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PREFACE

In June 1974 the Institute for Humane Studies sponsored the
first of a series of conferences on Austrian economics. This
conference was held at Royalton College in South Royalton,
Vermont, and attracted some fifty participants from all regions
of the United States and three continents abroad. The conferees
came to hear Israel M. Kirzner, Ludwig M. Lachmann, and
Murray N. Rothbard survey the fundamentals of modern Aus-
trian economics and thereby challenge the Keynesian-
neoclassical orthodoxy, which has dominated economic science
since World War 11.

Each lecturer addressed himself to two general questions:
What is the distinctive Austrian contribution to economic
theory? And what are the important problems and new direc-
tions for Austrian economics today? By answering these ques-
tions, the papers collected in this volume become more than just
a set of conference proceedings—they take on the character of a
manifesto and provisional textbook as well.

The enthusiastic response to the South Royalton conference
suggests that the century-old Austrian tradition is now entering
a new era of increasing influence. Both the Austrian school and
its orthodox competitor trace their origins to the restructuring
of economic science that took place in the 1870s. The marginalist
revolution of that period, which marked the breakdown of the
dassical economics established by Adam Smith, David Ricardo,
and John Stuart Mill, was followed by the appearance of a
number of new schools of economics in England and on the
Continent. The greatest of the English economists of this period
was Alfred Marshall. The so-called neoclassical school of Mar-
shall and his followers soon became the new orthodoxy. In the
process it absorbed the contributions of two other major schools
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Stanley Jevons in England and the other with Léon Walras in
Switzerland.

Meanwhile in Vienna the marginalist revolution was proceed-
ing on another front. In 1871 Carl Menger published his
Grundsatze der V olkswirtschaftslehre and, soon joined by Friederich
von Wieser and Eugen von Bohm-Bawerk, established the Aus-
trian school. The Austrian school, although failing to achieve
dominance in the international profession, retained its own
identity and did not become wholly absorbed into neoclassicism.
Throughout the remainder of the nineteenth century and into
the twentieth, it continued to attract a small but vigorous stream
of adherents, among whom the most distinguished were Ludwig
von Mises and Friedrich A. Hayek.

During the Great Depression neoclassical economics was
deeply shaken. The depth and duration of the economic crisis
exceeded the expectations of orthodox theorists. Government
policymakers were unable to find adequate guidance in the
textbooks of the day, and members of the economics profession
cast about for a new theoretical insight. The two major candi-
dates for the leadership role were Hayek, the Austrian theoreti-
cian, and John Maynard Keynes, the most prominent of Mar-
shall’s pupils. By the end of the decade of the thirties, the
Keynesian system had attracted the greatest number of adher-
ents, and the Austrian school, after a brief period of promi-
nence, was left to pursue an mdependent course in relative
obscurity.

In the early postwar period neoclassicism proved its resilience
and adaptability by gradually coalescing with the Keynesian
school. The work of Keynes, which at the time seemed so radical,
was modified until today economists like Paul Samuelson and
Milton Friedman, once thought leaders of irreconcilable camps,
share a common theoretical basis for their research.

The Kennedy-Johnson years were the heyday of the
Keynesian-neoclassical synthesis in the United States. Keynesian
and leading neoclassical economists were installed to head advis-
ory posts in Washington, D.C., and were confident of their
ability to “fine tune” the economy and render it free of depres-
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sion forevermore. Now, in the inflationary recession of the
seventies, new doubts are raised, and new questions are being
asked. The papers in this volume are addressed to these doubts
and questions, and economists of all academic persuasions will
profit from their reading.

A number of institutions and individuals have contributed to
the success of the conference and the publication of the proceed-
ings. First, thanks must go to the Institute for Humane Studies
for providing the necessary funding for both the conference and
the preparation of this volume. George Pearson and Kenneth
Templeton of the Institute for Humane Studies were the prime
movers of the conference from start to finish,and I am grateful
to them for naming me conference director and editor of the
proceedings.

Much of the credit for the success of the week-long conference
must go to Royalton College, which as conference host bore the
burden of all local arrangements. College president Anthony N.
Doria together with Kilby Dewitt and Athena Jacobi of the col-
lege staff worked tirelessly to put the facilities of the college at
the disposal of the conferees. Neighboring Dartmouth College
also merits thanks for making auxiliary local arrangements.

