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The Austrian School of Economics

My assignment this evening is to present a summary of the
major ideas and individuals associated with the Austrian School
of Economics.

My first comment is that this school is not to be found

in Austria, nor was it ever, to my knowledge, given wholehearted
approval and support by European university.

It is called the Austrian

School because rrost of its major ideas were developed by several
intellectuals who were native Austrians and received their training
or did tmportant work while associated with the University of Vienna.
Other than that, there's no significant connection between Austria and
what we call the Austrian School.

I would even guess that the rrost

dedicated teachers and students of Austrian economics now live in the
United States.
It is alrrost unnecessary_to say that the Austrian school has been generally ignored by the main body of economists, particularly teaching
economists.

But the school, even if ignored, is alive and well in

many places, and there is good information available about it. For
example, in preparing for this presentation, I was assisted by a
friend, Bettina Bien Greaves, who bas virtually made Austrian economics
her career.

She is a staff manber of the Foundation for Economic

Education in Irvington, N.Y., which is a privately supported organization
that could be called the center for Austrian economics, although the
preferred tenn is "free market economics." Mrs. Greaves gave me one
tight statement which wraps up the Austrian point of view, and from
which everything else follows.

She says, ''The Austrians point out the
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significance of subjective value as expressed by the individual. Every
individual has his own scale of values.

He acts on those values, and

as he acts, he directs production, determines prices, decides who is
to make profits or suffer losses, determines what commodity is most
marketable, and even decides what is money."
This subjective theory of value, or marginal theory, is logically
/with/
connected/a number of other ideas endorsed by the Austrians. For one
thing, the individual should be free

to act on his values; he should

be restrained only if he acts violently, coercively, fraudulently , or
deceitfully.

The individual should be secure in his property, his

life, and his personal liberties.

Consumer preferences should guide the

market place, and relationships between consumers and producers should
be free of canpulsory "third party" interference.

Government should

be limited to a peacekeeping role , and it is viewed as having neither
the right nor the competence to direct economic affairs and remake
society.
This is occasionally called a "laissez-faire" way of life, or
"rugged individualisn," tenns which have sometimes been twisted to mean
a "dog-eat- dog," jungle type of society in which the individual counts
for nothing unless he is productive or owns property.
the Austrian school have nothing of this sort in mind.

The students of
They do believe

in the good society, but it will be brought into existence by releasing

the creative energies and ideas of free individuals, not by the canpulsory
practices of even the most well-intentioned state.

They don't believe

they have the answer to every human problem, but they insist that most
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state ventures into problem-solving either aggravate the original
problEmS or create new ones.

There is general agreanent am::mg many

of them that the United States is headed towards further trouble, if
not disaster, in its economic and social relationships.

Even if there

is not a complete breakdown, they say, liberty is being lost and we are
becoming vassals of a huge government bureaucracy.
What do you call people who share these general ideas?

In the

19th century, the term "liberal" was used, but in the United States thi s
term has been preempted by groups advocating massive government
intervention.

"Conservative" is used by sane, but it's not really

satisfactory, because many conservatives are really interested only
in preserving the status quo or their own privileges and do not understand all the implications of true liberty .

The rrost acceptable of

the terms currently used is "libertarian," but it is not secure fran
distortion or takeover.

I've noticed, for example, that there is now

a libertarian political party, and its members sean to have a lot of
idealism

and drive.

I only hope they retain that idealism and their

integrity if they ever get real political power and find themselves in
office.

I suspect that such a victory could bring a compromise in

principles, and we would soon find ourselves looking for a new term t o
replace "libertarianism." For the time being, however, "l i.bertarian"
is a suitable term and I am fairly comfortable with it.
Now I want to review the principal personalities of the Austrian
school. The founder of the school was Carl Menger, who published in
1871 a slender volume on the marginal value theory.

Menger stood alone

in the Austrian school at this time, and he later became engaged in sharp
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controversy with German economists of the Historical School over the
methods to be followed by econanists; this controversy came to be known
as the Methodenstreit, or "strife over methods."

It was not unlike t he

disagreement that goes on today between economists who favor considerable
interventionism and those who are in opposition to it.
Two other economists , Willirun Stanley Jevons of England and Leon
Walras of France, are also credited with development of the marginal
utility theory, although they were not consistent with the Austrian school
in all other views.

Marginal utility is widely accepted in economics

and appears in basic textbooks without attribution.

Despite his contribut ion , Carl

Menger is not mentioned at all in the popular McConnell Economics
textbook and is listed only in a single footnote in my copy of
Samuelson's textbook, which happens to be the sixth edition.
I will assume that you are well-versed in marginal utility , which
is the power of a product or service to satisfy a particular want.

value of a single unit of a commodity is determined by the

The

~rtance

of the want-satisfying power of the last single unit you possess .

