determines the amount which ought to be paid as
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indemnification for having caused aman’ sdeath. But the statute enacted for
the determination of the amends due does not mean that thereis a price for
human life. Wherethereisslavery, there are market prices of slaves. Where
there is no davery man, human life, and health are res extra commercium.
In a society of free men the preservation of life and health are ends, not
means. They do not enter into any process of accounting means.

Itispossibleto determineintermsof money pricesthe sum of theincome
or thewealth of anumber of people. But it isnonsensical to reckon national
income or national wealth. As soon as we embark upon considerations
foreign to the reasoning of a man operating within the pale of a market
society, we are no longer helped by monetary calculation methods. The
attempts to determine in money the wealth of a nation or of the whole of
mankind are as childish as the mystic efforts to solve the riddles of the
universe by worrying about the dimensions of the pyramid of Cheops. If a
business calculation values a supply of potatoes at $100, the ideais that it
will be possible to sell it or to replace it against this sum. If a whole
entrepreneurial unit is estimated $1,000,000, it means that one expects to
sell it for thisamount. But what is the meaning of the items in a statement
of anation’s total wealth? What is the meaning of the computation’s final
result? What must beenteredinto it and what isto beleft outside?|sit correct
or not to enclosethe “value” of the country’ s climate and the peopl e sinnate
abilities and acquired skill? The businessman can convert his property into
money, but a nation cannot.

The money equivalents as used in acting and in economic cal culation are
money prices, i.e., exchange ratios between money and other goods and
services. The prices are not measured in money; they consist in money.
Prices are either prices of the past or expected prices of the future. A price
is necessarily a historical fact either of the past or of the future. There is
nothing in prices which permits one to liken them to the measurement of
physical and chemical phenomena.

3. The Changeability of Prices

Exchangeratiosaresubject to perpetual changebecausethe conditionswhich
produce them are perpetually changing. The vaue that an individua attaches
both to money and to various goods and servicesisthe outcome of amoment’s
choice. Every later instant may generate something new and bring about other
congderations and valuations. Not that prices are fluctuating, but that they do
not alter morequickly couldfairly bedeemed aproblem requiring explanation.
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Daily experience teaches people that the exchange ratios of the market
aremutable. Onewould assumethat their ideas about priceswould take full
account of this fact. Nevertheless all popular notions of production and
consumption, marketing and pricesaremoreor lesscontaminated by avague
and contradictory notion of price rigidity. The layman is prone to consider
the preservation of yesterday’s price structure both as normal and fair, and
to condemn changes in the exchange ratios as a violation of the rules of
nature and of justice.

It would be amistake to explain these popular beliefs as a precipitate of
old opinions conceived in earlier ages of more stable conditions of produc-
tion and marketing. It is questionable whether or not prices were less
changeable in those older days. On the contrary, it could rather be asserted
that the merger of local markets into larger national markets, the final
emergence of aworld embracing world market, and the evolution of com-
merce aiming at continuously supplying the consumers have made price
changesless frequent and less sharp. In precapitalistic timestheir was more
stability in technological methods of production, but there was much more
irregularity in supplying the various local markets and in adjusting supply
to their changing demands. But even if it were true that prices were
somewhat more stablein aremotepast, it would be of littleavail for our age.
The popular notions about money and money prices are not derived from ideas
formed in the past. It would be wrong to interpret them as atavigtic remnants.
Under modern conditionsevery individua isdaily faced with so many problems
of buying and sdlling that we are right in assuming that histhinking about these
mattersis not Smply athoughtless reception of traditiond idess.

It is easy to understand why those whose short-run interests are hurt by
achangein prices resent such changes, emphasize that the previous prices
werenot only fairer but also more normal, and maintain that price stability isin
conformity with the laws of nature and of morality. But every changein prices
furthersthe short-run interests of other people. Those favored will certainly not
be prompted by the urge to stress the fairness and normalcy of price rigidity.

Neither atavistic reminiscencesnor the state of selfish group interestscan
explain the popularity of the idea of price stability. Its roots are to be seen
in the fact that notions concerning socia relations have been constructed
according to the pattern of the natural sciences. The economists and sociol-
ogists who aimed at shaping the social sciences according to the pattern of
physics or physiology only indulged in a way of thinking which popular
fallacies had adopted long before.
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Even the classica economists were slow to free themsdves from thiserror.
With them value was something objective, i.e., a phenomenon of the externd
world and a quality inherent in things and therefore measurable. They utterly
faled to comprehend the purdy human and voluntaristic character of vdue
judgments. Asfar aswe can seetoday, it was Samue Bailey who firgt disclosed
what isgoing onin preferring onething to another.X But hisbook was overlooked
aswerethewritings of other precursors of the subjectivetheory of value.

Itisnot only atask of economic science to discard the errors concerning
measurability in the field of action. It isno less atask of economic policy.
For the failures of present-day economic policies are to some extent dueto
the lamentable confusion brought about by the idea that there is something
fixed and therefore measurable in interhuman relations.

4. Stabilization

An outgrowth of al these errorsistheidea of stabilization.

Shortcomings in the governments’ handling of monetary matters and the
disastrous consequences of policiesamed at lowering the rate of interest and at
encouraging business activities through credit expansion gave birth to theideas
whichfinaly generated the dogan “ stabilizetion.” One can explainitsemergence
and its popular gppeal, one can undergtand it as the fruit of the last hundred and
fifty years higory of currency and banking, one can, asit were, plead extenuating
circumstances for the error involved. But no such sympathetic gppreciation can
render itsfallacies any moretenable.

Stahility, the establishment of which the program of gtabilization aimsat, isan
empty and contradictory notion. The urgetoward action, i.e., improvement of the
conditionsof life, isinbornin man. Manhimsdf changesfrom moment to moment
and hisvduations valitions, and actschangewith him. Intheredlmof actionthere
isnothing perpetual but change. Thereisnofixed point in thiscessd essfluctuation
other than the eternal gpriorigtic categories of action. It isvain to sever valuation
and action from man’s unsteadiness and the changesbility of his conduct and to
argue asif there werein the universe eterna vaues independent of human vaue
judgments and suitableto serve as ayardstick for the gppraisd of red acti on?

1. Cf. Samuel Bailey, A Critical Dissertation on the Nature, Measures and
Causes of Values. London, 1825. No.7 in Series of Reprints of Scarce Tractsin
Economics and Political Science, London School of Economics (London,
1931).

2. For the propensity of the mind to view rigidity and unchangeability as the
essential thing and change and motion asthe accidental, cf. Bergson, La Pensee
et le mouvant, pp. 85 ff.
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All methods suggested for ameasurement of the changesin themonetary
unit’ s purchasing power aremore or lessunwittingly founded on theillusory
image of an eternal and immutabl e being who determines by the application
of animmutable standard the quantity of satisfaction which aunit of money
conveysto him. It isapoor justification of thisill-thought ideathat what is
wanted is merely to measure changes in the purchasing power of money.
The crux of the stability notion lies precisely in this concept of purchasing
power. The layman, laboring under the ideas of physics, once considered
money as a yardstick of prices. He believed that fluctuations of exchange
ratios occur only in the relations between the various commodities and
services and not aso in the relation between money and the “totality” of
goods and services. Later, people reversed the argument. It was no longer
money to which constancy of value was attributed, but the “totality” of
things vendible and purchasable. People began to devise methods for work-
ing up complexes of commodity unitsto be contrasted to the monetary unit.
Eagernesstofindindexesfor themeasurement of purchasing power silenced
al scruples. Both the doubtfulness and the incomparability of the price
records employed and the arbitrary character of the procedures used for the
computation of averages were disregarded.

Irving Fisher, the eminent economist, who was the champion of the
American stabilization movement, contrasts with the dollar a basket con-
taining al the goods the housewife buys on the market for the current
provision of her household. In the proportion in which the amount of money
required for the purchase of the content of this basket changes, the purchas-
ing power of the dollar has changed. The goal assigned to the policy of
stabilization isthe preservation of the immutability of this money expendi-
ture.3 Thiswould beall ri ghtif the housewife and her imaginary basket were
constant elements, if the basket were aways to contain the same goods and
the same quantity of each and if the role which this assortment of goods
playsinthefamily’slife were not to change. But we arelivinginaworldin
which none of these conditionsis realized.

First of all there isthe fact that the quality of the commaodities produced
and consumed changes continuoudly. It is a mistake to identify wheat with
wheat, not to speak of shoes, hats, and other manufactures. The great price
differences in the synchronous sales of commodities which mundane speech
and gatisticsarrangeinthe sameclassclearly evidencethistruism. Anidiomatic
expresson asserts that two peas are aike; but buyers and sdlers distinguish

3. Cf. Irving Fisher, The Monetary Illusion (New Y ork, 1928), pp. 19-20.
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variousqualitiesand grades of peas. A comparison of pricespaid at different
places or at different dates for commaodities which technology or stetistics
callsby the same name, isuselessif it isnot certain that their qualities—but
for the place difference—are perfectly the same. Quality means in this
connection: all those properties to which the buyers and would-be-buyers
pay heed. The merefact that the quality of al goods and services of thefirst
order is subject to change explodes one of the fundamental assumptions of
al index number methods. It isirrelevant that alimited amount of goods of
the higher orders—especially metals and chemicals which can be uniquely
determined by a formula—are liable to a precise description of their char-
acteristic features. A measurement of purchasing power would haveto rely
upon the prices of the goods and services of thefirst order and, what ismore,
of all of them. To employ the prices of the producers goodsis not helpful
because it could not avoid counting the various stages of the production of
one and the same consumers good severa times and thus falsifying the
result. A restriction to a group of selected goods would be quite arbitrary
and therefore vicious.

But even apart from all these insurmountable obstacles the task would
remaininsoluble. For not only do the technological features of commodities
change and new kinds of goods appear while many old ones disappear.
Valuations change too, and they cause changes in demand and production.
The assumptions of the measurement doctrine would require men whose
wants and valuationsarerigid. Only if peoplewereto value the same things
awaysin the same way, could we consider price changes as expressive of
changes in the power of money to buy things.

Asitisimpossibleto establish thetotal amount of money spent at agiven
fraction of timefor consumers’ goods, statisticiansmust rely upon the prices
paidforindividual commodities. Thisraisestwo further problemsfor which
thereis no apodictic solution. It becomes necessary to attach to the various
commodities coefficientsof importance. It would be manifestly wrongtolet
the prices of various commaoditiesenter into the computation without taking
into account the different roles they play in the total system of the
individuals' households. But the establishment of such proper weighting is
again arbitrary. Secondly, it becomes necessary to compute averages out of
the data collected and adjusted. But there exist different methods for the
computation of averages. There are the arithmetic, the geometric, the har-
monic averages, there is the quasi-average known as the median. Each of
themleadsto different results. None of them can be recognized asthe unique
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way to attain alogically unassailable answer. The decision in favor of one
of these methods of computation is arbitrary.

If al human conditions were unchangeable, if all people were alwaysto
repeat the same actions because their uneasiness and their ideas about its
removal were constant, or if we were in a position to assume that changes
in these factors occurring with some individuals or groups are aways
outweighed by opposite changes with other individuals or groups and
therefore do not effect total demand and total supply, we would livein a
world of stability. But the idea that in such a world money’s purchasing
power could changeis contradictory. Aswill be shown later, changesin the
purchasing power of money must necessarily affect the prices of different
commodities and services at different times and to different extents; they
must consequently bring about changesin demand and supply, in production
and consumpti on.*Theideai mpliedintheinappropriatetermlevel of prices,
as if —other things being equal—all prices could rise or drop evenly, is
untenable. Other things cannot remain equa if the purchasing power of
money changes.

In the field of praxeology and economics no sense can be given to the
notion of measurement. In the hypothetical state of rigid conditions there
are no changes to be measured. In the actual world of change there are no
fixed points, dimensions, or relations which could serve as astandard. The
monetary unit’s purchasing power never changes evenly with regard to all
things vendible and purchasable. The notions of stability and stabilization
are empty if they do not refer to a state of rigidity and its preservation.
However, this state of rigidity cannot even be thought out consistently toits
ultimate logical consequences; still less can it be realized.® Where there is
action, thereis change. Action isalever of change.

The pretentious solemnity which statisticians and statistical bureaus
display in computing indexes of purchasing power and cost of living is out
of place. These index numbers are at best rather crude and inaccurate
illustrations of changes which have occurred. In periods of slow alterations
in the relation between the supply of and the demand for money they do not
convey any information at al. In periods of inflation and consequently of
sharp price changes they provide a rough image of events which every
individual experiencesin hisdaily life. A judicious housewife knows much
more about price changes as far as they affect her own household than the

4. Seebelow, pp. 411-413.
5. [5]. See below, pp. 247-250.
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statistical averagescantell. She haslittle use for computations disregarding
changes both in quality and in the amount of goods which she is able or
permitted to buy at the prices entering into the computation. If she “mea-
sures’ the changesfor her personal appreciation by taking the prices of only
two or three commodities as a yardstick, sheis no less “ scientific” and no
more arbitrary than the sophisticated mathematicians in choosing their
methods for the manipulation of the data of the market.

Inpractical life nobody letshimself befooled by index numbers. Nobody
agrees with the fiction that they are to be considered as measurements.
Where quantities are measured, al further doubts and disagreements con-
cerning their dimensions cease. These questions are settled. Nobody ven-
turesto argue with the meteorol ogists about their measurements of temper-
ature, humidity, atmospheric pressure, and other meteorological data. But
on the other hand nobody acquiesces in an index number if he does not
expect a personal advantage from its acknowledgment by public opinion.
Theestablishment of index numbersdoes not settledisputes; it merely shifts
them into afield in which the clash of antagonistic opinions and interestsis
irreconcilable.

Human action originates change. Asfar asthere ishuman action thereis
no stability, but ceaseless alteration. The historical processis a sequence of
changes. It is beyond the power of man to stop it and to bring about an age
of stability in which all history comes to a standstill. It is man’s nature to
strive after improvement, to beget new ideas, and to rearrangethe conditions
of hislife according to these ideas.

Thepricesof themarket are historical factsexpressive of astate of affairs
that prevailed at a definite instant of the irreversible historical process. In
thepraxeol ogical orbit the concept of measurement doesnot makeany sense.
In theimaginary—and, of course, unrealizable—state of rigidity and stabil-
ity there are no changes to be measured. In the actual world of permanent
change there are no fixed points, objects, qualities or relations with regard
to which changes could be measured.

5. The Root of the Stabilization Idea

Economic cal culation does not require monetary stability inthe sensein
which thisterm isused by the champions of the stabilization movement. The
fact that rigidity in the monetary unit’ s purchasing power isunthinkable and
unrealizable does not impair the methods of economic calculation. What
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economic calcuation requires is a monetary system whose functioning is
not sabotaged by government interference. The endeavors to expand the
quantity of money in circulation either in order toincreasethe government’s
capacity to spend or in order to bring about atemporary lowering of therate
of interest disintegrate al currency matters and derange economic calcula-
tion. Thefirst aim of monetary policy must be to prevent governmentsfrom
embarking upon inflation and from creating conditions which encourage
credit expansion onthepart of banks. But thisprogramisvery different from
the confused and self-contradictory program of stabilizing purchasing
power.

For the sake of economic calculation al that is needed isto avoid great
and abrupt fluctuationsin the supply of money. Gold and, up to the middie
of the nineteenth century, silver served very well al the purposes of
economic cal culation. Changesin the rel ation between the supply of and the
demand for the precious metals and the resulting alterations in purchasing
power went on so slowly that the entrepreneur’ seconomic cal culation could
disregard them without going too far afield. Precision is unattainable in
economic cal cul ation quite apart from the shortcomings emanating from not
paying due consideration to monetary changes.6 The planning businessman
cannot help employing data concerning the unknown future; he deals with
future prices and future costs of production. Accounting and bookkeeping
in their endeavors to establish the result of past action are in the same
position as far as they rely upon the estimation of fixed equipment, inven-
tories, and receivables. In spite of all these uncertainties economic calcula-
tion can achieveitstasks. For these uncertainties do not stem from deficien-
cies of the system of calculation. They are inherent in the essence of acting
that always deals with the uncertain future.

The idea of rendering purchasing power stable did not originate from
endeavorsto make economic cal cul ation more correct. Itssourceisthewish
to create a sphere withdrawn from the ceaseless flux of human affairs, a
realm which the historical process doesnot effect. Endowmentswhich were
designed to provide in perpetuity for an ecclesiastic body, for a charitable
institution, or for afamily were long established in land or in disbursement

6. No practical calculation can ever be precise. The formula underlying the
process of calculation may be exact; the calculation itself depends on the
approximate establishment of quantitiesand istherefore necessarily inaccurate.
Economicsis, as has been shown above (p. 39), an exact science of rea things.
But as soon as price data are introduced into the chain of thought, exactitudeis
abandoned and economic history is submitted for economic theory.
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of agricultural productsin kind. Later annuities to be settled in money were
added. Endowers and beneficiaries expected that an annuity determined in
terms of a definite amount of precious metals would not be affected by
changes in economic conditions. But these hopes were illusory. Later
generations learned that the plans of their ancestors were not realized.
Stimulated by thisexperiencethey began to investigate how the aims sought
could be attained. Thus they embarked upon attempts to measure changes
in purchasing power and to eliminate such changes.

The problem assumed much greater importance when governments
initiated their policies of long-term irredeemable and perpetual loans.
The state, this new deity of the dawning age of statolatry, thiseternal and
superhuman institution beyond the reach of earthly frailties, offered to
the citizen an opportunity to put hiswealth in saf ety and to enjoy astable
income secure against al vicissitudes. It opened a way to free the
individual from the necessity of risking and acquiring his wealth and his
income anew each day in the capitalist market. Hewho invested hisfunds
in bonds issued by the government and its subdivisions was no longer
subject to the inescapable laws of the market and to the sovereignty of
the consumers. He was no longer under the necessity of investing his
funds in such away that they would best serve the wants and needs of
the consumers. He was secure, he was safeguarded against the dangers
of the competitive market in which losses are the penalty of inefficiency;
the eternal state had taken him under its wing and guaranteed him the
undisturbed enjoyment of his funds. Henceforth his income no longer
stemmed from the process of supplying the wants of the consumersin
the best possible way, but from the taxes levied by the state’ s apparatus
of compulsion and coercion. He was no longer a servant of his fellow
citizens, subject to their sovereignty; he was a partner of the government
which ruled the people and exacted tribute from them. What the govern-
ment paid asinterest was lessthan the market offered. But thisdifference
was far outweighed by the unquestionable solvency of the debtor, the
state whose revenue did not depend on satisfying the public, but on
insisting on the payment of taxes.

In spite of the unpleasant experiences with public debts in earlier days,
people were ready to trust freely the modernized state of the nineteenth
century. It was generally assumed that this new state would scrupulously
meet its voluntarily contracted obligations. Capitalists and entrepreneurs
were fully aware of the fact that in the market society there is no means of
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preserving acquired wealth other than by acquiring it anew each day in
tough competition with everybody, with the already existing firms as
well aswith newcomers “operating on a shoe string.” The entrepreneur,
grown old and weary and no longer prepared to risk his hard-earned
wealth by new attempts to meet the wants of consumers, and the heir of
other people’'s profits, lazy and fully conscious of his own inefficiency,
preferred investment in bonds of the public debt because they wanted to
be free from the law of the market.

Now, the irredeemabl e perpetual public debt presupposesthe stability
of purchasing power. Although the state and its compulsion may be
eternal, theinterest paid on the public debt could be eternal only if based
on a standard of unchanging value. In this form the investor who for
security’ s sake shuns the market, entrepreneurship, and investment in
free enterprise and prefers government bonds is faced again with the
problem of the changeability of all human affairs. He discovers that in
the frame of a market society there is no room left for wealth not
dependent upon the market. His endeavors to find an inexhaustible
source of income fail.

There arein thisworld no such things as stability and security and no
human endeavors are powerful enough to bring them about. Thereisin
the social system of the market society no other means of acquiring
wealth and of preserving it than successful serviceto the consumers. The
state is, of course, in a position to exact payments from its subjects and
to borrow funds. However, even the most ruthlessgovernment inthelong
run is not able to defy the laws determining human life and action. If the
government uses the sums borrowed for investment in those lines in
which they best serve the wants of the consumers, and if it succeedsin
these entrepreneurial activities in free and equal competition with all
private entrepreneurs, it isin the same position as any other businessman;
it can pay interest because it has made surpluses. But if the government
invests funds unsuccessfully and no surplus results, or if it spends the
money for current expenditure , the capital borrowed shrinks or
disappears entirely, and no source is opened from which interest and
principal could be paid. Then taxing the people is the only method
available for complying with the articles of the credit contract. In
asking taxes for such payments the government makes the citizens
answerable for money squandered in the past. The taxes paid are not
compensated by any present service rendered by the government’s
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apparatus. The government pays interest on capital which has been
consumed and no longer exists. The treasury is burdened with the
unfortunate results of past policies.

A good case can be made out for short-term government debts under
special conditions. Of course, the popular justification of war loans is
nonsensical. All the materials needed for the conduct of a war must be
provided by restriction of civilian consumption, by using up a part of the
capital available and by working harder. The whole burden of warring falls
upon the living generation. The coming generations are only affected to the
extent to which, on account of the war expenditure, they will inherit less
from those now living than they would have if no war had been fought.
Financing a war through loans does not shift the burden to the sons and
grandszons.7 It is merely a method of distributing the burden among the
citizens. If the whole expenditure had to be provided by taxes, only those
who have liquid funds could be approached. The rest of the people would
not contribute adequately. Short-term loans can beinstrumental inremoving
such inegualities, asthey allow for afair assessment on the owners of fixed
capital.

The long-term public and semipublic credit is a foreign and disturbing
element in the structure of a market society. Its establishment was a futile
attempt to go beyond the limits of human action and to create an orbit of
security and eternity removed from the transitoriness and instability of
earthly affairs. What an arrogant presumption to borrow and to lend
money for ever and ever, to make contracts for eternity, to stipulate for
all timesto come! In thisrespect it mattered little whether the loanswere
in aformal manner made irredeemable or not; intentionally and practi-
cally they were as arule considered and dealt with as such. In the heyday
of liberalism some Western nationsreally retired parts of their long-term
debt by honest reimbursement. But for the most part new debts were only
heaped upon old ones. The financial history of the last century shows a
steady increase in the amount of public indebtedness. Nobody believes
that the states will eternally drag the burden of these interest payments.
Itisobviousthat sooner or later al these debtswill be liquidated in some
way or other, but certainly not by payment of interest and principal
according to the terms of the contract. A host of sophisticated writersare

7. Loans, in this context, mean funds borrowed from those who have money
availablefor lending. Wedo not refer hereto credit expansion of whichthemain
vehiclein present-day Americais borrowing from the commercial banks.
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aready busy elaborating themoral palliation for theday of final settl ement.®

The fact that economic calculation in terms of money is unequal to the
taskswhich areassigned to it in these illusory schemesfor establishment of
an unrealizable realm of calm removed from the inescapable limitations of
human action and providing eternal security cannot be called a deficiency.
There are no such things as eternal, absolute, and unchanging values. The
search for a standard of such values is vain. Economic calculation is not
imperfect because it does not correspond to the confused ideas of people
yearning for a stable income not dependent on the productive processes of
men.

8. Themost popular of these doctrinesis crystallized in the phrase: A public
debt is no burden because we owe it to ourselves. If this were true, then the
wholesale obliteration of the public debt would be an innocuous operation, a
mere act of bookkeeping and accountancy. The fact is that the public debt
embodies clams of people who have in the past entrusted funds to the
government against all those who are daily producing new wesalth. It burdens
the producing strata for the benefit of another part of the people. It is possible
to free the producers of new wealth from this burden by collecting the taxes
required for the payments exclusively from the bondholders. But this means
undisguised repudiation.



XI1I.MONETARY CALCULATION ASATOOL OF ACTION

1. Monetary Calculation as aMethod of Thinking

I\/I ONETARY calculation is the guiding star of action under the social
system of division of labor. It isthe compass of the man embarking
upon production. He cal culatesin order to distinguishtheremunerativelines
of production from the unprofitable ones, those of which the sovereign
consumers are likely to approve form those of which they are likely to
disapprove. Every single step of entrepreneurial activities is subject to
scrutiny by monetary calculation. The premeditation of planned action
becomes commercia precalculation of expected costs and expected pro-
ceeds. The retrospective establishment of the outcome of past action be-
comes accounting of profit and loss.

The system of economic calculation in monetary termsis conditioned by
certain socia institutions. It can operate only in an institutional setting of
the division of labor and private ownership of the means of production in
which goods and services of al orders are bought and sold against a
generally used medium of exchange, i.e., money.

Monetary calculation is the method of calculating employed by people
acting within the frame of society based on private control of the means of
production. It isadevice of acting individuals; it is amode of computation
designed for ascertaining private wealth and income and private profits and
losses of individuals acting on their own behalf within a free enterprise
society.1 All its results refer to the actions of individuals only. When
statisticians summarize these results, the outcome shows the sum of the
autonomous actions of a plurality of self-directing individuals, but not the
effect of theaction of acollectivebody, of awhole, or of atotality. Monetary
calculation isentirely inapplicable and useless for any consideration which
does not look at things from the point of view of individuals. It involves
calculating the individuals' profits, not imaginary “socia” values and “ so-
cia” welfare.

1. In partnershipsand corporationsit is awaysindividuals who act, although
not only one individual.
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Monetary calculation is the main vehicle of planning and acting in the
socia setting of a society of free enterprise directed and controlled by the
market and itsprices. It developed inthisframe and wasgradually perfected
with the improvement of the market mechanism and with the expansion of
the scope of things which are negotiated on markets against money. It was
economic cal cul ation that assigned to measurement, number, and reckoning
the role they play in our quantitative and computing civilization. The
measurementsof physicsand chemistry make sensefor practical action only
because thereis economic calculation. It is monetary calculation that made
arithmetic atool in the struggle for a better life. It provides amode of using
theachievementsof laboratory experimentsfor themost efficaciousremoval
of uneasiness.

Monetary calculation reachesits full perfection in capital accounting. It
establishes the money prices of the available means and confronts this total
with the changes brought about by action and by the operation of other
factors. This confrontation shows what changes occurred in the state of the
acting men’s affairs and the magnitude of those changes; it makes success
and failure, profit and loss ascertainable. The system of free enterprise has
been dubbed capitalism in order to deprecate and to smear it. However, this
term can be considered very pertinent. It refers to the most characteristic
feature of the system, its main eminence, viz., the role the notion of capital
playsin its conduct.

There are peopleto whom monetary calculationisrepulsive. They do not
want to be roused from their daydreams by the voice of critical reason.
Reality sickensthem, they long for arealm of unlimited opportunity. They
aredisgusted by the meanness of asocia order inwhich everythingisnicely
reckoned indollarsand pennies. They call their grumbling the noble deport-
ment worthy of the friends of the spirit, of beauty, and virtue as opposed to
the ignoble baseness and villainy of Babbittry. However, the cult of beauty
and virtue, wisdomandthe search for truth are not hindered by therationality
of thecal culating and computing mind. Itisonly romantic reveriethat cannot
thrive in amilieu of sober criticism. The cool-headed reckoner isthe stern
chastiser of the ecstatic visionary.

Our civilization is inseparably linked with our methods of economic
calculation. It would perish if we were to abandon this most precious
intellectual tool of acting. Goethe was right in calling bookkeeping by
double entry “one of the finest inventions of the human mind.” 2

2. Cf. Goethe, Wilhelm Meister’ s Apprenticeship, Bk. I, chap. x.
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2. Economic Calculation and the Science of Human Action

The evolution of capitalist economic calculation was the necessary
condition for the establishment of a systematic and logically coherent
science of human action. Praxeology and economics have a definite place
in the evolution of human history and in the process of scientific research.
They could only emerge when acting man had succeeded in creating
methods of thinking that made it possible to calculate his actions. The
science of human action was at the beginning merely a discipline dealing
with those actions which can be tested by monetary calculation. It dealt
exclusively with what we may call the orbit of economics in the narrower
sense, that is, with those actionswhich withinamarket society aretransacted
by the intermediary of money. The first steps on the way to its elaboration
were odd investigati ons concerning currency, moneylending, and the prices
of various goods. The knowledge conveyed by Gresham’s Law, the first
crude formulationsof the quantity theory of money—such asthose of Bodin
and Davanzati—and the Law of Gregory King mark the first dawn of the
cognition that regularity of phenomena and inevitable necessity prevail in
thefield of action. Thefirst comprehensive system of economic theory, that
brilliant achievement of the classical economists, was essentially a theory
of calculated action. It drew implicitly the borderline between what isto be
considered economic and what extra-economic aong the line which sepa-
rates action calculated in monetary terms from other action. Starting from
thisbasis, the economists were bound to widen step by step thefield of their
studiesuntil they finally devel oped asystem dealing with all human choices,
agenera theory of action.



Part Four

Catallactics Or Economics Of The Market Society

XIV. THE SCOPE AND METHOD OF CATALLACTICS

1. The Delimitation of Catallactic Problems

THERE have never been any doubts and uncertainties about the scope of
economic science. Ever since people have been eager for a systematic
study of economics or palitical economy, all have agreed that it isthe task of this
branch of knowledgeto investigate the market phenomena, that is, the determina-
tion of themutua exchangeratiosof thegoodsand servicesnegotiated on markets,
their origin in human action and their effects upon later action. Theintricacy of a
precise definition of the scope of economics doesnat stem from uncertainty with
regard to the orbit of the phenomenato beinvestigated. It isdueto thefact thet the
attempts to elucidate the phenomena concerned must go beyond the range of the
market and of market transactions. In order to conceive the market fully oneis
forced to study the action of hypothetica isolated individuas on one hand and to
contrast themarket sysemwithanimaginary sociaist commonweslth ontheother
hand. In studying interpersona exchange one cannot avoid deding with autistic
exchange. But thenitisnolonger possibleto defineneetly theboundariesbetween
the kind of action which isthe proper fidd of economic sciencein the narrower
sense, and other action. Economics widens its horizon and turns into a generd
science of al and every human action, into praxeology. The question emerges of
how to distinguish precisdy, within the broader field of generd praxeology, a
narrower orbit of specificaly economic problems.

The abortive attempts to solve this problem of a precise delimitation of
thescope of catallacticshave chosen asacriterion either themotivescausing
action or the goals which action aims at. But the variety and manifoldness
of the motives instigating a man’'s action are without relevance for a
comprehensive study of acting. Every action is motivated by the urge to
remove a felt uneasiness. It does not matter for the science of action how
people qualify this uneasiness from a physiological, psychological, or
ethical point of view. It isthe task of economicsto deal with all commodity
prices as they are really asked and paid in market transactions. It must not
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restrict itsinvestigationsto the study of those priceswhichresult or arelikely
to result from a.conduct displaying attitudesto which psychology, ethics, or
any other way of looking at human behavior would attach a definite label.
The classification of actions according to their various motives may be
momentous for psychology and may provide ayardstick for amoral evalu-
ation; for economicsitisinconsequential. Essentially the sameisvalid with
regard to the endeavors to restrict the scope of economics to those actions
which aim at supplying people with tangible material things of the external
universe. Strictly speaking, people do not long for tangible goods as such,
but for the services which these goods are fitted to render them. They want
to attain theincrement inwell-being which these servicesareableto convey.
But if thisis so, it isnot permissible to except from the orbit of “economic”
action those actions which remove uneasiness directly without the interpo-
sition of any tangible and visible things. The advice of a doctor, the
instruction of ateacher, the recital of an artist, and other personal services
are no less an object of economic studies than the architect’s plans for the
construction of a building, the scientist’s formula for the production of a
chemical compound, and the author’s contribution to the publishing of a
book.

The subject matter of catallacticsis all market phenomenawith all their
roots, ramifications, and consequences. It isafact that people in dealing on
the market are motivated not only by the desire to get food, shelter, and
sexual enjoyment, but also by manifold “ideal” urges. Acting manisalways
concerned both with “material” and “ideal” things. He chooses between
various aternatives, no matter whether they are to be classified as material
or ideal. In the actual scales of value material and ideal things are jumbled
together. Even if it werefeasible to draw a sharp line between material and
ideal concerns, one must realize that every concrete action either aimsat the
realization both of material and ideal ends or is the outcome of a choice
between something material and something ideal.

Whether it is possible to separate neatly those actions which aim at the
satisfaction of needs exclusively conditioned by man’s physiological con-
stitution from other “higher” needs can be left undecided. But we must not
overlook thefact that inreality nofoodisvalued solely for itsnutritive power
and no garment or house solely for the protection it affords against cold
weather and rain. It cannot be denied that the demand for goods is widely
influenced by metaphysical, religious, and ethical considerations, by aes-
thetic value judgments, by customs, habits, prejudices, tradition, changing
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fashions, and many other things. To an economist who would try to restrict
his investigations to “materia” aspects only, the subject matter of inquiry
vanishes as soon as he wants to catch it.

All that can be contended is this: Economics is mainly concerned with
the analysis of the determination of money prices of goods and services
exchanged on the market. In order to accomplish thistask it must start from
acomprehensive theory of human action. Moreover, it must study not only
the market phenomena, but no less the hypothetical conduct of an isolated
man and of asocialist community. Finally, it must not restrict itsinvestiga-
tions to those modes of action which in mundane speech are called “eco-
nomic” actions, but must deal also with actionswhich arein aloose manner
of speech called “noneconomic.”

The scope of praxeology, the general theory of human action, can be
precisely defined and circumscribed. The specifically economic problems,
the problemsof economic actioninthenarrower sense, canonly by and large
be disengaged from the comprehensive body of praxeological theory. Acci-
dental factsof thehistory of scienceof conventionsplay aroleinall attempts
to provide a definition of the scope of “genuing” economics.

Not logica or epistemological rigor, but considerations of expediency
and traditional convention make us declare that the field of catallactics or
of economicsinthe narrower senseistheanalysisof the market phenomena.
This is tantamount to the statement: Catallactics is the analysis of those
actions which are conducted on the basis of monetary calculation. Market
exchange and monetary calculation are inseparably linked together. A
market in which there is direct exchange only is merely an imaginary
congtruction. On the other hand, money and monetary calculation are
conditioned by the existence of the market.

Itiscertainly one of the tasks of economicsto analyze the working of an
imaginary socialist system of production. But access to this study too is
possible only through the study of catallactics, the elucidation of a system
in which there are money prices and economic calculation.

The Denial of Economics

There are doctrinesflatly denying that there can be a science of econom-
ics. What is taught nowadays at most of the universities under the label of
economicsis practically adenial of it.

He who contests the existence of economics virtually denies that man's
well-being is disturbed by any scarcity of external factors. Everybody, he
implies, could enjoy the perfect satisfaction of all his wishes, provided a
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reform succeedsin overcoming certain obstacles brought about by inappro-
priate man-madeinstitutions. Nature is open-handed, it lavishly loads man-
kind with presents. Conditions could be paradisiac for an indefinite number
of people. Scarcity is an artificial product of established practices. The
abolition of such practices would result in abundance.

In the doctrine of Karl Marx and his followers scarcity is a historical
category only. Itisthefeature of the primeval history of mankind which will
beforever liquidated by the abolition of private property. Once manki nd has
effected the leap from the realm of necessity into the realm of freedom and
thereby reached “the higher phase of communist somety, there will be
abundance and consequently it will be feasible to give “to each according
tohisneeds.” 2 Thereisin thevast flood of Marxian writi ngs not the slightest
alusion to the possibility that a communist society in its “higher phase”
might haveto face ascarcity of natural factors of production. Thefact of the
disutility of labor is spirited away by the assertion that to work, under
communism of course will no longer be pain but pleasure, “the primary
necessity of life.” Theunplea&ant experiencesof the Russian “ experiment”
are interpreted as caused by the capitalists’ hogtility, by the fact that
socialism in one country only is not yet perfect and therefore has not yet
been ableto bring about the “higher phase,” and, more recently, by thewar.

Then there are the radical inflationists as represented, for example, by
Proudhon and by Ernest Solvay. In their opinion scarcity is created by the
artificial checks upon credit expansion and other methods of increasing the
quantity of money in circulation, enjoined upon the gullible public by the
selfish class interests of bankers and other exploiters. They recommend
unlimited public spending as the panacea.

Suchisthemyth of potential plenty and abundance. Economicsmay leave
it to the historians and psychologists to explain the popularity of this kind
of wishful thinking and indulgencein daydreams. All that economicshasto
say about such idletalk is that economics deals with the problems man has
to face on account of the fact that hislife is conditioned by natural factors.
It deals with action, i.e., with the conscious endeavors to remove as far as
possible felt uneasiness. It has nothing to assert with regard to the state of
affairsinan unrealizable and for human reason eveninconceivable universe
of unlimited opportunities. In such aworld, it may be admitted, there will
be no law of value, no scarcity, and no economic problems. These things
will be absent because there will be no choices to be made, no action, and

1. Cf. Engels, Herrn Eugen Duhrings Umwal zung der Wissenschaft (7th ed.
Stuttgart, 1910), p.306.

2. Cf. Karl Marx, Zur Kritik des soz aldemokr atischen Partei programmsvon
Gotha, ed. Kreibich (Reichenberg, 1920), p. 17.

3. Cf.ibid.
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no tasksto be solved by reason. Beings which would have thrived in such a
world would never have developed reasoning and thinking. If ever such a
world were to be given to the descendants of the human race, these blessed
beings would see their power to think wither away and would cease to be
human. For the primary task of reason is to cope consciously with the
limitations imposed upon man by nature, isto fight against scarcity. Acting
and thinking man isthe product of auniverse of scarcity in which whatever
well-being can be attained is the prize of toil and trouble, of conduct
popularly called economic.

2. The Method of Imaginary Constructions

The specific method of economicsis the method of imaginary construc-
tions.

This method is the method of praxeology. That it has been carefully
elaborated and perfected in the field of economic studies in the narrower
sense is due to the fact that economics, at least until now, has been the
best-developed part of praxeology. Everyone who wants to express an
opinion about the problems commonly called economic takes recourse to
thismethod. The employment of theseimaginary constructionsis, to besure,
not a procedure peculiar to the scientific analysis of these problems. The
layman in dealing with them resorts to the same method. But while the
layman’ s constructions are more or less confused and muddled, economics
is intent upon elaborating them with the utmost care, scrupulousness, and
precision, and upon examining their conditions and assumptions critically.

Animaginary construction isaconceptual image of asequence of events
logically evolved from the elements of action employed in itsformation. It
isaproduct of deduction, ultimately derived from the fundamental category
of action, theact of preferring and setting aside. In designing such animaginary
congtruction the economist is not concerned with the question of whether or not
it depictsthe conditionsof reality which hewantsto analyze. Nor doeshe bother
about the question of whether or not such asystem ashisimaginary construction
posits could be conceived as really existent and in operation. Even imaginary
congtructions which are inconceivable, self-contradictory, or unreglizable can
render useful, even indigpensable services in the comprehension of redity,
provided the economist knows how to use them properly.