I would also like to acknowledge the gracious cooperation of
the conference contributors for preparing their manuscripts
according to schedule and granting me permission to include
them in this volume. Gerald P. O'Driscoll, Jr., and Sudha R.
Shenoy attended the conference and participated in the discus-
sions at the end of each session. I am grateful to them for
agreeing to prepare a special paper for inclusion in this volume
on the Austrian theory of the business cycle and its application to .
the modern-day problem of stagflation. Finally, I am indebted to
Laurence S. Moss, editor of the series Studies in Economic
Theory, of which this volume is a part, for his support and
assistance in the preparation of the manuscript.

Edwin G. Dolan
South Royalton, Vermont
June 1975
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Austrian Economics
as Extraordinary Science

Edwin G. Dolan

Thomas Kuhn in The Structure of Scientific Revolutions
(Chicago: University of Chicago Press, 1970) made a distinction
between normal and extraordinary science. Normal science is the
day-to-day research activity of a community of scholars working
and communicating with one another on the basis of certain
shared principles and methods embodied in what Kuhn called a
“paradigm” for that science. From time to time such a science
may undergo revolutionary change, in the course of which the
prevailing paradigm is replaced by a new one. Work involved in
the search for and establishment of a new paradigm, as opposed
to work proceeding within the framework of an accepted
paradigm, is called extraordinary science.

We need not, on this occasion, enter the debate about the
strict applicability of Kuhn’s analysis to the social sciences. It is
enough for the moment to use his work as a source of useful
analogy and metaphor. Taking this approach, we find that in
contemporary economics, normal science is represented by work
within the framework of the Keynesian-neoclassical synthesis.
We can easily list many features characteristic of normal science.
Communication among economists is primarily by means of
Journal articles presenting incremental contributions to knowl-
edge rather than by means of books concerned with first princi-
ples. There is a well-established textbook tradition, and students
are exposed to the original works of classical and contemporary
economists only briefly and at a relatively advanced stage in their
training. Economists go about their day-to-day work of establish-
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4 The Foundations of Modern Austrian Economics

ing significant empirical facts, matching facts with theory, and
extending applications of theory to new areas with little explicit
attention to such fundamental questions as what constitutes a
valid problem or a valid solution in economic analysis. Disputes
arise, but underlying the disputes is fundamental agreement as
to the kind of evidence or debate on which the dispute is, in
principle, to be resolved.

In contrast to the majority of economists, the contributors to
this volume on Austrian economics talk and act like people who
are doing extraordinary science. They produce relatively more
books and contribute fewer articles to established journals. They
do not write textbooks; their students learn directly from the
masters. They are very much concerned with methodological
and philosophical fundamentals. And what makes the label ex-
traordinary most applicable to their work is that they share a
conviction that orthodox economics is at the point of breakdown,
that it is unable to provide a coherent and intelligible analysis of
the present-day economic world.

Students of contemporary economic thought ought not, how-
ever, allow the status of modern Austrian economics as extraor-
dinary science to be settled entirely on the basis of the Austrian
economist’s self-image. Others have seen things differently,
among them Milton Friedman, a leading articulator of the or-
thodox paradigm. Speaking informally at the South Royalton
conference, Friedman startled his audience with the bold asser-
tion that “there is no Austrian economics — only good
economics, and bad economics.” His intention, he went on to
explain, was not to condemn Austrian economics as bad
economics but rather to declare that the truly valuable and
original contributions of Austrian-school economists (he was
speaking of Friedrich A. Hayek in particular) could be smoothly
incorporated into the mainstream of economic theory.

It seems to me that the question of the status of Austrian
economics is not incapable of resolution and that, in fact, the
papers presented here represent a sufficient sample on which to
base such a conclusion. The question is whether or not Austrian
economics possesses a paradigm truly distinct from that of the
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Keynesian-neoclassical orthodoxy. For, as Kuhn emphasized, an
extraordinary science must not simply be critical of the estab-
lished normal science paradigm; it must also present an
alternative.

In analyzing the Austrian paradigm, I shall focus on three
particular functions that, according to Kuhn, a paradigm must
perform. First, a paradigm must tell the investigator what types
of entities the world does and does not contain. Second, a
paradigm must define what constitutes a legitimate problem for
the science at hand. Third, it must specify the methods by which
legitimate solutions to these problems may be reached.

The methodological principle about which Austrian-school
writers are most insistent is that the basic building block of
economic theory must be the individual human action. As Mur-
ray N. Rothbard put it, the whole of Austrian economic theory is
the working out of the logical implications of the fact that human
beings do engage in purposeful action (Rothbard, “Praxeology”
[references to papers included in this volume are in abbreviated
form}).