An

illustration of this was supplied by Eugen von Bohm-Bawerk , who was
Menger's pupil and eventually surpassed his teacher.

To explain margi nal

theory, Bohm-Bawerk used the exrunple of a pioneer farmer in the jungle
of Brazil.

The fanner has just harvested five sacks of grain. 'One he

needs simply to stay alive at the subsistence level , the second sack t o
assure himself of a full diet, the third to feed poultry and hence obtain
meat, the fourth for making booze, and the fifth to feed his pet parrots .
It's obvious that we have a scale of values here .

He'll exchange the

last sack for anything that beats parrots for entertainment and, unless

----
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he's really hooked on the sauce, he'll also yield the fourth sack without
too rruch reluctance.

But by the time he's reduced to giving up the first

sack---the one he needs for life itself---he would rather fight than
lose it.

We can see that this explains what is meant by subjective value.

This pioneer farmer placed certain values on each sack of grain, and the
value---and hence the unit price---went up as he parted with each sack.
The truth of this is easy to understand from this simple illustration.
The understanding becomes sanewhat lost, however, when people look at
a modern society with its complexity of prices, transactions, and
agreanents.

But the Austrians insist that the marginal theory obtains

everywhere:

every individual has his own scale of values, wants, and

needs, and he acts on than.
Menger, as I said, published his book in 1871, when he was only
31.

The book is referred to by a German title which I won't attanpt to

pronounce, but it translates as Principles of Economics and is reportedly
available in English.
Bo~Bawerk,

11 years Menger's junior, carried the subjective

theory even further.
capital.

He developed important theories about interest and

Ka:rl Marx had argued that interest was a fonn of exploitation

of the worker; even today, there's a similar prejudice against interest
that becomes noticeable when rates are climbing.

To

Bo~Bawerk,

however, interest was simply a measure of the value that an individual
places on present goods rather than future goods; a variation of the
idea that a bird in the hand is worth two in the bush.

Interest is

payment for abstaining from present consumption, postponing the
satisfaction of wants.
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Bo~Bawerk

also noted that capital goods are created by what

he called the "roundabout methods of production."
easiest

~ny

In other words, the

to satisfy a want is not always the most efficient.

If

possible, it is better to postpone the satisfaction of the want in
order to fashion tools that will increase one's productivity.

Utilizing

"roundabout methods of production," society has, through savings,
produced capital goods and then consumer goods in a way that resulted
in a constantly-rising standard of living.
time frame here.

Keep in mind, of course, the

Bobm-Bawerk was at the height of his powers in the

closing years of the 19th century, when the industrial revolution was
already maturing and there had been considerable opportunity to observe
the benefits of capital formation.

Perhaps he was in a better position

than his predecessors to develop this view, although it recalls Adam
&ni th' s example of the "pin factory" used more than 100 years earlier .

It should be obvious that the work of Menger and Bobm-Bawerk
directly challenged David Ricardo's labor theory of value and its
Marxist variations.

Once the subjective theory was accepted, it was

self- evident that the value of a commodity could not be established by
the arrount of a labor that was required to produce it.

I will now offer

a personal opinion and say that the surprising thing about the labor
theory is that it was around more than 50 years before Menger and
others demolished it.

Anybody should have been able to see that labor

doesn't necessarily create value.

But I'm afraid that the labor

theory of value has caused a lot of mischief.

For example, in 1832,

the utopian Robert O.Ven tried to establish Labour Exchanges using a
new type of currency called ''Labour Notes'' based on hours of labor

.•
Page 7

time.

Articles brought to the exchange were valued by the number of

hours spent in producing them, and other factors, and were placed in
stock and could be purchased by Labour Notes.

It lasted less than two

years; labour notes soon came to be regarded as an inferior currency
and pricing calculations were tmpossible to make accurately.
Menger and

Bo~Bawerk

were highly respected by their peers , and

Bohm-Bawerk was appointed Minister of Finance in three different
Austrian cabinets.

They were, however, also critical of the Habsburg

IOOnarchy; both believed in greater personal freedan than was pennitted
at the time.
Bohm-Bawerk's important publications were Capital and Interest,
published in two parts during the 1880's, and Positive Theory of Capital,
published in 1889.
A third manber of the Austrian school who should be mentioned
was Friedrich von Wieser, who was born in 1851 and died in 1926.

He

too served as a cabinet member and held teaching posts at Prague and
Vienna.

His specialty was the application of the marginal utility

theory to cost phenomena, and one of his books, Social Econanics,
was translated into English in 1927.

It is interesting that Wieser is

considered both an econanist and a sociologist.