The method of imaginary constructionsis justified by its success. Prax-
eology cannot, like the natural sciences, base its teachings upon laboratory
experiments and sensory perception of externa objects. It had to develop
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methods entirely different from those of physics and biology. It would be a
serious blunder to ook for analogies to the imaginary constructions in the
field of the natural sciences. Theimaginary constructions of praxeology can
never be confronted with any experience of things external and can never
be appraised from the point of view of such experience. Their functionisto
serve man in a scrutiny which cannot rely upon his senses. In confronting
the imaginary constructions with reality we cannot raise the question of
whether they correspond to experience and depict adequately the empirical
data. We must ask whether the assumptions of our construction areidentical
with the conditions of those actions which we want to conceive.

Themain formulafor designing of imaginary constructionsisto abstract
from the operation of some conditions present in actual action. Thenwe are
in aposition to grasp the hypothetical consequences of the absence of these
conditions and to conceive the effects of their existence. Thus we conceive
the category of action by congtructing the image of a state in which thereisno
action, either because the individua is fully contented and does not fedl any
uneas nessor because hedoesnot know any procedurefromwhich animprove-
ment in his well-being (date of satisfaction) could be expected. Thus we
conceive the notion of originary interest from an imaginary construction in
which no digtinction is made between satisfactionsin periods of time equa in
length but unequal with regard to their distance from the instant of action.

The method of imaginary constructionsisindispensable for praxeology;
itisthe only method of praxeological and economicinquiry. Itis, to besure,
a method difficult to handle because it can easily result in fallacious
syllogisms. It leads along a sharp edge; on both sides yawns the chasm of
absurdity and nonsense. Only merciless self-criticism can prevent a man
from falling headlong into these abysmal depths.

3. The Pure Market Economy

The imaginary construction of a pure or unhampered market economy
assumesthat thereisdivision of labor and private ownership (control) of the
means of production and that consequently there is market exchange of
goods and services. It assumes that the operation of the market is not
obstructed by ingtitutional factors. It assumesthat the government, the social
apparatus of compulsion and coercion, isintent upon preserving the opera-
tion of the market system, abstains from hindering its functioning, and
protectsit against encroachments on the part of other people. The market is
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free; there is no interference of factors, foreign to the market, with prices,
wage rates, and interest rates. Starting from these assumptions economics
tries to elucidate the operation of a pure market economy. Only at a later
stage, having exhausted everything which can be learned from the study of
thisimaginary construction, doesit turnto the study of thevarious problems
raised by interference with the market on the part of governments and other
agencies employing coercion and compulsion.

Itisamazing that thislogically incontestable procedure, the only onethat
is fitted to solve the problems involved, has been passionately attacked.
People have branded it as a prepossession in favor of a liberal economic
policy, which they stigmatize as reactionary, economic royalism,
Manchesterism, negativism, and so on. They deny that anything can be
gained for the knowledge of reality from occupation with this imaginary
construction. However, these turbulent critics contradict themselves asthey
take recourse to the same method in advancing their own assertions. In
asking for minimum wage rates they depict the alleged unsatisfactory
conditions of afree labor market and in asking for tariffs they describe the
aleged disasters brought about by free trade. There is, of course, no other
way available for the elucidation of a measure limiting the free play of the
factors operating on an unhampered market than to study first the state of
affairs prevailing under economic freedom.

Itistruethat economistshave drawn fromtheir investigationsthe conclusion
that the goals which most people, practically even dl people, are intent on
attaining by toiling and working and by economic policy can best be redlized
where the free market system is not impeded by government decrees. But this
isnot apreconceived judgment ssemming from an insufficient occupation with
the operation of government interference with business. It is, on the contrary,
theresult of acareful unbiased scrutiny of al aspects of interventionism.

Itisalsotruethat the classical economistsand their epigones used to call
the system of the unhampered market economy “natural” and government
meddling with market phenomena “artificial” and “disturbing.” But this
terminology aso was the product of their careful scrutiny of the problems
of interventionism. They were in conformity with the semantic practice of
their agein calling an undesirable state of social affairs” contrary to nature.”

Theism and Deism of the Age of Enlightenment viewed the regularity of
natural phenomenaas an emanation of the decrees of Providence. When the
philosophersof the Enlightenment discovered that there prevail saregularity
of phenomena aso in human action and in social evolution, they were
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prepared to interpret it likewise as evidence of the paterna care of the
Creator of the universe. This was the true meaning of the doctrine of the
predetermined harmony as expounded by some economists.* The social
philosophy of paternal despotism laid stressupon the divinemission of kings
and autocrats predestined to rule the peoples. The liberal retorted that the
operation of an unhampered market, on which the consumer—i.e., every
citizen—issovereign, bringsabout more satisfactory resultsthan thedecrees
of anointed rulers. Observe the functioning of the market system, they said,
and you will discover in it too the finger of God.

Along with the imaginary congtruction of a pure market economy the
classical economists elaborated itslogical counterpart, theimaginary construc-
tion of asocidist commonwealth. In the heuristic processwhich findly led to
the discovery of the operation of a market economy this image of a socidist
order evenhadlogica priority. The question which preoccupied theeconomists
was whether a tailor could be supplied with bread and shoes if there was no
government decree compelling the baker and the shoemaker to provide for his
needs. Thefirst thought was that authoritarian interferenceis required to make
every specidist serve his fellow citizens. The economists were taken aback
when they discovered that no such compulsion is needed. In contrasting
productivity and profitability, self-interest and public welfare, sdfishness and
atruism, the economists implicitly referred to the image of a socialist system.
Their astonishment at the“ automatic,” asit were, seering of themarket system
was precisaly due to the fact that they redized that an “anarchic” dtae of
production results in supplying people better than the orders of a centralized
omnipotent government. The idea of socidisn—a system of the division of
labor entirely controlled and managed by a planning authority—did not origi-
natein the heads of utopian reformers. These utopiansaimed rather at theautarkic
coexistence of small sdf-sufficient bodies; teke, for instance, Fourier's
phalangtere. The radicalism of the reformers turned toward socialism when they
took the image of an economy managed by a nationd government or a world
authority, implied inthetheoriesof the economists, asamode for their new order.

The Maximization of Profits

Itis generally believed that economists, in dealing with the problems of
amarket economy, are quite unrealistic in assuming that all men are always

4. The doctrine of the predetermined harmony in the operation of an
unhampered market system must not be confused with the theorem of the
harmony of the rightly understood interests within a market system, although
there is something akin between them. Cf. below, pp. 673-682.
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eager to gain the highest attainable advantage. They congtruct, itissaid, theimage
of aperfectly sdfish and rationdistic being for whom nothing counts but profit.
Such a homo oeconomicus may be a likeness of stock jobbers and speculators.
But theimmense mgjority are very different. Nothing for the cognition of redity
can belearned from the study of the conduct of this dedlusiveimage.

It is not necessary to enter again into a refutation of all the confusion,
error, and distortion inherent in this contention. The first two parts of this
book have unmasked the fallaciesimplied. At thispoint it is enough to deal
with the problem of the maximization of profits.

Praxeology in general and economicsinits specid field assume with regard
to the springs of human action nothing other than that acting man wants to
remove unessiness. Under the particular conditions of dedling on the market,
action means buying and sdlling. Everything that economics asserts about
demand and supply refersto every instance of demand and supply and not only
to demand and supply brought about by some specia circumstances requiring
a particular description or definition. To assert that a man, faced with the
dternative of getting more or less for a commodity he wants to sdl, ceteris
paribus chooses the high price, does not require any further assumption. A
higher price means for the sdler a better satisfaction of his wants. The same
applies mutatis mutandis to the buyer. The amount saved in buying the com-
modity concerned enableshim to spend morefor the sati sfaction of other needs.
To buy in the cheapest market and to sall in the dearest market is, other things
being equd, not conduct which would presuppose any special assumptions
concerning theactor’ smotivesand morality. It ismerely the necessary offshoot
of any action under the conditions of market exchange.

In his capacity as a businessman a man is a servant of the consumers,
bound to comply with their wishes. He cannot indulgein hisownwhimsand
fancies. But his customers’ whims and fancies are for him ultimate law,
provided these customersareready to pay for them. Heisunder the necessity
of adjusting his conduct to the demand of the consumers. If the consumers,
without a taste for the beautiful, prefer things ugly and vulsgar, he must,
contrary to hisown convictions, supply themwith suchthings.” If consumers
do not want to pay a higher price for domestic products than for those
produced abroad, he must buy the foreign product, provided it is cheaper.
Anemployer cannot grant favors at the expense of his customers. He cannot
pay wage rates higher than those determined by the market if the buyersare

5. A painter is a businessman if he is intent upon making paintings which
could be sold at the highest price. A painter who does not compromise with the
taste of the buying public and, disdaining all unpleasant consequences, lets
himself be guided solely by his own ideals is an artist, a creative genius. Cf.
above, pp. 139-140.
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not ready to pay proportionately higher pricesfor commodities produced in
plants in which wage rates are higher than in other plants.

It is different with man in his capacity as spender of hisincome. He is
free to do what he likes best. He can bestow alms. He can, motivated by
various doctrines and prejudices, discriminate against goods of a certain
origin or source and prefer the worse or more expensive product to the—
technologi cally—better and cheaper one.

Asarule peoplein buying do not make giftsto the seller. But nonetheless
that happens. The boundaries between buying goods and services needed
and giving ams are sometimes difficult to discern. Hewho buysat acharity
sale usually combines a purchase with a donation for a charitable purpose.
He who gives a dime to a blind street musician certainly does not pay for
the questionable performance; he simply givesams.

Man inacting isaunity. The businessman who ownsthe whole firm may
sometimes efface the boundaries between business and charity. If he wants
to relieve a distressed friend, delicacy of feeling may prompt him to resort
to a procedure which spares the latter the embarrassment of living on alms.
He givesthefriend ajob in his office although he does not need hishelp or
could hire an equivaent helper at a lower salary. Then the salary granted
appearsformally asapart of business outlays. In fact it isthe spending of a
fraction of the businessman’s income. It is, from a correct point of V|ew
consumption and not an expenditure designed to increasethefirm’s proﬂts

Awkward mistakesare dueto thetendency to look only upon thingstangible,
visible, and measurable, and to neglect everything else. What the consumer buys
isnot simply food or calories. He does not want to feed like awolf, hewantsto
eat like aman. Food satisfies the appetite of many people the better, the more
appetizingly and tastefully it is prepared, the finer the table is set, and the more
agreeable the environment is in which the food is consumed. Such things are
regarded as of no consequence by a cons deretl on exclusively occupied with
the chemical aspects of the process of di gestlon But the fact that they play an
important role in the determination of food pricesis perfectly compatible with
the assertion that people prefer, ceteris paribus, to buy in the cheapest market.
Whenever a buyer, in choosing between two things which chemigts and
technol ogistsdeem perfectly equal, prefersthemoreexpensive, hehasareason.

6. Such overlapping of the boundaries between business outlays and
consumptive spending is often encouraged by institutional conditions. An
expenditure debited to the account of trading expenses reduces net profits and
thereby the amount of taxes due. If taxes absorb 50 per cent of profits, the
charitable businessman spendsonly 50 per cent of the gift out of hisown pocket.
The rest burdens the Department of Internal Revenue.

7. To be sure, a consideration from the point of view of the physiology of
nutrition will not regard such things as negligible.
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If he does not err, he pays for services which chemistry and technology
cannot comprehend with their specific methods of investigation. If a man
prefers an expensive place to a cheaper one because he likes to sip his
cocktails in the neighborhood of a duke, we may remark on his ridiculous
vanity. But we must not say that the man’s conduct does not aim at an
improvement of his own state of satisfaction.

What aman doesis always aimed at an improvement of his own state of
satisfaction. In this sense—and in no other—we are free to use the term
selfishness and to emphasi ze that action is necessarily always selfish. Even
an action directly aiming at the improvement of other people’s conditions
is selfish. The actor considers it as more satisfactory for himself to make
other people eat than to eat himself. His uneasiness is caused by the
awareness of the fact that other people arein want.

Itisafact that many people behavein another way and prefer to fill their
own stomach and not that of their fellow citizens. But this has nothing to do
with economics; it isadatum of historical experience. At any rate, econom-
ics refersto every kind of action, no matter whether motivated by the urge
of aman to eat or to make other people eat.

If maximizing profitsmeansthat amanin all market transactionsaims at
increasing to the utmost the advantage derived, it is a pleonastic and
perphrastic circumlocution. It only asserts what is implied in the very
category of action. If it means anything else, it is the expression of an
erroneousidea.

Some economistsbelievethat it isthe task of economicsto establish how
in the whole of society the greatest possible satisfaction of all people or of
the greatest number could be attained. They do not realize that there is no
method which would allow us to measure the state of satisfaction attained
by variousindividuals. They misconstrue the character of judgmentswhich
are based on the comparison between various peopl€e’s happiness. While
expressing arbitrary value judgments, they believe themselves to be estab-
lishing facts. One may call it just to rob the rich in order to make presents
to the poor. However, to call something fair or unfair isaways a subjective
valuejudgment and as such purely personal and not liableto any verification
or falsification. Economicsisnot intent upon pronouncing valuejudgments.
It aims at a cognition of the consequences of certain modes of acting.

It hasbeen asserted that the physiol ogical needsof al men areof thesame
kind and that this equality provides a standard for the measurement of the
degree of their objective satisfaction. In expressing such opinions and in
recommending the use of such criteriato guidethegovernment’ spolicy, one
proposes to deal with men as the breeder deals with his cattle. But the
reformersfail to realize that there is no universal principle of alimentation
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valid for all men. Which one of the various principles one chooses depends
entirely on the aims one wantsto attain. The cattle breeder does not feed his
cowsin order to make them happy, but in order to attain the ends which he
has assigned to them in his own plans. He may prefer more milk or more
meat or something else. What type of men do the man breeders want to
rear—athletes or mathematicians? Warriors or factory hands? He who
would make manthematerial of apurposeful system of breeding and feeding
would arrogate to himself despotic powersand would use hisfellow citizens
as means for the attainment of his own ends, which differ from those they
themselves are aiming at.

The value judgments of an individual differentiate between what makes
him more satisfied and what less. The value judgments a man pronounces
about another man’s satisfaction do not assert anything about this other
man’ s satisfaction. They only assert what condition of this other man better
satisfies the man who pronounces the judgment. The reformers searching
for the maximum of general satisfaction have told us merely what state of
other people' s affairs would best suit themselves.

4. The Autistic Economy

No other imaginary construction has caused more offense than that of an
i solated economic actor entirely dependent on himself. However, economics
cannot do without it. In order to study interpersonal exchange it must
compare it with conditions under which it is absent. It constructs two
varieties of theimage of an autistic economy in which thereisonly autistic
exchange: the economy of an isolated individual and the economy of a
socialist society. In employing thisimaginary construction the economists
do not bother about the problem of whether or not such asystem couldreally
work.8 They are fully aware of the fact that their imaginary construction is
fictitious. Robinson Crusoe, who, for al that, may have existed, and the
general manager of a perfectly isolated socialist commonwealth that never
existed, would not have been in a position to plan and to act as people can
only when taking recourse to economic calculation. However, in the frame
of our imaginary constructionwearefreeto pretend that they could calcul ate
whenever such a fiction may be useful for the discussion of the specific
problem to be dealt with.
Theimaginary construction of an autistic economy is at the bottom of the
popular distinction between productivity and profitability asit developed as
8. Wearedesaling herewith problems of theory, not history. We can therefore

abstain from refuting the objections raised against the concept of an isolated
actor by referring to the historical role of the self-sufficient household economy.
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ayardstick of value judgments. Those resorting to this distinction consider
the autistic economy, especialy that of the socialist type, the most desirable
and most perfect system of economic management. Every phenomenon of
the market economy is judged with regard to whether or not it could be
justified from the viewpoint of asocialist system. Only to acting that would
be purposeful in the plans of such asystem’ smanager are positivevaueand
the epithet productive attached. All other activities performed in the market
economy are called unproductive in spite of the fact that they may be
profitable to those who perform them. Thus, for example, sales promotion,
advertising, and banking are considered as activities profitable but nonpro-
ductive.

Economics, of course, has nothing to say about such arbitrary value
judgments.

5. The State of Rest and the Evenly Rotating Economy

The only method of dealing with the problem of actionisto conceivethat
action ultimately aims at bringing about a state of affairsin which thereis
no longer any action, whether because all uneasiness has been removed or
because any further removal of felt uneasinessisout of the question. Action
thus tends toward a state of rest, absence of action.

The theory of prices accordingly analyzes interpersonal exchange from
this aspect. People keep on exchanging on the market until no further
exchange is possible because no party expects any further improvement of
itswon conditionsfromanew act of exchange. Thepotential buyersconsider
the prices asked by the potential sellers unsatisfactory, and vice versa. No
moretransactionstakeplace. A stateof rest emerges. Thisstate of rest, which
wemay call the plain state of rest, isnot animaginary construction. It comes
to pass again and again. When the stock market closes, the brokers have
carried out all orders which could be executed at the market price. Only
those potential sellers and buyers who consider the market price too low
or too high respectively have not sold or bought.9 The sameisvalid with
regard to all transactions. The whole market economy is abig exchange
or market place, asit were. At any instant all thosetransactionstake place
which the parties are ready to enter into at the realizabl e price. New sales
can be effected only when the valuations of at least one of the parties
have changed.

9. For the sake of simplicity we disregard the price fluctuationsin the course
of the business day.
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It has been asserted that the notion of the plain state of rest is unsatisfac-
tory. It refers, people have said, only to the determination of prices of goods
of which a definite supply is already available, and does not say anything
about the effects brought about by these prices upon production. The
objectionisunfounded. Thetheoremsimplied in the notion of theplain state
of rest are valid with regard to al transactions without exception. It istrue,
thebuyersof factorsof productionwill immediately embark upon producing
and very soon reenter the market in order to sell their products and to buy
what they want for their own consumption and for continuing production
processes. But this does not invalidate the scheme. this scheme, to be sure,
does not contend that the state of rest will last. The lull will certainly
disappear as soon as the momentary conditions which brought it about
change.

The notion of the plain state of rest is not an imaginary construction but
the adequate description of what happens again and again on every market.

In thisregard it differs radically from the imaginary construction of the
fina state of rest. In dealing with the plain state of rest welook only at what
is going on right now. We restrict our attention to what has happened
momentarily and disregard what will happen later, in the next instant or
tomorrow or later. We are dealing only with pricesredly paid in sales, i.e.,
with the prices of the immediate past. We do not ask whether or not future
prices will equal these prices.

But now wego astep further. We pay attention to factorswhich arebound
to bring about a tendency toward price changes. We try to find out to what
goal this tendency must lead before all its driving force is exhausted and a
new state of rest emerges. The price corresponding to thisfuture state of rest
was called the natural price by older economists; nowadays the term static
price is often used. In order to avoid misleading associations it is more
expedient to call it thefinal price and accordingly to speak of thefinal state
of rest. Thisfinal state of rest isanimaginary construction, not adescription
of redlity. For the final state of rest will never be attained. New disturbing
factors will emerge before it will be realized. What makes it necessary to
take recourse to this imaginary construction is the fact that the market at
every instant is moving toward afinal state of rest. Every later new instant
can create new facts altering thisfinal state of rest. But the market isalways
disquieted by astriving after adefinite final state of rest.

The market price is a real phenomenon; it is the exchange ratio which
wasactual inbusinesstransacted. Thefinal priceisahypothetical price. The
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market prices are historical facts and we are therefore in a position to note
them with numerical exactitudein dollarsand cents. Thefinal pricecanonly
be defined by defining the conditionsrequired for itsemergence. No definite
numerical value in monetary terms or in quantities of other goods can be
attributed to it. It will never appear on the market. The market price can
never coincide with the final price coordinated to the instant in which this
market structure is actual. But catallactics would fail lamentably in its task
of analyzing the problemsof pricedeterminationiif it wereto neglect dealing
with thefinal price. For in the market situation from which the market price
emerges there are already latent forces operating which will go on bringing
about price changes until, provided no new data appear, the final price and
the final state of rest are established. We would unduly restrict our study of
price determination if we were to look only upon the momentary market
prices and the plain state of rest and to disregard the fact that the market is
already agitated by factors which must result in further price changesand a
tendency toward a different state of rest.

The phenomenon with which we have to copeis the fact that changesin
the factors which determine the formation of prices do not produce al their
effects at once. A span of time must elapse before all their effects are
exhausted. Between the appearance of a new datum and the perfect adjust-
ment of the market to it some time must pass. (And, of course, while this
period of time elapses, other new data appear.) In dealing with the effects
of any change in the factors operating on the market, we must never forget
that we are dealing with events taking place in succession, with a series of
effects succeeding one another. We are not in aposition to know in advance
how much time will haveto elapse. But we know for certain that sometime
must elapse, although this period may sometimes be so small that it hardly
playsany rolein practicdl life.

Economists often erred in neglecting the element of time. Take for
instance the controversy concerning the effects of changes in the quantity
of money. some people were only concerned with its long-run effects, i.e.,
with thefinal pricesand thefinal state of rest. Others saw only the short-run
effects, i.e., the prices of the instant following the change in the data. Both
were mistaken and their conclusionswere consequently vitiated. Many more
examples of the same blunder could be cited.

Theimaginary construction of thefinal state of rest is marked by paying
full regard to change in the temporal succession of events. In thisrespect it
differs from the imaginary construction of the evenly rotating economy
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which is characterized by the elimination of change in the data and of the
time element. (It is inexpedient and misleading to cal this imaginary
construction, asis usual, the static economy or the static equilibrium, and it
isabad mistaketo confuseit with theimaginary construction of astationary
economy.lo) The evenly rotating economy is a fictitious system in which
the market prices of all goods and services coincide with the final prices.
There are in its frame no price changes whatever; there is perfect price
stability. The same market transactions are repeated again and again. The
goods of the higher orders pass in the same quantities through the same
stages of processing until ultimately the produced consumers' goods
come into the hands of the consumers and are consumed. No changesin
the market data occur. Today does not differ from yesterday and tomor-
row will not differ from today. The system is in perpetual flux, but it
remains always at the same spot. It revolves evenly round a fixed center,
it rotates evenly. The plain state of rest is disarranged again and again,
butitisinstantly reestablished at thepreviouslevel. All factors, including
those bringing about the recurring disarrangement of the plain state of
rest, are constant. Therefore prices—commonly called static or equilib-
rium prices—remain constant too.

The essence of thisimaginary construction isthe elimination of the lapse
of time and of the perpetual change in the market phenomena. The notion
of any change with regard to supply and demand is incompatible with this
construction. Only such changes as do not affect the configuration of the
price-determining factors can be considered inits frame. It is not necessary
to people the imaginary world of the evenly rotating economy with immor-
tal, non-aging and nonproliferating men. We are free to assume that infants
areborn, grow old, andfinally die, provided that total popul ation figuresand
the number of peoplein every age group remain equal. Then the demand for
commodities whose consumption is limited to certain age groups does not
alter, athough the individuals from whom it originates are not the same.

In reality there is never such athing as an evenly rotating economic
system. However, in order to analyze the problems of change in the data
and of unevenly and irregularly varying movement, we must confront
them with afictitious state in which both are hypothetically eliminated.
It istherefore preposterous to maintain that the construction of an evenly
rotating economy does not elucidate conditions within a changing uni-
verse and to require the economists to substitute a study of “dynamics”

10.See below, pp. 250-251.
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for their alleged exclusive occupation with “statics.” This so-called static
method is precisely the proper mental tool for the examination of change.
Thereisno means of studying the complex phenomena of action other than
first to abstract from change altogether, then to introduce an isolated factor
provoking change, and ultimately to analyzeitseffectsunder theassumption
that other things remain equal. It is furthermore absurd to believe that the
servicesrendered by the construction of an evenly rotating economy arethe
more valuable the more the object of our studies, the realm of real action,
corresponds to this construction in respect to absence of change. The static
method, the employment of theimaginary construction of an evenly rotating
economy, isthe only adequate method of analyzing the changes concerned
without regard to whether they are great or small, sudden or slow.

The objections hitherto raised against the use of theimaginary construc-
tion of an evenly rotating economy missed the mark entirely. Their authors
did not grasp in what respect this construction is problematic and why it can
easily engender error and confusion.

Action is change, and change is in the temporal sequence. But in the
evenly rotating economy change and succession of events are eliminated.
Action is to make choices and to cope with an uncertain future. But in the
evenly rotating economy thereisno choosing and thefutureisnot uncertain
asit does not differ from the present known state. Such arigid systemis
not peopled with living men making choices and liable to error; it isa
world of soulless unthinking automatons; it is not a human society, itis
an ant hill.

Theseinsoluble contradictions, however, do not affect the service which
this imaginary construction renders for the only problems for whose treat-
ment it is both appropriate and indispensable: the problem of the relation
between the prices of products and those of the factors required for their
production, and the implied problems of entrepreneurship and of profit and
loss. In order to grasp the function of entrepreneurship and the meaning of
profitandloss, weconstruct asystem fromwhich they areabsent. Thisimage
ismerely atool for our thinking. It is not the description of a possible and
realizablestate of affairs. It iseven out of the questionto carry theimaginary
construction of an evenly rotating system to its ultimate logical conse-
guences. For it isimpossible to eliminate the entrepreneur from the picture
of a market economy. The various complementary factors of production
cannot come together spontaneously. They need to be combined by the
purposive efforts of men aiming at certain ends and motivated by the urge
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to improve their state of satisfaction. In eliminating the entrepreneur one
eliminates the driving force of the whole market system.

Then there is a second deficiency. In the imaginary construction of an
evenly rotating economy, indirect exchange and the use of money aretacitly
implied. But what kind of money can that be? In a system without change
inwhich thereis no uncertainty whatever about the future, nobody needsto
hold cash. Every individual knows precisely what amount of money he will
need at any future date. Heistherefore in aposition to lend all the funds he
receivesin such away that the loansfall due on the date he will need them.
L et usassumethat thereisonly gold money and only one central bank. With
the successive progress toward the state of an evenly rotating economy all
individuals and firms restrict step by step their holding of cash and the
quantities of gold thus released flow into nonmonetary—industrial—em-
ployment. When the equilibrium of the evenly rotating economy is finally
reached, there are no more cash hol dings; no more goldisused for monetary
purposes. Theindividual sand firmsown claimsagainst the central bank, the
maturity of each part of which precisely correspondsto theamount they will
need on the respective dates for the settlement of their obligations. The
central bank does not need any reserves as the total sum of the daily
payments of its customers exactly equals the total sum of withdrawals. All
transactions can in fact be effected through transfer in the bank’s books
without any recourse to cash. Thus the “money” of this system is not a
medium of exchange; it is not money at al; it is merely a numeraire, an
etheral and undetermined unit of accounting of that vague and indefinable
character whichthefancy of someeconomistsand theerrorsof many laymen
mistakenly have attributed to money. The interposition of these numerical
expressionsbetween seller and buyer doesnot affect the essence of the sales;
it is neutral with regard to the people's economic activities. But the notion
of aneutral money is unrealizable and inconceivablein itself. 1 1f we were
to use the inexpedient terminology employed in many contemporary eco-
nomic writings, we would have to say: Money is necessarily a“dynamic
factor”; there is no room left for money in a“static” system. But the very
notion of a market economy without money is self-contradictory.

The imaginary construction of an evenly rotating system isalimiting
notion. In its frame there is in fact no longer any action. Automatic
reaction is substituted for the conscious striving of thinking man after the
removal of uneasiness. We can employ this problematic imaginary con-

11.Cf. below, pp. 416-419.
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struction only if we never forget what purposesit is designed to serve. We
want first of al to analyze the tendency, prevailing in every action, toward
the establishment of an evenly rotating economy; in doing so, we must
aways take into account that this tendency can never attain its goa in a
universe not perfectly rigid and immutable, that is, in a universe which is
living and not dead. Secondly, we need to comprehend in what respects the
conditions of aliving world in which there is action differ from those of a
rigid world. This we can discover only by the argumentum a contrario
provided by the image of arigid economy. Thus we are led to the insight
that dealing with the uncertain conditions of the unknown future—that is,
speculation—is inherent in every action, and that profit and loss are neces-
sary features of acting which cannot be conjured away by any wishful
thinking. The procedures adopted by those economists who are fully aware
of these fundamental cognitions may be caled the logical method of
economics as contrasted with the technique of the mathematical method.
The mathematical economists disregard dealing with the actions which,
under the imaginary and unrealizable assumption that no further new data
will emerge, are supposed to bring about the evenly rotating economy. They
do not notice theindividual speculator who aims not at the establishment of
the evenly rotating economy but at profiting from an action which adjusts
the conduct of affairs better to the attainment of the ends sought by acting,
the best possibleremoval of uneasiness. They stressexclusively theimagin-
ary state of equilibrium which the whole complex of all such actionswould
attain in the absence of any further change in the data. They describe this
imaginary equilibrium by sets of simultaneous differential equations. They
fail to recognize that the state of affairs they are dealing with is a state in
which thereisno longer any action but only asuccession of eventsprovoked
by a mystical prime mover. They devote al their efforts to describing, in
mathematical symbols, various “equilibria,” that is, states of rest and the
absence of action. They deal with equilibrium asif it were areal entity and not
alimiting notion, amere mental tool. What they are doing is vain playing with
mathematical symbols, a pastime not suited to convey any knowledge.12

6. The Stationary Economy
The imaginary construction of a stationary economy has sometimes
been confused with that of an evenly rotating economy. But in fact these

12.For afurther critica examination of mathematical economics see below,
pp. 350-357.
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two constructions differ.

The stationary economy is an economy in which the wealth and income
of the individuals remain unchanged. With thisimage changes are compat-
ible which would be incompatible with the construction of the evenly
rotating economy. Population figures may rise or drop provided that they
are accompanied by a corresponding rise or drop in the sum of wealth and
income. The demand for some commaodities may change; but these changes
must occur so slowly that the transfer of capital from those branches of
production which are to be restricted in accordance with them into those to
be expanded can be effected by not replacing equipment used up in the
shrinking branches and instead investing in the expanding ones.

Theimaginary construction of astationary economy leadsto two further
imaginary constructions: the progressing (expanding) economy and the
retrogressing (shrinking) economy. In the formet the per capita quota of
wealth and income of the individual s and the population figure tend toward
ahigher numerical value, in the latter toward alower numerical value.

In the stationary economy the total sum of all profits and of al lossesis
zero. In the progressing economy the total amount of profits exceeds the
total amount of losses. In the retrogressing economy the total amount of
profitsis smaller than the total amount of losses.

The precariousness of these three imaginary congtructions isto be seen in
thefact that they imply the possibility of themeasurement of wealthandincome.
As such measurements cannot be made and are not even conceivable, it isout
of the question to apply them for arigorous classification of the conditions of
redlity. Whenever economic history ventures to classify economic evolution
within a certain period according to the scheme gtationary, progressing or retro-
gressing, it resortsin fact to higorical understanding and does not “mesasure.”

7. The Integration of Catallactic Functions

When men in dealing with the problems of their own actions, and when
economic history, descriptive economics, and economic statisticsin report-
ing other peopl€e' s actions, employ the terms entrepreneur, capitalist, land-
owner, worker, and consumer, they speak of ideal types. When economics
employs the same terms it speaks of catallactic categories. The entrepre-
neurs, capitalists, landowners, workers, and consumers of economic theory
are not living men as one meets them in the reality of life and history. They
are the embodiment of distinct functionsin the market operations. The fact
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that both acting men and historical sciences apply in their reasoning the
results of economics and that they construct their ideal types on the basis of
andwithreferenceto the categoriesof praxeol ogical theory, doesnot modify
the radical logical distinction between ideal type and economic category.
The economic categories we are concerned with refer to purely integrated
functions, the ideal types refer to historical events. Living and acting man
by necessity combines various functions. He is never merely a consumer.
Heisin addition either an entrepreneur, landowner, capitalist, or worker, or
a person supported by the intake earned by such people. Moreover, the
functions of the entrepreneur, the landowner, the capitalist, and the worker
are very often combined in the same persons. History isintent upon classi-
fying men according to the ends they aim at and the means they employ for
the attainment of these ends. Economics, exploring the structure of acting
in the market society without any regard to the ends people aim at and the
means they employ, is intent upon discerning categories and functions.
These are two different tasks. The difference can best be demonstrated in
discussing the catallactic concept of the entrepreneur.

In theimaginary construction of the evenly rotating economy thereisno
room left for entrepreneurial activity, because this construction eliminates
any change of data that could affect prices. As soon as one abandons this
assumption of rigidity of data, one finds that action must needs be affected
by every change in the data. As action necessarily is directed toward
influencing a future state of affairs, even if sometimes only the immediate
future of the next instant, it is affected by every incorrectly anticipated
changein the data occurring in the period of time between its beginning and
the end of the period for which it aimed to provide (period of provisionlﬁ.
Thus the outcome of action is always uncertain. Action is always specula-
tion. Thisisvalid not only with regard to a market economy but no lessfor
Robinson Crusoe, the imaginary isolated actor, and for the conditions of a
socialist economy. In the imaginary construction of an evenly rotating
system nobody is an entrepreneur and speculator. In any real and living
economy every actor isaways an entrepreneur and speculator; the peopletaken
care of by the actors—minor family members in the market society and the
massesof asocialist society—are, although themsel vesnot actorsand therefore
not speculators, affected by the outcome of the actors’ speculations.

Economics, in speaking of entrepreneurs, has in view not men, but a
definitefunction. Thisfunctionisnot the particular feature of aspecia group

13.Cf. below, p. 481.
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or class of men; it isinherent in every action and burdens every actor. In
embodying thisfunction in an imaginary figure, we resort to a methodol og-
ical makeshift. The term entrepreneur as used by catallactic theory means:
acting man exclusively seen from the aspect of the uncertainty inherent in
every action. In using this term one must never forget that every action is
embedded in the flux of time and therefore involves a speculation. The
capitalists, thelandowners, and the laborersare by necessity speculators. So
is the consumer in providing for anticipated future needs. There's many a
slip "twixt cup and lip.

Let us try to think the imaginary construction of a pure entrepreneur to
its ultimate logical consequences. This entrepreneur does not own any
capital. The capital required for his entrepreneuria activitiesislent to him
by the capitalistsin the form of money loans. The law, it istrue, considers
him the proprietor of the various meansof production purchased by expand-
ing the sums borrowed. Neverthel ess he remains propertyless asthe amount
of hisassetsisbalanced by hisliabilities. If he succeeds, the net profitishis.
If hefails, thelossmust fall upon the capitalistswho havelent him thefunds.
Such an entrepreneur would, in fact, be an employee of the capitalists who
speculates on their account and takes a 100 per cent share in the net profits
without being concerned about the losses. But even if the entrepreneur isin
aposition to provide himself apart of the capital required and borrows only
the rest, things are essentially not different. To the extent that the losses
incurred cannot be borne out of the entrepreneur’ sown funds, they fall upon
the lending capitalists, whatever the terms of the contract may be. A
capitalist isalwaysalso virtually an entrepreneur and speculator. He always
runsthe chance of losing hisfunds. Thereisno such thing asaperfectly safe
investment.

The self-sufficient landowner who tills his estate only to supply hisown
household is affected by all changes influencing the fertility of hisfarm or
his personal needs. Within a market economy the result of a farmer’s
activitiesis affected by all changes regarding the importance of his piece of
land for supplying the market. The farmer is clearly, even from the point of
view of mundaneterminology, an entrepreneur. No proprietor of any means
of production, whether they are represented in tangible goods or in money,
remains untouched by the uncertainty of the future. The employment of any
tangible goods or money for production, i.e., the provision for later days, is
initself an entrepreneurial activity.

Things are essentially the same for the [aborer. He is born the proprietor
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of certain abilities; his innate faculties are a means of production which is
better fitted for somekinds of work, lessfitted for others, and not at all fitted
for still others. 2 If he has acquired the skill needed for the performance of
certain kinds of labor, heis, with regard to the time and the material outlays
absorbed by thistraining in the position of aninvestor. Hehasmadeaninput
in the expectation of being compensated by an adequate output. The laborer
is an entrepreneur in so far as his wages are determined by the price the
market allows for the kind of work he can perform. This price varies
according to the changein conditionsin the same way in which the price of
every other factor of production varies.

In the context of economic theory the meaning of the terms concerned is
this: Entrepreneur means acting man in regard to the changes occurring in
the data of the market. Capitalist and landowner mean acting man in regard
to the changes in value and price which, even with al the market data
remaining equal, are brought about by the mere passing of time as a
consequence of the different valuation of present goodsand of future goods.
Worker means man in regard to the employment of the factor of production
humanlabor. Thusevery functionisnicely integrated: theentrepreneur earns
profit or suffersloss; the owners of means of production (capital goods or
land) earn originary interest; the workers earn wages. In this sense we
elaborate the imaginary construction of functional distribution as different
from the actual historical distribution.*®

Economics, however, always did and till does use the term “ entrepreneur”
inasenseother thanthat attached toitintheimaginary consgtruction of functiond
digtribution. It also calls entrepreneurs those who are especially eager to profit

14.In what sense labor isto be seen as a nonspecific factor of production see
above, pp. 133-135.

15.L et us emphasize again that everybody, laymen included, in dealing with
the problems of income determination always takes recourse to this imaginary
construction. The economists did not invent it; they only purged it of the
deficiencies peculiar to the popular notion. For an epistemol ogical treatment of
functional distribution cf. John Bates Clark, The Distribution of Wealth (New
York, 1908), p. 5, and Eugen von Bohm-Bawerk, Gesammelte Schriften, ed. F.
X. Weiss (Vienna, 1924), p. 299. The term “distribution” must not deceive
anybody; itsemployment in this context isto be explained by therole playedin
thehistory of economicthought by theimaginary construction of asocialist state
(cf. above, p. 240). Thereisin the operation of amarket economy nothing which
could properly be called distribution. Goods are not first produced and then
distributed, aswould bethe casein asociaist state. The word “distribution” as
appliedintheterm“functional distribution” complieswith the meaning attached
to “distribution” 150 years ago. In present-day English usage “distribution”
signifies dispersal of goods among consumers as effected by commerce.
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from adjusting production to the expected changesin conditions, those who
have more initiative, more venturesomeness, and a quicker eye than the
crowd, the pushing and promoting pioneers of economicimprovement. This
notionisnarrower than theconcept of an entrepreneur asusedintheconstruction
of functiond digtribution; it does not include many ingtances which the latter
includes. Itisawkward that the sameterm should be used to signify two different
notions. It would have been more expedient to employ another term for this
second notion—for instance, the term “promoter.”