The term action, as used by Austrian theorists, takes on a
precise technical sense that is perhaps best understood by con-
trasting actions with events. An event may be thought of as
something that “just happens” — a change that takes placein the
state of the world, such as a rock falling from a cliff and killing
Smith. An action, in contrast, is something that happens as a
result of purposeful intervention in the “natural” course of
events; for example, Jones pushes a rock off a cliff for the
purpose of murdering Smith, who is standing below. An action
may be thought of as consisting of two components. The first
component is the event, that the rock fell killing Smith. The
second is the implied counterfactual proposition that if Jones
had not intervened in the situation in order to carry out his
purpose of murder, the rock would not have fallen, and Smith
would be alive.

Orthodox economists, influenced by positivist and behaviorist
methodological principles, are uncomfortable with the concept
of action because the second, counterfactual component is not
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directly observable. As a consequence, orthodox theories tend to
be couched exclusively in terms of observable events and the
so-called empirical relationships among events. The Austrians,
in marked contrast to the orthodox thinkers, believe that an
economic explanation in terms of events alone cannot tell the
whole story, because it necessarily omits an important compo-
nent of reality — the concept of purposive action (see Kirzner,
“On the Method™).

At the same time the Austrian economists criticize orthodox
writers for omitting the concept of purposive action from their
set of basic entities, they criticize them for admitting certain
illegitimate constructs into their economic theories. Austrian
writers are characteristically critical of the use of macroeconomic
aggregates, especially when these appear as arguments in
mathematical formulations that imply functional and/or causal
relationships between aggregates. The concept of the quantity of
capital is especially singled out for criticism in this regard (see
Lachmann, “Toward a Critique”).

The question of what constitutes a legitimate problem for
analysis receives careful attention in Kirzner’s paper on the
methodology of Austrian economics (see his “On the Method,”
below). Kirzner noted that the Austrian tradition assigns two
tasks to economics. The first is that of “making the world intelli-
gible in terms of human action.” The second is “to explain how
conscious, purposeful human action can generate unintended
consequences through social interaction” and to trace these un-
intended consequences. These tasks are both more and less
ambitious than the tasks undertaken by orthodox economics.
The Austrian-type explanation is more ambitious than the or-
thodox explanation in the sense that a picture painted in terms
of human purposes is more complete than one painted only in
terms of events. The Austrian enterprise is also more ambitious
because it insists on laying bare the true causal relationships at
work in the social world and is not content to simply establish
empirical regularities among dubious statistical aggregates.

At the same time, Austrian explanatory systems are less am-
bitious precisely because they do not seek to establish quantita-
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tive relationships among economic magnitudes. The Austrians
are, in fact, quite insistent about the exclusion of such quantita-
tive determinations from the range of legitimate economic prob-
lems. As Ludwig von Mises put it, in a passage quoted approv-
ingly by Rothbard in his essay “Praxeology”:

The impracticability of measurement is not due to the lack of technical
methods for the establishment of measure. It is due to the absence of
constantrelations . . . . Economics is not, as . . . positivists repeat again
and again, backward because it is not “quantitative.” It is not quantita-
tive and does not measure because there are no constants (Ludwig von
Mises, Human Action: A Treatise on Economics [New Haven: Yale Univer-
sity Press, 1963], pp. 55-56).

The nature of the problems the Austrians undertake to solve
and the entities which they employ determine the permissible
methods of solving problems under the Austrian paradigm. The
Austrian method, simply put, is to spin out by verbal deductive
reasoning the logical implications of a few fundamental axioms.
First among the axioms is the fact of purposeful human action.
Supplementary axioms are that human beings are diverse in
tastes and abilities, that all action takes place through time, and
that people learn from experience. The epistemological status of
these axioms is a matter of some dispute among Austrians, but
Rothbard’s position — that they are in the last analysis empirical
— appears to be the most acceptable (see his essay “Praxeology,”
below).