My personal observation

is that the Austrian economists do tend to straddle some of the other
social sciences, and I would infer that the subjective theory lends
itself to comment that would ordinarily seem to be related to
sociology and psychology as well as econoffiics.
This brings us to Ludwig von Mises, the econanist IOOst r esponsible
for carrying the torch of the Austrian school in the 20th century.

Mises
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lived a long life:
of 92.

he was born in 1881 and died in 1973 at the age

He also had a long and distinguished teaching career and retired

only a few years before his death.

He faced a number of difficulties

during his life, and never really had the security of a tenured teaching
position or the prestige which his publications should have earned him.
Nevertheless, he was a prolific writer and several of his books may
yet become classics in economic literature.
Mises enrolled at the University of Vienna in 1900 and in 1906
acquired a doctorate in law and econanics.

He soon became known as

one of the roost brilliant students of Bohrn-Bawerk.

He, too, became an

apostle of the marginal utility theory, but his particular mission was
to apply it to ooney and credit.

His reputation was established with

the publication of The Theory of Money and Credit in 1912, a book that
is available in an English translation.

In describing the theory, I

will quote here fran economist Murray Rothbard, who studied under Mises .
According to Dr. Rothbard, Mises showed that, just as the price of any
good was determined by itsquurrity available and the intensity of
consumer demands for that good (based on its marginal utility to the
constnners) , so the ''price''

or purchasing power of the ooney-unit is

detennined on the market in the very same way.

The marginal utility

of the ooney unit determines the intensity of the demand for cash
balances; and the interaction between the quantity of money available
and the demand for it determines the "price" of the dollar (i.e. , how
much of other goods the dollar can buy in exchange) .
classical "quantity" theory, but he made r efinements.

He agreed with t he
For one thing,

this "price" oovement is scarcely proportional; an i ncrease in the
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supply of money will tend to lower its value, but how much it does, or
even if it does at all, depends on what happens to the marginal utility
of money and hence the denand of the public to keep its money in cash
balances.

He also argued that an increase in the supply of money

confers no social benefit whatever; it can only dilute the purchasing
power of money but it will not increase production.

But the attraction

of inflation, or of an increase in the money supply, is precisely that
not everyone gets the new money at once and in the same degree.

Certain

individuals and groups benefit but others are cheated and suffer losses.
I have by no means covered all of Dr. Rothbard 1 s sumnary, or Mises 1
analysis of business cycles, but you get the idea.

Mises, throughout

his life, was opposed to political manipulations of the money supply
and he had little patience with a number of current theories about
money and prices.
brings

h~

We will have to wait and see whether this position

immortality, but it certainly turned out to be incompatible

with the mainstream econanists of the Keynesian school, which would
becane daninant in the 1930s.

But Mises burned his bridges with the

future Keynesians in almost everything he wrote.

I refer you to his

1922 book Socialism, which analyzes socialist systems from top to bottom
and discusses all sorts of social arrangements that would ordinarily
sean to be outside the field of econanics.

One of the roost important

points in this book is that econanic calculation is impossible under
socialism, there is no way that socialist planners can determine true
prices and values.

According to Samuelson, Mises 1 argument on socialist

pricing was challenged by Oscar Lange of Poland and two others, who
insisted that socialism could conceptually solve the problem of econanic
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organization by a decentalized process of bureaucratic trial and error--playing the game of competition and deliberately planning not to plan.
But F. A. Hayek, a Mises disciple, argued that this answer overlooks the
problem of giving each man the initiative to better the existing order
and that only with actual free enterprise do you efficiently utilize the
dispersed infonnation which each of us may possess.

My own editorial

comment at this point is that events in socialist countries are proving
Mises right---the socialists are struggling with new concepts such as
so-called "market socialiErn," but they are having serious trouble with
it.

Yugoslavia is probably the most successful socialist country , but

they have succeeded by progressively abandoning much socialist theory.
The third Mises book I should mention is Human Action, his economics
textbook first published in Gennan in 1940 and later translated into
English.

He published numerous other books and articles during his

long career, but the three books mentioned here incorporate his general
philosophy.

Mises, by the way, came to America in 1940 virtually as a

refugee, and later served as a visiting professor at New York Universit y.
He was largely ignored by most teaching economists, and his work was
supported by businesErnen and others outside the academic arena.

I f we

eventually witness a renewal of interest in Mises and his theories, the
teaching economists of our present era will stand indicted for their
neglect of his v.urk.
Still another member of the Austrian school is Friedrich von Hayek,
a highly esteemed economist who studied under Mises in Europe and l ater
taught in England and the United States.
~as

Hayek is still living and

awarded the Nobel Prize in 1974---though not for his advocacy of

Austrian economics.

He was greatly surprised, back in 1944, when his
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book entitled The Road to Serfdan became a popular seller and was
condensed in The Reader's Digest.