It is to be admitted that the notion of the entrepreneur-promoter cannot
be defined with praxeological rigor. (In thisit is like the notion of money
which also defies—different from the notion of a medium of exchange—a
rigid praxeological defi nition.le) However, economics cannot do without
the promoter concept. For it refersto adatum that isageneral characteristic
of human nature, that is present in all market transactions and marks them
profoundly. Thisisthe fact that variousindividuals do not react to achange
in conditions with the same quickness and in the same way. The inequality
of men, which is due to differences both in their inborn qualitiesand in the
vicissitudes of their lives, manifestsitself in this way too. There are in the
market pacemakersand otherswho only imitatethe proceduresof their more
agile fellow citizens. The phenomenon of leadership is no less real on the
market than in any other branch of human activities. The driving force of
the market, the element tending toward unceasing innovation and improve-
ment, is provided by the restlessness of the promoter and his eagerness to
make profits aslarge as possible.

Thereis, however, no danger that theequivocal useof thisterm may result
in any ambiguity in the exposition of the catallactic system. Wherever any
doubts arelikely to appear, they can be dispelled by the employment of the
term promoter instead of entrepreneur.

The Enrepreneurial Function in the Stationary Economy

Thefutures market can relieve apromoter of apart of hisentrepreneurial
function. As far as an entrepreneur has hedged himself through suitable
forward transactions against losses he may possibly suffer, he ceases tobe
an entrepreneur and the entrepreneurial function devolves on the other party
to the contract. The cotton spinner who, buying raw cotton for ismill, sells
the same quantity forward has abandoned a part of his entrepreneurial
function. He will neither profit nor lose from changes in the cotton price
occurring in the period concerned. Of course, he does not entirely cease to

16.Cf. below, p. 398.
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servein the entrepreneurial function. Those changesin the price of yarnin
general or inthe price of the special countsand kinds he produceswhich are
not brought about by a change in the price of raw cotton affect him
nonetheless. Even if he spinsonly asacontractor for aremuneration agreed
upon, he is till in an entrepreneuria function with regard to the funds
invested in his outfit.

We may construct the image of an economy in which the conditions
required for the establishment of futures markets are realized for al kinds
of goodsand services. In such animaginary construction the entrepreneurial
function is fully separated from all other functions. There emerges a class
of pure entrepreneurs. The prices determined on the futures markets direct
thewhole apparatus of production. The dealersin futures alone make profits
and suffer losses. All other peopleareinsured, asit were, against thepossible
adverse effects of the uncertainty of the future. They enjoy security in this
regard. The heads of the various business units are virtually employees, as
it were, with afixed income.

If we further assume that this economy is a stationary economy and that
al futurestransactionsare concentrated in one corporation, it isobviousthat
thetotal amount of thiscorporation’ slosses precisely equal sthetotal amount
of its profits. We need only to nationalize this corporation in order to bring
about a socialist state without profits and losses, a state of undisturbed
security and stability. But thisisso only becuase our definition of astationary
economy implies equality of the total sum of losses and that of profits. Ina
changing economy an excess either of profits or of losses must emerge.

It would be awaste of time to dwell longer upon such oversophisticated
images which do not further the analysis of economic problems. The only
reason for mentioning them isthat they reflect ideaswhich are at the bottom
of some criticisms made against the economic system of capitalism and of
some delusive plans suggested for asocialist control of business. Now, itis
true that a socialist scheme is logically compatible with the unrealizable
imaginary constructions of an evenly rotating economy and of a stationary
economy. The predilection with which mathematical economists almost
exclusively deal with the conditions of these imaginary constructions and
with the state of “equilibrium” implied in them, has made people oblivious
of thefact that these are unreal, self-contradictory and imaginary expedients
of thought and nothing else. They are certainly not suitable models for the
construction of aliving society of acting men.



XV. THEMARKET

1. The Characteristics of the Market Economy

THE market economy isthe social system of the division of labor under
private ownership of the means of production. Everybody acts on his
own behalf; but everybody’ sactionsaim at the satisfaction of other people's
needs as well as at the satisfaction of his own. Everybody in acting serves
his fellow citizens. Everybody, on the other hand, is served by his fellow
citizens. Everybody is both a meansand an end in himsdlf, an ultimate end for
himself and ameansto other peoplein their endeavorsto atain their own ends.

Thissystem is steered by the market. The market directstheindividual’s
activitiesinto those channelsin which he best servesthe wants of hisfellow
men. Thereisin the operation of the market no compulsion and coercion.
Thestate, thesocial apparatusof coercionand compulsion, doesnot interfere
with the market and with the citizens' activities directed by the market. It
employs its power to beat people into submission solely for the prevention
of actions destructive to the preservation and the smooth operation of the
market economy. It protects the individua’s life, health, and property
against violent or fraudulent aggression on the part of domestic gangsters
and external foes. Thus the state creates and preserves the environment in
which the market economy can safely operate. The Marxian slogan “anar-
chic production” pertinently characterizes this socia structure as an eco-
nomic system which is not directed by a dictator, a production tsar who
assignsto each atask and compels him to obey this command. Each manis
free; nobody is subject to a despot. Of his own accord the individua
integrates himself into the cooperative system. The market directs him and
revealsto him in what way he can best promote his own welfare aswell as
that of other people. Themarket issupreme. Themarket al one putsthewhole
socia systemin order and provides it with sense and meaning.

The market is not aplace, athing, or a collective entity. The market isa
process, actuated by the interplay of the actions of the various individuals
cooperating under the division of labor. The forces determining the—con-
tinually changing—state of the market are the value judgments of these
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individualsand their actions as directed by these value judgments. The state
of the market at any instant is the price structure, i.e., the totality of the
exchange ratios as established by the interaction of those eager to buy and
those eager to sell. There is nothing inhuman or mystical with regard to the
market. The market processis entirely aresultant of human actions. Every
market phenomenon can be traced back to definite choices of the members
of the market society.

The market process is the adjustment of the individua actions of the
various members of the market society to the requirements of mutual
cooperation. The market pricestell the producers what to produce, how to
produce, and in what quantity. The market is the focal point to which the
activities of the individuals converge. It is the center from which the
activities of theindividuals radiate.

The market economy must be strictly differentiated from the second
thinkable—although not reali zable—system of social cooperation under the
division of labor; the system of socia or governmental ownership of the
means of production. This second system is commonly called socialism,
communism, planned economy, or state capitalism. The market economy or
capitalism, asit is usually called, and the socialist economy preclude one
another. Thereisno mixture of the two systems possible or thinkable; there
isno suchthing asamixed economy., asystemthat would bein part capitalist
and in part socialist. Production is directed by the market or by the decrees
of aproduction tsar or acommittee of production tsars.

If within asociety based on private ownership by the meansof production
some of these means are publicly owned and operated—that is, owned and
operated by the government or one of its agencies—this does not make for
amixed system which would combine socialism and capitalism. The fact
that the state or municipalities own and operate some plants does not alter
the characteristic features of the market economy. The publicly owned and
operated enterprises are subject to the sovereignty of the market. They must
fit themselves, as buyers of raw materias, equipment, and labor, and as
sellers of goods and services, into the scheme of the market economy. They
are subject to the laws of the market and thereby depend on the consumers
who may or may not patronize them. They must strivefor profitsor, at least,
to avoid losses. The government may cover losses of its plants or shops by
drawing on public funds. But this neither eliminates nor mitigates the
supremacy of the market; it merely shiftsit to another sector. For the means
for covering the losses must be raised by the imposition of taxes. But this
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taxation hes its effects on the market and influences the economic structure
according to the laws of the market. It is the operation of the market, and not the
government call ecti ng thetaxes, that decidesuponwhomtheincidenceof thetaxes
fdls and how they affect production and consumption. Thus the market, not the
government bureau, determinestheworking of thesepublicly operatedenterprises.

Nothing that isin any way connected with the operation of amarket isin
the praxeological or economic sense to be called socialism. The notion of
socialism as conceived and defined by all socialists implies the absence of
a market for factors of production and of prices of such factors. The
“socialization” of individual plants, shops, and farms—that is, their transfer
from privateinto public ownership—isamethod of bringing about socialism
by successive measures. It is astep on the way toward socialism, but not in
itself socialism. (Marx and the orthodox Marxiansflatly deny the possibility
of such a gradual approach to socialism. According to their doctrine the
evolution of capitalism will one day reach a point in which at one stroke
capitalismistransformed into socialism.)

Government-operated enterprises and the Russian Soviet economy are,
by the mere fact that they buy and sell on markets, connected with the
capitalist system. They themselves bear witness to this connection by
calculating in terms of money. They thus utilize the intellectual methods of
the capitalist system that they fanatically condemn.

For monetary economic calculation istheintellectual basis of the market
economy. The tasks set to acting within any system of the division of |abor
cannot be achieved without economic calculation. The market economy
calculates in terms of money prices. That it is capable of such calculation
was instrumental in its evolution and conditions its present-day operation.
The market economy isreal becauseit can calculate.

2. Capital Goods and Capital

Thereisanimpulseinwroughtinall living beingsthat directsthemtoward
the assimilation of matter that preserves, renews, and strengthenstheir vital
energy. The eminence of acting man is manifested in the fact that he
consciously and purposefully aimsat maintai ning and enhancing hisvitality.
Inthe pursuit of thisaim hisingenuity leads him to the construction of tools
that first aid him in the appropriation of food, then, at alater stage, induce
him to design methods of increasing the quantity of foodstuffsavailable, and
finally, enable him to provide for the satisfaction of the most urgently felt
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among those desires that are specifically human. As Bohm-Bawerk de-
scribedit: Man choosesroundabout methods of production that requiremore
time but compensate for this delay by generating more and better products.

At the outset of every step forward on the road to a more plentiful
existence is saving—the provisionment of products that makes it possible
to prolong the average period of time el apsing between the beginning of the
production process and its turning out of a product ready for use and
consumption. The productsaccumulated for thispurpose are either interme-
diary stages in the technological process, i.e. tools and half-finished prod-
ucts, or goods ready for consumption that make it possible for man to
substitute, without suffering want during the waiting period, a more time-
absorbing process for another absorbing a shorter time. These goods are
called capital goods. Thus, saving and the resulting accumulation of capital
goods are at the beginning of every attempt to improve the material condi-
tions of man; they are the foundation of human civilization. Without saving
and capital accumul ationtherecould not beany striving toward non-material
ends!

From the notion of capital goodsonemust clearly distinguish the concept
of capital 2 The concept of capital isthe fundamental concept of economic
calculation, the foremost mental tool of the conduct of affairsin the market
economy. Its correlative is the concept of income.

The notions of capital and income as applied in accountancy and in the
mundane reflections of which accountancy is merely arefinement, contrast
the means and the ends. The cal culating mind of the actor draws aboundary
line between the consumer’s goods which he plans to employ for the
immediate satisfaction of hiswants and the goods of all orders—including
those of thefirst order>—which he plansto employ for providing by further
acting, for the satisfaction of future wants. The differentiation of meansand
ends thus becomes a differentiation of acquisition and consumption, of

1. Capital goodshave been defined al so as produced factors of production and
as such have been opposed to the nature given or original factors of production,
i. e, natural resources (land) and human labor. This terminology must be used
with great caution asit can be easily misinterpreted and lead to the erroneous
concept of real capital criticized below.

2. But, of course, no harm can result if, following the customary terminol ogy,
one occasionaly adopts for the sake of simplicity the terms “capital
accumulation” (or “supply of capital,” “capital shortage,” etc.) for the terms
“accumulation of capital goods,” “supply of capital goods,” etc.

3. For this man these goods are not goods of the first order, but goods of a
higher order, factors of further production.
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businessand household, of trading fundsand of household goods. Thewhole
complex of goods destined for acquisition isevaluated in money terms, and
this sum—the capital—is the starting point of economic calculation. The
immediate end of acquisitiveactionistoincreaseor, at least, to preservethe
capital. That amount which can be consumed within a definite period
without lowering the capital is called income. If consumption exceeds the
incomeavailable, thedifferenceiscalled capital consumption. If theincome
available is greater than the amount consumed, the difference is called
saving. Among the main tasks of economic calculation are those of estab-
lishing the magnitudes of income, saving, and capital consumption.

Thereflection which led acting man to the notionsimplied inthe concepts
of capital and income are latent in every premeditation and planning of
action. Even the most primitive husbandmen are dimly aware of the conse-
guences of acts which to a modern accountant would appear as capital
consumption. The hunter’ sreluctance to kill apregnant hind and the uneas-
iness felt even by the most ruthless warriors in cutting fruit trees were
manifestations of amentality which wasinfluenced by such considerations.
These considerationswere present in the age-old legal institution of usufruct
and in analogous customs and practices. But only people who are in a
position to resort to monetary calculation can evolve to full clarity the
distinction between an economi ¢ substance and the advantages derived from
it, and can apply it neatly to all classes, kinds, and orders of goods and
services. They alone can establish such distinctions with regard to the
perpetually changing conditions of highly developed processing industries
and the complicated structure of the social cooperation of hundreds of
thousands of specialized jobs and performances.

L ooking backward from the cognition provided by modern accountancy
to the conditions of the savage ancestors of the human race, we may say
metaphorically that they too used “capital.” A contemporary accountant
could apply al the methods of his profession to their primitive tools of
hunting and fishing, to their cattle breeding and their tilling of the sail, if he
knew what pricesto assignto thevariousitems concerned. Someeconomists
concluded therefrom that “capital” is a category of all human production,
that it is present in every thinkable system of the conduct of production
processes—i.e., nolessin Robinson Crusoe’ sinvoluntary hermitagethanin
asocialist society—and that it does not depend upon the practice of mone-
tary calculation.* This is, however, a confusion. The concept of capital

4. Cf. eg., R.v. Strigl, Kapital und Produktion (Vienna, 1934), p. 3.
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cannot be separated from the context of monetary calculation and from the
social structure of a market economy in which alone monetary calculation
ispossible. It isaconcept which makes no sense outside the conditions of a
market economy. It plays a role exclusively in the plans and records of
individuals acting on their own account in such a system of private owner-
ship of the means of production, and it developed with the spread of
economic calculation in monetary terms.”

Modern accountancy is the fruit of along historical evolution. Today
thereis, among businessmen and accountants, unanimity with regard to the
meaning of capital. Capital isthe sum of the money equivalent of all assets
minus the sum of the money equivalent of al liabilities as dedicated at a
definite date to the conduct of the operations of a definite business unit. It
does not matter in what these assets may consist, whether they are pieces of
land, buildings, equipment, tools, goods of any kind and order, claims,
receivables, cash, or whatever.

Itisahistorical fact that in the early days of accountancy the tradesmen,
the pacemakerson theway toward monetary cal culation, did not for themost
part include the money equivalent of their buildings and land in the notion
of capital. It is another historical fact that agriculturists were slow in
applying the capital concept to their land. Even today in the most advanced
countries only a part of the farmers are familiar with the practice of sound
accountancy. Many farmers acquiesce in a system of bookkeeping that
neglects to pay heed to the land and its contribution to production. Their
book entries do not include the money equivalent of the land and are
consequently indifferent to changes in this equivalent. Such accounts are
defective because they fail to convey that information which isthe soleaim
sought by capital accounting. They do not indicate whether or not the
operation of thefarm hasbrought about adeteriorationin theland’ s capacity
to contribute to production, that is, in its objective use value. If an erosion
of the soil has taken place, their books ignore it, and thus the calculated
income (net yield) is greater than a more complete method of bookkeeping
would have shown.

It is necessary to mention these historical facts because they influenced
the endeavors of the economists to construct the notion of real capital.

Theeconomistswere and are still today confronted with the superstitious
belief that the scarcity of factorsof production could be brushed away, either
entirely or at least to some extent, by increasing the amount of money in

5. Cf. Frank A. Fetter in Encyclopaedia of the Social Sciences. [11, 190.
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circulation and by credit expansion. In order to deal adequately with this
fundamental problem of economic policy they considered it necessary to
construct anotion of real capital and to oppose it to the notion of capital as
applied by the businessman whose cal cul ation refers to the whole complex
of hisacquisitive activities. At thetime the economistsembarked upon these
endeavorsthe place of the money equival ent of land in the concept of capital
was still questioned. Thusthe economiststhought it reasonableto disregard
land in constructing their notion or real capital. They defined real capital as
the totality of the produced factors of production available. Hairsplitting
discussionswere started asto whether inventories of consumers’ goodsheld
by business unitsare or are not real capital. But there was almost unanimity
that cashisnot real capital.

Now this concept of totality of the produced factors of production is an
empty concept. The money equivalent of the various factors of production
owned by a business unit can be determined and summed up. But if we
abstract from such an evaluationin money terms, thetotality of the produced
factors of production is merely an enumeration of physical quantities of
thousands and thousands of various goods. Such an inventory is of no use
to acting. It isadescription of apart of the universe in terms of technology
and topography and has no reference whatever to the problemsraised by the
endeavors to improve human well-being. We may acquiesce in the
terminological usage of calling the produced factors of production cap-
ital goods. But this does not render the concept of real capital any more
meaningful.

Theworst outgrowth of the use of the mythical notion of real capital was
that economists began to speculate about a spurious problem called the
productivity of (real) capital. A factor of production is by definition athing
that isableto contribute to the success of aprocess of production. Its market
price reflects entirely the value that people attach to this contribution. The
services expected from the employment of a factor of production (i.e., its
contribution to productivity) arein market transactionspaid according to the
full value peopl e attach to them. These factors are considered valuable only
on account of these services. These services are the only reason why prices
are paid for them. Oncethese prices are paid, nothing remainsthat can bring
about further payments on the part of anybody as a compensation for
additional productive servicesof thesefactorsof production. It wasablunder
to explain interest as an income derived from the productivity of capital N

6. Cf. below, pp. 526-534.
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No less detrimental was a second confusion derived from the real capital
concept. People began to mediate upon a concept of social capital as
different from private capital. Starting from the imaginary construction of
a socialist economy, they were intent upon defining a capital concept
suitable to the economic activities of the general manager of such a system.
They were right in assuming that this manager would be eager to know
whether his conduct of affairs was successful (viz., from the point of view
of his own valuations and the ends aimed at in accordance with these
valuations) and how much he could expend for his wards' consumption
without diminishing the available stock of factors of production and thus
impairing the yield of further production. A socialist government would
badly need the concepts of capital and income as aguide for its operations.
However, in an economic system in which thereis no private ownership of
the means of production, no market, and no pricesfor such goods the concepts
of capital and income are mere academic postulates devoid of any practica
application. In asocialist economy there are capital goods, but no capital.

The notion of capital makes sense only in the market economy. It servesthe
deliberations and cd culations of individuals or groups of individuals operating
on their own account in such an economy. It isadevice of capitalists, entrepre-
neurs and farmers eager to make profitsand to avoid losses. It isnot acategory
of dl acting. It isacategory of acting within amarket economy.

3. Capitalism

All civilizations have up to now been based on private ownership of the
means of production. Inthe past civilization and private property have been
linked together. Those who maintain that economics is an experimental
science and neverthel ess recommend public control of the means of produc-
tion, lamentably contradict themselves. If historical experience could teach
us anything, it would be that private property is inextricably linked with
civilization. Thereisno experienceto the effect that socialism could provide
astandard of living as high as that provided by capitalism.7

The system of market economy has never been fully and purdy tried. But
there prevailed in the orbit of Western civilization since the Middle Ages by
and large a genera tendency toward the abalition of ingtitutions hindering the
operation of the market economy. With the successive progress of this ten-

7. For an examination of the Russian* experiment” see Mises, Planned Chaos
(Irvington-on-Hudson, 1947), pp. 80-87 (reprinted in the new edition of Mises,
Socialism [New Haven, 1951] pp. 527-592).
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dency, population figures multiplied and the masses’ standard of living was
raised to an unprecedented and hitherto undreamed of level. The average
American worker enjoys amenitiesfor which Croesus, Crassus, the Medici,
and Louis X1V would have envied him.

The problemsraised by the socidigt and interventionist critique of the market
economy are purely economic and can be dedit with only intheway inwhichthis
book tries to dedl with them: by a thorough andysis of human action and al
thinkablesystemsof socid cooperation. Thepsychol ogicd problem of why people
scorn and digparage capitalism and call everything they didike* capitdigtic’ and
everything they praise “sociaigtic” concerns higory and must be left to the
historians. But there are severd other issues which we must stress et this point.

The advocates of totalitarianism consider “capitalism” aghastly evil, an
awful illness that came upon mankind. In the eyes of Marx it was an
inevitable stage of mankind’s evolution, but for all that the worst of evils;
fortunately salvation is imminent and will free man forever from this
disaster. In the opinion of other peopleit would have been possible to avoid
capitalism if only men had been more moral or more skillful in the choice
of economic policies. All such lucubrations have one feature in common.
They look upon capitalism as if it were an accidental phenomenon which
could be eliminated without altering conditionsthat are essential in civilized
man’s acting and thinking. As they neglect to bother about the problem of
economic calculation, they are not aware of the consequences which the
abolition of the monetary calculus is bound to bring about. They do not
realize that socialist men for whom arithmetic will be of no use in planning
action, will differ entirely in their mentality and in their mode of thinking
from our contemporaries. In dealing with socialism, we must not overlook
thismental transformation, evenif we wereready to passover in silencethe
disastrous consequences which would result for man’ s material well-being.

The market economy is a man-made mode of acting under the division
of labor. But this does not imply that it is something accidental or artificial
and could be replaced by another mode. The market economy isthe product
of along evolutionary process. It isthe outcome of man’ sendeavorsto adjust
hisactioninthebest possibleway to the given conditionsof hisenvironment
that he cannot alter. It isthe strategy, asit were, by the application of which
man has triumphantly progressed from savagery to civilization.

Some authorsargue: Capitalism wasthe economic system which brought
about the marvelous achievements of the last two hundred years; therefore
it isdone for because what was beneficial in the past cannot be so for our time
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and for the future. Such reasoning isin open contradiction to the principles
of experimental cognition. There is no need at this point to raise again the
question of whether or not the science of human action can adopt the methods of
the experimental naturd sciences. Even if it were permissible to answer this
question in the affirmetive, it would be abaurd to argue as these a rebours
experimentalists do. Experimenta science arguesthat because a wasvdid in the
pagt, it will bevaid in the future too. It mugt never arguethe other way round and
assert that because awas vdid in the pagt, itisnot valid in the future.

It iscustomary to blame the economists for an dleged disregard of history.
The economists, it is contended, consder the market economy astheideal and
eterna pattern of social cooperation. They concentrate their studies upon
invegtigating the conditions of the market economy and neglect everything el se.
They do not bother about the fact that capitalisn emerged only in the last two
hundred years and that even today it is restricted to acomparatively small area
of the earth’s surface and to a minority of peoples. There were and are, say
thesecritics, other civilizationswith adifferent mentality and different modes
of conducting economic affairs. Capitalism is, when seen sub specie
aeternitatis, a passing phenomenon, an ephemeral stage of historical evolu-
tion, just the transition from precapitalistic agesto a postcapitalistic future.

All these criticisms are spurious. Economics is, of course, not a branch
of history or of any other historical science. It is the theory of al human
action, the general science of theimmutable categories of action and of their
operation under al thinkable specia conditions under which man acts. It
provides as such the indispensable mental tool for dealing with historical
and ethnographic problems. A historian or an ethnographer who neglectsin
his work to take full advantage of the results of economics is doing a poor
job. Infact hedoesnot approach the subject matter of hisresearch unaffected
by what he disregards as theory. He is at every step of his gathering of
alegedly unadulterated facts, in arranging thesefacts, and in hisconclusions
derived from them, guided by confused and garbled remnants of perfunctory
economic doctrines constructed by botchers in the centuries preceding the
elaboration of an economic science and long since entirely exploded.

Theanaysisof theproblemsof themarket society, the only pattern of human
action in which caculation can be applied in planning action, opens accessto
theanalysisof all thinkable modes of action and of all economic problemswith
which historiansand ethnographersare confronted. All noncapitdistic methods
of economic management can be studied only under the hypothetical as-
sumption that in them too cardinal numbers can be used in recording past
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action and planning future action. This is why economists place the study
of the pure market economy in the center of their investigations.

Itisnot theeconomistswho lack the* historica sense” and ignorethefactor of
evolution, but their critics. The economists have aways been fully aware of the
fact thet the market economy is the product of along historical process which
began when the human race emerged from the ranks of the other primates. The
champions of what is mistakenly caled * higtoricism” areintent upon undoing the
effects of evolutionary changes. In their eyes everything the existence of which
they cannot trace back to aremote past or cannot discover in the customs of some
primitive Polynesian tribesis artificial, even decadent. They consider the fact that
an ingtitution wasunknown to savages asa proof of itsuselessnessand rottenness,
Marx and Engelsand thePruss an professorsof theHigtorical School exultedwhen
they learned that private property is“only” ahigorica phenomenon. For themthis
wasthe proof thet their socidist planswerereeiizable8

Thecrestivegeniusiset variancewith hisfellow citizens. Asthepioneer of things
new and unheard of heisin conflict with their uncritica acceptance of traditional
standards and values In his eyesthe routine of the regular citizen, the average or
commonman, issmply stupidity. For him*bourgeois’ isasynonym of imbecility.9

8. Themost amazing product of thiswidespread mode of thought isthe book
of a Prussian professor, Bernhard Laum (Die geschlossene Wirtschaft
[Tubingen, 1933]). Laum assembles a vast collection of quotations from
ethnographical writings showing that many primitive tribes considered
economic autarky as natural, necessary, and morally good. He concludes from
thisthat autarky isthenatural and most expedient state of economic management
and that the return to autarky which he advocates is “a biologically necessary
process.” (p. 491).

9. Guy de Maupassant analyzed Flaubert’ s alleged hatred of the bourgeoisin
Etude sur Gustave Flaubert (reprinted in Oeuvres completes de Gustave
Flaubert [Paris, 1885], Voal, VII). Flaubert, says M aupassant, “ aimait lemonde”
(p. 67); that is, he liked to move inthe circle of Paris society composed of
aristocrats, wealthy bourgeois, and the elite of artists, writers, philosophers,
scientists, statesmen, and entrepreneurs(promoters). He used theterm bourgeois
as synonymous with imbecility and defined it this way: “I call bourgeois
whoever has mean thoughts (pense bassement).” Hence it is obvious that in
employing the term bourgeois Flaubert did not have in mind the bougeoise as a
social class, but akind of imbecility he most frequently found in this class. He
wasfull of contempt for the common man (* le bon peuple” ) aswell. However,
as hahad more frequent contacts with the“ gensdu monde” than with workers,
thestupidity of theformer annoyed him morethan that of thelatter (p. 59). These
observations of Maupassant held good not only for flaubert, but for the
“anti-bourgeois’ sentiments of al artists. Incidentally, it must be emphasized
that fromaMarxian point of view Flaubertisa®bourgeois’ writer and hisnovels
are an “ideological superstructure” of the “capitalist or bourgeois mode of
production.”
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Thefrustrated artistswho take delight in aping the genius' smannerismin order
to forget and to conceal their own impotence adopt this terminology. These
Bohemianscall everything they dislike “bourgeois.” Since Marx has made the
term*“capitalist” equivaentto* bourgeois,” they usebothwordssynonymoudy.
In the vocabularies of al languages the words “capitdistic” and “bourgeois’
Sgnify today al that is shameful, degrading, and infamous.° Contrariwise,
people cal al that they deem good and praiseworthy “socidist.” The regular
scheme of arguing isthis; A man arbitrarily calls anything he dislikes* capital-
igic,” and then deduces from this gppellation that the thing is bad.

This semantic confusion goes still further. Sismondi, the romantic eulo-
gistsof theMiddle Ages, al socialist authors, the Prussian Historical School,
and the American I nstitutionalists taught that capitalism isan unfair system
of exploitation sacrificing the vital interests of the majority of peoplefor the
sole benefit of asmall group of profiteers. No decent man can advocate this
“mad” system. The economistswho contend that capitalismisbeneficial not
only to asmall group but to everyone are “ sycophants of the bourgeoisie.”
They are either too dull to recognize the truth or bribed apologists of the
selfish classinterests of the exploiters.

Capitalism, in the terminology of these foes of liberty, democracy, and
the market economy, means the economic policy advocated by big business
and millionaires. Confronted with the fact that some—but certainly not
all-wealthy entrepreneurs and capitalists nowadays favor measuresrestrict-
ing freetrade and competition and resulting in monopoly, they say: Contem-
porary capitalism standsfor protectionism, cartds, and the abolition of compe-
tition. It istrue, they add, that at a definite period of the past British capitalism
favored free trade both on the domestic market and in internationa relations.
Thiswas because at that time the classinterests of the British bourgecisewere
best served by such apolicy. Conditions, however, changed and today capital-
ism, i.e., the doctrine advocated by the exploiters, aims at another policy.

It hasd ready been pointed out that thisdoctrine badly distortsboth economic
theory and historica facts™! Therewere and there will adwaysbepeoplewhose
selfish ambitionsdemand protection for vested interestsand who hopeto derive
advantage from measures restricting competition. Entrepreneursgrown old and
tired and the decadent heirs of people who succeeded in the past didike the
agile parvenuswho challenge their wealth and their eminent social position.

10.The Nazi’s used “Jewish” as a synonym of both “capitalist” and
“bourgeois.”
11.Cf. above, pp. 80-84.
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Whether or not their desire to make economic conditions rigid and to hinder
improvements can be realized, depends on the climate of public opinion. The
ideologica structure of the nineteenth century, as fashioned by the prestige of
the teachings of the liberal economidts, rendered such wishes vain. When the
technologica improvements of the age of liberalism revolutionized the tradi-
tiona methodsof production, trangportation, and marketing, thosewhose vested
interests were hurt did not ask for protection because it would have been a
hopeless venture. But today it is deemed a legitimate task of government to
prevent an efficient man from competing with theless efficient. Public opinion
sympathizes with the demands of powerful pressure groups to stop progress.
The butter producers are with considerable success fighting againgt margarine
and the musicians againgt recorded music. The labor unions are deadly foes of
every new machine. It isnot amazing that in such an environment less efficient
businessmen aim at protection against more efficient competitors.

It would be correct to describe this state of affairsin thisway: Today many
or some groups of business are no longer liberal; they do not advocate a pure
market economy and free enterprise, but, onthe contrary, are asking for various
measuresof government interferencewith business. Butitisentirely mideading
to say that the meaning of the concept of capitalism has changed and that
“mature capitalism’—asthe American Institutionalistscall it—or “late capital -
ism”"—asthe Marxianscall it—is characterized by restrictive policiesto protect
the vested interests of wage earners, farmers, shopkeepers, artisans, and some-
times dso of capitalists and entrepreneurs. The concept of capitdismisasan
economic concept immutable; if it means anything, it means the market
economy. One deprives onesdf of the semantic tools to deal adequately with
the problems of contemporary history and economic policiesif one acquiesces
in adifferent terminology. This faulty nomenclature becomes understandable
only if we realize that the pseudo-economists and the politicians who apply it
want to prevent people from knowing what the market economy redlly is. They
want to make people believe that dl the repulsive manifestations of restrictive
government policies are produced by “capitalism.”

4. The Sovereignty of the Consumers

Thedirection of all economic affairsisinthe market society atask of the
entrepreneurs. Theirsisthe control of production. They are at the helm and
steer the ship. A superficial observer would believe that they are supreme.
But they are not. They are bound to obey unconditionally the captain’s
orders. The captain is the consumer. Neither the entrepreneurs nor the
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farmers nor the capitalists determine what hasto be produced. The consum-
ersdo that. If abusinessman does not strictly obey the orders of the public
as they are conveyed to him by the structure of market prices, he suffers
losses, he goes bankrupt, and is thus removed from his eminent position at
the helm. Other men who did better in satisfying the demand of the consum-
ersreplace him.

The consumers patronize those shops in which they can buy what they
want at the cheapest price. Their buying and their abstention from buying
decides who should own and run the plants and the farms. They make poor
people rich and rich people poor. They determine precisely what should be
produced, inwhat quality, and in what quantities. They aremercilessbosses,
full of whims and fancies, changeable and unpredictable. For them nothing
counts other than their own satisfaction. They do not care a whit for past
merit and vestedinterests. If somethingisoffered tothemthat they like better
or that is cheaper, they desert their old purveyors. Intheir capacity asbuyers
and consumersthey are hard-hearted and callous, without consideration for
other people.

Only thesellersof goodsand servicesof thefirst order areindirect contact
with the consumers and directly depend on their orders. But they transmit
theordersreceived fromthe publicto all those producing goods and services
of the higher orders. For the manufacturers of consumers goods, the
retailers, the service trades, and the professions are forced to acquire what
they need for the conduct of their own business from those purveyors who
offer them at the cheapest price. If they were not intent upon buying in the
cheapest market and arranging their processing of the factors of production
so astofill the demands of the consumersin the best and cheapest way, they
would be forced to go out of business. More efficient men who succeeded
better in buying and processing the factors of production would supplant
them. The consumer is in a position to give free rein to his caprices and
fancies. The entrepreneurs, capitalists, and farmers have their hands tied;
they are bound to comply in their operations with the orders of the buying
public. Every deviation from the lines prescribed by the demand of the
consumers debits their account. The slightest deviation, whether willfully
brought about or caused by error, bad judgment, or inefficiency, restricts
their profits or makes them disappear. A more serious deviation resultsin
lossesand thusimpairsor entirely absorbstheir wealth.Capitalists, entrepre-
neurs, and landowners can only preserve and increase their wealth by filling
best the orders of the consumers. They are not free to spend money which
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the consumers are not prepared to refund to them in paying more for the
products. In the conduct of their business affairsthey must be unfeeling and
stony-hearted because the consumers, their bosses, arethemselvesunfeeling
and stony-hearted.

The consumers determine ultimately not only the prices of the
consumers’ goods, but no less the prices of al factors of production. They
determine the income of every member of the market economy. The con-
sumers, not the entrepreneurs, pay ultimately the wages earned by every
worker, the glamorous movie star as well as the charwoman. With every
penny spent the consumers determine the direction of al production processes
and the detail s of the organization of all business activities. This state of affairs
has been described by cdling the market a democracy in which every penny
givesaright to cast abal lot.2 It would be more correct to say that ademocratic
condtitution is a scheme to assign to the citizensin the conduct of government
the same supremacy the market economy gives them in their capacity as
consumers. However, the comparison is imperfect. In the political democracy
only the votes cast for the mgjority candidate or the majority plan are effective
in shaping the course of affairs. The votes polled by the minority do not directly
influence policies. But on themarket no voteis cast in vain. Every penny spent
hasthe power to work upon the production processes. The publishers cater not
only to the majority by publishing detective stories, but aso to the minority
reading lyrica poetry and philosophicd tracts. The bakeriesbakebread not only
for healthy people, but dso for the sck on specid diets. The decison of a
consumer is carried into effect with the full momentum he givesit through his
readiness to spend a definite amount of money.

It istrue, in the market the various consumers have not the same voting
right. The rich cast more votes than the poorer citizens. But thisinequality
isitself the outcome of apreviousvoting process. To berich, inapuremarket
economy, is the outcome of success in filling best the demands of the
consumers. A wealthy man can preserve his wealth only by continuing to
serve the consumersin the most efficient way.

Thus the owners of the material factors of production and the entrepre-
neurs are virtually mandataries or trustees of the consumers, revocably
appointed by an election daily repeated.

Thereisinthe operation of amarket economy only oneinstanceinwhich
the proprietary class is not completely subject to the supremacy of the

12.Cf. Frank A. Fetter, The Principlesof Economics(3d ed. New Y ork, 1913),
pp. 394-410.
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consumers. Monopoly prices are an infringement of the sway of the con-
sumers.

The Metaphorical Employment of the Terminology of Political Rule

The orders given by businessmen in the conduct of their affairs can be
heard and seen. Nobody can fail to become aware of them. Even messenger
boys know that the boss runs things around the shop. But it requires alittle
more brains to notice the entrepreneur’s dependence on the market. The
ordersgiven by the consumers are not tangible, they cannot be perceived by
the senses. Many people lack the discernment to take cognizance of them.
They fall victim to the delusion that entrepreneurs and capitalists are
irresponsible autocrats whom nobody calls to account for their actions.

The outgrowth of this mentality is the practice of applying to business
theterminology of political ruleand military action. Successful businessmen
are caled kings or dukes, their enterprise an empire, a kingdom, or a
dukedom. It this idiom were only a harmless metaphor, there would be no
need to criticizeit. But it isthe source of serious errors which play asinister
role in contemporary doctrines.

Government isan apparatus of compulsion and coercion. It hasthe power
to obtain obedience by force. Thepalitical sovereign, beit an autocrat or the
people as represented by its mandataries, has power to crush rebellions as
long as hisideological might subsists.

The position which entrepreneurs and capitalists occupy in the market
economy is of adifferent character. A “chocolate king” has no power over
the consumers, his patrons. He provides them with chocolate of the best
possible quality and at the cheapest price. He does not rule the consumers,
he serves them. The consumers are not tied to him. They are free to stop
patronizing his shops. He loses his “kingdom” if the consumers prefer to
spendtheir pennieselsewhere. Nor doeshe*“rule” hisworkers. Hehirestheir
services by paying them precisely that amount which the consumers are
ready to restoreto himin buying the product. Still less do the capitalistsand
entrepreneursexercise political control. Thecivilized nations of Europeand
Americawere long controlled by governments which did not considerably
hinder the operation of the market economy. Today these countries too are
dominated by parties which are hostile to capitalism and believe that every
harm inflicted upon capitalists and entrepreneursis extremely beneficial to
the people.

In an unhampered market economy the capitalists and entrepreneurs

13.Bedtrice Webb, Lady Passfield, herself the daughter of a wealthy
businessman, may be quoted as an outstanding example of this mentality. Cf.
My Apprenticeship (New York, 1926), p. 42.
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cannot expect an advantage from bribing officeholders and politicians. On
the other hand, the officeholders and politicians are not in a position to
blackmail businessmen and to extort graft from them. In an interventionist
country powerful pressuregroupsareintent upon securing for their members
privileges at the expense of weaker groups and individuals. Then the
businessmen may deem it expedient to protect themselves against discrim-
inatory acts on the part of the executive officers and the legislature by
bribery; once used to such methods, they may try to employ them in order
to secure privileges for themselves. At any rate the fact that businessmen
bribe politicians and officeholders and are blackmailed by such people does
not indicate that they are supreme and rule the countries. It is those ruled—
and not the rulers—who bribe and are paying tribute.

The magjority of businessmen are prevented from resorting to bribery
either by their moral convictions or by fear. They venture to preserve the
free enterprise system and to defend themselves against discrimination by
legitimate democratic methods. They form trade associations and try to
influence public opinion. The results of these endeavors have been rather
poor, asis evidenced by the triumphant advance of anticapitalist policies.
The best that they have been able to achieve is to delay for a while some
especially obnoxious measures.

Demagogues misrepresent this state of affairsin the crassest way. They
tell usthat these associations of bankersand manufacturersarethetruerulers
of their countries and that the whole apparatus of what they call
“plutodemocratic” government is dominated by them. A simple enumera-
tion of the laws passed in the last decades by any country’s legislature is
enough to explode such legends.

5. Competition

In nature there prevail irreconcilable conflicts of interests. The means of
subsistence are scarce. Proliferation tends to outrun subsistence. Only the
fittest plants and animals survive. The antagonism between an animal starving
to death and another that snatches the food away from it isimplacable.