Acceptance of the Austrian paradigm entails a radical rejec-
tion of econometrics as a tool of economic theory. It is easy to see
why Austrians find econometrics useless as a tool for discovering
or establishing economic laws. First, since the axioms from which
economic laws are deduced are taken to be apodictically true
(barring logical errors in the deductive process), the theories
themselves must also be true and consequently cannot and need
not be subjected to falsification by statistical methods. Second,
Austrian theories are formulated in terms of action, and action,
as was argued above, contains a counterfactual element, which is
in principle not subject to direct observation or confirmation.
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Finally, the absence of constants in economic life makes any
attempt at econometric determination of such constants futile.
In the abstract, such are the characteristics of the paradigm
the Austrians, as would-be scientific revolutionaries, hold out as
an alternative to the Keynesian-neoclassical orthodoxy. Whether
this paradigm is to remain an empty program or has the sub-
stance for an alternative normal science tradition depends on its
application to concrete analytical problems. With this in mind,
let us briefly look at recent contributions of the Austrian school
to the theory of prices and markets, of capital, and of money and
economic fluctuations, as presented in the essays in this volume.
In the subject area orthodox theorists refer wo as “micro-
economics,” Israel Kirzner has made several recent and impor-
tant contributions. In his book Competition and Entrepreneurship
(Chicago: University of Chicago Press, 1974) and again in his
essay “Equilibrium versus Market Process” (see below), Kirzner
criticized neoclassical economics for devoting too much atten-
tion to the elaboration of the formal conditions for general
equilibrium, and too little to an understanding of actual market
processes through which resources are moved from lower to
higher valued uses during periods of market disequilibrium.
(Lachmann in his paper “On the Central Concept” went further
than Kirzner and rejected the practical relevance of the concept
of equilibrium altogether.) To understand market process, ac-
cording to Kirzner, two types of economic decision making must
be differentiated. The first is what he called “Robbinsian
economizing,” that is, using known available resources in the
most efficient manner to achieve given purposes with the object
of allocating these resources so that no transfer of a marginal
unit from one use to another can promise a net benefit. The
second is entrepreneurial decision making, that is, being alert to
previcusly unknown opportunities for buying low and selling
high in situations where the planned activities of Robbinsian
economizers are imperfectly coordinated. A theory couched
purely in terms of Robbinsian economizing can at best identify
the price-quantity configurations necessary to sustain an equilib-
rium. But it is only by introducing the concept of entrepreneur-
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ial action that one can explain how systematic changes in the
information and expectations upon which market participants
actlead them in the direction of the postulated equilibrium price
and quantity relationships.

By contrasting the theory of general equilibrium with the
theory of market process, we can understand more clearly the
differences between the orthodox and the Austrian paradigm’
The theory of general equilibrium poses a number of attractive
puzzles for neoclassical economists, particularly those wishing to
display their virtuosity in mathematical analysis. The variables of
a general equilibrium model are all, in principle at least, empiri-
cally observable, and the types of decisions made by Robbinsian
economizers can be neatly and accurately expressed in func-
tional notation. But from the point of view of an Austrian
theorist bent on making the world intelligible in terms of human
action, the puzzles of general equilibrium are simply not the
whole story. Far from being deterred by the fact that the
decision-making processes of the entrepreneur are not easily
expressed in mathematical notation, a writer like Kirzner is able
to exercise his own virtuosity at verbal-deductive analysis and
produce a variety of useful insights.

Lest it be thought that the matter of equilibrium versus market
process is of no practical significance, the reader’s attention is
directed to Kirzner’s discussion of the role of advertising. Neo-
classical economics, with its emphasis on decision making based
on given information and under perfect competition, has had
difficulty finding a place for advertising in the economic world.
Frequently, this theoretical untidiness has led the neoclassical
economist to become critical of advertising on the policy level.
Kirzner’s analysis, which at last makes advertising an integral
part of the entrepreneurial role in the market process, provides
the basis for a rather different and more supportive attitude
toward advertising.

Turning now to recent Austrian work on capital theory, let us
single out for attention the issue of the nature and measurability
of an economy’s stock of capital. Sir John Hicks (in his paper
“Capital Controversies: Ancient and Modern,” American
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Economic Review 64(May 1974): 307-16; and discussed by Kirz-
ner, “The Theory of Capital”) divided economists into two broad
groupings according to their definition of capital. According to
Hicks, the “materialists” contend that the stock of capital is
nothing more than an inventory of the stock of physical capital
goods in an economy. This view has as a corollary that, in any two
economies with identical physical stocks of capital goods, the
economic measure of capital must be identical. To the “fund-
ists,” on the other hand, capital is something other than mere
physical goods, and the measure of capital must be a value
measure derived in some way from the flow of future output.