The point of this bcx)k is that

central planning must lead to servitude, and it challenges not only
/the/
Ccmnunisn and Naziisn, but also /social daoocratic left, the humanitarian
socialists who arque that we can preserve freedan even while centralizing
all decision-making in the hands of the state.

Serfdan is a good book

to start with in studying the Austrian school.

Perhaps one of its

pleasing qualities is its gracious tone; Hayek is a kindly man, and
never at any point does he denounce his opponents or indulge in malicious
namercalling.

Hayek's best-known scholarly work is The Constitution of

Liberty.
But with Mises gone and Hayek aging, this brings us to the question,
Who is currently rrdnding the store for the Austrian school? I
just mention a few names that cane to mind.

will

One individual is Dr. Hans

Sennholz, chairman of the Economics Department at Grove City College,
in Pennsylvania.

Another is the afonnentioned Dr. Murray Rothbard, v.ho

is professor of economics atBrooklyn Polytechnic and author of several
excellent books.

At New York University, there is Israel M. Kirzner.

Percy Greaves, husband of the kind lady who helped me with my research ,

Ml

is a devoted student of the Austrian school and author/books and articles
on the subject.

It is also fair to say that Henry Hazlitt, the author

and columnist, is aiDEmber of the Austrian school.

Dr. George Roche,

president of Hillsdale College, is another student of Austrian economics,
and his school has established a library o:f von Mises' personal books
and writings for use by scholars.

I would also mention Dr. Benjamin

Rogge of Wabash College; he has sane ties to the Chicago school, but

".;
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he obviously is in agreement with the Austrians on most important issues.
The most influential organization with the Austrian viewpoint has
been the Foundation for Economic Education, under the leadership of
Leonard Read.

The Foundation is headquartered in a quaint old mansion

on the Hudson in Irvington, New York, and states that its purpose is to
serve as a champion of private property, the free market, and limdted
government.

Leonard Read, the founder and president, is not really

an economist; that is to say, he would find it difficult to obtain a
LJj_
teaching job in most economics departments . But/ consider him an
extraordinarily perceptive social philosopher, in many ways one of the
most perceptive and gifted men of this century .
I might add that the Austrians aren't too far from the old
Manchester liberals and they also share a number of views with the
Chicago school, as exanplified by Milton Friedman .
do part ccrnpany on monetary policy .

But the two schools

The Austrians don't have rruch

confidence in the ability of governments to manage a monetary system;
sooner or later, politicians will start inflating and will wreck the whole
structure.

Friedman argues that the money supply can be subjected to

controlled adjustments.

I don't understand money and credit theories

all that well, but I have been badly disillusioned by the actions of
politicians and pressure groups.

Hence I think that politicians will

always use a Friedman theory as a rationale for what they want to do,
but they won't stop where he wants to, even if that is theoretically
possible.

Hence I would give Friedman good marks for making a "college

try," but I don't think rruch will cane from it but further trouble.

The

Chicago school and the Austrians see eye to eye on other things, and
Friedman •s Capitalisn and Freedom is accepted in the Austrian circles.
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Does the Austrian School have a future?

It wouldn't seem to have

one, if we look at current trends in econanics and in the growth of
statism in general.

If the proponents of free market econanics gauged

their success by their influence in general affairs, I'm afraid most
of them would have to say that the moverrent has been a failure.
Fortunately, the Austrian economists are not worried about their
minority status and i t does not bother rn:>st of them to be excluded fran
the mainstream of the universities.

Their mission has been to offer

ideas for consideration, but not to have their views forced on anybody.
1._9:_)

For example,;true libertarian is not complimented when you tell him that
his views ought to be compulsory reading, because he does not believe
in compulsory reading for anybody.

You are, in effect, telling him that

he has failed to carry his rressage.
It is also true that most people, even out-and-out socialists,
f or
believe in parts of the free market philosophy.

There are lots of people,;

who believe in free speech, but want rigid controls on business.

There

are individuals who want their competitors strictly controlled, but they
oppose such regimentation for themselves.

There are growing ntl!Ibers of

people who seek out subsidies and other benefits, but they want the
resultant tax burden shifted to other groups.

In fact, the person who

truly believes in libertarianism and practices it consistently in all
things is a pretty rare bird.
The Austrians have given the world their views and devoted students
of the philosophy such as Leonard Read have published the books of von Mises
and the other libertarian thought leaders.

The teaching is there for those

example~

.
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who want it and seek it.

Austrian economics, if it is the truth, will

be rediscovered by another generation of economists; if it is not the

truth, then there will be only a few mourners when it finally dies.
l€onard Read has a saying that seems applicable here:

"If my ways be

right, I cannot fail; if my ways be wrong, I cannot succeed. "

let's

hope that this applies to an economic philosophy no less than it does
to human beings.
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