Social cooperation under thedivision of labor removessuch antagonisms.
It substitutes partnership and mutuality for hostility. Themembersof society
are united in acommon venture.

Theterm competition as applied to the conditions of animal lifesignifiesthe
rivalry between animalswhich manifestsitsdf in their search for food. Wemay
call this phenomenon biological competition. Biological competition must not
be confused with social competition, i.e., the gtriving of individualsto attain the
most favorable position in the system of social cooperation. As there will
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always be positions which men value more highly than others, people will
strive for them and try to outdo rivals. Social competition is consequently
present in every conceivablemode of social organization. If wewant tothink
of astate of affairsinwhichthereisno socia competition, we must construct
theimage of asociaist system in which the chief in his endeavorsto assign
to everybody his place and task in society is hot aided by any ambition on
the part of his subjects. The individuals are entirely indifferent and do not
apply for special appointments. They behave like the stud horses which do
not try to put themselves in afavorable light when the owner picks out the
stallion toimpregnate his best brood mare. But such peoplewould no longer
be acting men.

Catallactic competitionisemul ation between peoplewho want to surpass
one another. It is not a fight, although it is usual to apply to it in a
metaphorical sensetheterminol ogy of war and internecineconflict, of attack
and defense, of strategy and tactics. Thosewho fail are not annihilated; they
are removed to a place in the social system that is more modest, but more
adequate to their achievements than that which they had planned to attain.

Inatotalitarian system, social competition manifestsitself in the endeav-
ors of people to court the favor of those in power. In the market economy,
competition manifestsitself inthefact that the sellersmust outdo oneanother
by offering better or cheaper goods and services, and that the buyers must
outdo one another by offering higher prices. In dealing with this variety of
socia competition which may be called catallactic competition, we must
guard ourselves against various popular fallacies.

The classical economists favored the abolition of all trade barriers pre-
venting people from competing on the market. Such restrictive laws, they
explained, result in shifting production from those places in which natural
conditions of production are more favorableto placesin which they areless
favorable. They protect thelessefficient managainst hismoreefficientrival.
They tend to perpetuate backward technol ogical methods of production. In
short they curtail production and thus lower the standard of living. In order
to makeall peoplemore progperous, the economistsargued, competition should
be free to everybody. In this sense they used the term free competition. There
wasnothing metaphysical intheir employment of thetermfree. They advocated
the nullification of privileges barring people from access to certain trades and
markets. All the sophisticated lucubrations caviling a the metaphysical conno-
tations of the adjectivefree as applied to competition are spurious; they haveno
reference whatever to the catalactic problem of competition.
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As far as natural conditions come into play, competition can only be
“free” with regard to those factors of production which are not scarce and
therefore not objects of human action. In the catallactic field competitionis
always restricted by the inexorable scarcity of the economic goods and
services. Even in the absence of institutional barriers erected to restrict the
number of those competing, the state of affairs is never such as to enable
everyone to compete in all sectors of the market. In each sector only
comparatively small groups can engage in competition.

Catallactic competition, one of the characteristic features of the market
economy, isasocial phenomenon. It is not aright, guaranteed by the state
and the laws, that would make it possible for every individual to choose ad
libitum the place in the structure of the division of labor he likes best. To
assign to everybody his proper placein society isthetask of the consumers.
Their buying and abstention from buyingisinstrumental in determining each
individual’s social position. Their supremacy is not impaired by any privi-
leges granted to the individuals qua producers. Entrance into a definite
branch of industry isvirtually freeto newcomersonly asfar astheconsumers
approve of this branch’s expansion or as far as the newcomers succeed in
supplanting those already occupiedinit by filling better or more cheaply the
demands of the consumers. Additional investment is reasonable only to the
extent that it fills the most urgent among the not yet satisfied needs of the
consumers. If theexisting plantsare sufficient, it would bewasteful toinvest
more capital in the sameindustry. The structure of market prices pushesthe
new investorsinto other branches.

It is necessary to emphasize this point because thefailureto graspitisat
theroot of many popular complaints about theimpossibility of competition.
Some sixty years ago people used to declare: Y ou cannot compete with the
railroad companies; it isimpossible to challenge their position by starting
competing lines; in the field of land transportation there is no longer
competition. Thetruth wasthat at that timethe already operating lineswere
by and large sufficient. For additional capital investment the prospects were
more favorable in improving the serviceableness of the aready operating lines
and in other branches of business than in the congtruction of new railroads.
However, thisdid not interfere with further technological progressin trangpor-
tation technique. The bigness and the economic “power” of therailroad com-
panies did not impede the emergence of the motor car and the airplane.

Today people assert the same with regard to various branches of big
business: You cannot challenge their position, they are too big and too
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powerful. But competition does not mean that anybody can prosper by
simply imitating what other people do. It meansthe opportunity to servethe
consumersin abetter or cheaper way without being restrained by privileges
granted to those whose vested interests the innovation hurts. What a new-
comer who wants to defy the vested interests of the old established firms
needs most is brains and ideas. If his project isfit to fill the most urgent of
the unsatisfied needs of the consumers or to purvey them at a cheaper price
than their old purveyors, he will succeed in spite of the much talked of
bigness and power of the old firms.

Catallactic competition must not be confused with prizefightsand beauty
contests. The purpose of such fights and contestsis to discover who is the
best boxer or the prettiest girl. The social function of catallactic competition
is, to be sure, not to establish who is the smartest boy and to reward the
winner by atitleand medals. Itsfunction isto safeguard the best satisfaction
of the consumers attai nable under the given state of the economic data.

Equality of opportunity is a factor neither in prize fights and beauty
contests nor in any other field of competition, whether biological or social.
The immense majority of people are by the physiologica structure of their
bodies deprived of achance to attain the honors of aboxing champion or a
beauty queen. Only very few people can compete on the labor market as
opera singers and movie stars. The most favorable opportunity to compete
inthefield of scientific achievement isprovided to theuniversity professors.
Y et, thousands and thousands of professors pass away without leaving any
trace in the history of ideas and scientific progress, while many of the
handicapped outsiders win glory through marvel ous contributions.

Itisusual tofind fault with thefact that catallactic competitionisnot open
to everybody in the same way. The start is much more difficult for a poor
boy than for the son of awealthy man. But the consumers are not concerned
about the problem of whether or not the men who shall servethem start their
careers under equa conditions. Their only interest is to secure the best
possible satisfaction of their needs. Asthe system of hereditary property is
more efficient in this regard, they prefer it to other less efficient systems.
They look at the matter from the point of view of socia expediency and
socia welfare, not from the point of view of an aleged, imaginary, and
unrealizable “natural” right of every individual to compete with equal
opportunity. The readlization of such a right would require placing at a
disadvantage those born with better intelligence and greater will power than
the average man. It is obvious that this would be absurd.
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Theterm competition is mainly employed asthe antithesis of monopoly.
In this mode of speech the term monopoly is applied in different meanings
which must be clearly separated.

Thefirst connotation of monopoly, very frequently impliedinthe popular
use of theterm, signifies a state of affairsin which the monopolist, whether
anindividual or agroup of individuals, exclusively controls one of the vital
conditions of human survival. Such amonopolist has the power to starveto
death all those who do not obey his orders. He dictates and the others have
no aternative but either to surrender or to die. With regard to such a
monopoly there is no market or any kind of catallactic competition. The
monopoligt isthe master and the rest are daves entirdy dependent on hisgood
graces. Thereisno needto dwell upon thiskind of monopoly. It hasnoreference
whatever to amarket economy. It is enough to cite oneingtance. A world-em-
bracing socialist state would exercise such an absolute and total monopoaly; it
would have the power to crush its opponents by starving them to desth.*

The second connotation of monopoly differs from the first in that it
describes a state of affairs compatible with the conditions of a market
economy. A monopolist in this senseisan individual or agroup of individ-
uals, fully combining for joint action, who has the exclusive control of the
supply of a definite commodity. If we define the term monaopoly in this way,
the domain of monopoly appears very vast. The products of the processing
industries are more or less different from one another. Each factory turns out
productsdifferent from those of the other plants. Each hotd hasamonopoly on
the sde of its services on the site of its premises. The professond services
rendered by aphysician or alawyer are never perfectly equa to those rendered
by any other physician or lawyer. Except for certain raw materials, foodstuffs,
and other staple goods, monopaly is everywhere on the market.

However, themere phenomenon of monopoly iswithout any significance
and relevancefor the operation of themarket and the determination of prices.
It does not give the monopolist any advantagein selling his products. Under
copyright law every rhymester enjoys amonopoly in the sale of his poetry.
But this does not influence the market. It may happen that no price whatever
can berealized for his stuff and that hisbooks can only be sold at their waste
paper value.

Monopoly in this second connotation of the term becomesafactor in the
determination of prices only if the demand curve for the monopoly good

14.Cf. Trotsky (1937) as quoted by Hayek, The Road to Serfdom (London,
1944), p. 89.
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concerned is shaped in a particular way. If conditions are such that the
monopolist can secure higher net proceeds by selling a smaller quantity of
his product at a higher price than by selling a greater quantity of his supply
at alower price, there emerges a monopoly price higher than the potential
market price would have been in the absence of monopoly. Monopoly prices
are an important market phenomenon, while monopoly as such is only
important if it can result in the formation of monopoly prices.
Itiscustomary to call prices which are not monopoly prices competitive
prices. Whileit isquestionablewhether or not thisterminology isexpedient,
it isgenerally accepted and it would be difficult to change it. But one must
guard oneself against its misinterpretation. It would be a serious blunder to
deduce from the antithesis between monopoly price and competitive price
that the monopoly price is the outgrowth of the absence of competition.
Thereis dways catall actic competition on the market. Catallactic competition
is no less a factor in the determination of monopoly prices than it isin the
determination of competitive prices. The shape of thedemand curvethat makes
the appearance of monopoly prices possible and directs the monopolists
conduct is determined by the competition of all other commodities competing
for thebuyers dollars. The higher the monopoalist fixesthe price at which heis
ready to sdl,the more potentid buyersturn their dollars toward other vendible
goods. On the market every commodity competeswith dl other commodities.
There are people who maintain that the catallactic theory of pricesis of
no use for the study of reality because there has never been “free” competi-
tion or because, at |least today, there is no longer any such thing. All these
doctrinesare wrong.15 They misconstrue the phenomenaand simply do not
know what competitionreally is. Itisafact that thehistory of thelast decades
is a record of policies aiming at the restriction of competition. It is the
manifest intention of these schemesto grant privileges to certain groups of
producers by protecting them against the competition of more efficient
competitors. In many instances these policies have brought about the con-
ditions required for the emergence of monopoly prices. In many other
instances this was not the case and the result was only a state of affairs
preventing many capitalists, entrepreneurs, farmers, and workers from en-
tering those branches of industry in which they would have rendered the
most valuable services to their fellow citizens. Catallactic competition has

15.For a refutation of the fashionable doctrines of imperfect and of
monopolistic competition cf. F. A. Hayek, Individualismand Economic Order
(Chicago, 1948), pp. 92-118.
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been serioudly restricted, but the market economy is still in operation
athough sabotaged by government and labor unioninterference. Thesystem
of catallactic competition is still functioning although the productivity of
labor has been serioudly reduced.

It is the ultimate end of these anticompetition policies to substitute for
capitalism a socialist system of planning in which there is no catalactic
competition at all. While shedding crocodile tears about the decline of
competition, the planners want to abolish this “mad” competitive system.
They have attained their goal in some countries. But in the rest of the world
they have only restricted competition in some branches of business by
increasing the number of people competing in other branches.

The forces aiming at arestriction of competition play agreat rolein our
day. It is an important task of the history of our age to dea with them.
Economic theory has no need to refer to them in particular. The fact that
there are trade barriers, privileges, cartels, government monopolies and
labor unions is merely a datum of economic history. It does not require
special theoremsfor itsinterpretation.

6. Freedom

Philosophers and lawyers have bestowed much pain upon attempts to
define the concept of freedom or liberty. It can hardly be maintained that
these endeavors have been successful.

The concept of freedom makes sense only as far asit refers to interhuman
reletions. Therewereauthorswhotold storiesabout an original—naturd—free-
dom which man was supposed to have enjoyed in afabul ous state of nature that
precededtheestablishment of socid reations. Y et such mentdly andeconomicaly
sf-aufficient individuds or families, roaming about the country, were only free
aslong asthey did not run into a stronger fellow’ s way. In the pitiless biologicd
competition the sronger was dways right, and the weaker wes |eft no choice
except unconditiona surrender. Primitive man was certainly not born free.

Only within the frame of a socia system can a meaning be attached to the
term freedom. As a praxeologica term, freedom refers to the sphere within
which aacting individua isin a position to choose between alternative modes
of action. A manisfreein sofar asheispermitted to choose endsand the means
to be used for the attainment of those ends. A man’s freedom is most rigidly
retricted by thelaws of nature aswell asby the laws of praxeology. He cannot
attain ends which are incompatible with one another. If he chooses to indulge
in gratifications that produce definite effects upon the functioning of his
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body or his mind, he must put up with these consequences. It would be
inexpedient to say that man is not free because he cannot enjoy the pleasures
of indulgence in certain drugs without being affected by their inevitable
results, commonly considered as highly undesirable. While thisis admitted
by and large by all reasonabl e peopl e, thereisno such unanimity with regard
to the appreciation of the laws of praxeology.

Man cannot have both the advantages derived from peaceful cooperation
under the principle of the division of labor within society and the license of
embarking upon conduct that is bound to disintegrate society. He must
choose between the observance of certain rulesthat make lifewithin society
possible and the poverty and insecurity of the “dangerouslife” in a state of
perpetual warfareamongindependent individuals. Thisisnolessrigidalaw
determining the outcome of al human action than are the laws of physics.

Y et thereis afar-reaching difference between the sequel s resulting from
adisregard of the laws of nature and those resulting from adisregard of the
lawsof praxeology. Of course, both categoriesof |aw take care of themselves
without requiring any enforcement on the part of man. But the effects of a
choicemadeby anindividual aredifferent. A manwho absorbspoisonharms
himself alone. But aman who choosesto resort to robbery upsets the whole
socia order. While he alone enjoys the short-term gains derived from his
action, the disastrous long-term effects harm all the people. His deed is a
crime because it has detrimental effects on his fellow men. If society were
not to prevent such conduct, it would soon become general and put an end
to socia cooperation and all the boons the latter confers upon everybody.

In order to establish and to preserve social cooperation and civilization,
measures are needed to prevent asocial individuals from committing acts
that are bound to undo all that man has accomplished in his progress from
the Neanderthal level. In order to preserve the state of affairsin which there
isprotection of theindividual against the unlimited tyranny of stronger and
smarter fellows, an institution is needed that curbs all antisocial elements.
Peace—the absence of perpetual fighting by everyone against everyone—
can be attained only by the establishment of asystem in which the power to
resort to violent action is monopolized by a socia apparatus of compulsion
and coercion and the application of this power in any individual case is
regulated by a set of rules—the man-made laws as di stinguished both from
the laws of nature and those of praxeology. The essentia implement of a
socia system is the operation of such an apparatus commonly called
government.
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The concepts of freedom and bondage make sense only when referring
to the way in which government operates. It would be highly inexpedient
and misleading to say that amanisnot free because, if hewantsto stay alive,
his power to choose between adrink of water and one of potassium cyanide
isrestricted by nature. It would be no lessinconvenient to call aman unfree
because the law imposes sanctions upon his desire to kill another man and
because the police and the penal courts enforce them. Asfar asthe govern-
ment—the social apparatus of compulsion and oppression—confines the
exercise of its violence and the threat of such violence to the suppression
and prevention of antisocial action, there prevails what reasonably and
meaningfully can be called liberty. What isrestrained ismerely conduct that
is bound to disintegrate social cooperation and civilization, thus throwing
all people back to conditionsthat existed at the time homo sapiens emerged
from the purely animal existence of its nonhuman ancestors. Such coercion
does not substantially restrict man’s power to choose. Even if there were no
government enforcing man-made laws, the individual could not have both
the advantages derived from the existence of social cooperation on the one
hand, and, on the other, the pleasures of freely indulging in the rapacious
animal instincts of aggression.

In themarket economy, the laissez-faire type of socia organization, thereis
a sphere within which the individual is free to choose between various modes
of acting without being restrained by the threat of being punished. If, however,
the government does more than protect people againg violent or fraudulent
aggresson on the part of antisocial individuas, it reduces the sphere of the
individual’s freedom to act beyond the degree to which it is restricted by
praxeological law. Thuswemay definefreedom asthat state of affairsinwhich
the individua’s discretion to choose is not congtrained by governmental vio-
lence beyond the marginwithin which the praxeol ogical law restrictsit anyway.

This is what is meant if one defines freedom as the condition of an
individual within the frame of the market economy. Heisfreein the sense
that thelaws and the government do not force him to renounce hisautonomy
and self-determination to a greater extent than the inevitable praxeol ogical
law does. What heforegoesisonly theanimal freedom of living without any
regard to the existence of other specimens of his species. What the social
apparatus of compulsion and coercion achieves is that individuals whom
malice, shortsightedness or mental inferiority prevent from realizing that by
indulging in actsthat are destroying society they are hurting themselvesand
al other human beings are compelled to avoid such acts.
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From this point of view one has to deal with the often-raised problem of
whether conscription and the levy of taxes mean arestriction of freedom. If
the principles of the market economy were acknowledged by all people al
over theworld, therewould not be any reasonto wagewar and theindividual
states could live in undisturbed peace.16 But as conditions arein our age, a
free nation is continually threatened by the aggressive schemes of totalitar-
ian autocracies. If it wants to preserve its freedom, it must be prepared to
defend its independence. If the government of a free country forces every
citizen to cooperate fully in its designs to repel the aggressors and every
able-bodied man to join the armed forces, it does not impose upon the
individual a duty that would step beyond the tasks the praxeological law
dictates. In aworld full of unswerving aggressors and enslavers, integral
unconditional pacifismistantamount to unconditional surrender to the most
ruthless oppressors. He who wants to remain free, must fight unto death
thosewho areintent upon depriving him of hisfreedom. Asisolated attempts
on the part of each individual to resist are doomed to failure, the only
workableway isto organizeresistance by thegovernment. The essential task
of government is defense of the social system not only against domestic
gangsters but also against external foes. He who in our age opposes arma-
mentsand conscriptionis, perhapsunbeknownto himself, an abettor of those
aiming at the enslavement of all.

The maintenance of a government apparatus of courts, police officers,
prisons, and of armed forces requires considerable expenditure. To levy
taxesfor these purposesisfully compatible with the freedom the individual
enjoysin afree market economy. To assert this does not, of course, amount
to ajustification of the confiscatory and discriminatory taxation methods
practiced today by the self-styled progressive governments. There is need
to stress this fact, because in our age of interventionism and the steady
“progress’ toward totalitarianism the governments employ the power to tax
for the destruction of the market economy.

Every step agovernment takes beyond the fulfillment of itsessentia functions
of protecting the smooth operation of the market economy against aggression,
whether on the part of domestic or foreign disturbers, is a step forward on aroad
that directly leadsinto the totditarian sysem where thereisno freedom at all.

Liberty and freedom are the conditions of man within a contractual
society. Socia cooperation under a system of private ownership of the
factorsof production meansthat withintherangeof themarket theindividual

16.See below, p. 685.
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isnot bound to obey and to serve an overlord. Asfar as he gives and serves
other people, hedoes so of hisown accordin order to berewarded and served
by the receivers. He exchanges goods and services, he does not do compul-
sory labor and does not pay tribute. He is certainly not independent. He
depends on the other members of society. But this dependence is mutual.
The buyer depends on the seller and the seller on the buyer.

The main concern of many writers of the nineteenth and twentieth
centurieswasto misrepresent and to distort thisobvious state of affairs. The
workers, they said, are at the mercy of their employers. Now, it istrue that
the employer has the right to fire the employee. But if he makes use of this
right in order to indulge in hiswhims, he hurts his own interests. It isto his
own disadvantageif hedischargesabetter manin order to hirealessefficient
one. Themarket doesno directly prevent anybody from arbitrarily inflicting
harm on his fellow citizens; it only puts a penalty upon such conduct. The
shopkeeper is free to be rude to his customers provided heis ready to bear
the consequences. The consumers are free to boycott a purveyor provided
they areready to pay the costs. What impel severy man to the utmost exertion
inthe service of hisfellow men and curbsinnate tendenciestoward arbitrar-
iness and maliceis, in the market, not compulsion and coercion on the part
of gendarmes, hangmen, and penal courts; it is self-interest. The member of
acontractual society isfreebecause he servesothersonly in serving himself.
What restrains him is only the inevitable natural phenomenon of scarcity.
For therest heisfreein the range of the market.

There is no kind of freedom and liberty other than the kind which the
market economy brings about. In atotalitarian hegemonic society the only
freedom that is left to the individual, because it cannot be denied to him, is
the freedom to commit suicide.

Thestate, thesocial apparatusof coercionand compulsion, ishby necessity
ahegemonic bond. If government were in aposition to expand its power ad
libitum, it could abolish the market economy and substitute for it all-round
totalitarian socialism. In order to prevent this, it is necessary to curb the
power of government. Thisisthetask of all constitutions, billsof rights, and
laws. Thisisthemeaning of all struggleswhich men havefought for liberty.

The detractors of liberty arein thissenseright in calling it a“bourgeois’
issue and in blaming the rights guaranteeing liberty for being negative. In
therealm of state and government, liberty meansrestraint imposed upon the
exercise of the police power.

Therewould be no need to dwell upon this obviousfact if the champions
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of theabolition of liberty had not purposdy brought about asemantic confusion.
They redlized that it was hopeless for them to fight openly and sincerely for
restraint and servitude. The notions liberty and freedom had such pregtige thet
no propagandacoul d shaketheir popularity. Sincetimeimmemorial intherealm
of Western civilization liberty has been considered as the most precious good.
Wha gave to the West its eminence was precisaly its concern about liberty, a
social ided foreigntotheoriental peoples. Thesocia philosophy of the Occident
isessentialy aphilosophy of freedom. Themain content of thehistory of Europe
and the communities founded by European emigrants and their descendantsin
other parts of the world wasthe strugglefor liberty. “ Rugged” individualismis
the signature of our civilization. No open attack upon the freedom of the
individual had any prospect of success.

Thus the advocates of totalitarianism chose other tactics. They reversed
the meaning of words. They call true or genuine liberty the condition of the
individuals under a system in which they have no right other than to obey
orders. In the United States, they call themselves true liberal s because they
strive after such a social order. They call democracy the Russian methods
of dictatorial government. They call the labor union methods of violence
and coercion “industrial democracy.” They call freedom of the press a state
of affairs in which only the government is free to publish books and
newspapers. They define liberty as the opportunity to do the“right” things,
and, of course, they arrogateto themsel vesthe determination of what isright
and what is not. In their eyes government omnipotence means full liberty.
To free the police power from al restraints is the true meaning of their
struggle for freedom.

The market economy, say these self-styled liberals, grantsliberty only to
a parasitic class of exploiters, the bourgeoisie. These scoundrels enjoy the
freedom to endave the masses. The wage earner is not free; he must toil for
the sole benefit of his masters, the employers. The capitalists appropriate to
themselves what according to the inalienable rights of man should belong
to the worker. Under socialism the worker will enjoy freedom and human
dignity because he will no longer have to slave for a capitalist. Socialism
means the emancipation of the common man, means freedom for all. It
means, moreover, richesfor all.

Thesedoctrineshave been ableto triumph because they did not encounter
effective rational criticism. Some economists did abrilliant job in unmask-
ing their crass falacies and contradictions. But the public ignores the
teachingsof economics. Theargumentsadvanced by averagepoliticiansand



THE MARKET 285

writers against socialism are either silly or irrelevant. It is useless to stand
uponanalleged“natural” right of individual sto own property if other people
assert that the foremost “natural” right is that of income equality. Such
disputes can never be settled. It isbeside the point to criticize nonessential,
attendant features of the socialist program. One does not refute socialism by
attacking the socialists' stand on religion, marriage, birth control, and art.
Moreover, in dealing with such matters the critics of socialism were often
in the wrong.

In spite of these serious shortcomings of the defenders of economic
freedom it was impossible to fool al the people al the time about the
essential features of socialism. The most fanatical planners were forced to
admit that their projects involve the abolition of many freedoms people
enjoy under capitalism and “plutodemocracy.” Pressed hard, they resorted
toanew subterfuge. Thefreedom to be abolished, they emphasize, ismerely
the spurious “economic” freedom of the capitalists that harms the common
man. Outside the “economic sphere” freedom will not only be fully pre-
served, but considerably expanded. “Planning for Freedom” has lately
becomethe most popular slogan of thechampionsof totalitarian government
and the Russification of all nations.

Thefallacy of thisargument stemsfrom the spurious distinction between
two realm of human life and action, entirely separated from one another,
viz., the“economic” sphere and the “noneconomic” sphere. With regard to
this issue there is no need to add anything to what has been said in the
preceding parts of thisbook. However, thereis another point to be stressed.

Freedom, as people enjoyed it in the democratic countries of Western
civilization in the years of the old liberalism’s triumph, was not a product
of constitutions, bills of rights, laws, and statutes. Those documents aimed
only at safeguarding liberty and freedom, firmly established by the operation
of the market economy, against encroachments on the part of officeholders.
No government and no civil law can guarantee and bring about freedom
otherwise than by supporting and defending the fundamental institutions of
the market economy. Government means always coercion and compulsion
and is by necessity the opposite of liberty. Government is a guarantor of
liberty andiscompatiblewithliberty only if itsrangeisadequately restricted
to the preservation of what is called economic freedom. Where there is no
market economy, the best_intentioned provisions of constitutions and laws
remain adead letter.

Thefreedom of man under capitalismisan effect of competition. Theworker
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does not depend on the good graces of an employer. If hisemployer discharges
him, he finds another empl oyer.17 The consumer is not a the mercy of the
shopkeeper. He isfree to patronize another shop if he likes. Nobody must kiss
other people’ shands or fear their disfavor. Interpersond relationsare business-
like. the exchange of goods and servicesismutual; itisnot afavor to sdl or to
buy, it isatransaction dictated by selfishness on either side.

It is true that in his capacity as a producer every man depends either
directly—e.g., the entrepreneur—or indirectly—e.g., the hired worker—on
the demands of the consumers. However, this dependence upon the suprem-
acy of the consumers is not unlimited. If a man has a weighty reason for
defying the sovereignty of the consumers, hecantry it. Thereisintherange
of the market a very substantial and effective right to resist oppression.
Nobody is forced to go into the liquor industry or into a gun factory if his
conscience objects. He may haveto pay apricefor hisconviction; there are
in thisworld no ends the attainment of which isgratuitous. But it isleft toa
man’ s own decision to choose between amaterial advantage and the call of
what he believesto be hisduty. In the market economy theindividual alone
isthe supreme arbiter in matters of his satisfaction.*®

Capitalist soci ety hasnomeansof compelling amantochangehisoccupation
or his place of work other than to reward those complying with the wants of the
consumersby higher pay. Itisprecisaly thiskind of pressurewhich many people
consider as unbearableand hope to see abolished under socialism. They aretoo
dull to redlize that the only aternativeisto convey to the authorities full power
to determine in what branch and at what place a man should work.

17.See below, pp. 598-600.

18.Inthe political sphereresistanceto oppression on the part of the established
government is the ultima ratio of those oppressed. However illegal and
unbearable the oppression, however lofty and noble the motives of the rebels,
and however beneficial theconsequencesof their violent resistance, arevolution
is aways an illegal act, disintegrating the established order of state and
government. It is an essential mark of civil government that it isin its territory
the only agency which isin a position to resort to measures of violence or to
declarelegitimatewhatever violenceispracticed by other agencies. A revolution
is an act of warfare between the citizens, it abolishes the very foundations of
legality and is at best restrained by the questionable international customs
concerning belligerency. If victorious, it can afterwards establish a new legal
order and a new government. But it can never enact a legal “right to resist
oppression.” Such an impunity granted to people venturing armed resistance to
the armed forces of the government is tantamount to anarchy and incompatible
with any mode of government. The Constituent Assembly of the first French

Revolution was foolish enough to decree such aright; but it was not so foolish
asto take its own decree seriously.
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In his capacity as consumer manisno lessfree. Healone decideswhat is
moreand what islessimportant for him. He chooseshow to spend hismoney
according to his own will.

The substitution of economic planning for the market economy removes
al freedom and leaves to the individual merely the right to obey. The
authority directing all economic matters controls all aspects of aman’slife
and activities. It isthe only employer. All 1abor becomes compul sory labor
because the employee must accept what the chief deigns to offer him. The
economic tsar determines what and how much of each the consumer may
consume. There is no sector of human lifein which a decision isleft to the
individual’s value judgments. The authority assigns a definite task to him,
trains him for his job, and employs him at the place and in the manner it
deems expedient.

As soon as the economic freedom which the market economy grants to
its members is removed, al political liberties and bills of rights become
humbug. Habeas corpus and trial by jury are asham if, under the pretext of
economic expediency, the authority has full power to relegate every citizen
it dislikesto the arctic or to adesert and to assign him “hard labor” for life.
Freedom of the pressis a mere blind if the authority controls al printing
offices and paper plants. And so are al the other rights of men.

A man isfree as far as he shapes hislife according to his own plans. A
man whose fate is determined by the plans of a superior authority, in which
the exclusive power to plan is vested, is not free in the sense in which this
term “free” was used and understood by all people until the semantic
revolution of our day brought about a confusion of tongues.

7. Inequality of Wealth and Income

The inequality of individuals with regard to wealth and income is an
essential feature of the market economy.

The fact that freedom isincompatible with equaity of wealth and income
has been stressed by many authors. Thereisno need to enter into an examination
of the emotional arguments advanced in these writings. Neither isit necessary
to raise the question of whether the renunciation of liberty could in itsdf
guarantee the establishment of equdity of wealth and income and whether or
not a society could subsist on the basis of such an equality. Our task is merely
to describe the role inequdity playsin the framework of the market society.

In the market society direct compulsion and coercion are practiced only
for the sake of preventing acts detrimental to social cooperation. For therest
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individuals are not molested by the police power. The law-abiding citizen
isfreefromtheinterferenceof jailersand hangmen. What pressureisneeded
to impel an individua to contribute his share to the cooperative effort of
production is exercised by the price structure of the market. Thispressureis
indirect. It puts on each individual’s contribution a premium graduated
according to the value which the consumers attach to this contribution. In
rewarding the individual’s effort according to its value, it leaves to every-
body the choice between a more or less complete utilization of his own
faculties and abilities. This method cannot, of course, eliminate the disad-
vantages of inherent personal inferiority. But it provides an incentive to
everybody to exert hisfaculties and abilities to the utmost.

The only alternativeto thisfinancial pressure as exercised by the market
is direct pressure and compulsion as exercised by the police power. The
authorities must be entrusted with the task of determining the quantity and
quality of work that each individual is bound to perform. Asindividualsare
unequal with regard to their abilities, this requires an examination of their
personalities on the part of the authorities. The individual becomes an inmate
of apenitentiary, as it were, to whom a definite task isassigned. If he failsto
achieve what the authorities have ordered him to do, heisliableto punishment.

It is important to realize in what the difference consists between direct
pressure exercised for the prevention of crime and that exercised for the
extortion of a definite performance. In the former case all that is required
from the individual is to avoid a certain mode of conduct, precisely deter-
mined by law. Asaruleitiseasy to establish whether or not thisinterdiction
has been observed. In the second case the individual isliable to accomplish
adefinite task; the law forces him toward an indefinite action, the determi-
nation of which isleft to the decision of the executive power. Theindividual
is bound to obey whatever the administration orders him to do. Whether or
not the command issued by the executive power was adeguate to hisforces
and faculties and whether or not he has complied with it to the best of his
abilitiesisextremely difficult to establish. Every citizen iswith regard to all
aspectsof hispersonality and withregard to all manifestationsof hisconduct
subject to the decisions of the authorities. In the market economy in atrial
beforeapenal court the prosecutor isobliged to produce sufficient evidence
that thedefendant isguilty. But in matters of the performance of compul sory
work it devolves upon the defendant to prove that the task assigned to him
was beyond his abilities or that he has done all that can be expected of him.
The administrators combinein their personsthe offices of thelegisator, the
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executor of thelaw, the public prosecutor, and thejudge. The defendantsare
entirely at their mercy. Thisiswhat people have in mind when speaking of
lack of freedom.

No system of the social division of labor can do without a method that
makesindividualsresponsiblefor their contributionsto the joint productive
effort. If thisresponsibility is not brought about by the price structure of the
market and theinequality of wealth andincomeit begets, it must be enforced
by the methods of direct compulsion as practiced by the police.

8. Entrepreneuria Profit and Loss

Profit, in abroader sense, isthegain derived from action; itistheincrease
in satisfaction (decrease in uneasiness) brought about; it is the difference
between the higher value attached to the result attained and the lower value
attached to the sacrifices made for its attainment; it, in other words, yield
minus costs. To make profit is invariably the aim sought by any action. If
an action fails to attain the ends sought, yield either does not exceed costs
or lags behind costs. In the latter case the outcome means aloss, adecrease
in satisfaction.

Profit and lossin this original sense are psychic phenomenaand as such
not open to measurement and a mode of expression which could convey to
other people precise information concerning their intensity. A man can tell
afellow man that a suits him better than b; but he cannot communicate to
another man, except invagueandindistinct terms, how much the satisfaction
derived from a exceeds that derived from b.

In the market economy all those things that are bought and sold against
money are marked with money prices. In the monetary calculus profit
appears as a surplus of money received over money expended and lossas a
surplus of money expended over money received. Profit and loss can be
expressed in definite amounts of money. It is possible to ascertain in terms
of money how much an individual has profited or lost. However, thisis not
astatement about a social phenomenon, about theindividual’ s contribution
to the societal effort asit is appraised by the other members of society. It
does not tell us anything about the individual’s increase or decrease in
satisfaction or happiness. It merely reflects his fellow men’s evaluation of
his contribution to social cooperation. This evaluation is ultimately deter-
mined by the efforts of every member of society to attain the highest possible
psychic profit. It isthe resultant of the composite effect of all these people’s
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subjective and personal value judgments as manifested in their conduct
on the market. But it must not be confused with these value judgments
as such.

We cannot even think of astate of affairsin which people act without the
intention of attaining psychic profit and in which their actionsresult neither
in psychic profit nor in psychic loss.® Inthe imaginary construction of an
evenly rotating economy there are neither money profits nor money losses.
But every individua derives a psychic profit from his actions, or else he
would not act at al. The farmer feeds and milks his cows and sellsthe milk
because he val uesthe things he can buy against the money thus earned more
highly than the costs expended. The absence of money profits or lossesin
such an evenly rotating system is due to the fact that, if we disregard the
differences brought about by the higher valuation of present goods as
compared with future goods, the sum of the prices of all complementary
factors needed for production precisely equals the price of the product.

In the changing world of reality differences between the sum of the
prices of the complementary factors of production and the prices of the
products emerge again and again. It is these differences that bring about
money profits and money losses. Asfar as such changes affect the sellers
of labor and those of the original nature-given factors of production and
of the capitalists as moneylenders, we will deal with them later. At this
point we are dealing with the promoters’ entrepreneurial profit and loss.
It is this problem that people have in mind when employing the terms
profit and loss in mundane speech.

Like every acting man, the entrepreneur is always a speculator. He deals
with the uncertain conditions of the future. His success or failure depends
on the correctness of his anticipation of uncertain events. If he failsin his
understanding of thingsto come, heisdoomed. The only sourcefrom which
an entrepreneur’ s profits stem is his ability to anticipate better than other
people the future demand of the consumers. If everybody is correct in
anticipating the future state of the market of a certain commodity, its price
and the prices of the complementary factors of production concerned would
already today be adjusted to this future state. Neither profit nor loss can
emerge for those embarking upon this line of business.

Thespecific entrepreneurial function consistsin determining theemploy-

19.If an action neither improves nor impairs the state of satisfaction, it still
involves a psychic loss because of the uselessness of the expended psychic
effort. The individual concerned would have been better off if he had inertly
enjoyed life.
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ment of thefactorsof production. Theentrepreneur isthemanwho dedicates
themto special purposes. Indoing so heisdriven solely by theselfishinterest
in making profits and in acquiring wealth. But he cannot evade the law of
the market. He can succeed only by best serving the consumers. His profit
depends on the approval of his conduct by the consumers.

One must not confuse entrepreneurial profit and loss with other factors
affecting the entrepreneur’ s proceeds.

The entrepreneur’s technological ability does not affect the specific
entrepreneuria profit or loss. As far as his own technological activities
contribute to the returns earned and increase his net income, we are con-
fronted with a compensation for work rendered. It is wages paid to the
entrepreneur for his labor. Neither does the fact that not every process of
production succeedstechnol ogically in bringing about the product expected,
influence the specific entrepreneuria profit or loss. Such failures are either
avoidableor unavoidable. Inthefirst casethey are duetothetechnologically
inefficient conduct of affairs. then the losses resulting are to be debited to
the entrepreneur’ s personal insufficiency, i.e., either to his lack of techno-
logical ability or to his lack of the ability to hire adequate helpers. In the
second case the failures are due to the fact that the present state of techno-
logical knowledge prevents us from fully controlling the conditions on
which successdepends. Thisdeficiency may be caused either by incompl ete
knowledge concerning the conditions of successor by ignorance of methods
for controlling fully some of the known conditions. The price of the factors
of production takes into account this unsatisfactory state of our knowledge
and technological power. The price of arable land, for instance, takes into
full account the fact that there are bad harvests, as it is determined by the
anticipated average yield. The fact that the bursting of bottles reduces the
output of champagne does not affect entrepreneurial profit and loss. It is
merely one of the factors determining the cost of production and the price
of champagne.20

Accidents affecting the process of production, the means of production,
or the products while they are still in the hands of the entrepreneur are an
item in the bill of production costs. Experience, which conveys to the
businessman all other technological knowledge, provides him also with

20.Cf. Mangoldt, Die Lehre vom Unternehmergewinn (Leipzig, 1855), p. 82.
The fact that out of 100 liters of plain wine one cannot produce 100 liters of
champagne, but asmaller quantity, hasthe same significance asthefact that 100

kilograms of sugar beet do not yield 100 kilograms of sugar but a smaller
quantity.
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information about the average reduction in the quantity of physical output
which such accidents are likely to bring about. By opening contingency
reserves, he converts their effects into regular costs of production. With
regard to contingencies the expected incidence of which istoo rare and too
irregular to be dealt with in this way by individua firms of normal size,
concerted action on the part of sufficiently large groups of firms take care
of thematter. Theindividual firmscooperateunder the principleof insurance
against damage caused by fire, flood, or other similar contingencies. Then
an insurance premium is substituted for an appropriation to a contingency
reserve. At any rate, the risks incurred by accidents do not introduce
uncertainty into the conduct of thetechnological proc&s%?l If anentrepre-
neur neglects to deal with them duly, he gives proof of his technical
insufficiency. The losses thus incurred are to be debited to bad techniques
applied, not to his entrepreneurial function.

The elimination of those entrepreneurs who fail to give to their
enterprises the adequate degree of technological efficiency or whose
technological ignorance vitiates their cost calculation is effected on the
market in the same way in which those deficient in the performance of
the specific entrepreneurial functions are eliminated. It may happen that
an entrepreneur is so successful in his specific entrepreneurial function
that he can compensate losses caused by histechnological failure. It may
al so happen that an entrepreneur can counterbalance losses dueto failure
in his entrepreneurial function by the advantages derived from his tech-
nological superiority or from the differential rent yielded by the higher
productivity of the factors of production he employs. But one must not
confuse the various functions which are combined in the conduct of a
business unit. The technologically more efficient entrepreneur earns
higher wage rates or quasi-wage rates than the |less efficient in the same
wy in which the more efficient worker earns more than the less efficient.
The more efficient machine and the more fertile soil produce higher
physical returns per unit of costs expended; they yield adifferential rent
when compared with the less efficient machine and the less fertile sail.
The higher wage rates and the higher rent are, ceteris paribus, the
corollary of higher physical output. But the specific entrepreneurial
profitsand loses are not produced by the quantity of physical output. The
depend on the adjustment of output to the most urgent wants of the
consumers. What produces them is the extent to which the entrepreneur

21.Cf. Knight, Risk, Uncertainty and Profit (Boston, 1921), pp. 211-213.
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has succeeded or failed in anticipating the future—necessarily uncertain—
state of the market.

The entrepreneur is also jeopardized by political dangers. Government
policies, revol utions, and wars can damage or annihilate hisenterprise. Such
events do not affect him alone; they affect the market economy as such and
alindividuals, although not al of them to the same extent. For theindividual
entrepreneur they are data which he cannot dter. If heis efficient, he will
anticipate them in time. But it is not always possible for him to adjust his
operationsin such away asto avoid damage. If thedangersexpected concern
only apart of the territory which is accessible to his entrepreneurial activi-
ties, he can avoid operating in the menaced areas and can prefer countries
inwhichthedanger islessimminent. But if he cannot emigrate, he must stay
where heis. If al entrepreneurs were fully convinced that the total victory
of Bolshevism was impending, they would nevertheless not abandon their
entrepreneurial activities. The expectation of imminent expropriation will
impel the capitaliststo consumetheir funds. Theentrepreneurswill beforced
toadjust their plansto the market situation created by such capital consump-
tion and the threatened nationalization of their shops and plants. But they
will not stop operating. If some entrepreneursgo out of business, otherswill
taketheir place—newcomersor old entrepreneursexpanding thesizeof their
enterprises. In the market economy there will aways be entrepreneurs.
Policies hostile to capitalism may deprive the consumers of the greater part
of the benefits they would have reaped from unhampered entrepreneurial
activities. But they cannot eliminate the entrepreneurs as such if they do not
entirely destroy the market economy.

The ultimate source from which entrepreneurial profit and loss are
derived is the uncertainty of the future constellation of demand and
supply.

If all entrepreneurs were to anticipate correctly the future state of the
market, there would be neither profits nor losses. The prices of al the
factors of production would already today be fully adjusted to
tomorrow’s prices of the products. In buying the factors of production
the entrepreneur would have to expend (with due allowance for the
difference between the prices of present goods and future goods) no less
an amount than the buyers will pay him later for the product. An
entrepreneur can make a profit only if he anticipates future conditions
more correctly than other entrepreneurs. Then he buys the complemen-
tary factors of production at pricesthe sum of which, including allowance
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for thetimedifference, issmaller than the price at which he sellsthe product.

If we want to construct the image of changing economic conditions in
which there are neither profits nor losses, we must resort to an unrealizable
assumption: perfect foresight of all future events on the part of all individ-
uals. If those primitive hunters and fishermen to whom it is customary to
ascribe the first accumulation of produced factors of production had known
in advance al the future vicissitudes of human affairs, and if they and al
their descendants until the last day of judgment, equipped with the same
omniscience, had appraised all factors of production accordingly, entrepre-
neurial profitsandlosseswould never haveemerged. Entrepreneuria profits
and losses are created through the discrepancy between the expected prices
and the prices later redlly fixed on the markets. It is possible to confiscate
profitsand to transfer them from theindividual sto whom they have accrued
to other people. But neither profits nor losses can ever disappear from a
changing world not populated solely with omniscient people.

9. Entrepreneurial Profitsand Lossesin a Progressing
Economy

In the imaginary construction of a stationary economy the total sum of
al entrepreneurs’ profits equals the total sum of all entrepreneurs’ losses.
What one entrepreneur profitsisin the total economic system counterbal-
anced by another entrepreneur’ sloss. The surplus which al the consumers
together expend for the acquisition of a certain commodity is counterbal-
anced by the reduction in their expenditure for the acquisition of other
commodities.??

Itisdifferent in aprogressing economy.

Wecall aprogressing economy an economy inwhichthe per capitaquota
of capital invested isincreasing. In using this term we do not imply value
judgments. Weadopt neither the“ materialistic” view that suchaprogression
is good nor the “idealistic” view that it is bad or at least irrelevant from a
“higher point of view.” Of course, it isawell-known fact that the immense
majority of people consider the consequences of progress in this sense as
the most desirable state of affairs and yearn for conditions which can be
realized only in aprogressing economy.

In the stationary economy the entrepreneurs, in the pursuit of their

22.1f we were to apply the faulty concept of a“nationa income” as used in

popular speech, we would have to say that no part of national income goesinto
profits.



THE MARKET 295

specific functions, cannot achieve anything other than to withdraw factors
of production, provided that they are till converti ble,23 from one line of
businessin order to employ them in another line, or to direct the restoration
of the equivalent of capital goods used up in the course of production
processes toward the expansion of certain branches of industry at the
expense of other branches. In the progressing economy the range of entre-
preneuria activities includes, moreover, the determination of the employ-
ment of the additional capital goods accumulated by new savings. The
injection of these additional capital goodsisbound toincreasethetotal sum
of theincome produced, i.e., of that supply of consumers' goodswhich can
be consumed without diminishing the capital available and thereby without
reducing the output of future production. Theincrease of incomeiseffected
either by an expansion of production without altering the technological
methods of production or by an improvement in technological methods
which would not have been feasible under the previous conditions of aless
ample supply of capital goods.

It is out of this additional wealth that the surplus of the total sum of
entrepreneurial profits over the total sum of entrepreneuria losses flows.
But it can beeasily demonstrated that this surpluscan never exhaust thetotal
increase in wealth brought about by economic progress. The laws of the
market divide this additional wealth between the entrepreneurs and the
suppliersof labor and those of certain material factors of production in such
away that the lion’s share goes to the nonentrepreneurial groups.

First of all we must realize that entrepreneuria profits are not a lasting
phenomenon but only temporary. There prevails an inherent tendency for
profits and losses to disappear. The market is always moving toward the
emergence of the final prices and the fina state of rest. If new changesin
the data were not to interrupt this movement and not to create the need for
a new adjustment of production to the altered conditions, the prices of all
complementary factors of production would—due allowance being made
for time preference—finally equal the price of the product, and nothing
would be left for profits or losses. In the long run every increase of
productivity benefitsexclusively theworkersand somegroupsof theowners
of land and of capital goods.

In the groups of the owners of capital goods there are benefitted:

1. Those whose saving has increased the quantity of capital goods

23.The problem of the convertibility of capital goodsisdealt with below, pp.
503-505.
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available. They own this additional wealth, the outcome of their restraint in
consuming.

2. The owners of those capital goods already previously existing which,
thanksto theimprovement in technol ogi cal methods of production, are now
better utilized than before. Such gainsare, of course, temporary only. They
are bound to disappear as they cause a tendency toward an intensified
production of the capital goods concerned.

On the other hand, the increase in the quantity of capital goods available
lowersthe marginal productivity of these capital goods; it thus brings about
afall in the prices of the capital goods and thereby hurts the interests of all
those capitalistswho did not share at al or not sufficiently in the process of
saving and the accumulation of the additional supply of capital goods.

In the group of thelandownersall those are benefitted for whom the new
state of affairs results in a higher productivity of their farms, forests,
fisheries, mines, and so on. On the other hand, al those are hurt whose
property may become submarginal on account of the higher return yielded
by the land owned by those benefitted.

In the group of labor &l derive a lasting gain from the increase in the
marginal productivity of labor. But, on the other hand, in the short run some
may suffer disadvantages. These are people who were speciadized in the
performance of work which becomes obsolete as a result of technological
improvement and are fitted only for jobs in which—in spite of the general
risein wage rates—they earn less than before.

All these changes in the prices of the factors of production begin im-
mediately with theinitiation of theentrepreneurial actionsdesigned to adjust
the processes of production to the new state of affairs. In dealing with this
problem as with the other problems of changesin the market data, we must
guard ourselves against the popul ar fallacy of drawing asharp line between
short-run and long-run effects. What happens in the short run is precisely
thefirst stagesof thechain of successivetransformationswhichtendtobring
about the long-run effects. The long-run effect isin our case the disappear-
ance of entrepreneurial profits and losses. The short-run effects are the
preliminary stages of this process of elimination which finaly, if not
interrupted by a further change in the data, would result in the emergence
of the evenly rotating economy.

It is necessary to comprehend that the very appearance of an excessin
thetotal amount of entrepreneurial profitsover thetotal amount of entrepre-
neurial losses depends upon the fact that this process of the elimination of
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entrepreneuria profit and loss begins at the same time as the entrepreneurs
begin to adjust the complex of production activities to the changed data.
There is never in the whole sequence of events an instant in which the
advantages derived from the increase in the amount of capital available and
from technical improvements benefit the entrepreneurs only. If the wealth
and the income of the other strata were to remain unaffected, these people
could buy the additional productsonly by restricting their purchases of other
products accordingly. Then the profits of one group of entrepreneurswould
exactly equal the lossesincurred by other groups.

What happensisthis: The entrepreneurs embarking upon the utiliza-
tion of the newly accumulated capital goods and the improved techno-
logical methods of production are in need of complementary factors of
production. Their demand for these factors is a new additional demand
which must raise their prices. Only as far as thisrise in prices and wage
rates occurs, are the consumers in a position to buy the new products
without curtailing the purchase of other goods. Only so far can a surplus
of the total sum of all entrepreneurial profits over al entrepreneurial
losses come into existence.

The vehicle of economic progress is the accumulation of additional
capital goods by means of saving and improvement in technological meth-
ods of production the execution of which is almost always conditioned by
theavailahility of such new capital. The agentsof progressarethe promoting
entrepreneurs intent upon profiting by means of adjusting the conduct of
affairsto the best possible satisfaction of the consumers. Inthe performance
of their projects for the realization of progress they are bound to share the
benefits derived from progress with the workers and also with a part of the
capitalistsandlandownersandtoincreasethe portion allotted to these people
step by step until their own share melts away entirely.

Fromthisit becomes evident that it isabsurd to speak of a“rate of profit”
or an “average rate of profit.” Profit is not related to or dependent on the
amount of capital employed by the entrepreneur. Capital does not “beget”
profit. Profit and loss are entirely determined by the success or failure of the
entrepreneur to adjust production to the demand of the consumers. Thereis
nothing “normal” in profits and there can never be an “equilibrium” with
regard to them. Profit and loss are, on the contrary, always a phenomenon
of adeviation from “normalcy,” of changes unforeseen by the mgjority, and
of a“disequilibrium.” They haveno placeinanimaginary world of normalcy
and equilibrium. In a changing economy there prevails always an inherent
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tendency for profitsand lossesto disappear. It isonly the emergence of new
changeswhichrevivesthem again. Under stationary conditionsthe* average
rate” of profits and lossesis zero. An excess of the total amount of profits
over that of lossesis a proof of the fact that there is economic progress and
an improvement in the standard of living of all strata of the population. The
greater this excessis, the greater isthe increment in general prosperity.

Many people are utterly unfit to deal with the phenomenon of entrepre-
neurial profit without indulging in envious resentment. In their eyes the
source of profit is exploitation of the wage earners and the consumers, i.e.,
an unfair reduction in wage rates and ano less unfair increase in the prices
of the products. By rights there should not be any profitsat all.

Economicsisindifferent with regard to such arbitrary value judgments.
It is not interested in the problem of whether profits are to be approved or
condemned from the point of view of an alleged natural law and of an alleged
eternal and immutable code of morality about which personal intuition or
divine revelation are supposed to convey precise information. Economics
merely establishesthe fact that entrepreneurial profitsand losses are essen-
tial phenomena of the market economy. There cannot be amarket economy
without them. It is certainly possible for the police to confiscate al profits.
But such a policy would by necessity convert the market economy into a
senseless chaos. Man has, there is no doubt, the power to destroy many
things, and he has made in the course of history ample use of this faculty.
He could destroy the market economy too.

If those self-styled moralists were not blinded by their envy, they would
not deal with profit without dealing simultaneously with its corollary, loss.
They would not pass over in silence the fact that the preliminary conditions
of economic improvement are an achievement of those whose saving
accumulates the additional capital goods and of the inventors, and that the
utilization of these conditionsfor the realization of economic improvement
is effected by the entrepreneurs. The rest of the people do not contribute to
progress, but they are benefitted by the horn of plenty which other people’s
activities pour upon them.

What has been said about the progressing economy is mutatis mutandis
to be applied to the conditions of aretrogressing economy, i.e., an economy
in which the per capita quota of capital invested is decreasing. In such an
economy thereis an excess in the total sum of entrepreneurial losses over
that of profits. People who cannot free themselves from the fallacy of
thinkingin conceptsof collectivesand wholegroups might raisethequestion
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of how in such aretrogressing economy there could be any entrepreneurial
activity at all. Why should anybody embark upon an enterpriseif he knows
in advance that mathematically his chances of earning profits are smaller
than those of suffering losses? However, this mode of posing the problem
isfallacious. Like everyone else, entrepreneurs do not act as members of a
class, but asindividuals. No entrepreneur bothers a whit about the fate of
thetotality of theentrepreneurs. Itisirrelevant totheindividual entrepreneur
what happens to other people whom theories, according to a certain charac-
teristic, assign to the same class they assign him. In the living, perpetualy
changing market society there are always profits to be earned by efficient
entrepreneurs. The fact that in aretrogressing economy the total amount of
losses exceeds the total amount of profits does not deter a man who has
confidencein his own superior efficiency. A prospective entrepreneur does
not consult the calculus of probability which is of no avail in the field of
understanding. He trusts his own ability to understand future market condi-
tions better than hisless gifted fellow men.

The entrepreneurial function, the striving of entrepreneurs after profits,
isthedriving power in the market economy. Profit and loss are the devices
by means of which the consumers exercise their supremacy on the market.
The behavior of the consumers makes profits and losses appear and thereby
shifts ownership of the means of production from the hands of the less
efficient into those of the more efficient. It makesaman the moreinfluential
in the direction of business activities the better he succeeds in serving the
consumers. In the absence of profit and loss the entrepreneurs would not
know what the most urgent needs of the consumers are. If some entrepre-
neurs were to guess it, they would lack the means to adjust production
accordingly.

Profit-seeking business is subject to the sovereignty of the consumers,
while nonprofit institutions are sovereign unto themselves and not respon-
sibleto the public. Production for profit isnecessarily production for use, as
profitscan only be earned by providing the consumerswith thosethingsthey
most urgently want to use.

Themoralists and sermonizers critique of profitsmissesthe point. Itisnot
the fault of the entrepreneurs that the consumers—the people, the common
man—prefer liquor to Bibles and detective stories to serious books, and thet
governments prefer guns to butter. The entrepreneur does not make greater
profitsin selling “bad” thingsthan in selling “good” things. His profits are the
greater the better he succeedsin providing the consumerswith thosethingsthey
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ask for most intensely. People do not drink intoxicating beveragesin order
to make the “alcohol capital” happy, and they do not go to war in order to
increase the profits of the “merchants of death.” The existence of the
armaments industries is a conseguence of the warlike spirit, not its cause.

It isnot the business of the entrepreneursto make peopl e substitute sound
ideologies for unsound. It rests with the philosophers to change people’s
ideas and ideals. The entrepreneur serves the consumers as they are today,
however wicked and ignorant.

We may admire those who abstain from making gainsthey could reap in
producing deadly weapons or hard liquor. However, their laudable conduct
isamere gesture without any practical effects. Evenif al entrepreneursand
capitalists were to follow their example, wars and dipsomania would not
disappear. As was the case in the precapitalistic ages, governments would
produce the weapons in their own arsenals and drinkers would distill their
own liguor.

The Moral Condemnation of Profit

Profit is earned by the adjustment of the utilization of the human and
material factorsof production to changesin conditions. It isthose benefitted
by this adjustment who, scrambling for the products concerned and offering
and paying for them prices that exceed the costs expended by the seller,
generate the profits. Entrepreneurial profit isnot a“reward” granted by the
customer to the supplier who served him better than the sluggish routinists;
itistheresult of the eagerness of the buyersto outbid otherswho areequally
anxious to acquire a share of the limited supply.

Thedividends of corporations are popularly called profits. Actually they
areinterest onthecapital invested plusthat part of profitsthat isnot ploughed
back intotheenterprise. If theenterprisedoesnot operate successfully, either
no dividends are paid or the dividends contain only interest on the whole or
apart of the capital.

Sacialists and interventionists call profit and interest unearned income,
theresult of depriving theworkers of aconsiderable part of thefruitsof their
effort. Asthey seeit, the products come into existence through toiling as
such and nothing else, and should by rights benefit the toilers alone.

Yet bare labor produces very little if not aided by the employment of the
outcome of previous saving and accumulation of capital. The products are the
outgrowth of a cooperation of labor with toolsand other capital goods directed
by provident entrepreneurial design. Thesavers, whose saving accumul ated and
maintains the capital, and the entrepreneurs, who channel the capital into those
employmentsin which it best servesthe consumers, are no less indispensable
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for the process of production than the toilers. It isnonsensical to impute the
whole product to the purveyors of labor and to pass over in silence the
contribution of the purveyors of capital and of entrepreneurial ideas. What
brings forth usable goods is not physical effort as such, but physical effort
aptly directed by the human mind toward a definite goal. The greater (with
the advance of general well-being) the role of capital goods, and the more
efficient their utilization in the cooperation of thefactorsof production, themore
absurd becomes the romantic glorification of the mere performing of manua
routine jobs. The marvel ous economic improvements of the last two hundred
years were an achievement of the capitalists who provided the capital goods
required and of the dite of technologists and entrepreneurs. The masses of the
manua workers were benefitted by changes which they not only did not
generate but which, more often than not, they tried to cut short.

Some Observations on the Underconsumption
Bogey and on the Purchasing Power Argument

In speaking of underconsumption, people mean to describe a state of
affairsin which a part of the goods produced cannot be consumed because
the people who could consume them are by their poverty prevented from
buying them. These goods remain unsold or can be swapped only at prices
not covering the cost of production. Hence various disarrangements and
disturbancesarise, thetotal complex of whichiscalled economic depression.

Now it hgppens again and again that entrepreneurs err in anticipating the
future state of the market. Instead of producing those goods for which the
demand of the consumers is most intense, they produce less urgently needed
goods or things which cannot be sold at al. These inefficient entrepreneurs
suffer losses while their more efficient competitors who anticipated the wishes
of the consumers earn profits. The losses of the former group of entrepreneurs
are not caused by a general abgtention from buying on the part of the public;
they are dueto the fact that the public prefersto buy other goods.

If it were true, as the underconsumption myth implies, that the workers
aretoo poor to buy the products becausethe entrepreneurs and the capitalists
unfairly appropriate to themselves what by rights should go to the wage
earners, the state of affairs would not be altered. The “exploiters’ are not
supposed to exploit from sheer wantonness. They want, it isinsinuated, to
increase at the expense of the “exploited” either their own consumption or
their own investments. They do not withdraw their booty from the universe.
They spend it either in buying luxuriesfor their own household or in buying
producers goods for the expansion of their enterprises. Of course, their
demand is directed toward goods other than those the wage earners would
have bought if the profits had been confiscated and distributed among them.
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Entrepreneurial errors with regard to the state of the market of various
classes of commodities as created by such “exploitation” are in no way
different from any other entrepreneurial shortcomings. Entrepreneurial er-
rors result in losses for the inefficient entrepreneurs which are counterbal-
anced by the profits of the efficient entrepreneurs. They make business bad
for some groups of industries and good for other groups. They do not bring
about a general depression of trade.

The underconsumption myth is basdess sef-contradictory baderdash. Its
reasoning crumbles away as soon as one beginsto examineit. Itisuntenableeven
if one, for the sake of argument, acceptsthe “exploitation” doctrine ascorrect.

The purchasing power argument runs in a slightly different manner. It
contends that a rise in wage rates is a prerequisite of the expansion of
production. If wage rates do not rise, thereisno usefor businesstoincrease
the quantity and to improve the quality of the goods produced., For the
additional productswould find no buyersor only such buyersasrestrict their
purchases of other goods. What is needed first for the realization of eco-
nomic progressisto make wage rates rise continually. Government or labor
union pressure and compulsion aiming at the enforcement of higher wage
rates are the main vehicles of progress.

Ashas been demonstrated above the emergence of an excessinthetotd sum
of entrepreneurid profitsover thetota sum of entrepreneurial lossesisinsepa
rably bound up with the fact that a portion of the benefits derived from the
increaseinthe quantity of capital goods available and from theimprovement of
technologica proceduresgoesto the nonentrepreneurid groups. Theriseinthe
prices of complementary factors of production, first among them wageraes, is
neither a concession which the entrepreneurswill-nilly must make to the rest of
the people nor a clever device of the entrepreneursin order to make profits. It
isan unavoidable and necessary phenomenon in the chain of successive events
which theendeavorsof the entrepreneursto make profitsby adjusting the supply
of the consumers goods to the new state of affairs are bound to bring about.
The same process which results in an excess of entrepreneurial profits over
losses causes fird—i.e., before such an excess gppears—the emergence of a
tendency toward arisein wage rates and in the prices of many materia factors
of production. Andit isagain the same process that would in the further course
of events make this excess of profits over losses disappear, provided that no
further changes, increasing theamount of capital goodsavailable, wereto occur.
The excess of profits over losses is not a consequence of therise in the prices
of the factors of production. The two phenomena—therisein the prices of the
factorsof production and the excess of profitsover losses—are both sepsin the
process of adjustment of production to theincreasein the quantity of capital
goods and to the technological changes which the entrepreneurial actions



THE MARKET 303

actuate. Only to the extent that the other strata of the popul ation are enriched
by thisadjustment can an excessof profitsover |lossestemporarily comeinto
being.

Thebasic error of the purchasing power argument consistsin misconstru-
ing this causal relation. It turns things upside down when considering the
rise in wage rates as the force bringing about economic improvement.

We will discuss at a later stage of this book the consequences of the
attemptsof thegovernmentsand of organized |abor violenceto enforcewage
rates higher than those determined by a nonhampered market.2* Here we
must only add one more explanatory remark.

When speaking of profitsand losses, pricesand wagerates, what we have
inmind is always real profits and losses, real prices and real wage rates. It
isthearbitrary interchange of money termsand real termsthat hasled many
people astray. This problem too will be dealt with exhaustively in later
chapters. Let usincidentally only mention the fact that arise in real wage
rates is compatible with adrop in nominal wage rates.

10. Promoters, Managers, Technicians, and Bureaucrats

The entrepreneur hires the technicians, i.e., people who have the ability
and the skill to perform definite kinds and quantities of work. The class of
techniciansincludesthegreat inventors, the championsinthefield of applied
science, the constructors and designers aswell asthe performers of the most
simple tasks. The entrepreneur joins their ranks as far as he himself takes
part in the technical execution of his entrepreneuria plans. The technician
contributes his own toil and trouble; but it is the entrepreneur qua entrepre-
neur who directs his labor toward definite goals. And the entrepreneur
himself acts as amandatary, asit were, of the consumers.

The entrepreneurs are not omnipresent. They cannot themselves attend
to the manifold tasks which are incumbent upon them. Adjustment of
production to the best possible supplying of the consumers with the goods
they are asking for most urgently does not merely consist in determining the
general plan for the utilization of resources. There is, of course, no doubt
that thisisthe main function of the promoter and specul ator. But besidesthe
great adjustments, many small adjustments are necessary too. Each of them
may seem trifling and of little bearing upon the total result. But the cumu-
lative effect of shortcomingsin many of these minor matters can be such as
to frustrate entirely the success of a correct solution of the great problems.
At any rate, it is certain that every failure to handle the smaller problems

24.Cf. below, pp. 769-779.



304 HUMAN ACTION

resultsin asquandering of scarce factors of production and consequently in
impairing the best possible satisfaction of the consumers.

Itisimportant to conceive in what respects the problem we havein mind
differs from the technological tasks of the technicians. The execution of
every project upon which the entrepreneur has embarked in making his
decision with regard to the general plan of action requires amultiplicity of
minute decisions. Each of these decisions must be effected in such away as
to prefer that solution of the problem which—uwithout interfering with the
designs of the genera plan for the whole project—is the most economical
one. It must avoid superfluous costs in the same way as does the general
plan. Thetechnician from his purely technological point of view either may
not see any differencein the alternatives offered by various methods for the
solution of such adetail or may give preference to one of these methods on
account of its greater output in physical quantities. But the entrepreneur is
actuated by the profit motive. This enjoins upon him the urge to prefer the
most economical solution, i.e., that solution which avoidsemploying factors
of production whose employment would impair the satisfaction of the more
intensely felt wants of the consumers. He will prefer among the various
methods with regard to which the technicians are neutral, the one the
application of which requires the smallest cost. He may reject the
technicians' suggestion to choose a more costly method securing a greater
physical output if hiscalcul ation showsthat theincreasein output would not
outweigh the increase in cost required. Not only in the great decisions and
plans but no lessin the daily decisions of small problemsasthey turn upin
the current conduct of affairs, the entrepreneur must perform his task of
adjusting production to the demand of the consumers as reflected in the
prices of the market.

Economic cal cul ation as practiced in the market economy, and especially
the system of double-entry bookkeeping, make it possible to relieve the
entrepreneur of involvement in too much detail. He can devote himself to
his great tasks without being entangled in a multitude of trifles beyond any
mortal man’s range of sight. He can appoint assistants to whose solicitude
he entrusts the care of subordinate entrepreneurial duties. And these assis-
tantsin their turn can be aided according to the same principle by assistants
appointed for a smaller sphere of duties. In this way a whole managerial
hierarchy can be built up.

A manager isajunior partner of the entrepreneur, as it were, no matter
what the contractual and financial terms of his employment are. The only
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relevant thing is that his own financial interests force him to attend to the
best of his abilities to the entrepreneuria functions which are assigned to
him within alimited and precisely determined sphere of action.

It isthe system of double-entry bookkeeping that makes the functioning
of the managerial system possible. Thanks to it, the entrepreneur isin a
position to separate the cal culation of each part of histotal enterprisein such
away that he can determine the role it plays within his whole enterprise.
Thus he can look at each section as if it were a separate entity and can
appraise it according to the share it contributes to the success of the total
enterprise. Within this system of business cal culation each section of afirm
representsan integral entity, ahypothetical independent business,asit were.
It is assumed that this section “owns a definite part of the whole capital
employedintheenterprise, that it buysfrom other sectionsand sellsto them,
that it has its own expenses and its own revenues, that its dealings result
either in aprofit or in aloss which isimputed to its own conduct of affairs
as distinguished from the result of the other sections. Thusthe entrepreneur
can assign to each section’ s management agreat deal of independence. The
only directive he givesto aman whom he entrusts with the management of
acircumscribed job isto make as much profit as possible. An examination
of the accounts shows how successful or unsuccessful the managerswerein
executing this directive. Every manager and submanager is responsible for
the working of his section or subsection. It is to his credit if the accounts
show a profit, and it is to his disadvantage if they show a loss. His own
interests impel him toward the utmost care and exertion in the conduct of
his section’ saffairs. If heincurslosses, hewill be replaced by a man whom
the entrepreneur expectsto be more successful, or the whole section will be
discontinued. At any rate, the manager will lose his job. If he succeeds in
making profits, his income will be increased, or at least he will not be in
danger of losing it. Whether or not a manager is entitled to a share in the
profit imputed to his section is not important with regard to the personal
interest he takesin the results of his section’ sdealings. Hiswelfareisat any
rate closely connected with that of hissection. Histask isnot like that of the
technician, to perform a definite piece of work according to a definite
precept. It is to adjust—within the limited scope left to his discretion—the
operation of his section to the state of the market. Of course, just as an
entrepreneur may combinein hisperson entrepreneurial functionsand those
of atechnician, such a union of various functions can also occur with a
manager.
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The manageria function is always subservient to the entrepreneurial
function. It can relieve the entrepreneur of a part of hisminor duties; it can
never evolve into a substitute for entrepreneurship. This fallacy to the
contrary is dueto the error confusing the category of entrepreneurship asit
is defined in the imaginary construction of functiona distribution with
conditions in a living and operating market economy. The function of the
entrepreneur cannot be separated from the direction of the employment of
factors of production for the accomplishment of definite tasks. The entre-
preneur controls the factors of production; it is this control that brings him
either entrepreneurial profit or loss.

It is possible to reward the manager by paying for his services in
proportion to the contribution of his section to the profit earned by the
entrepreneur. But thisis of no avail. As has been pointed out, the manager
is under any circumstances interested in the success of that part of the
business which is entrusted to his care. But the manager cannot be made
answerablefor thelossesincurred. These losses are suffered by the owners
of the capital employed. They cannot be shifted to the manager.

Saciety can freely leave the care for the best possible employment of
capital goods to their owners. In embarking upon definite projects these
ownersexposetheir own property, wealth, and social position. They areeven
more interested in the success of their entrepreneurial activities than is
society asawhole. For society asawhol ethe squandering of capital invested
in adefinite project meansonly theloss of asmall part of itstotal funds; for
the owner it means much more, for the most part theloss of histotal fortune.
But if a manager is given a completely free hand, things are different. He
speculates in risking other people’s money. He sees the prospects of an
uncertain enterprise from another angle than that of the man who isanswer-
ablefor thelosses. Itisprecisely when heisrewarded by ashareof theprofits
that he becomes foolhardy because he does not share in the losses too.

Theillusion that management is the totality of entrepreneurial activities
and that management is a perfect substitute for entrepreneurship is the
outgrowth of amisi nterpretation of theconditionsof thecorporations, thetypica
form of present-day business. It is asserted that the corporation is operated by
the salaried managers, whilethe shareholders are merely passive spectators. All
the powers are concentrated in the hands of hired employees. The shareholders
areidle and usdless; they harvest what the managers have sown.

This doctrine disregards entirely the role that the capital and money
market, the stock and bond exchange, which a pertinent idiom simply calls



THE MARKET 307

the “market,” playsin the direction of corporate business. The dealings of
thismarket are branded by popular anticapitalistic biasasahazardousgame,
asmeregambling. Infact, thechangesinthe pricesof commonand preferred
stock and of corporate bonds are the means applied by the capitalistsfor the
supreme control of the flow of capital. The price structure as determined by
the speculationson the capital and money marketsand on the big commodity
exchanges not only decides how much capital is available for the conduct
of each corporation’s business; it creates a state of affairs to which the
managers must adjust their operationsin detail .

The general direction of acorporation’s conduct of businessis exercised
by the stockholders and their elected mandataries, the directors. The direc-
tors appoint and discharge the managers. In smaller companies and some-
times even in bigger ones the offices of the directors and the managers are
often combined in the same persons. A successful corporation isultimately
never controlled by hired managers. The emergence of an omnipotent
manageria classisnot aphenomenon of the unhampered market economy.
It was, on the contrary, an outgrowth of the interventionist policies con-
sciously aiming at an elimination of the influence of the shareholders and at
their virtual expropriation. In Germany, Italy, and Austriait was a prelimi-
nary step on the way toward the substitution of government control of
businessfor free enterprise, ashasbeen the casein Great Britain with regard
to the Bank of England and the railroads. Similar tendencies are prevalent
in the American public utilities. The marvel ous achievements of corporate
businesswerenot aresult of theactivitiesof asalaried manageria oligarchy;
they wereaccomplished by peoplewho were connected with the corporation
by means of the ownership of aconsiderable part or of the greater part of its
stock and whom part of the public scorned as promoters and profiteers.

Theentrepreneur determinesal one, without any managerial interference,
inwhat lines of businessto employ capital and how much capital to employ.
He determinesthe expansion and contraction of the size of thetotal business
and its main sections. He determines the enterprise’s financial structure.
These are the essential decisions which are instrumental in the conduct of
business. They alwaysfall upon the entrepreneur, in corporationsaswell as
in other types of a firm's legal structure. Any assistance given to the
entrepreneur in thisregard is of ancillary character only; he takesinforma-
tion about the past state of affairsfrom expertsin thefields of law, statistics,
and technology; but thefinal decisionimplying ajudgment about the future
state of the market rests with him alone. The execution of the details of his
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projects may then be entrusted to managers.

The social functions of the manageria elite are no lessindispensablefor the
operation of the market economy than arethefunctions of theelite of inventors,
technologists, engineers, designers, scientists, and experimenters. In the ranks
of the managers many of the most eminent men serve the cause of economic
progress. Successful managers are remunerated by high sdlariesand often by a
shareintheenterprise’ sgrossprofits. Many of theminthecourseof their careers
become themselves capitalists and entrepreneurs. Nonethel ess, the managerid
function isdifferent from the entrepreneurial function.

It is a serious mistake to identify entrepreneurship with management as
in the popular antithesis of “management” and “labor.” This confusion is,
of course, intentional. It is designed to obscure the fact that the functions of
entrepreneurship are entirely different from those of the managers attending
to the minor details of the conduct of business. The structure of business,
the allocation of capital to the various branches of production and firms, the
sizeand theline of operation of each plant and shop are considered asgiven
factsand it isimplied that no further changeswill be effected with regard to
them. Theonly task isto go onintheold routine. In such astationary world,
of course, there is no need for innovators and promoters; the total amount
of profitsis counterbalanced by the total amount of losses. To explode the
fallacies of this doctrineit is enough to compare the structure of American
businessin 1960 with that of 1940.

But evenin astationary world it would be nonsensical to give“labor,” as
apopular slogan demands, a share in management. The realization of such
apostulate would result in syndicali sm.?®

There is furthermore a readiness to confuse the manager with a bureau-
crat.

Bureaucratic management, as distinguished from profit management, is
the method applied in the conduct of administrative affairs, the result of
which has no cash value on the market. The successful performance of the
duties entrusted to the care of a police department is of the greatest import-
ancefor the preservation of social cooperation and benefits each member of
society. But it has no price on the market, it cannot be bought or sold; it can
therefore not be confronted with the expenses incurred in the endeavors to
secureit. It resultsin gains, but these gains are not reflected in profitsliable
to expression in terms of money. The methods of economic calculation, and
especialy those of double-entry bookkeeping, are not applicable to them.

25.Cf. below, pp. 812-820.
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Success or failure of apolice department’ s activities cannot be ascertained
according to the arithmetical procedures of profit-seeking business. No
accountant can establish whether or not a police department or one of its
subdivisions has succeeded.

The amount of money to be expended in every branch of profit-seeking
businessis determined by the behavior of the consumers. If the automobile
industry wereto treble the capital employed, it would certainly improvethe
services it renders to the public. There would be more cars available. But
this expansion of the industry would withhold capital from other branches of
production in which it could fill more urgent wants of the consumers. Thisfact
would render theexpans onof theautomobileindustry unprofitableandincrease
profitsin other branchesof business. In their endeavorsto striveafter the highest
profit obtainable, entrepreneurs areforced to all ocate to each branch of business
only asmuch capital ascan beemployed init without impairing the satisfaction
of more urgent wants of the consumers. Thus the entrepreneurial activitiesare
automatically, asit were, directed by theconsumers wishesasthey arereflected
in the price structure of consumers goods.

No such limitation is enjoined upon the allocation of funds for the
performance of thetasksincumbent upon government activities. Thereisno
doubt that the servicesrendered by the police department of the City of New
Y ork could be considerably improved by trebling the budgetary allocation.
But the question is whether or not thisimprovement would be considerable
enough to justify either the restriction of the services rendered by other
departments—e.g., those of the department of sanitation—or the restriction
of the private consumption of the taxpayers. This question cannot be
answered by the accounts of the police department. These accounts provide
information only about the expenses incurred. They cannot provide any
information about the results obtained, as these results cannot be expressed
in money equivalents. The citizens must directly determine the amount of
services they want to get and are ready to pay for. They discharge this task
by electing councilmen and officeholders who are prepared to comply with
their intentions.

Thus the mayor and the chiefs of the city’s various departments are
restricted by the budget. They are not freeto act upon what they themselves
consider the most beneficial solution of the various problems the citizenry
hasto face. They are bound to spend thefundsall ocated for the purposesthe
budget has assigned them. They must not use them for other tasks. Auditing
inthefield of public administration isentirely different fromthat inthefield
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of profit-seeking business Itsgod isto establishwhether or not thefundsallocated
have been expended in gtrict compliance with the provisions of the budget.

In profit-seeking business the discretion of the managers and sub-
managersisrestricted by considerationsof profit and loss. The profit motive
is the only directive needed to make them subservient to the wishes of the
consumers. Thereisno needto restrict their discretion by minuteinstructions
and rules. If they are efficient, such meddling with details would at best be
superfluous, if not perniciousin tying their hands. If they are inefficient, it
would not render their activitiesmoresuccessful. It would only providethem
with a lame excuse that the failure was caused by inappropriate rules. The
only instruction required is self-understood and does not need to be espe-
cialy mentioned: Seek profit.

Things are different in public administration, in the conduct of govern-
ment affairs. In this field the discretion of the officeholders and their
subaltern aids is not restricted by consideration of profit and loss. If their
supreme boss—no matter whether heisthe sovereign people or asovereign
despot—were to leave them a free hand, he would renounce his own
supremacy intheir favor. These officerswoul d becomeirresponsibleagents,
and their power would supersede that of the people or the despot. They
would do what pleased them, not what their bosses wanted them to do. To
prevent thisoutcome and to makethem subservient to thewill of their bosses
it is necessary to give them detailed instructions regulating their conduct of
affairsin every respect. Then it becomes their duty to handle al affairsin
strict compliance with these rules and regulations. Their freedom to adjust
their actsto what seemsto them the most appropriate solution of aconcrete
problem is limited by these norms. They are bureaucrats, i.e., men who in
every instance must observe a set of inflexible regulations.

Bureaucratic conduct of affairsisconduct bound to comply with detailed
rules and regul ations fixed by the authority of asuperior body. It isthe only
alternative to profit management. Profit management is inapplicablein the
pursuit of affairs which have no cash value on the market and in the
non-profit conduct of affairs which could also be operated on aprofit basis.
The former is the case of the administration of the social apparatus of
coercion and compulsion; thelatter isthe casein the conduct of aninstitution
onanon-profit basis, e.g., aschool, ahospital, or apostal system. Whenever
the operation of a system is not directed by the profit motive, it must be
directed by bureaucratic rules.

Bureaucratic conduct of affairs is, as such, not an evil. It is the only
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appropriate method of handling governmental affairs, i.e., the social appa-
ratus of compulsion and coercion. As government is necessary, bureaucra-
tism is—in this field—no less necessary. Where economic calculation is
unfeasible, bureaucratic methods areindispensable. A socialist government
must apply them to all affairs.

No business, whatever itssize or specific task, can ever becomebureaucratic
s0 long asit is entirely and solely operated on a profit basis. But as soon as it
abandons profit seeking and subgtitutes for it what is called the service princi-
ple—i.e, therendering of serviceswithout regard asto whether or not the prices
to be obtained for them cover the expenses—it must subgtitute bureaucratic
methods for those of entrepreneuria management.26

11. The Selective Process

The selective process of the market is actuated by the composite effort of
all members of the market economy. Driven by the urge to remove hisown
uneasiness as much as possible, each individua isintent, on the one hand,
upon attaining that position in which he can contribute most to the best
satisfaction of everyone else and, on the other hand, upon taking best
advantage of the services offered by everyone else. Thismeansthat hetries
tosell onthedearest market and to buy onthe cheapest market. Theresultant
of these endeavors is not only the price structure but no less the social
structure, the assignment of definite tasks to the various individuals. The
market makes people rich or poor, determines who shall run the big plants
and who shall scrub the floors, fixes how many people shall work in the
copper mines and how many in the symphony orchestras. None of these
decisions is made once and for al; they are revocable every day. The
selective process never stops. It goes on adjusting the socia apparatus of
production to the changesin demand and supply. It reviews again and again
its previous decisions and forces everybody to submit to anew examination
of hiscase. Thereisno security and no such thing asaright to preserve any
position acquired in the past. Nobody is exempt from the law of the market,
the consumers' sovereignty.

Ownership of the means of production is not a privilege, but a socia
liability. Capitalistsand landowners are compelled to employ their property
for the best possibl e satisfaction of the consumers. If they areslow and inept
in the performance of their duties, they are penalized by losses. If they do

26.For adetailed treatment of the problemsinvolved, cf. Mises, Bureaucracy
(New Haven, 1944).
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not learn thelesson and do not reform their conduct of affairs, they losetheir
wealth. No investment is safe forever. He who does not use his property in
serving the consumersin the most efficient way isdoomed to failure. There
isno room left for people who would like to enjoy their fortunesin idleness
and thoughtlessness. The proprietor must aim to invest his fundsin such a
way that principa and yield are at least not impaired.

In the ages of caste privileges and trade barriers there were revenues not
dependent on the market. Princes and lords lived at the expense of the
humble slaves and serfs who owed them tithes, statute labor,and tributes.
Ownership of land could only be acquired either by conquest or by largesse
on the part of a conqueror. It could be forfeited only by recantation on the
part of thedonor or by conquest onthe part of another conqueror. Even later,
whenthelordsand their liegemen beganto sell their surpluseson the market,
they could not be ousted by the competition of more efficient people.
Competition was free only within very narrow limits. The acquisition of
manorial estates was reserved to the nobility, that of urban real property to
the citizens of the township, that of farm land to the peasants. Competition
in the arts and crafts was restricted by the guilds. The consumers were not
in aposition to satisfy their wantsin the cheapest way, as price control made
underbidding impossibleto the sellers. The buyerswereat themercy of their
purveyors. If the privileged producers refused to resort to the employment
of the most adequate raw materials and of the most efficient methods of
processing, the consumers were forced to endure the consequences of such
stubbornness and conservatism.

Thelandowner who livesin perfect self-sufficiency from thefruitsof his
own farming isindependent of the market. But the modern farmer who buys
equipment, fertilizers, seed, labor, and other factors of production and sells
agricultural productsissubject to thelaw of themarket. Hisincome depends
on the consumers and he must adjust his operations to their wishes.

The selective function of the market works al so with regard to labor. The
worker isattracted by that kind of work inwhich he can expect to earn most.
As is the case with material factors of production, the factor labor too is
alocated to those employmentsin which it best servesthe consumers. There
prevails the tendency not to waste any quantity of labor for the satisfaction
of less urgent demand if more urgent demand is still unsatisfied. Like all
other strata of society, the worker is subject to the supremacy of the
consumers. If he disobeys, heis penalized by a cut in earnings.

The selection of the market does not establish social orders, castes, or
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classesin the Marxian sense. Nor do the entrepreneurs and promoters form
an integrated social class. Each individual is free to become a promoter if
he relies upon his own ability to anticipate future market conditions better
than hisfellow citizens and if his attemptsto act at his own peril and on his
own responsihility are approved by the consumers. One enters the ranks of
the promoters by spontaneously pushing forward and thus submitting to the
trial to which the market subjects, without respect for persons, everybody
who wants to become a promoter or to remain in this eminent position.
Everybody has the opportunity to take his chance. A newcomer does not
need to wait for an invitation or encouragement from anyone. He must leap
forward on his own account and must himself know how to provide the
means needed.

It has been contended again and again that under the conditions of “late”
or “mature” capitalismitisno longer possible for penniless peopleto climb
the ladder to wealth and entrepreneurial position. No attempt has ever been
madeto provethisthesis. Sinceit wasfirst advanced, the composition of the
entrepreneurid and capitalist groups has changed considerably. A great part of
theformer entrepreneursand their heirs have been eliminated and other people,
newcomers, have taken their places. It is, of course, true that in the last years
ingtitutions have been purposely developed which, if not abolished very soon,
will make the functioning of the market in every regard impossible.

The point of view from which the consumers choose the captains of
industry and businessis exclusively their qualification to adjust production
to the needs of the consumers. They do not bother about other features and
merits. They want a shoe manufacturer to fabricate good and cheap shoes.
They are not intent upon entrusting the conduct of the shoe trade to
handsome amiable boys, to people of good drawing-room manners, of
artistic gifts, of scholarly habits, or of any other virtues or talents. A
proficient businessman may often be deficient in many accomplishments
which contribute to the success of aman in other spheres of life.

It is quite common nowadays to deprecate the capitalists and entrepre-
neurs. A man is prone to sneer at those who are more prosperous than
himself. These people, he contends, are richer only because they are less
scrupulous than he. If he were not restrained by due consideration for the
laws of morality and decency, he would be no less successful than they are.
Thus men glory in the aureol e of self-complacency and Pharisaic self-righ-
teousness.

Now it istruethat under the conditions brought about by interventionism
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many people can acquire wealth by graft and bribery. In many countries
interventionism has so undermined the supremacy of the market that it is
more advantageous for a businessman to rely upon the aid of those in
political officethan upon the best satisfaction of the needs of the consumers.
But it is not this that the popular critics of other people’s wealth have in
mind. They contend that the methods by which wealth isacquired in apure
market society are objectionable from the ethical point of view.

Against such statements it is necessary to emphasize that, so far as the
operation of the market is not sabotaged by the interference of governments
and other factors of coercion, success in business is the proof of services
rendered to the consumers. The poor man need not be inferior to the
prosperous businessman in other regards; he may sometimes be outstanding
in scientific, literary, and artistic achievementsor in civic leadership. But in
the social system of production heisinferior. The creative genius may be
rightin hisdisdainfor commercial success; it may betruethat hewould have
been prosperous in businessif he had not preferred other things. But the clerks
and workers who boast of their mora superiority deceive themselves and find
consolation in this self-deception. They do not admit that they have been tried
and found wanting by their fellow citizens, the consumers.

It is often asserted that the poor man’s failure in the competition of the
market is caused by hislack of education. Equality of opportunity, itissaid,
could be provided only by making education at every level accessibleto all.
There prevails today the tendency to reduce all differences among various
peoples to their education and to deny the existence of inborn inequalities
in intellect, will power, and character. It is not generaly realized that
education can never be more than indoctrination with theories and ideas
aready developed. Education, whatever benefitsit may confer, istransmis-
sion of traditional doctrines and valuations; it is by necessity conservative.
It producesimitation and routine, notimprovement and progress. Innovators
and creative geniuses cannot be reared in schools. They are precisely the
men who defy what the school has taught them.

In order to succeed in businessa man does not need a degree from a school
of business adminigtration. These schoals train the subalterns for routine jobs.
They certainly do not train entrepreneurs. An entrepreneur cannot betrained. A
man becomes an entrepreneur in seizing an opportunity and filling the gap. No
specia educationisrequired for such adisplay of keen judgment, foresight, and
energy. The mogt successful businessmen were often uneducated when mea-
sured by the scholagtic standards of the teaching profession. But they were



THE MARKET 315

equal to their socia function of adjusting production to the most urgent
demand. Because of these merits the consumers chose them for business
leadership.

12. The Individua and the Market

Itiscustomary to speak metaphorically of the automatic and anonymous
forces actuating the “mechanism” of the market. In employing such meta-
phors people are ready to disregard the fact that the only factors directing
the market and the determination of prices are purposive acts of men. Thereis
no automatism; there are only men conscioudy and deliberately aiming a ends
chosen. Thereareno mysteriousmechanical forces, thereisonly thehumanwill
to remove uneasiness. There is no anonymity; thereis| and you and Bill and
Joe and al the rest. And each of usis both a producer and a consumer.

The market is a social body; it is the foremost social body. The market
phenomena are social phenomena. They are the resultant of each
individual’s active contribution. But they are different from each such
contribution. They appear to the individual as something given which he
himself cannot alter. He does not always see that he himself is a part,
athough asmall part, of the complex of elements determining each momen-
tary state of the market. Because hefailstorealizethisfact, he feels himself
free, in criticizing the market phenomena, to condemn with regard to his
fellow men amode of conduct which he considers as quite right with regard
tohimself. Heblamesthe market for itscall ousness and disregard of persons
and asksfor socia control of the market in order to “humanize” it. He asks
on the one hand for measuresto protect the consumer against the producers.
But on the other hand he insists even more passionately upon the necessity
of protecting himself as a producer against the consumers. The outcome of
these contradictory demandsisthe modern methods of government interfer-
ence whose most outstanding examples were the Sozialpolitik of imperial
Germany and the American New Deal.

Itisanoldfallacy that itisalegitimatetask of civil government to protect
thelessefficient producer against the competition of the more efficient. One
asksfor a“producers’ policy: asdistinct from a” consumers’ policy." While
flamboyantly repeating the truism that the only aim of production is to
provide ample supplies for consumption, people emphasize with no less
eloguence that the “industrious’ producer should be protected against the
“idle” consumer.

However, producers and consumers are identical. Production and con-
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sumption are different stagesin acting. Catallactics embodies these differ-
ences in speaking of producers and consumers. But in redlity they are the
same people. It is, of course, possible to protect a less efficient producer
against the competition of more efficient fellows. Such aprivilege conveys
to the privileged the benefits which the unhampered market provides only
to those who succeed in best filling the wants of the consumers. But it
necessarily impairs the satisfaction of the consumers. If only one producer
or asmall group is privileged, the beneficiaries enjoy an advantage at the
expense of the rest of the people. But if al producers are privileged to the
same extent, everybody loses in his capacity as consumer as much as he
gainsin his capacity as a producer. Moreover, all are injured because the
supply of products drops if the most efficient men are prevented from
employingtheir skill inthat field in which they could render the best services
to the consumers.

If aconsumer believes that it is expedient or right to pay a higher price
for domestic cerealsthan for cerealsimported from abroad, or for manufac-
turesprocessed in plantsoperated by small businessor employing unionized
workers than for those of another provenance, heisfreeto do so. He would
only have to satisfy himself that the commodity offered for sale meets the
conditions upon which he makes the alowance of a higher price depend.
Lawswhich forbid counterfeiting of labels of origin and trademarks would
succeed in attaining the ends aimed at by tariffs, labor legislation, and
privilegesgranted to small business. But it isbeyond doubt that the consum-
ersare not prepared to act in thisway. The fact that acommodity is marked
as imported does not impair its salability if it is better or cheaper, or both.
As arule the buyers want to buy as cheaply as possible without regard for
the origin of the article or some particular characteristics of the producers.

Thepsychological root of theproducers policy aspracticedtoday indl parts
of theworld isto be seen in spurious economic doctrines. These doctrinesflatly
deny that the privileges granted to less efficient producersburden the consumer.
Their advocates contend that such measuresare prejudicial only tothoseagainst
whom they discriminate. When, pressed further, they are forced to admit that
the consumers are damaged took they maintain that the losses of the consumers
are more than compensated by an increase in their money income which the
measures in question are bound to bring about.

Thusin the predominantly industrial countries of Europe the protection-
ists were first eager to declare that the tariff on agricultural products hurts
exclusively the interests of the farmers of the predominantly agricultural
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countries and of the grain dealers. It is certain that these exporting interests
are damaged too. But it is no less certain that the consumers of the country
that adoptsthetariff policy arelosingwiththem. They must pay higher prices
for their food. Of course, the protectionist retorts, that thisis not a burden.
For, he argues, the additional amount that the domestic consumer pays
increases the farmers’ income and their purchasing power; they will spend
the whole surplus in buying more of the products manufactured by the
nonagricultural strata of the population. This paralogism can easily be
exploded by referring to the well-known anecdote of the man who asks an
innkeeper for a gift of ten dollars; it will not cost him anything because the
beggar promises to spend the whole amount in hisinn. But for al that, the
protectionist fallacy got hold of public opinion, and this alone explains the
popularity of the measuresinspired by it. Many people simply do not realize
that the only effect of protection isto divert production from those placesin
whichit could produce more per unit of capital and labor expended to places
inwhich it produces less. It makes people poorer, not more prosperous.

The ultimate foundation of modern protectionism and of the striving for
economic autarky of each country isto befound in this mistaken belief that
they are the best means to make every citizen, or at least the immense
majority of them, richer. The term riches means in this connection an
increaseintheindividual’srea incomeand animprovement in his standard
of living. It is true that the policy of national economic insulation is a
necessary corollary of theendeavorsto interferewith domestic business, and
that it is an outcome of warlike tendencies as well as one of the factors
producing these tendencies. But the fact remains that it would never have
been possible to sell the idea of protection to the votersif one had not been
ableto convincethem that protection not only doesnot impair their standard
of living but raisesit considerably.

It isimportant to emphasize this fact because it utterly explodes a myth
propagated by many popular books. According to these myths, contempo-
rary man is no longer motivated by the desire to improve his material
well-being and to raise his standard of living. The assertions of the econo-
miststo the contrary are mistaken. Modern man givespriority to“ nonecono-
mic” or “irrational” things and is ready to forego material betterment
whenever its attainment stands in the way of those “ideal” concerns. It isa
serious blunder, common mostly with economists and businessmen, to
interpret the events of our time from an “economic” point of view and to
criticize current ideologies with regard to the aleged economic falacies
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implied. People long for other things more than for agood life.

It is hardly possible to misconstrue the history of our age more crassly.
Our contemporaries are driven by afanatical zeal to get more amenitiesand
by anunrestrained appetiteto enjoy life. A characteristic social phenomenon
of our day isthe pressure group, an alliance of people eager to promotetheir
own material well-being by the employment of all means, legal or illegal,
peaceful or violent. For the pressure group nothing matters but the increase
of its members' real income. It is not concerned with any other aspects of
life. It does not bother whether or not the realization of its program hurtsthe
vital interests of other men, of their own nation or country, and of thewhole
of mankind. But, of course, every pressure group is anxious to justify its
demands as beneficia to the general public welfare and to stigmatize its
critics as abject scoundrels, idiots, and traitors. In the pursuit of its plansiit
displaysaquasi-religious ardor.

Without exception all political parties promise their supporters a higher
real income. Thereis no differencein this respect between nationalists and
internationalists and between the supporters of a market economy and the
advocatesof either socialismor interventionism. If aparty asksitssupporters
to make sacrifices for its cause, it always explains these sacrifices as the
necessary temporary means for the attainment of the ultimate goal, the
improvement of the material well-being of its members. Each party consid-
ersit as an insidious plot against its prestige and its survival if somebody
venturesto question the capacity of its projectsto make the group members
more prosperous. Each party regards with a deadly hatred the economists
embarking upon such acritique.

All varietiesof the producers’ policy are advocated on the ground of their
alleged ability to raise the party members’ standard of living. Protectionism
and economic self-sufficiency, labor union pressure and compulsion, labor
legislation, minimum wage rates, public spending, credit expansion, subsidies,
and other makeshifts are always recommended by their advocates as the most
suitable or the only means to increase the red income of the people for whose
votesthey canvass. Every contemporary statesman or politicianinvariably tells
his voters. My program will make you as affluent as conditions may permit,
whilemy adversaries program will bring you want and misery.

It is true that some secluded intellectuals in their esoteric circles talk
differently. They proclaim the priority of what they call eternal absolute
values and feign in their declamations—not in their personal conduct—a
disdain of things secular and transitory. But the public ignores such utter-
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ances. The main goa of present-day political action is to secure for the
respective pressure group membershipsthe highest material well-being. The
only way for aleader to succeed isto ingtill in people the conviction that his
program best serves the attainment of this goal.

What iswrong with the producers' policiesistheir faulty economics.

If oneisprepared toindulgein thefashionabl etendency to explain human
things by resorting to the terminology of psychopathology, one might be
tempted to say that modern man in contrasting a producers’ policy with a
consumers’ policy has fallen victim to akind of schizophrenia. He failsto
realizethat heisan undivided and indivisible person,i.e., anindividual, and
as such no less a consumer than a producer. The unity of his consciousness
is split into two parts; hismind isinwardly divided against himself. But it
matters little whether or not we adopt this mode of describing the fact that
the economic doctrine resulting in these policies is faulty. We are not
concerned with the pathological source from which an error may stem, but
with the error as such and with itslogical roots. The unmasking of the error
by meansof ratiocinationisthe primary fact. If astatement were not exposed
as logically erroneous, psychopathology would not be in a position to
qualify the state of mind from which it stems as pathological. If aman
imagines himself to be the king of Siam, the first thing which the
psychiatrist hasto establishiswhether or not hereally iswhat he believes
himself to be. Only if this question is answered in the negative can the
man be considered insane.

It is true that most of our contemporaries are committed to a fallacious
interpretation of the producer-consumer nexus. In buying they behave as if
they were connected with the market only as buyers, and vice versa in
selling. As buyersthey advocate stern measures to protect them against the
sellers, and as sellers they advocate no less harsh measures against the
buyers. But this antisocial conduct which shakes the very foundations of
socia cooperation is not an outgrowth of a pathological state of mind. Itis
the outcome of a narrow-mindedness which fails to conceive the operation
of the market economy and to anticipate the ultimate effects of one’s own
actions.

It is permissible to contend that the immense majority of our contempo-
rariesarementally andintellectually not adjusted to lifeinthe market soci ety
although they themselves and their fathers have unwittingly created this
society by their actions. But this maladjustment consistsin nothing el sethan
in the failure to recognize erroneous doctrines as such.
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13. Business Propaganda

The consumer is not omniscient. He does not know where he can obtain
at the cheapest price what he is looking for. Very often he does not even
know what kind of commodity or service is suitable to remove most
efficacioudly the particular uneasiness he wants to remove. At best he is
familiar with the market conditions of the immediate past and arranges his
plans on the basis of thisinformation. To convey to him information about
the actua state of the market isthe task of business propaganda.

Business propagandamust be obtrusive and blatant. It isitsaim to attract
the attention of dow people, to rouse latent wishes, to entice men to
substitute innovation for inert clinging to traditional routine. In order to
succeed, advertising must be adjusted to the mentality of the peopl e courted.
It must suit their tastes and speak their idiom. Advertising is shrill, noisy,
coarse, puffing, because the public does not react to dignified allusions. It
isthe bad taste of the public that forces the advertisers to display bad taste
intheir publicity campaigns. Theart of advertising hasevolvedinto abranch
of applied psychology, a sister discipline of pedagogy.

Like al things designed to suit the taste of the masses, advertising is
repellent to people of delicate feeling. This abhorrence influences the
appraisal of business propaganda. Advertising and all other methods of
business propaganda are condemned as one of the most outrageous out-
growths of unlimited competition. It should be forbidden. The consumers
should beinstructed by impartial experts; the public schools, the “ honparti-
san” press, and cooperatives should perform this task.

Therestriction of the right of businessmen to advertise their products
would restrict the freedom of the consumers to spend their income
according to their own wants and desires. It would make it impossible
for them to learn as much as they can and want about the state of the
market and the conditions which they may consider as relevant in
choosing what to buy and what not to buy. They would no longer be in
a position to decide on the basis of the opinion which they themselves
have formed about the seller’ s appraisal of his products; they would be
forced to act on the recommendation of other people. It is not unlikely
that these mentors would save them some mistakes. But the individual
consumerswould be under the tutelage of guardians. If advertising is not
restricted, the consumers are by and large in the position of ajury which
learns about the case by hearing the witnesses and examining directly all
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other means of evidence. If advertising is restricted, they arein the position
of ajury to whom an officer reports about the result of his own examination
of evidence.

Itisawidespread fallacy that skillful advertising can talk the consumers
into buying everything that the advertiser wants them to buy. The consumer
is, according to this legend, simply defenseless against “high-pressure’
advertising. If this were true, success or failure in business would on the
mode of advertising only. However, nobody believes that any kind of
advertising woul d have succeeded in making the candlemakershold thefield
against the electric bulb, the horsedrivers against the motorcars, the goose
quill against the steel pen and later against the fountain pen. But whoever
admits this implies that the quality of the commodity advertised is instru-
mental in bringing about the success of an advertising campaign. Then there
iSno reason to maintain that advertising isamethod of cheating the gullible
public.

Itis certainly possible for an advertiser to induce aman to try an article
which he would not have bought if he had known its qualities beforehand.
But aslong as advertising isfreeto al competing firms, the articlewhichis
better from the point of view of the consumers’ appetiteswill finally outstrip
thelessappropriatearticle, whatever methodsof advertising may beapplied.
Thetricksand artifices of advertising are available to the seller of the better
product no less than to the seller of the poorer product. But only the former
enjoysthe advantage derived from the better quality of his product.

The effects of advertising of commodities are determined by the fact as
arulethebuyer isin apositionto formacorrect opinion about the usefulness
of an article bought. The housewife who hastried aparticular brand of soap
or canned food learns from experience whether it is good for her to buy and
consume that product in the future too. Therefore advertising pays the
advertiser only if the examination of the first sample bought does not result
in the consumer’ srefusal to buy more of it. It is agreed among businessmen
that it does not pay to advertise products other than good ones.

Entirely different are conditions in those fields in which experience
cannot teach us anything. The statements of religious, metaphysical, and
political propaganda can be neither verified nor falsified by experience.
With regard to the life beyond and the absolute, any experience is always
the experience of complex phenomenawhich is open to different interpre-
tations; the only yardstick which can be applied to political doctrines is
aprioristic reasoning. Thus political propaganda and business propaganda
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are essentially different things, athough they often resort to the same
technical methods.

There are many evilsfor which contemporary technology and therapeu-
tics have no remedy. There are incurable diseases and there are irreparable
personal defects. It isasad fact that some peopletry to exploit their fellow
men’s plight by offering them patent medicines. Such quackeries do not
make old peopleyoung and ugly girlspretty. They only raisehopes. It would
not impair the operation of the market if the authoritieswere to prevent such
advertising, the truth of which cannot be evidenced by the methods of the
experimental natural sciences. But whoever isready to grant to the govern-
ment thispower would beinconsistent if he objected to the demand to submit
the statements of churches and sects to the same examination. Freedom is
indivisible. As soon as one startsto restrict it, one enters upon a decline on
which it is difficult to stop. If one assigns to the government the task of
making truth prevail in the advertising of perfumes and tooth paste, one
cannot contest it the right to look after truth in the more important matters
of religion, philosophy, and social ideology.

Theideathat business propaganda can force the consumers to submit to
the will of the advertisers is spurious. Advertising can never succeed in
supplanting better or cheaper goods by poorer goods.

The costs incurred by advertising are, from the point of view of the
advertiser, apart of thetotal bill of production costs. A businessman expends
money for advertising if and as far as he expects that the increase in sales
resulting will increase the total net proceeds. In this regard there is no
difference between the costs of advertising and all other costsof production.
An attempt has been madeto di stinguish between production costsand sales
costs. An increase in production costs, it has been said, increases supply,
while an increase in sales costs (advertising costs included) increases
demand.?’ Thisisamistake. All costs of production are expended with the
intention of increasing demand. If the manufacturer of candy employs a
better raw material, he aimsat an increase in demand in the sameway as he
does in making the wrappings more attractive and his stores more inviting
and in spending morefor advertisements. Inincreasing production costs per
unit of the product the ideais alwaysto increase demand. If a businessman
wantstoincrease supply, hemust increasethetotal cost of production, which
often results in lowering production costs per unit.

27.Cf. Chamberlin, The Theory of Monopolistic Competition (Cambridge,
Mass., 1935), pp. 123 ff.
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14. The“Volkswirtschaft”

The market economy as such does not respect political frontiers. Itsfield
isthe world.

The term Volkswirtschaft was long applied by the German champions of
government omnipotence. Only much later did the British and the French
begin to spesk of the“ British economy” and “I’ economiefrancaise” asdistinct
from the economies of other nations. But neither the English nor the French
language produced an equivalent of theterm V olkswirtschaft. With the modern
trend toward national planning and national autarky, the doctrine involved in
this German word became popular everywhere. Nonetheless, only the German
language is able to expressin oneword al the ideasimplied.

The Volkswirtschaft is a sovereign nation’s total complex of economic
activitiesdirected and controlled by the government. It issocialism realized
within the political frontiers of each nation. In employing this term people
arefully aware of thefact that real conditions differ from the state of affairs
which they deem the only adequate and desirable state. But they fudge
everything that happens in the market economy from the point of view of
their ideal. They assume that there is an irreconcilable conflict between the
interests of the V olkswirtschaft and those of the selfish individuals eager to
seek profit. They do not hesitate to assign priority to the interests of the
Volkswirtschaft over those of the individuals. The righteous citizen should
awaysplacethevolkswirtscaftlicheinterestsabove hisown selfishinterests.
He should act of his own accord as if he were an officer of the government
executing its orders. Gemeinnutz geht vor Eigennutz (the welfare of the nation
takes precedence over the sdfishness of the individuas) was the fundamentdl
principle of Nazi economic management. But as people are too dull and too
vicious to comply with thisrule, it is the task of government to enforceit. The
German princes of the seventeenth and eighteenth century, foremost among
them the Hohenzollern Electors of Brandenburg and Kings of Prussia, were
fully egual to this task. In the nineteenth century, even in Germany the liberd
ideologies imported from the West superseded the well-tried and naturd
policiesof nationalism and socialism. However, Bismarck’ sand hissuccessors
Sozalpolitik and finally Nazism restored them.

The interests of a Volkswirtschaft are seen as implacably opposed not
only to those of the individuals, but no less to those of the V olkswirtschaft
of any foreign nation. The most desirable state of a Volkswirtschaft is
completeeconomic self-sufficiency. A nation which dependson any imports
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from abroad lacks economic independence; its sovereignty is only a sham.
Therefore a nation which cannot produce at home al that it needsis bound
to conquer al the territories required. To be really sovereign and indepen-
dent a nation must have Lebensraum, i.e., a territory so large and rich in
natural resourcesthat it can live in autarky at a standard no lower than that
of any other nation.

Thusthe idea of the Volkswirtschaft is the most radical denial of al the
principles of the market economy. It wasthisideathat guided, moreor less,
the economic policies of all nationsin the last decades. It wasthe pursuit of
thisideathat brought about the terrific wars of our century and may kindle
till more pernicious wars in the future.

From the early beginnings of human history the two opposite principles
of the market economy and of the Volkswirtschaft fought each other.
Government, i.e, asocial apparatus of coercion and compulsion, isaneces-
sary requisite of peaceful cooperation. The market economy cannot do
without a police power safeguarding its smooth functioning by the threat or
the application of violence against peace-breakers. But the indispensable
administratorsand their armed satellitesare al waystempted to usetheir arms
for the establishment of their own totalitarian rule. For ambitious kings and
generalissimos the very existence of a sphere of the individuals' lives not
subject to regimentation isachallenge. Princes, governors, and generalsare
never spontaneously liberal. They become libera only when forced to by
the citizens.

The problems raised by the plans of the socialists and the interven-
tionists will be dealt with in later parts of this book. Here we have only
to answer the question of whether or not any of the essential features of
the Volkswirtschaft are compatible with the market economy. For the
champions of the idea of the Volkswirtschaft do not consider their
scheme merely as a pattern for the establishment of afuture social order.
They declare emphatically that even under the system of the market
economy, which, of course, in their eyesisadebased and vicious product
of policies contrary to human nature, the Volkswirtschaften. Asthey see
it, what separates one Volkswirtschaft from all the othersis not, as the
economists would have us believe, merely political institutions. It is not
the trade and migration barriers established by government interference
with business and the differences in legidation and in the protection
granted to theindividuals by the courts and tribunals that bring about the
distinction between domestic trade and foreign trade. Thisdiversity, they
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say, is, on the contrary, the necessary outcome of the very nature of things,
of aninextricablefactor; it cannot be removed by an ideology and produces
its effects whether the laws and the administrators and judges are prepared
to take notice of it or not. Thusin their eyesthe V olkswirtschaft appears as
anature-given reality, while theworld-embracing ecumenic society of men,
the world economy (Weltwirtschaft) is only an imaginary phantom of a
spurious doctrine, aplan devised for the destruction of civilization.

Thetruthisthat individualsin their acting, in their capacity as producers
and consumers, assellersand buyers, do not makeany distinction asbetween
the domestic market and the foreign market. They make a distinction as
between local trade and trading with more distant places as far as the costs
of transportation play a role. If government interference, such as tariffs,
renders international transactions more expensive, they take this fact into
account in the sameway in which they pay regard to shipping costs. A tariff
on caviar has no effect other than would arisein the cost of transportation.
A rigid prohibition of the importation of caviar produces a state of affairs
no different from that which would prevail if caviar could not stand shipping
without an essential deterioration in its quality.

There hasnever been inthehistory of the West such athing asregional
or national autarky. There was, as we may admit, a period in which the
division of labor did not go beyond the members of afamily household.
There was autarky of families and tribes which did not practice interper-
sonal exchange. But as soon as interpersonal exchange emerged, it
crossed the boundaries of the political communities. Barter between the
inhabitants of regions more remote from one another, between the mem-
bers of various tribes, villages, and political communities preceded the
practice of barter between neighbors. What people wanted first to acquire
by barter and trade were thingsthey could not produce themsel ves out of
their own resources. Salt, other minerals and metal s the deposits of which
are unequally distributed over the earth’s surface, cereals which one
could not grow on the domestic soil, and artifacts which only the inhab-
itants of some regions were able to manufacture, were the first objects of
trade. Trade started as foreign trade. Only later did domestic exchange
develop between neighbors. Thefirst holesthat opened the closed house-
hold economy to interpersonal exchange were made by the products of
distant regions. No consumer cared on his own account whether the salt
and the metals he bought were of “domestic” or of “foreign” provenance.
If it had been otherwise, the governments would not have had any reason
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to interfere by means of tariffs and other barriersto foreign trade.

But even if agovernment succeeds in making the barriers separating its
domestic market from foreign markets insurmountable and thus establishes
perfect national autarky, it does not create a Volkswirtschaft. A market
economy which isperfectly autarkic remainsfor all that amarket economy;
it forms a closed and isolated catallactic system. The fact that its citizens
missthe advantages which they could derive from theinternational division
of labor is simply a datum of their economic conditions. Only if such an
isolated country goes outright socialist, doesit convert its market economy
into a Vv olkswirtschaft.

Fascinated by the propagandaof Neo-Mercantilism, people apply idioms
which arein contrast to the principlesthey take as guidesin their acting and
to al the characteristics of the social order in which they are living. Long
ago the British began to call plants and farms located in Great Britain, and
even those located in the Dominions, in the East Indies, and in the colonies,
“ours.” But if aman did not just want to make a show of his patriotic zeal
and to impress other people, he was not prepared to pay a higher price for
the products of his“own” plantsthan for those of the“foreign” plants. Even
if he had behaved in this way, the designation of the plants located within
the political boundaries of his nation as “ours” would not be adequate. In
what sense could a Londoner, before the nationalization, call coalmines
located in England which he did not own * our” mines and those of the Ruhr
“foreign” mines? Whether he bought “British” coa or “German” coal, he
always had to pay the full market price. It is not “america’ that buys
champagne from “France.” It isalwaysan individual American who buysit
from an individual Frenchman.

Asfar asthereisstill someroom left for the actions of individuals, asfar
asthereis private ownership and exchange of goods and services between
individuals, thereis no Volkswirtschaft. Only if full government control is
substituted for the choices of individuals does the V olkswirtschaft emerge
asareal entity.



XVI. PRICES

1. The Pricing Process

I N an occasional act of barter in which men who ordinarily do not resort
to trading with other people exchange goods ordinarily not negotiated,
theratio of exchangeisdetermined only within broad margins. Catallactics,
the theory of exchange ratios and prices, cannot determine at what point
within these margins the concrete ration will be established. All that it can
assert with regard to such exchangesisthat they can be effected only if each
party values what he receives more highly than what he gives away.

The recurrence of individua acts of exchange generates the market step
by step with the evolution of the division of labor within asociety based on
private property. As it becomes a rule to produce for other people's con-
sumption, the members of society must sell and buy. The multiplication of
the acts of exchange and the increase in the number of people offering or
asking for the same commoditiesnarrow the marginsbetween the val uations
of the parties. Indirect exchange and its perfection through the use of money
divide the transactions into two different parts: sale and purchase. What in
the eyes of one party is a sdle, is for the other party a purchase. The
divisibility of money, unlimited for all practical purposes, makesit possible
to determine the exchange ratios with nicety. The exchange ratios are now
as a rule money prices. They are determined between extremely narrow
margins: the valuations on the one hand of the marginal buyer and those of
the marginal offerer who abstains from selling, and the valuations on the
other hand of the marginal seller and those of the marginal potential buyer
who abstains from buying.

The concatenation of the market is an outcome of the activities of
entrepreneurs, promoters, speculators, and dealers in futures and in
arbitrage. It has been asserted that catallactics is based on the assump-
tion—contrary to reality—that all parties are provided with perfect
knowledge concerning the market data and are therefore in a position to
take best advantage of the most favorable opportunities for buying and
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selling. It istrue that some economistsreally believed that such an assump-
tionisimpliedinthetheory of prices. Theseauthorsnot only failedtorealize
inwhat respectsaworld peopled with men perfectly equal in knowledgeand
foresight would differ from the real world which all economists wanted to
interpret in developing their theories; they also erred in being unaware of
the fact that they themselves did not resort to such an assumption in their
own treatment of prices.

In an economic system in which every actor isin aposition to recognize
correctly the market situationwith the samedegree of insight, theadjustment
of pricesto every change in the data would be achieved at one stroke. It is
impossibleto imagine such uniformity inthe correct cognition and appraisal
of changes in data except by the intercession of superhuman agencies. we
would have to assume that every man is approached by an angel informing
him of the changein datawhich has occurred and advising him how to adjust
his own conduct in the most adequate way to this change. certainly the
market that catallactics dealswith isfilled with people who are to different
degrees aware of the changesin data and who, even if they have the same
information, appraiseit differently. The operation of the market reflectsthe
fact that changesinthe dataarefirst perceived only by afew people and that
different men draw different conclusions in appraising their effects. The
more enterprising and brighter individualstakethelead, othersfollow later.
The shrewder individual s appreciate conditions more correctly than the less
intelligent and therefore succeed better in their actions. Economists must
never disregard in their reasoning the fact that the innate and acquired
inequality of men differentiates their adjustment to the conditions of their
environment.

The driving force of the market process is provided neither by the
consumers nor by the owners of the means of production—Iland, capital
goods, and labor—but by the promoting and speculating entrepreneurs.
These are people intent upon profiting by taking advantage of differences
in prices. Quicker of apprehension and farther-sighted than other men, they
look around for sources of profit. They buy where and when they deem
prices too low, and they sell where and when they deem prices too high.
They approach the owners of the factors of production, and their compe-
tition sends the prices of these factors up to the limit corresponding to
their anticipation of the future prices of the products. They approach the
consumers, and their competition forces prices of consumers goods
downtothepoint at which thewhole supply can be sold. Profit-seeking
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speculation is the driving force of the market as it is the driving force of
production.

On the market agitation never stops. The imaginary construction of an
evenly rotating economy has no counterpart in reality. There can never
emergeastate of affairsinwhich the sum of the pricesof the complementary
factorsof production, dueallowance being madefor time preference, equals
the prices of the products and no further changes are to be expected. There
are always profits to be earned by somebody. The speculators are always
enticed by the expectation of profit.

The imaginary construction of the evenly rotating economy is a mental
tool for comprehension of entrepreneurial profit and loss. It is, to be sure,
not a design for comprehension of the pricing process. The final prices
corresponding to thisimaginary conception are by no meansidentical with
the market prices. The activities of the entrepreneurs or of any other actors
on the economic scene are not guided by consideration of any such things
as equilibrium prices and the evenly rotating economy. The entrepreneurs
take into account anticipated future prices, not final prices or equilibrium
prices. They discover discrepancies between the height of the prices of the
complementary factors of production and the anticipated future pricesof the
products, and they are intent upon taking advantage of such discrepancies.
These endeavors of the entrepreneurs would finally result in the emergence
of the evenly rotating economy if no further changes in the data were to
appear.

The operation of the entrepreneurs brings about a tendency toward an
equalization of pricesfor the same goodsin all subdivisions of the market,
due alowance being made for the cost of transportation and the time
absorbed by it. Differences in prices which are not merely transitory and
bound to be wiped out by entrepreneurial action are aways the outcome of
particular obstacles obstructing the inherent tendency toward equalization.
Some check prevents profit-seeking business from interfering. An observer
not sufficiently familiar with actual commercial conditionsisoften at aloss
to recognize the institutional barrier hindering such equalization. But the
merchants concerned always know what makes it impossible for them to
take advantage of such differences.

Statisticians treat this problem too lightly. When they have discovered
differences in the wholesale price of a commodity between two cities or
countries, not entirely accounted for by the cost of transportation, tariffs,
and excise duties, they acquiesce in asserting that the purchasing power of
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money and the “level” of prices are different.! On the basis of such state-
ments people draft programs to remove these differences by monetary
measures. However, the root cause of these differences cannot liein mone-
tary conditions. If pricesin both countries are quoted in terms of the same
kind of money, it is necessary to answer the question as to what prevents
busi nessmen from embarking upon dealings which are bound to make price
differences disappear. Things are essentialy the same if the prices are
expressed in terms of different kinds of money. For the mutual exchange
ratio between various kinds of money tendstoward apoint at which thereis
no further margin I eft to profitable exploitation of differencesin commaodity
prices. Whenever differences in commodity prices between various places
persigt, it is a task for economic history and descriptive economics to
establish what ingtitutional barriers hinder the execution of transactions
which must result in the equalization of prices.

All thepricesweknow arepast prices. They arefactsof economichistory.
I'n speaking of present pricesweimply that the pricesof theimmediatefuture
will not differ from those of theimmediate past. However, al that isasserted
with regard to future prices is merely an outcome of the understanding of
future events.

Theexperience of economic history never tellsusmorethan thet at adefinite
date and definite place two parties A and B traded a definite quantity of the
commaodity a againg adefinite number of units of the money p. In spesking of
such acts of buying and sdlling at the market price of a, we are guided by a
theoretica ingght, deduced froman apriorigtic starting point. Thisistheinsight
that, in the absence of particular factorsmaking for price differences, the prices
paid at the same time and the same place for equal quantities of the same
commodity tend toward equalization, viz., afind price. But the actual market
prices never reach thisfinal state. The various market prices about which we
can get information were determined under different conditions. It is im-
permissible to confuse averages computed from them with the final prices.

Only with regard to fungible commodities negotiated on organized stock
or commodity exchangesisit permissible, in comparing prices, to assume
that they refer to the same quality. Apart from such prices negotiated in
exchanges and from prices of commaodities the homogeneity of which can

1. Sometimes the difference in price as established by price statistics is
apparent only. The price quotations may refer to various qualities of the article
concerned. Or they may, complying with the local usages of commerce, mean

different things. They may, for instance, include or not include packing charges;
they may refer to cash payment or to payment at alater date; and so on.
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be precisely established by technological analyss, it is a serious blunder to
disregard differencesin the quality of the commodity in question. Even in the
wholesale trade of raw textilesthe diversity of the articles playsthe main role.
A comparison of prices of consumers goodsin mainly mideading on account
of thedifferencein qudity. The quantity traded in onetransactiontooisrelevant
in the determination of the price paid per unit. Shares of a corporation sold in
onelargelot bring a different price than those sold in severd small lots.

It is necessary to emphasize these facts again and again because it is
customary nowadays to play off the statistical elaboration of price data
against the theory of prices. However, the statistics of prices is altogether
questionable. Its foundations are precarious because circumstances for the
most part do not permit thecomparison of thevariousdata, their linking together
in series, and the computation of averages. Full of zea to embark upon
mathematical operations, the satigticiansyieldto thetemptation of disregarding
the incomparability of the data available. The information that a certain firm
sold at adefinite date a definite type of shoesfor Sx dollarsapair relates afact
of economic history. A study of the behavior of shoe pricesfrom 1923 to 1939
is conjectural, however sophidticated the methods applied may be.

Catallacticsshowsthat entrepreneurial activitiestend toward an abolition
of price differences not caused by the costs of transportation and trade
barriers. No experience has ever contradicted this theorem. The results
obtained by an arbitrary identification of unequal things areirrelevant.

2. Vauation and A ppraisement

The ultimate source of the determination of pricesisthevaluejudgments
of the consumers. Prices are the outcome of the valuation preferring ato b.
They are socia phenomenaasthey are brought about by theinterplay of the
valuations of al individuals participating in the operation of the market.
Each individual, in buying or not buying and in selling or not selling,
contributes his share to theformation of the market prices. But thelarger the
market is, the smaller isthe weight of each individual’s contribution. Thus
the structure of market prices appears to the individua as adatum to which
he must adjust his own conduct.

Thevaluationswhich result in determination of definite pricesare differ-
ent. Each party attaches a higher value to the good he receives than to the
good he gives away. The exchange ratio, the price,is not the product of an
equality of valuation, but, on the contrary, the product of a discrepancy in
valuation.
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Appraisement must be clearly distinguished from valuation. Appraise-
ment in no way depends upon the subjective valuation of the man who
appraises. Heis not intent upon establishing the subjective use-va ue of the
good concerned, but upon anticipating the prices which the market will
determine. Valuationisava uejudgment expressive of adifferenceinvalue.
Appraisement is the anticipation of an expected fact. It aims at establishing
what prices will be paid on the market for a particular commodity or what
amount of money will be required for the purchase of adefinite commodity.

Valuation and appraisement are, however, closely connected. The valu-
ations of an autarkic husbandman directly compare the weight he attaches
to different means for the removal of uneasiness. The valuations of a man
buying and selling on the market must not disregard the structure of market
prices; they depend upon appraisement. In order to know the meaning of a
price one must know the purchasing power of the amount of money con-
cerned. It is necessary by and large to be familiar with the prices of those
goods which one would like to acquire and to form on the ground of such
knowledge an opinion about their future prices. If an individual spesks of
the costs incurred by the purchase of some goods already acquired or to be
incurred by the purchase of goods he plans to acquire, he expresses these
costs in terms of money. But this amount of money represents in his eyes
the degree of satisfaction he could obtain by employingit for the acquisition
of other goods. The valuation makes a detour, it goes via the apprai sement
of thestructure of market prices; but it alwaysaimsfinally at the comparison
of alternative modes for the removal of felt uneasiness.

Itisultimately alwaysthe subjective value judgments of individualsthat
determine the formation of prices. Catallactics in conceiving the pricing
process necessarily revertsto the fundamental category of action, the pref-
erence given to a over b. In view of popular errors it is expedient to
emphasize that catallactics deals with the real prices as they are paid in
definite transactions and not with imaginary prices. The concept of final
prices is merely a mental tool for the grasp of a particular problem, the
emergence of entrepreneurial profit and loss. The concept of a “just” or
“fair” priceisdevoid of any scientific meaning; it is a disguise for wishes,
a striving for a state of affairs different from reality. Market prices are
entirely determined by the value judgments of men asthey really act.

If one saysthat pricestend toward a point at which total demand is equal
to total supply, one resorts to another mode of expressing the same concat-
enation of phenomena. Demand and supply are the outcome of the conduct
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of those buying and selling. If, other things being equal, supply increases,
pricesmust drop. At the previous priceall thoseready to pay thispricecould
buy the quantity they wanted to buy. If the supply increases, they must buy
larger quantities or other people who did not buy before must become
interested in buying. This can only be attained at alower price.

It is possible to visualize this interaction by drawing two curves, the
demand curve and the supply curve, whose intersection shows the price. It
isno lesspossible to expressit in mathematical symbols. But it is necessary
to comprehend that such pictorial or mathematical modes of representation
do not affect the essence of our interpretation and that they do not add awhit
to our insight. Furthermoreit isimportant to realize that we do not have any
knowledge or experience concerning the shape of such curves. Always, what
weknow isonly market prices—that i s, not the curvesbut only apoint which
we interpret as the intersection of two hypothetical curves. The drawing of
such curves may prove expedient in visualizing the problemsfor undergrad-
uates. For thereal tasks of catallactics they are mere byplay.

3. The Prices of the Goods of Higher Orders

The market process is coherent and indivisible. It is an indissoluble
intertwinement of actions and reactions, of moves and countermoves. But
the insufficiency of our mental abilities enjoins upon us the necessity of
dividing it into parts and analyzing each of these parts separately. In
resortingto suchartificial cleavageswemust never forget that the seemingly
autonomous exi stence of these partsisan imaginary makeshift of our minds.
They areonly parts, that is, they cannot even bethought of asexisting outside
the structure of which they are parts.

The prices of the goods of higher ordersare ultimately determined by the
prices of thegoods of thefirst or lowest order, that is, the consumers' goods.
Asaconsequence of this dependence they are ultimately determined by the
subjective valuations of all members of the market society. It is, however,
important to realize that we are faced with a connection of prices, not with
a connection of valuations. The prices of the complementary factors of
production are conditioned by the prices of the consumers' goods. The
factors of production are appraised with regard to the prices of the products,
and from this appraisement their prices emerge. Not the valuations but the
appraisement are transferred from the goods of the first order to those of
higher orders. The prices of the consumers goods engender the actions
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resulting in the determination of the prices of the factors of production.
These pricesare primarily connected only with the prices of the consumers
goods. With the valuations of the individuals they are only indirectly
connected, viz., through the intermediary of the prices of the consumers
goods, the products of their joint employment.

Thetasksincumbent upon thetheory of the pricesof factorsof production
are to be solved by the same methods which are employed for treatment of
the prices of consumers’ goods. We conceive the operation of the market of
consumer’ s goods in atwofold way. We think on the one hand of a state of
affairs which leads to acts of exchange; the situation is such that the
uneasiness of various individuals can be removed to some extent because
various people value the same goods in a different way. On the other hand
we think of a situation in which no further acts of exchange can happen
because no actor expects any further improvement of his satisfaction by
further acts of exchange. We proceed in the same way in comprehending
the formation of the prices of factors of production. The operation of this
market is actuated and kept in motion by the exertion of the promoting
entrepreneurs, eager to profit from differencesin the market prices of the
factors of production and the expected prices of the products. The
operation of this market would stop if a situation were ever to emergein
which the sum of the prices of the complementary factors of produc-
tion—but for interest—equaled the prices of the products and nobody
believed that further price changes were to be expected. Thus we have
described the process adequately and completely by pointing out, posi-
tively, what actuates it and, negatively, what would suspend its motion.
The main importance is to be attached to the positive description. The
negative description resulting in the imaginary constructions of the final
price and the evenly rotating economy is merely auxiliary. For the task
is not the treatment of imaginary concepts, which never appear in life
and action, but the treatment of the market prices at which the goods of
higher orders are really bought and sold.

This method we owe to Gossen, Carl Menger, and Bohm-Bawerk. Its
main merit isthat it impliesthe cognition that we are faced with a phenom-
enon of price determination inextricably linked with the market process. It
distinguishes between two things (a) the direct valuation of the factors of
production which attaches the value of the product to the totad complex of the
complementary factors of production, and (b) the prices of the single factors of
production which are formed on the market as the resultant of the concurring
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actions of competing highest bidders. Valuation asit can be practiced by an
isolated actor (Robinson Crusoe of a socialist board of production manage-
ment) can never result in adetermination of such athing as quotas of value.
Valuation can only arrange goodsin scales of preference. It can never attach
to agood something that could be called a quantity or magnitude of value.
It would be absurd to speak of asum of valuationsor values. Itispermissible
to declare that, due allowance being made for time preference, the value
attached to a product is equal to the value of the total complex of comple-
mentary factors of production. But it would be nonsensical to assert that the
value attached to a product is equal to the “sum” of the values attached to
the various complementary factors of production. One cannot add up values
or valuations. One can add up prices expressed in terms of money, but not
scales of preference. One cannot divide values or single out quotas of them.
A value judgment never consists in anything other than preferring ato b.

The process of valueimputation does not result in derivation of thevalue
of the single productive agents from the value of their joint product. It does
not bring about results which could serve as elements of economic calcula-
tion. It is only the market that, in establishing prices for each factor of
production, creates the conditions required for economic calculation. Eco-
nomic calculation always deal s with prices, never with values.

The market determines prices of factors of production in the same way
in which it determines prices of consumers’ goods. The market process is
aninteraction of men deliberately striving after the best possible removal of
dissatisfaction. Itisimpossibleto think away or to eliminatefrom the market
process the men actuating its operation. One cannot deal with the market of
consumers’ goods and disregard the actions of the consumers. One cannot
deal with the market of the goods of higher orders while disregarding the
actions of the entrepreneurs and the fact that the use of money is essential
in their transactions. There is nothing automatic or mechanica in the
operation of the market. The entrepreneurs, eager to earn profits, appear as
bidders at an auction, as it were, in which the owners of the factors of
production put up for sale land, capital goods, and labor. The entrepreneurs
are eager to outdo one another by bidding higher prices than their rivals.
Their offersarelimited on the one hand by their anticipation of future prices
of the products and on the other hand by the necessity to snatch the factors
of production away from the hands of other entrepreneurs competing with
them.

The entrepreneur is the agency that prevents the persistence of a state of
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production unsuitable to fill the most urgent wants of the consumersin the
cheapest way. All people are anxious for the best possible satisfaction of
their wantsand arein thissensestriving after the highest profit they canreap.
The mentality of the promoters, speculators, and entrepreneursisnot differ-
ent from that of their fellow men. They are merely superior to the massesin
mental power and energy. They are the leaders on the way toward material
progress. They arethefirst to understand that thereisadiscrepancy between
what isdone and what could be done. They guesswhat the consumerswould
like to have and are intent upon providing them with these things. In the
pursuit of such plansthey bid higher pricesfor somefactorsof production
and lower the prices of other factors of production by restricting their
demand for them. In supplying the market with those consumers' goods
in the sale of which the highest profits can be earned, they create a
tendency toward a fall in their prices. In restricting the output of those
consumers' goods the production of which does not offer chances for
reaping profit, they bring about a tendency toward arise in their prices.
All these transformations go on ceaselessly and could stop only if the
unrealizable conditions of the evenly rotating economy and of static
equilibrium were to be attained.

In drafting their plans the entrepreneurs look first at the prices of the
immediate past which are mistakenly called present prices. Of course,
the entrepreneurs never make these prices enter into their calculations
without paying regard to anticipated changes. The prices of the immedi-
ate past are for them only the starting point of deliberations leading to
forecasts of future prices. The prices of the past do not influence the
determination of future prices. It is, on the contrary, the anticipation of
future prices of the products that determines the state of prices of the
complementary factors of production. The determination of prices has,
as far as the mutual exchange ratios between various commodities are
concerned,? no direct causal relation whatever with the pricesof the past.
The alocation of the nonconvertible factors of production among the
various branches of production3 and the amount of capital goods avail-
able for future production are historical magnitudes; in this regard the
past is instrumental in shaping the course of future production and in
affecting the prices of the future. But directly the prices of the factors of

2. It is different with regard to the mutual exchange ratios between money
and the vendible commodities and services. Cf. below, pp. 410-411.

3. The problem of the nonconvertible capital goods is dealt with below, pp.
503-5009.
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production are determined exclusively by the anticipation of future prices
of the products. The fact that yesterday people valued and appraised com-
moditiesin a different way isirrelevant. The consumers do not care about
the investments made with regard to past market conditions and do not
bother about the vested interests of entrepreneurs, capitalists, landowners,
and workers, who may be hurt by changes in the structure of prices. Such
sentiments play no role in the formation of prices. (It is precisely the fact
that the market does not respect vested interests that makes the people
concerned ask for government interference.) The prices of the past are for
the entrepreneur, the shaper of future production, merely amental tool. The
entrepreneurs do not construct afresh every day aradically new structure of
prices or alocate anew the factors of production to the various branches of
industry. They merely transform what the past has transmitted in better
adapting it to the atered conditions. How much of the previous conditions
they preserve and how much they change depends on the extent to which
the data have changed.

The economic process is a continuous interplay of production and con-
sumption. Today’s activities are linked with those of the past through the
technological knowledge at hand, the amount and the quality of the capital
goods among various individuals. They are linked with the future through
the very essence of human action; action is always directed toward the
improvement of future conditions. In order to see his way in the unknown
and uncertain future man has within his reach only two aids: experience of
past events and his faculty of understanding. Knowledge about past prices
is a part of this experience and at the same time the starting point of
understanding the future.

If the memory of al prices of the past were to fade away, the pricing
process would become more troublesome, but not impossible as far asthe
mutual exchange ratios between various commodities are concerned. It
would be harder for the entrepreneursto adjust production to the demand of
the public, but it could be done nonetheless. It would be necessary for them
to assemble anew all the datathey need asthe basis of their operations. They
would not avoid mistakes which they now evade on account of experience
at their disposal. Price fluctuations would be more violent at the beginning,
factorsof productionwould bewasted, want-satisfactionwould beimpaired.
But finaly, having paid dearly, people would again have acquired the
experience needed for a smooth working of the market process.

The essential fact isthat it is the competition of profit-seeking entrepre-
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neurs that does not tol erate the preservation of false prices of the factors of
production. The activities of the entrepreneurs are the element that would
bring about the unredlizable state of the evenly rotating economy if no
further changeswereto occur. Intheworld-embracing public sale called the
market they are the bidders for the factors of production. In bidding, they
are the mandataries of the consumers, as it were. Each entrepreneur repre-
sentsadifferent aspect of the consumers’ wants, either adifferent commod-
ity or another way of producing the same commaodity. The competition
among the entrepreneurs is ultimately a competition among the various
possibilities open to men to removetheir uneasinessasfar aspossibleby the
acquisition of consumers' goods. The decisions of the consumersto buy one
commodity and to postpone buying another determine the prices of factors
of production required for manufacturing these commodities. The competi-
tion between the entrepreneurs reflects the prices of consumers' goods in
the formation of the prices of the factors of production. It reflects in the
external world the conflict which the inexorable scarcity of the factors of
production bringsabout in the soul of each individual . It makes effectivethe
subsumed decisions of the consumers as to what purpose the nonspecific
factors should be used for and to what extent the specific factors of produc-
tion should be used.

The pricing processisasocia process. It is consummated by an interac-
tion of all members of the society. All collaborate and cooperate, eachinthe
particular role he has chosen for himself in the framework of the division of
labor. Competing in cooperation and cooperating in competition all people
areinstrumental in bringing about the result, viz., the price structure of the
market, the allocation of the factors of production to the various lines of
want-satisfaction, and the determination of the share of each individual.
These three events are not three different matters. They are only different
aspects of one indivisible phenomenon which our analytical scrutiny sepa-
ratesinto three parts. In the market processthey are accomplished uno actu.
Only people prepossessed by socialist leaningswho cannot free themselves
from longing glances at socialist methods speak of three different processes
in dealing with the market phenomena: the determination of prices, the
direction of productive efforts, and distribution.

A Limitation on the Pricing of Factors of Production

The process which makes the prices of the factors of production spring
fromthepricesof productscan achieveitsresultsonly if, of the complemen-
tary factorsnot replaceable by substitutes, not morethan oneisof absolutely
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specific character, that is, is not suitable for any other employment. If the
production of a product requires two or more absolutely specific factors,
only acumulative price can be assigned to them. If all factors of production
were absolutely specific, the pricing process would not achieve more than
such cumulative prices. It would accomplish nothing more than statements
likethis: ascombining 3aand 5 b produce one unit of p, 3aand 5 b together
areequal to 1 p and thefinal price of 3a+5 bis—due allowance being made
for time preference—equal to the final price of 1 p. As entrepreneurs who
want to use a and b for purposes other than the production of p do not bid
for them, a more detailed price determination is impossible. Only if a
demand emerges for a (or for b) on the part of entrepreneurs who want to
employ a (or b) for other purposes, does competition between them and the
entrepreneurs planning the production of p ariseand apricefor a (or b) come
into existence, the height of which determines also the price of b (or a).

A world in which al the factors of production are absolutely specific
could manageits affairs with such cumulative prices. In such aworld there
would not exist the problem of how to allocate the means of production to
various branches of want-satisfaction. In our real world things are different.
There are many scarce means of production which can be employed for
varioustasks. Therethe economic problemisto employ thesefactorsin such
away that no unit of them should be used for the satisfaction of alessurgent
need if this employment prevents the satisfaction of a more urgent need. It
is this that the market solves in determining the prices of the factors of
production. The socia service rendered by this solution is not in the least
impaired by the fact that for factors which can be employed only cumula-
tively no other than cumulative prices are determined.

Factorsof production which can be used in the sameratio of combination
for the production of various commaoditiesbut do not allow of any other use,
are to be considered as absolutely specific factors. They are absolutely
specific with regard to the production of an intermediary product which can
be utilized for various purposes. The price of thisintermediary product can
be assigned to them cumulatively only. Whether this intermediary product
can bedirectly apperceived by the sensesor whether itismerely theinvisible
and intangible outcome of their joint employment makes no difference.

4. Cost Accounting

In the calculation of the entrepreneur costs are the amount of money
required for the procurement of the factors of production. The entrepreneur
is intent upon embarking upon those business projects from which he
expects the highest surplus of proceeds over costs and upon shunning
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projects from which he expects a lower amount of profit or even aloss. In
doing this he adjusts his effort to the best possible satisfaction of the needs
of the consumers. The fact that a project is not profitable because costs are
higher than proceeds is the outcome of the fact that there is a more useful
employment available for the factors of production required. There are other
productsin the purchase of which the consumers are prepared to alow for the
prices of these factors of production. But the consumersare not prepared to pay
these pricesin buying the commodity the production of which isnot profitable.

Cost accounting is affected by the fact that the two following conditions
are not always present:

First, every increaseinthe quantity of factorsexpended for the production
of aconsumers' good increases its power to remove uneasiness.

Second, every increase in the quantity of a consumers good requires a
proportional increase in the expenditure of factors of production or even a
more than proportional increasein their expenditure.

If both these conditions were always and without any exception fulfilled,
every increment z expended for increasing the quantity m of a commodity
g would be employed for the satisfaction of a need viewed as less urgent
than the least urgent need already satisfied by the quantity m available
previously. At the sametimetheincrement zwould require the employment
of factorsof production to be withdrawn from the satisfaction of other needs
considered as more pressing than those needs whose satisfaction was fore-
gone in order to produce the marginal unit of m. One the one hand the
marginal value of the satisfaction derived from the increase in the quantity
available of g would drop. On the other hand the costs required for the
production of additional quantitiesof gwouldincreasein marginal disutility:
factors of production would be withheld from employments in which they
could satisfy more urgent needs. Production must stop at the point at which
themarginal utility of theincrement nolonger compensatesfor the marginal
increase in the disutility of costs.

Now these two conditions are present very often, but not generally
without exception. There exist many commodities of all orders of goods
whose physical structure is not homogeneous and which are therefore not
perfectly divisible.

It would, of course, be possible to conjure away the deviation from the
first condition mentioned above by asophisticated play onwords. Onecould
say: half amotorcar isnot amotorcar. If oneaddsto half amotorcar aquarter
of a motorcar, one does not increase the “quantity” available; only the
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perfection of the process of production which turns out a complete car
produces a unit and an increase in the “quantity” available. However, such
aninterpretation missesthe point. The problemwemust faceisthat not every
increase in expenditure increases proportionately the objective use-value,
the physical power of a thing to render a definite service. The various
incrementsin expenditurebring about different results. Thereareincrements
the expenditure of which remains useless if no further increments of a
definite quantity are added.

Onthe other hand—and thisisthe deviation from the second condition—
an increase in physical output does not always require a proportionate
increase in expenditure or even any additional expenditure. It may happen
that costs do not rise at al or that their rise increases output more than
proportionately. For many means of production are not homogeneouseither
and not perfectly divisible. This is the phenomenon known to business as
the superiority of big-scale production. The economists speak of the law of
increasing returns or decreasing costs.

We consider—as case A—a state of affairs in which all factors of
production are not perfectly divisible and in which full utilization of the
productive services rendered by every further indivisible element of each
factor requires full utilization of the further indivisible elements of every
other of the complementary factors. Then in every aggregate of productive
agents each of the assembled elements—every machine, every worker,
every piece of raw material—can be fully utilized only if al the productive
services of the other elements are fully employed too. Within these limits
the production of a part of the maximum output attainable does not require
ahigher expenditure than the production of the highest possible output. We
may also say that the minimum-size aggregate always produces the same
quantity of products; it is impossible to produce a smaller quantity of
products even if thereis no use for a part of it.

We consider—as case B—a state of affairs in which one group of the
productive agents (p) isfor al practical purposes perfectly divisible. Onthe
other hand theimperfectly divisible agents can be divided in such away that
full utilization of the services rendered by each further indivisible part of
one agent requiresfull utilization of thefurther indivisible parts of the other
imperfectly divisiblecomplementary factors. Thenincreasing production of
an aggregate of further indivisible factorsfrom a partial to amore complete
utilization of their productive capacity requires merely an increase in the
quantity of p, the perfectly divisible factors. However, one must guard
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oneself against the fallacy that this necessarily implies a decrease in the
average cost of production. Itistruethat within the aggregate of imperfectly
divisible factors each of them is now better utilized, that therefore costs of
production as far as they are caused by the cooperation of these factors
remain unchanged, and that the quotas faling to a unit of output are
decreasing. But on the other hand an increase in the employment of the
perfectly factors of production can be attained only by withdrawing them
from other employments. The value of these other employmentsincreases,
other things being equal, with their shrinking; the price of these perfectly
divisible factors tends to rise as more of them are used for the better
utilization of the productive capacity of theaggregate of thenot further divisble
factorsin question. One must not limit the consideration of our problem to the
case in which the additiond quantity of p iswithdrawn from other enterprises
producing the same product in aless efficient way and forces these enterprises
to redtrict their output. It is obvious that in this case—competition between a
more and aless efficient enterprise producing the same article out of the same
raw materia s—the average cost of production is decreasing in the expanding
plant. A more genera scrutiny of the problem leads to a different result. If the
units of p are withdrawn from other employments in which they would have
been utilized for the production of other articles, there emerges a tendency
toward an increase in the price of these units. This tendency may be compen-
sated by accidenta tendencies operating in the opposite direction; it may
sometimes by so feeble that its effects are negligible. But it is dways present
and potentialy influences the configuration of cods.

Finally we consider—as case C—a state of affairs in which various
imperfectly divisiblefactorsof production can bedivided only in such away
that, given the conditions of the market, any size which can be chosen for
their assemblagein aproduction aggregate does not allow for acombination
in which full utilization of the productive capacity of one factor makes
possible full utilization of the productive capacity of the other imperfectly
divisible factors. This case c aone is of practical significance, while the
casesAand B hardly play any rolein real business. The characteristic feature
of case C is that the configuration of production costs varies unevenly.
If all imperfectly divisible factors are utilized to less than full capacity,
an expansion of production results in a decrease of average costs of
production unlessarisein the pricesto be paid for the perfectly divisible
factors counterbalances this outcome. But as soon as full utilization of
the capacity of one of theimperfectly divisible factorsisattained, further



PRICES 343

expans on of producti on causesasudden sharpriseincogs Thenagainatendency
toward a decrease in average production costs setsin and goes on working until
full utilization of one of theimperfectly divisblefactorsisattained anew.

Other things being equal, the more production of a certain article in-
creases, the more factors of production must be withdrawn from other
employments in which they would have been used for the production of
other articles. Hence—other things being equal—average production costs
increase with the increase in the quantity produced. But this general law is
by sections superseded by the phenomenon that not all factors of production
are perfectly divisible and that, as far as they can be divided, they are not
divisible in such a way that full utilization of one of them results in full
utilization of the other imperfectly divisible factors.

The planning entrepreneur is always faced with the question: To what
extent will the anticipated prices of the products exceed the anticipated
costs? If the entrepreneur is still free with regard to the project in question,
because hehasnot yet madeany inconvertibleinvestmentsfor itsrealization,
it isaverage costs that count for him. But if he has already avested interest
intheline of business concerned, he seesthingsfrom the angle of additional
costs to be expended. He who aready owns a not fully utilized production
aggregate doesnot takeinto account average cost of production but marginal
cost. Without regard to the amount already expended for inconvertible
investments he is merely interested in the question whether or not the
proceeds from the sale of an additional quantity of productswill exceed the
additional cost incurred by their production. Even if the whole amount
invested in the inconvertible production facilities must be wiped off as a
loss, he goes on producing provided he expects a reasonabl et surplus of
proceeds over current Costs.

With regard to popular errors it is necessary to emphasize that if the
conditions required for the appearance of monopoly prices are not present,
an entrepreneur isnot in aposition to increase his net returns by restricting
production beyond the amount conforming with consumers' demand. But
this problem will be dealt with later in section 6.

That afactor of productionisnot perfectly divisible doesnot alwaysmean
that it can be constructed and employed in one size only. This, of course,
may occur in some cases. But asaruleit is possible to vary the dimensions

4. Reasonable means in this connection that the anticipated returns on the
convertible capital used for the continuation of production are at | east not lower
than the anticipated returns on its use for other projects.
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of thesefactors. If out of the various dimensionswhich are possiblefor such
afactor—e.g., a machine—one dimension is distinguished by the fact that
the costs incurred by its production and operation are rendered lower per
unit of the productive services than those for other dimensions, things are
essentially identical . Then the superiority of thebigger plant doesnot consist
in the fact that it utilizes a machine to full capacity while the smaller plant
utilizes only a part of the capacity of amachine of the same size. It consists
rather in the fact that the bigger p;ant employs a machine which operates
with abetter utilization of thefactorsof production required for its construc-
tion and operation than does the smaller machine employed by the smaller
plant.

Theroleplayedinall branchesof production by thefact that many factors
of production are not perfectly divisible is very great. It is of paramount
importance in the course of industrial affairs. But one must guard oneself
against many misinterpretations of its significance.

One of these errorswasthe doctrine according to which in the processing
industries there prevails a law of increasing returns, while ion agriculture
and mining alaw of decreasing returns prevails. Thefallaciesimplied have
been exploded above.® Asfar asthereisadifferencein this regard between
conditionsin agriculture and those in the processing industries, differences
in the data bring them about. Theimmobility of the soil and the fact that the
performance of the various agricultural operations depends on the seasons
make it impossible for farmers to take advantage of the capacity of many
movable factors of production to the degree which conditions in manufac-
turing for the most part allow. The optimum size of a production outfit in
agricultural production is as a rule much smaller than in the processing
industries. It is obvious and does not need any further explanation why the
concentration of farming cannot be pushed to anything near the degree
obtaining in the processing industries.

However, the inequality in the distribution of natural resources over the
earth’s surface, which is one of the two factors making for the higher
productivity of the division of labor, putsalimit to the progress of concen-
tration in the processing industries al so. The tendency toward aprogressive
specialization and the concentration of integrated industrial processes in
only afew plantsis counteracted by the geographical dispersion of natural
resources. The fact that the production of raw materials and foodstuffs
cannot be centralized and forces peopleto disperse over the various parts of

5. Cf. above, p. 130.
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the earth’s surface enjoins also upon the processing industries a certain
degree of decentralization. It makesit necessary to consider the problems of
transportation as a particular factor of production costs. The costs of trans-
portation must be weighed agai nst the economiesto be expected from more
thoroughgoing specialization. While in some branches of the processing
industriesthe utmost concentration isthe most adegquate method or reducing
costs, in other branches a certain degree of decentralization is more advan-
tageous. In the servicing trades the disadvantages of concentration become
so great that they almost entirely overweigh the advantages derived.

Then a historical factor comes into play. In the past capital goods were
immobilized on sites on which our contemporarieswould not have set them.
Itisimmaterial whether or not thisimmobilization wasthe most economical
procedure to which the generationsthat brought it about could resort. In any
event the present generation is faced with afait accompli. It must adjust its
operationstothefact andit must takeit into account in dealing with problems
of the location of the processing industries.®

Finally thereareinditutional factors. There aretrade and migration barriers.
There are differences in politica organization and methods of government
between various countries. Vast areas are administered in such away thet it is
practically out of thequestionto choosethem asaseat for any capita investment
no matter how favorable their physical conditions may be.

Entrepreneurial cost accounting must deal with all these geographical,
historical andinstitutional factors. But even apart fromthemthereare purely
technical factors limiting the optimum size of plants and firms. The greater
plant or firm may require provisionsand procedureswhich the smaller plant
or firm can avoid. In many instances the outlays caused by such provisions
and procedures may be overcompensated by the reduction in costs derived
from better utilization of the capacity of some of the not perfectly divisible
factors employed. In other instances this may not be the case.

Under capitalism thearithmetical operationsrequired for cost accounting
and the confrontation of costs and proceeds can easily be effected as there
are methods of economic calculation available. However, cost accounting
and calculation of the economic significance of business projects under
consideration is not merely a mathematical problem which can be solved
satisfactorily by al those familiar with the elementary rules of arithmetic.

6. For athoroughgoing treatment of the conservatism enjoined upon men by
the limited convertibility of many capital goods, the historically determined
element in production, see below, pp. 503-514.
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Themain questionisthe determination of themoney equival entsof theitems
which are to enter into the calculation. It is a mistake to assume, as many
economists do, that these equivalents are given magnitudes, uniquely deter-
mined by the state of economic conditions. They are speculative anticipa-
tionsof uncertain future conditionsand as such depend onthe entrepreneur’ s
understanding of the future state of the market. The term fixed costsis also
in this regard somewhat misleading.

Every action aims at the best possible supplying of future needs. To
achievethese endsit must makethe best possible use of the availablefactors
of production. However, the historical process which brought about the
present state of factors available is beside the point. What counts and
influences the decisions concerning future action is solely the outcome of
this historical process, the quantity and the quality of the factors available
today. These factors are appraised only with regard to their ability to render
productive services for the removal of future uneasiness. The amount of
money spent in the past for their production and acquisition isimmaterial.

It has already been pointed out that an entrepreneur who by the time he
has to make a new decision has expended money for the redlization of a
definiteprojectisin adifferent position from that of aman who startsafresh.
Theformer ownsacomplex of inconvertiblefactors of productionwhich he
can employ for certain purposes. His decisions concerning further action
will beinfluenced by thisfact. But he apprai ses this complex not according
towhat heexpendedinthepast for itsacquisition. Heappraisesit exclusively
from the point of view of its usefulness for future action. The fact that he
has spent more or lessfor itsacquisition isinsignificant. Thisfactisonly a
factor in determining the amount of the entrepreneur’ s past losses or profits
and the present state of hisfortune. It isan element in the historical process
that brought about the present state of the supply of factors of production
and assuch it isof importance for future action. But it does not count for the
planning of future action and the calculation regarding such action. It is
irrelevant that the entries in the firm’ s books differ from the actual price of
such inconvertible factors of production.

Of course, such consummated losses or profits may motivate a firm to
operate in a different way from which it would if it were not affected by
them. Past losses may render a firm’s financial position precarious, espe-
cialy if they bring about indebtedness and burden it with payments of
interest and installments on the principal. However, it isnot correct to refer
to such payments as apart of fixed costs. They have no relation whatever to
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the current operations. They are not caused by the process of production,
but by the methods employed by the entrepreneur in the past for the
procurement of the capital and capital goods needed. They ar only
accidental with reference to the going concern. But they may enforce
upon the firm in question a conduct of affairs which it would not adopt
if it were financially stronger. The urgent need for cash in order to meet
payments due does not affect its cost accounting, but its appraisal of
ready cash as compared with cash that can only bereceived at alater day.
It may impel the firm to sell inventories at an inappropriate moment and
to use its durable production equipment in away that unduly neglectsits
conservation for later use.

Itisimmaterial for the problems of cost accounting whether afirm owns
the capital invested in its enterprise or whether it has borrowed a greater or
smaller part of it and is bound to comply with the terms of aloan contract
rigidly fixing the rate of interest and the dates of maturity for interest and
principal. The costs of production include only the interest on the capital
which is dtill existent and working in the enterprise. It does not include
interest on capital squandered in the past by bad investment or by ineffi-
ciency in the conduct of current business operations. The task incumbent
upon the businessman is always to use the supply of capita goods now
available in the best possible way for the satisfaction of future needs. In the
pursuit of this aim he must not be misled by past errors and failures the
consequences of which cannot be brushed away. A plant may have been
constructed in the past which would not have been built if one had better
forecast the present situation. It is vain to lament this historical fact. The
main thing isto find out whether or not the plant can still render any service
and, if thisquestionisansweredintheaffirmative, how it can bebest utilized.
Itiscertainly sad for theindividual entrepreneur that hedid not avoid errors.
The losses incurred impair his financial situation. They do not affect the
costs to be taken into account in planning further action.

It is important to stress this point because it has been distorted in the
current interpretation and justification of various measures. One does not
“reducecosts’ by aleviating somefirms’ and corporations’ burden of debts.
A policy of wiping out debts or the interest due on them totally or in part
does not reduce costs. It transfers wealth from creditors to debtors; it shifts
the incidence of losses incurred in the past from one group of people to
another group, e.g., from the owners of common stock to those of preferred
stock and corporate bonds. This argument of cost reduction is often ad-
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vanced in favor of currency devaluation. It isno lessfallaciousin this case
than al the other arguments brought forward for this purpose.

What are commonly called fixed costs are aso costs incurred by the
exploitation of the already available factors of production which are either
rigidly inconvertible or can be adapted for other productive purposes only
at aconsiderableloss. Thesefactorsare of amoredurable character than the
other factors of production required. But they are not permanent. They are
used up in the process of production. With each unit of product turned out
a part of the machine's power to produce is exhausted. The extant of this
attrition can be precisely ascertained by technology and can be appraised
accordingly in terms of money.

However, it is not only this money equivalent of the machine' s wearing
out which the entrepreneurial calculation hasto consider. The businessman
is not merely concerned with the duration of the machine’s technological
life. He must take into account the future state of the market. Although a
machine may still betechnologically perfectly utilizable, market conditions
may render it obsolete and worthless. If the demand for its products drops
considerably or disappears atogether or if more efficient methods for
supplying the consumers with these products appear, the machine is eco-
nomically merely scrap iron. In planning the conduct of his business the
entrepreneur must pay full regard to the anticipated future state of the
market. Theamount of “fixed” costswhichenter into hiscal culation depends
on his understanding of future events. It is not to be fixed simply by
technological reasoning.

The technologist may determine the optimum for a production aggregate's
utilization. But this technological optimum may differ from that which the
entrepreneur ontheground of hisjudgment concerning futuremarket conditions
entersinto his economic calculation. Let us assume that afactory is equipped
with machineswhich can beutilized for aperiod of ten years. Every year 10 per
cent of their prime costsislaid aside for depreciation. In the third year market
conditions place a dilemma before the entrepreneur. He can double his output
for the year and sl it at a price which (gpart from covering the increase in
variable costs) exceeds the quota of depreciation for the current year and the
present value of the last depreciation quota. But this doubling of production
trebles the wearing out of the equipment and the surplus proceeds fromthe sale
of the double quantity of products are not great enough to make good also for
the present va ue of the depreciation quotaof the ninth year. If the entrepreneur
were to consider the annual depreciation quota as a rigid element for his
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calculation, he would have to deem the doubling of production as not
profitable, as additional proceeds lag behind additional cost. He would
abstain from expanding production beyond the technol ogical optimum. But
the entrepreneur calculates in a different way, athough in his accountancy
he may lay aside the same quotafor depreciation every year. Whether or not
the entrepreneur prefers afraction of the present value of the ninth year’'s
depreciation quota to the technological services which the machines could
render him in the ninth year, depends on his opinion concerning the future
state of the market.

Public opinion, governments and legidators, and the tax laws ook upon
a business outfit as a source of permanent revenue. They believe that the
entrepreneur who makes due allowance for capital maintenance by annual
depreciation quotas will always bein a position to reap a reasonable return
from the capital invested in his durable producers’ goods. Real conditions
are different. A production aggregate such as a plant and its equipment isa
factor of production whose usefulness depends on changing market condi-
tionsand the skill of the entrepreneur in employing it in accordance with the
change in conditions.

Thereisinthefield of economic calculation nothing that iscertainin the
sense in which this term is used with regard to technological facts. The
essential elements of economic cal culation are speculative anticipations of
future conditions. Commercia usages and customs and commercial laws
have established definite rules for accountancy and auditing. There is
accuracy in the keeping of books. But they are accurate only with regard to
theserules. The book values do not reflect precisely thereal state of affairs.
The market value of an aggregate of durable producers goods may differ
from the nominal figures the books show. The proof is that the Stock
Exchange apprai ses them without any regard to these figures.

Cost accounting is therefore not an arithmetical process which can be
established and examined by an indifferent umpire. It does not operate with
uniquely determined magnitudes which can be found out in an objective
way. Its essential items are the result of an understanding of future condi-
tions, necessarily always colored by the entrepreneur’s opinion about the
future state of the market.

Attempts to establish cost accounts on an “impartial” basis are doomed to
failure. Calculating costsisamental tool of action, the purposivedesignto make
the best of the available means for an improvement of future conditions. It is
necessarily valitional, not factud. In the hands of an indifferent umpire it
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changes its character entirely. The umpire does not look forward to the
future. He looks backward to the dead past and to rigid rules which are
useless for real life and action. He does not anticipate changes. He is
unwittingly guided by the prepossession that the evenly rotating economy
isthe normal and most desirable state of human affairs. Profitsdo not fit into
his scheme. He has a confused idea about a “fair” rate of profit or a“fair”
return on capital invested. However, there are no such things. In the evenly
rotating economy there areno profits. In achanging economy profitsare not
determined with reference to any set of rules by which they could be
classified asfair or unfair. Profits are never normal. Where thereis normal -
ity, i.e., absence of change, no profits can emerge.

5. Logical Catallactics Versus Mathematical Catallactics

The problems of prices and costs have been treated al so with mathemat-
ica methods. There have even been economists who held that the only
appropriate method of dealing with economic problemsisthe mathematical
method and who derided the logical economists as*literary” economists.

If this antagonism between the logical and the mathematical economists
were merely adisagreement concerning the most adequate procedure to be
applied in the study of economics, it would be superfluous to pay attention
to it. The better method would prove its preeminence by bringing about
better results. It may also be that different varieties of procedure are
necessary for the solution of different problems and that for some of them
one method is more useful than the other.

However, thisisnot adispute about heuristic questions, but acontroversy
concerning the foundations of economics. The mathematical method must
be rejected not only on account of its barrenness. It is an entirely vicious
method, starting from fal seassumptionsand leading tofallaciousinferences.
Itssyllogismsare not only sterile; they divert the mind from the study of the
real problems and distort the relations between the various phenomena.

The ideas and procedures of the mathematical economists are not uni-
form. There are three main currents of thought which must be dealt with
Separately.

Thefirst variety isrepresented by the statisticianswho aim at discovering
economic laws from the study of economic experience. They aim to trans-
form economicsinto a*“ quantitative” science. Their program is condensed
in the motto of the Econometric Society: Science is measurement.
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The fundamental error implied in this reasoning has been shown above.”
Experience of economic history is always experience of complex phenom-
ena. It can never convey knowledge of the kind the experimenter abstracts
from alaboratory experiment. statistics is a method for the presentation of
historical facts concerning prices and other relevant data of human action.
It is not economics and cannot produce economic theorems and theories.
Thestatisticsof pricesiseconomic history. Theinsight that, ceterisparibus,
anincreasein demand must result in anincreasein pricesisnot derived from
experience. Nobody ever was or ever will be in a position to observe a
change in one of the market data ceteris paribus. There is no such thing as
guantitative economics. All economic quantities we know about are data of
economic history. No reasonable man can contend that the rel ation between
priceand supply isin general, or in respect of certain commaodities, constant.
We know, on the contrary, that external phenomena affect different people
in different ways, that the reactions of the same people to the same
external events vary, and that it is not possible to assign individuals to
classes of men reacting in the same way. Thisinsight is aproduct of our
aprioristic theory. Itistrue the empiricistsreject thistheory; they pretend
that they aim to learn only from historical experience. However, they
contradict their own principles as soon as they pass beyond the unadul-
terated recording of individual single pricesand begin to construct series
and to compute averages. A datum of experience and a statistical fact is
only a price paid at a definite time and a definite place for a definite
quantity of a certain commodity. The arrangement of various price data
in groups and the computation of averages are guided by theoretical
deliberations which are logically and temporally antecedent. The extent
to which certain attending features and circumstantial contingencies of
the price data concerned are taken or not taken into consideration de-
pends on theoretical reasoning of the same kind. Nobody is so bold asto
maintain that arise of a per cent in the supply of any commodity must
always—in every country and at any time—result in afall of b per cent
in its price. But as no quantitative economist ever ventured to define
precisely on the ground of statistical experience the special conditions
producing a definite deviation from the ratio a : b, the futility of his
endeavors is manifest. Moreover, money is not a standard for the mea-
surement of prices; it is a medium whose exchange ration varies in the
same way, although as a rule not with the same speed and to the same

7. Cf. Above, pp. 31, 55-56.
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extent, in which the mutual exchange ratios of the vendible commodities
and servicesvary.

Thereishardly any need to dwell longer upon the exposure of the claims
of quantitative economics. In spite of all the high-sounding pronouncements
of its advocates, nothing has been done for the realization of its program.
The late Henry Schultz devoted his research to the measurement of elastic-
ities of demand for various commodities. Professor Paul H. Douglas has
praised the outcome of Schultz's studies as “a work as necessary to help
make economics a more or less exact science as was the determination of
atomic weightsfor the devel opment of chemistry.” 8 Thetruthisthat Schultz
never embarked upon a determination of the elasticity of demand for any
commodity assuch; the dataherelied upon werelimited to certain geograph-
ical areas and historical periods. His result for a definite commodity, for
instance potatoes, do not refer to potatoesin general, but to potatoesin the
United States in the years from 1875 to 1929.° They are, at best, rather
questionable and unsatisfactory contributions to various chapters of eco-
nomic history. They are certainly not steps toward the realization of the
confused and contradictory program of quantitative economics. It must be
emphasi zed that the two other varieties of mathematical economicsarefully
aware of thefutility of quantitative economics. For they have never ventured
to make any magnitudes as found by the econometricians enter into their
formulas and equations and thus to adapt them for the solution of particular
problems. There isin the field of human action no means for dealing with
future events other than that provided by understanding.

The second field treated by mathematical economists is that of the
relation of pricesand costs. In dealing with these problemsthe mathematical
economists disregard the operation of the market process and moreover
pretend to abstract from the use of money inherent in all economic calcula-
tions. However, as they speak of prices and costs in general and confront
pricesand costs, they tacitly imply the existenceand theuse of money. Prices
arealwaysmoney prices, and costs cannot betakeninto account in economic
calculationif not expressedintermsof money. If onedoesnot resort to terms
of money, costs are expressed in complex quantities of diverse goods and
servicesto be expended for the procurement of aproduct. On the other hand
prices—if this term is applicable at all to exchange ration determined by

8. Cf. Paul H. Douglas in Econometrica, VII, 105.
9. Cf. Henry Schultz, The Theory and Measurement of Demand (University
of Chicago Press, 1938), pp. 405-427.
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barter—are the enumeration of quantities of various goods against which
the “seller” can exchange a definite supply. The goods which are referred
toinsuch“prices’ arenot the sametowhichthe* costs’ refer. A comparison
of such pricesinkind and costsin kind is not feasible. That the seller values
the goods he gives away less than those he receives in exchange for them,
that the seller and the buyer disagree with regard to the subjective valuation
of thetwo goodsexchanged, and that an entrepreneur embarks upon aproject
only if he expected to receive for the product goods that he values higher
than those expended in their production, all this we know already on the
ground of praxeological comprehension. Itisthisaprioristic knowledge that
enables us to anticipate the conduct of an entrepreneur who isin a position
to resort to economic calculation. But the mathematical economist deludes
himself when he pretends to treat these problemsin a more general way by
omitting any reference to terms of money. It isvain to investigate instances
of nonperfect divisibility of factors of production without reference to
economic calculation in terms of money. Such a scrutiny can never go
beyond the knowledge already available; namely that every entrepreneur is
intent upon producing those articles the sale of which will bring him
proceeds that he values higher than the total complex of goods expended in
their production. But if there is no indirect exchange and if no medium of
exchange is in common use, he can succeed, provided he has correctly
anticipated the future state of the market, only if he is endowed with a
superhuman intellect. He would have to take in at a glance all exchange
ratios determined at the market in such away asto assignin hisdeliberations
precisely the place due to every good according to theseratios.

It cannot bedenied that al invegtigations concerning therelation of pricesand
costs presuppose both the use of money and the market process. But the mathe-
matical economigts shut their eyesto thisobviousfact. They formulate equations
and draw curveswhich are supposed to describeredlity. In fact they describeonly
ahypotheticd and unredizable state of affairs, in no way smilar to the catdlactic
problemsin question. They subgtitutea gebraic symbolsfor thedeterminateterms
of money as used in economic caculation and believethet this procedure renders
their reasoning more scientific. They strongly impressthe gulliblelayman. Infact
they only confuse and muddle things which sare satisfactorily dealt with in
textbooks of commercid arithmetic and accountancy.

Some of these mathematicians have gone so far as to declare that
economic calculation could be established on the basis of units of utility.
They call their methods utility analysis. Their error is shared by the third
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variety of mathematical economics.

The characteristic mark of this third group is that they are openly and
conscioudly intent upon solving catallactic problems without any reference
to the market process. Their ideal is to construct an economic theory
according to the pattern of mechanics. They again and again resort to
anal ogies with classical mechanicswhich in their opinion isthe unique and
absolute model of scientificinquiry. Thereisno need to explain again why
this analogy is superficia and misleading and in what respects purposive
human action radically differsfrom motion, the subject matter of mechanics.
It is enough to stress one point, viz., the practical significance of the
differential equationsin both fields.

The deliberations which result in the formulation of an equation are
necessarily of anonmathematical character. Theformulation of theequation
is the consummation of our knowledge; it does not directly enlarge our
knowledge. Yet, in mechanics the equation can render very important
practical services. Asthereexist constant rel ations between variousmechan-
ica elements and as these relations can be ascertained by experiments, it
becomes possible to use equations for the solution of definite technological
problems. Our modern industrial civilization is mainly an accomplishment
of this utilization of the differentia equations of physics. No such constant
relationsexist, however, between economic elements. The equationsformu-
lated by mathemati cal economicsremain ausel ess piece of mental gymnas-
ticsand would remain so even it they were to express much more than they
really do.

A sound economic deliberation must never forget these two fundamental
principles of thetheory of value: First, valuing that resultsin action aways
means preferring and setting aside; it never means equivalence or indiffer-
ence. Second, there is no means of comparing the valuations of different
individuals or the valuations of the same individuals at different instants
other than by establishing whether or not they arrange the aternatives in
guestion in the same order of preference.

In theimaginary construction of the evenly rotating economy al factors
of production are employed in such away that each of them rendersthe most
valuable service. No thinkable and possible change could improve the state
of satisfaction; no factor is employed for the satisfaction of aneed a if this
employment prevents the satisfaction of a need b that is considered more
valuable than the satisfaction of a. It is, of course, possible to describe this
imaginary state of the allocation of resources in differential equations and
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tovisualizeit graphicaly in curves. But such devices do not assert anything
about the market process. They merely mark out an imaginary situation in
which the market process would cease to operate. The mathematical econ-
omistsdisregard thewholetheoretical elucidation of the market processand
evasively amusethemsel veswith an auxiliary notion employedinitscontest
and devoid of any sense when used outside of this context.

In physicswe arefaced with changes occurring in vari ous sense phenom-
ena. We discover a regularity in the sequence of these changes and these
observations lead us to the construction of a science of physics. We know
nothing about the ultimate forces actuating these changes. They are for the
searching mind ultimately given and defy any further analysis. What we
know from observation is the regular concatenation of various observable
entities and attributes. It is this mutual interdependence of data that the
physicist describesin differential equations.

In praxeology the first fact we know is that men are purposively intent
upon bringing about some changes. It is this knowledge that integrates the
subject matter of praxeology and differentiatesit from the subject matter of
the natura sciences. We know the forces behind the changes, and this
aprioristic knowledge leads usto acognition of the praxeol ogical processes.
The physicist does not know what electricity “is.” He knows only phenom-
enaattributed to something called el ectricity. But the economist knowswhat
actuates the market process. It is only thanksto this knowledge that heisin
a position to distinguish market phenomena from other phenomena and to
describe the market process.

Now, the mathematical economist does not contribute anything to the
elucidation of the market process. He merely describes an auxiliary make-
shift employed by thelogical economistsasalimiting notion, the definition
of a state of affairs in which there is no longer any action and the market
process has come to a standstill. That is all he can say. What the logical
economist setsforth in words when defining the imaginary constructions of
the final state of rest and the evenly rotating economy and what the
mathematical economist himself must describe in words before he embarks
upon his mathematical work, istranslated into algebraic symbols. A super-
ficial analogy is spun out too long, that isall.

Both the logical and the mathematical economists assert that human
action ultimately aims at the establi shment of such a state of equilibrium
and would reach it if al further changes in data were to cease. But the
logical economist knows much more than that. He shows how the
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activities of enterprising men, the promoters and specul ators, eager to profit
from discrepancies in the price structure, tend toward eradicating such
discrepancies and thereby also toward blotting out the sources of entre-
preneurial profit andloss. He shows how this processwould finally result
ion the establishment of the evenly rotating economy. Thisisthe task of
economic theory. The mathematical description of various states of
equilibrium is mere play. The problem is the analysis of the market
process.

A comparison of both methods of economic analysis makes us under-
stand the meaning of the often raised request to enlarge the scope of
economic science by the construction of a dynamic theory instead of the
mere occupation with static problems. With regard to logical economics
this postulate is devoid of any sense. Logical economicsis essentially a
theory of processes and changes. It resortsto theimaginary constructions
of changelessness merely for the elucidation of the phenomena of
change. But it is different with mathematical economics. Its equations
and formulas are limited to the description of states of equilibrium and
nonacting. It cannot assert anything with regard to the formation of such
states and their transformation into other states as long as it remainsin
therealm of mathematical procedures. As against mathemati cal econom-
icsthe request for adynamic theory iswill substantiated. But thereisno
means for mathematical economics to comply with this request. The
problems of process analysis, i.e., the only economic problems that
matter, defy any mathematical approach. The introduction of time pa-
rameters into the equations is no solution. It does not even indicate the
essential shortcomings of the mathematical method. The statements that
every change involves time and that change is always in the temporal
sequence are merely away of expressing the fact that as far as there is
rigidity and unchangeability there is no time. The main deficiency of
mathematical economics is not the fact that it ignores the temporal
sequence, but that it ignores the operation of the market process.

The mathematical method isat alossto show how from a state of nonequi-
librium those actions spring up which tend toward the establishment of equilib-
rium. Itis, of course, possible to indicate the mathematica operations required
for the transformation of the mathematica description of a definite state of
nonequilibrium into the mathematical description of the state of equilibrium.
But these mathematical operations by no means describe the market process
actuated by the discrepanciesin the price structure. The differentid equations
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of mechanics are supposed to describe precisely the motions concerned at
any instant of thetimeinterval between the state of nonequilibrium and that
of equilibrium. Only those entirely blinded by the prepossession that eco-
nomics must be apale replicaof mechanicswill underrate the weight of this
objection. A very imperfect and superficial metaphor is not a substitute for
the services rendered by logical economics.

In every chapter of catallactics the devastating consequences of the
mathematical treatment of economics can be tested. It is enough to refer to
two instances only. Oneis provided by the so-called equation of exchange,
the mathematical economists' futile and misleading attempt to deal with
changes in the purchasing power of money.10 The second can be best
expressed inreferring to Professor Schumpeter’ sdictum according towhich
consumers in evaluating consumers goods “ipso facto also evaluate the
means of production which enter into the production of these goods.” Hitis
hardly possible to construe the market processin a more erroneous way.

Economicsisnot about goodsand services, itisabout theactionsof living
men. Itsgoal is not to dwell upon imaginary constructions such as equilib-
rium. These constructions are only tools of reasoning. The sole task of
economicsisanalysis of the actions of men, isthe analysis of processes.

6. Monopoly Prices

Competitive prices are the outcome of a complete adjustment of the
sellers to the demand of the consumers. Under the competitive price the
whole supply available is sold, and the specific factors of production are
employed to the extent permitted by the prices of the nonspecific comple-
mentary factors. No part of asupply availableis permanently withheld from
the market, and the marginal unit of specific factorsof production employed
does not yield any net proceed. The whole economic process is conducted
for the benefit of the consumers. Thereis no conflict between the interests
of the buyers and those of the sellers, between the interests of the producers
and those of the consumers. The owners of the various commodities are not
in a position to divert consumption and production from the lines enjoined
by the val uations of the consumers, the state of supply of goodsand services

10.Cf. below, p. 399.

11.Cf. Joseph A. Schumpeter, Capitalism, Socialism and Democracy (New
York, 1942), p. 175. For a critique of this statement, cf. Hayek, “ The Use of
Knowledge in Society,” Individualism and the Social Order (Chicago, 1948),
pp. 89 ff.
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of all orders and the state of technological knowledge.

Every single seller would see his own proceeds increased if afal in the
supply at the disposal of his competitors were to increase the price at which
he himself could sell his own supply. But on a competitive market heisnot
inaposition to bring about this outcome. Except for aprivilegederived from
government interference with business he must submit to the state of the
market asitis.

The entrepreneur in his entrepreneurial capacity is always subject to the
full supremacy of the consumers. It isdifferent with the owners of vendible
goods and factors of production and, of course, with the entrepreneurs in
their capacity asownersof such goods and factors. Under certain conditions
they fare better by restricting supply and selling it at a higher price per unit.
The pricesthus determined, the monopoly prices, are aninfringement of the
supremacy of the consumers and the democracy of the market.

The specia conditions and circumstances required for the emergence of
monopoly prices and their catallactic features are:

1. There must prevail a monopoly of supply. The whole supply of the
monopolized commodity iscontrolled by asingle seller or agroup of sellers
acting in concert. The monopolist—whether one individual or a group of
individuals—is in a position to restrict the supply offered for sale or
employed for production in order to raise the price per unit sold and need
not fear that his plan will be frustrated by interference on the part of other
sellers of the same commaodity.

2. Either the monopolist is not in a position to discriminate among the
buyers of he voluntarily abstains from such discriminati on.*?

3. The reaction of the buying public to the rise in prices beyond the
potential competitive price, the fall in demand, is not such asto render the
proceeds resulting from total sales at any price exceeding the competitive
pricesmaller thantotal proceedsresulting fromtotal salesat the competitive
price. Hence it is superfluous to enter into sophisticated disquisitions con-
cerning what must be considered the mark of the sameness of an article. It
is not necessary to raise the question whether all neckties are to be called
specimens of the same article or whether one should distinguish them with
regard to fabric, color, and pattern. An academic delimitation of various
articlesisuseless. The only point that countsisthe way in which the buyers
react to therisein prices. For the theory of monopoly pricesit isirrelevant
to observethat every necktie manufacturer turnsout different articlesand to

12.Price discrimination is dealt with below, pp. 388-391.
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call each of them amonopolist. Catallactics does not deal with monopoly as
such but with monopoly prices. A seller of necktieswhich are different from
those offered for sale by other people could attain monopoly prices only if
the buyers did not react to any risein pricesin such away asto make such
arise disadvantageous for him.

Monopoly isaprerequisite for the emergence of monopoly prices, but it
isnot the only prerequisite. Thereisafurther condition required, namely a
certain shape of the demand curve. The mere existence of monopoly does
not mean anything in this regard. The publisher of a copyright book is a
monopolist. But he may not be ableto sell asingle copy, no matter how low
the price he asks. Not every priceat which amonopolist sellsamonopolized
commodity isamonopoly price. Monopoly prices are only prices at which
it is more advantageous for the monopolist to restrict the total amount to be
sold than to expand his salesto the limit which a competitive market would
dlow. They are the outcome of a deliberate design tending toward a
restriction of trade.

4. Itisafundamental mistaketo assumethat thereisathird category of prices
which are neither monopoly prices nor competitive prices. If we disregard the
problem of price discrimingtion to be dedt with later, a definite price is either
acompetitive price or amonopoly price. The assertions to the contrary aredue
to the erroneous belief that competition is not free or perfect unless everybody
isin apodtion to present himself asa seller of adefinite commodity.

The available supply of every commodity islimited. If it were not scarce
with regard to the demand of the public, the thing in question would not be
considered an economic good, and no price would be paid for it. It is
therefore misleading to apply the concept of monopoly in such away asto
make it cover the entirefield of economic goods. Mere limitation of supply
is the source of economic value and of all prices paid; as such it is not yet
sufficient to generate monopoly priceﬁ.13

The term monopolist or imperfect competition is applied today to cases
in which there are some differences in the products of different producers
and sellers. Thismeansthat almost all consumers’ goods areincluded in the
class of monopolized goods. However, the only question relevant in the
study of the determination of pricesiswhether these differences can be used
by the seller for a scheme of deliberate restriction of supply for the sake of
increasing histotal net proceeds. Only if thisis possible and put into effect,

13.Cf. the refutation of the misleading extension of the concept of monopoly
by Richard T. Ely, Monopolies and Trusts (New Y ork, 1906), pp. 1-36.
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can monopoly prices emerge as differentiated from competitive prices. It
may betruethat every seller hasaclientele which prefers his brand to those
of hiscompetitorsand would not stop buyingit evenif the pricewerehigher.
But the problem for the seller iswhether the number of such peopleisgreat
enough to overcompensate the reduction of total saleswhich the abstention
from buying on the part of other people would bring about. Only if thisis
thecase, can he consider the substitution of monopoly pricesfor competitive
prices advantageous.

Congderable confusion stems from a misinterpretation of the term control
of supply. Every producer of every product hashissharein controllingthesupply
of the commaodities offered for sale. If he had produced more a, he would have
increased supply and brought about a tendency toward alower price. But the
question is why he did not produce more of a. Was he in restricting his
production of a to the amount of p intent upon complying to the best of his
abilities with the wishes of the consumers? Or was he intent upon defying the
orders of the consumers for his own advantage? In the first case he did not
produce more of a, because increasing the quantity of a beyond p would have
withdrawn scarce factors of production from other branches in which they
would have been employed for the satisfaction of more urgent needs of the
consumers. He does not produce p + r, but merely p, because such anincrease
would haverendered hisbusinessunprofitable or less profitable, whilethereare
till other more profitable employments available for capital investment. In the
second case he did not producer, becauseit was more advantageous for him to
leave a part of the available supply of a monopolized specific factor of
production m unused. If mwere not monopolized by him, it would have been
impossible for him to expect any advantage from restricting his production of
a. His competitors would have filled the gap and he would not have beenin a
position to ask higher prices.

Indedling with monaopoly priceswemust always search for the monopolized
factor m. If no such factor isin the case, no monopoly prices can emerge. The
first requirement for monopoly pricesis the existence of a monopolized good.
If no quantity of such a good m is withheld, there is no opportunity for an
entrepreneur to substitute monopoly prices for competitive prices.

Entrepreneurial profit has nothing at al to do with monopoly. If an
entrepreneur is in a position to sell at monopoly prices, he owes this
advantage to hismonopoly with regard to amonopolized factor m. Heearns
the specific monopoly gain from his ownership of m, not from his specific
entrepreneurial activities.
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Let us assume that an accident cuts a city’ s electrical supply for several
days and forces the residents to resort to candlelight only. The price of
candlesrises to s; at this price the whole supply available is sold out. The
stores selling candles reap a high profit in selling their whole supply at s.
But it could happen that the storekeepers combinein order to withhold apart
of their stock from the market and to sell the rest at a price s + t. While s
would have been thecompetitiveprice, s+tisamonopoly price. Thesurplus
earned by the storekeepers at the price s + t over the proceeds they would
have earned when selling at sonly istheir specific monopoly gain.

Itisimmeaterial in what way the storekeepers bring about the restriction of
the supply offered for sdle., The physical destruction of a part of the supply
available is the dassical case of monopoligtic action. Only a short time ago it
was practiced by the Brazilian government in burning large quantitiesof coffee.
But the same effect can be attained by leaving a part of the supply unused.

While profits are incompatible with the imaginary construction of the
evenly rotating economy, monopoly pricesand specific monopoly gainsare
not.

5. If theavailable quantities of the good mare owned not by just one man,
firm, corporation, or institution but by several ownerswhowant to cooperate
in the substitution of a monopoly price for the competitive price, an agree-
ment among them (commonly called a cartel and branded in the American
antitrust legislation as a conspiracy) is required to assign to each party the
amount of mitisallowed to sell, viz., at the monopoly price. The essential
part of any cartel agreement is the assignment of definite quotas to the
partners. The art of cartel-making consists in skill in bringing about an
agreement about the quotas. A cartel collapses as soon as the members are
no longer prepared to cling to a quota agreement. Mere talk among the
owners of mabout the desirability of higher pricesis of no avail.

Asarulethestate of affairsthat makesthe emergence of monopoly prices
possibleis brought about by government policies, e.g., customs barriers. If
the owners of mdo not take advantage of the opportunity to combinefor the
achievement of monopoly prices offered to them, governments frequently
take upon themselves the organization of what the American law calls
“restraint of trade.” The police power forces the owners of m--mostly land
and mining and fishing facilities—to restrict output. The most eminent
examples of thismethod are provided on the national level by the American
farm policy and on the international level by the treaties euphemistically
styled Inter-governmental Commodity Control Agreements. There has de-
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veloped anew semanticsto describe thisbranch of government interference
with business. The restriction of output, and consequently of the consump-
tion involved, is called “avoidance of surpluses’ and the effect aimed at, a
higher pricefor theunit sold, iscalled “ stabilization.” It isobviousthat these
quantities of mdid not appear as“ surpluses’ in the eyes of those who would
have consumed them. It is aso obvious that these people would have
preferred alower price to the “stabilization” of ahigher price.

6. The concept of competition doesnot include the requirement that there
should be amultitude of competing units. Competing is always the compe-
tition of one man or firm against another man or firm, no matter how many
othersare striving after the same prize. Competition among the few isnot a
kind of competition praxeologically different from competition among the
many. Nobody ever maintained that the competition for elective office is
under a two-party system less competitive than under a system of many
parties. The number of competitorsplaysarolein the analysis of monopoly
prices only asfar asit is one of the factors upon which the success of the
endeavorsto unite competitorsinto a cartel depends.

7. If itispossible for the seller to increase his net proceeds by restricting
sales and increasing the price of the units sold, there are usually several
monopoly pricesthat satisfy thiscondition. Asarule one of these monopoly
prices yields the highest net proceeds. But it may also happen that various
monopoly prices are equally advantageous to the monopolist. We may call
this monopoly price or these monopoly prices most advantageous to the
monopolist the optimum monopoly price or the optimum monopoly prices.

8. The monopolist does not know beforehand in what way the consumers
will react to arisein prices. He must resort to trid and error in hisendeavorsto
find out whether the monopolized good can be soldto hisadvantage at any price
exceeding the competitive price and, if this is so, which of various possble
monopoly prices is the optimum monopoly price or one of the optimum
monopoly prices. Thisis in practice much more difficult than the economist
assumes when, in drawing demand curves, he ascribes perfect foresight to the
monopolist. We mugt therefore ligt as a special condition required for the
appearance of monopoly pricesthemonopolist’ sability to discover such prices.

9. A special caseisprovided by the incomplete monopoly. The greater part
of the totd supply available is owned by the monopolist; the rest is owned by
one or severa men who are not prepared to cooperate with the monopolistina
schemefor regtricting sales and bringing about monopoly prices. However, the
reluctance of these outsders does not prevent the establishment of monopoly
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prices if the portion p1 controlled by the monopoligt is large enough when
compared with the sum of the outsiders portions p2. Let us assume that the
whole supply (p=pl + p2) can be sold at the price ¢ per unit and asupply of p
- zat themonopoly priced. If d (pl - 2) ishigher than ¢ pl, it isto the advantage
of the monopoalist to embark upon a monopoaligtic regtriction of his sales, no
matter what the conduct of the outsiders may be. They may go on sdlling a the
price ¢ or they may raise their prices up to the maximum of d. The only point
that counts is that the outsders are not willing to put up with areduction in the
quantity which they themselves are selling. The whole reduction required must
be borne by the owner of pl. Thisinfluences his plans and will asarule result
in the emergence of amonopoly pricewhich isdifferent from that whichwould
have been established under complete monopoly.14

10. Duopoly and oligopoly are not special varieties of monopoly prices,
but merely a variety of the methods applied for the establishment of a
monopoly price. Two or severa men own the whole supply. They al are
prepared to sell at monopoly prices and to restrict their total sales accord-
ingly. But for some reason they do not want to act in concert. Each of them
goes his own way without any formal or tacit agreement with his competi-
tors. But each of them knows also that hisrivals are intent upon a monopo-
listic restriction of their sales in order to reap higher prices per unit and
specific monopoly gains. Each of them watches carefully the conduct of his
rivalsand triesto adjust hisown plansto their actions. asuccession of moves
and countermoves, a mutual outwitting results, the outcome of which
depends on the personal cunning of the adverse parties. The duopolists and
oligopolists have two objectives in mind: to find out the monopoly price
most advantageous to the sellers on the one hand and to shift as much as
possible of the burden of restricting the amount of sales to their rivals.
Precisely because they do not agree with regard to the quotas of the reduced
amount sales to be allotted to each party, they do not act in concert as the
members of acartel do.

One must not confuse duopoly and oligopoly with theincomplete monopoly
or with competition aiming at the establishment of monopoly. In the case of
incompletemonaopoly only themonopalistic groupispreparedtorestrictitssaes
in order to make a monopoly price prevail; the other sallers decline to restrict
their sales. But duopolists and oligopolists are ready to withhold a part of their
supply fromthe market. In the case of pricedashing one group A plansto attain

14.1t is obvious that an incomplete monopoly scheme is bound to collapse if
the outsiders come into a position to expand their sales.



364 HUMAN ACTION

full monopoly or incomplete monopoly by forcing all or most of itscompet-
itors, the B’s, to go out of business. It cuts prices to a level which makes
selling ruinous to its more vulnerable competitors. A may also incur losses
by selling at thislow rate; but it isin aposition to undergo such lossesfor a
longer timethan the othersand it is confident that it will make good for them
later by ample monopoly gains. This process has nothing to do with monop-
oly prices. It isascheme for the attainment of a monopoly position.

One may wonder whether duopoly and oligopoly are of practical signif-
icance. As arule the parties concerned will come to at least a tacit under-
standing concerning their quotas of the reduced amount of sales.

11. Themonopolized good by whose partial withholding from the market
the monopoly prices are made to prevail can be either agood of the lowest
order or agood of a higher order, afactor of production. It may consist in
the control of the technological knowledge required for production, the
“recipe.” Such recipes are as a rule free goods as their ability to produce
definite effectsis unlimited. They can become economic goods only if they
are monopolized and their use isrestricted. Any price paid for the services
rendered by arecipe is always a monopoly price. It isimmaterial whether
therestriction of arecipe’ suseismade possibleby institutional conditions—
such as patents and copyright laws—or by the fact that a formulais kept
secret and other peoplefail to guessit.

The complementary factor of production the monopolization of which
can result in the establishment of monopoly prices may also consist in a
man’s opportunity to make his cooperation in the production of a good
known to consumerswho attribute to this cooperation aspecia significance.
This opportunity may be given either by the nature of the commodities or
services in question or by institutional provisions such as protection of
trademarks. The reasonswhy the consumersvalue the contribution of aman
or afirm so highly are manifold. They may be: special confidence placed
on the individua or firm concerned on account of previous experience;15
merely baseless prejudice or error; snobbishness; magic or metaphysical
prepossessions whose groundlessnessiis ridiculed by more reasonabl e peo-
ple. A drug marked by atrademark may not differ in its chemical structure
and its physiological efficacy from other compounds not marked with the
samelabel. However, if the buyers attach aspecial significanceto thislabel
and are ready to pay higher prices for the product marked with it, the seller
can, provided the configuration of demand is propitious, reap monopoly

15.Cf. below, pp. 379-383, on good will.
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prices.

The monopoly which enables the monopolist to restrict the amount
offered without counteraction on the part of other people can consist in the
greater productivity of afactor which he has at his disposal as against the
lower productivity of the corresponding factor at the disposal of hispotential
competitors. If the margin between the higher productivity of his supply of
the monopolized factor and that of his potential competitorsisbroad enough
for the emergence of a monopoly price, a situation results which we may
call margin monopoly.16

Let us illustrate margin monopoly by referring to its most frequent
instance in present-day conditions, the power of a protective tariff to
generateamonopoly price under special circumstances. Atlantisputsatariff
t on theimportation of each unit of the commaodity p, theworld market price
of whichiss. If domestic consumption of pin Atlantisat theprices+tisa
and domestic production of pisb, b being smaller than a, then the costs of
the marginal dealer are s + t. The domestic plants are in a position to sell
their total output at the price s + t. The tariff is effective and offers to
domestic business the incentive to expand the production of p from b to a
quantity slightly smaller thana. But if bisgreater than a, thingsaredifferent.
If weassumethat bisso largethat even at the price sdomestic consumption
lags behind it and the surplus must be exported and sold abroad, the
imposition of atariff does not affect the price of p. Both the domestic and
the world market price of p remain unchanged. However the tariff, in
discriminating between domestic and foreign production of p, accordsto the
domestic plants a privilege which can be used for amonopolistic combine,
provided certain further conditionsare present. If it ispossibleto find within
the margin between s + t and s a monopoly price, it becomes lucrative for
the domestic enterprisesto form acartel. The cartel sellsin the home market
of Atlantis at a monopoly price and disposes of the surplus abroad at the
world market price. Of course, as the quantity of p offered at the world
market increases as a consequence of the restriction of the quantity sold in
Atlantis, the world market price drops from sto sl. It is therefore afurther
reguirement for the emergence of the domestic monopoly pricethat thetotal
restriction in proceeds resulting from this fall in the world market priceis
not so great as to absorb the whole monopoly gain of the domestic cartel.

16.The use of thisterm “margin monopoly” is, likethat of any other, optional.
It would be vain to object that every other monopoly which resultsin monopoly
prices could aso be called a margin monopoly.
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Inthelong runsuch anational cartel cannot preserveitsmonopolistic position
if entranceinto itsbranch of production isfreeto newcomers. The monopolized
factor the services of which the cartel restricts (asfar asthe domestic market is
concerned) for the sake of monopoly pricesisageographical condition which
can easily be duplicated by every new investor who establishes a new plant
within the borders of Atlantis. Under modern industrial conditions, the charac-
teristic feature of which is steady technological progress, thelatest plant will as
arulebe moreefficient than the older plantsand produce at lower average costs.
The incentive to prospective newcomers is therefore twofold. It consists not
only in the monopoly gain of the cartel members, but also in the possibility of
outstripping them by lower costs of production.

Here again ingtitutions come to the aid of the old firms that form the cartel.
The patents givethem alegal monopoly which nobody may infringe. Of course,
only some of their production processes may be protected by patents. But a
competitor who is prevented from resorting to these processes and to the
production of the articles concerned may be handicapped in such aseriousway
that he cannot consider entranceinto the field of the cartdlized industry.

The owner of a patent enjoys alegal monopoly which, other conditions
being propitious, can be used for the attainment of monopoly prices. Beyond
the field covered by the patent itself a patent may render auxiliary services
in the establishment and preservation of margin monopoly where the pri-
mary institutional conditionsfor the emergence of such amonopoly prevail.

We may assume that some world cartelswould exist even in the absence
of any government interference which provides for other commodities the
indispensable conditions required for the construction of a monopolistic
combine. There are some commodities, e.g., diamonds and mercury, the
supply of which is by nature limited to afew sources. The owners of these
resources can easily be united for concerted action. But such cartelswould
play only aminor role in the setting of world production. Their economic
significance would be rather small. The important place that cartel s occupy
in our time is an outcome of the interventionist policies adopted by the
governments of all countries. The monopoly problem mankind has to face
today is not an outgrowth of the operation of the market economy. It isa
product of purposive action on the part of governments. It is not one of the
evilsinherentin capitalism asthe demagoguestrumpet. Itis, onthecontrary,
the fruit of policies hostile to capitalism and intent upon sabotaging and
destroying its operation.

The classical country of the cartels was Germany. In the last decades of
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the nineteenth century the German Reich embarked upon a vast scheme of
Sozialpolitic. Theideawas to raise the income and the standard of living of
thewage earners by various measures of what is called prolabor legislation,
by the much glorified Bismarck scheme of social security, and by labor-
union pressure and compulsion for the attainment of higher wage rates. The
advocates of this policy defied the warnings of the economists. Thereisno
such thing as economic law, they announced.

In stark redlity the Sozid politik raised costs of production within Germany.
Every progress of the alleged prolabor legislation and every successful strike
disarranged industrial conditionsto the disadvantage of the German enterprises.
It made it harder for them to outdo foreign competitors for whom the domestic
events of Germany did not raise costs of production. If the Germans had been
inapogtionto renounce the export of manufacturesand to produce only for the
domestic market, the tariff could have shdtered the German plants against the
intensified competition of foreign business. They would havebeenin aposition
to sdl at higher prices. What the wage earner would have profited from the
achievements of the legidature and the unions, would have been absorbed by
the higher priceshewould have had to pay for the articleshe bought. Rea wage
rates would have risen only to the extent the entrepreneurs could improve
technologica procedures and thereby increase the productivity of labor. The
tariff would have rendered the Sozidpolitik harmless.

But Germany is, and was already at the time Bismark inaugurated his
prolabor policy, a predominantly industrial country. Its plants exported a
considerable part of their total output. These exports enabled the Germans
to import the foodstuffs and raw materialsthey could not grow in their own
country, comparatively overpopulated and poorly endowed with natural
resources as it was. This situation could not be remedied ssimply by a
protective tariff. Only cartels could free Germany from the catastrophic
consequences of its “progressive” prolabor policies. The cartels charged
monopoly prices at home and sold abroad at cheaper prices. The cartelsare
the necessary accompaniment and upshot of a“ progressive” labor policy as
far asit affects industries dependent for their sales on foreign markets. The
cartels do not, of course, safeguard for the wage earners theillusory social
gainswhich thelabor paliticians and the union leaders promise them. There
isno meansof raising wage ratesfor all those eager to earn wages abovethe
height determined by the productivity of each kind of labor. What the cartels
achieved was merely to counterbal ance the apparent gainsin nominal wage
rates by corresponding increases in domestic commodity prices. But the
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most disastrous effect of minimum wage rates, permanent mass unemploy-
ment, was at first avoided.

With all industries which cannot content themselves with the domestic
market and are intent upon selling apart of their output abroad the function
of thetariff, inthisage of government interferencewith business, istoenable
the establishment of domestic monopoly prices. Whatever the purpose and
the effects of tariffs may have been in the past, as soon as an exporting
country embarks upon measures designed to increase the revenues of the
wage earn