According to Kirzner, Austrian economists can accept neither
the materialist nor the fundist position on the question of the
nature and measurement of capital. Materialism is rejected out
of hand on the grounds that the physical heterogeneity of capital
goods prohibits simply adding them up. The fundist point of
view receives somewhat more sympathy, because it at least rec-
ognizes that the nature of capital goods is intimately bound up
with valuation, that is, with future plans for the production of
output. Nonetheless, Kirzner denied that there is any legitimate
way of adding together these streams of future output to provide
a meaningful measure of a nation’s capital stock. One problem,
often discussed in the literature on capital theory, is thatit is hard
to find a unit of measurement for capital that is invariant to
changes in relative prices. Equally important is the problem that
at a given moment the plans of various individual economic
agents, of which existing capital goods.form a part, may well be
incompatible. Suppose, for example, that individual A builds a
house with the intention of living in it, and individual B builds a
bomb for the purpose of blowing up A’s house. A counts on a
future stream of housing services having a certain determinate
value, and B counts on a future stream of destruction services
also having a certain determinate value. But surely these two
future value streams cannot legitimately be added together to
get a measure of the economy’s current stock of capital, because
itis logically impossible that both could be realized simultaneous-
ly. Thus, any attempt at adding up (future) value streams to geta
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measure of capital necessarily overstates the quantity of capital
to the extent that current plans are imperfectly coordinated,
which is equivalent to saying that a consistent measure of capital
is possible only when the economy is in full equilibrium. The
Austrian economists, of course, emphasize that it never is in full
equilibrium.

In the controversy over the measurability of capital, the dif-
ferences between the Austrian and the orthodox paradigm are
once again evident. Neoclassical theorists, intent on constructing
mathematical models of economic reality, are unable to proceed
without grasping some single number, or “index,” and calling it
the “quantity of capital.” Since they cannot dispense with such a
number, they brush aside all theoretical objections and resort
when pressed to such contrivances as the single product
economy. To the Austrian economists, such constructions are
the most arid of formalisms and do more to mask the true nature
of economic reality than to provide useful insight. Instead, they
prefer a concept of capital that identifies capital goods as physi-
cal objects directed toward specific purposes by individual
agents, even if this approach means abandoning the possibility
of measuring a nation’s capital stock altogether.

As our third illustration, let us look at the nature of Austrian-
school contributions to the theory of money and economic fluc-
tuations. The Austrian economists are characteristically averse
to using the term macroeconomics when referring to this area of
study. This very term smacks of illegitimate aggregates and the
type of methodological holism they seek to avoid. From the
earliest days, the hallmark of Austrian work in this area has been
a microeconomic approach to macroeconomic problems. Lud-
wig von Mises’s Theory of Money and Credit (first German edition
1912; English edition, New Haven: Yale University Press, 1963),
a pioneering contribution, identified the lack of coordination
between individual expectations and the supply of money and
credit as a prime cause of economic disturbance. Later work by
Hayek extended the Misesian analysis and integrated the theory
of the business cycle with the Austrian theory of production. Let
us take a brief look at Hayek’s contribution in this area, as
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updated and applied by Gerald P. O'Driscoll, Jr., and Sudha R.
Shenoy in their paper “Inflation, Recession and Stagflation”
included in this volume.

O’Driscoll and Shenoy, together with other modern Austrian
economists, hold that the major anomaly facing orthodox
economics and defying explanation is the seemingly intractable
inflationary stagnation that has beset the major industrial coun-
tries in the seventies. In their view, orthodox theories, Keynesian
and monetarist alike, are formulated at too high a level of aggre-
gation and are thus blind to the distorting effects of overexpan-
sionary monetary policy on relative prices and the capital struc-
ture. In barest outline, their argument is that expansionary
policies inject money into the economy, not uniformly, but at a
specific point. The injection of new money creates a monetary
“pull” on relative prices at this point. As a result of the effect of
monetary expansion on relative prices, some businesses make
profits that otherwise would have made losses, and some work-
ers find jobs in places where there would otherwise have been
none. If the injection of new money is by way of commercial bank
loans to businessmen, the capital goods industries, and among
them firms producing specific capital goods suitable for use in
processes of relatively low labor intensity, are built up first.
However, the expansion of these industries cannot be sustained
without a concomitant decline in the fraction of current output
consumed. Barring a fortuitous shift in consumption h4bits, the
injection of new money must be continued. Because expecta-
tions adjust to any constant rate of injection, the needed degree
of monetary pull on relative prices requires an accelerating rate
of monetary expansion. This leaves policymakers in a dilemma.
Either they must inflate without limit, or when they cease inflat-
ing, they must face the unemployment and drop in output that
will inevitably accompany the liquidation of the unjustified in-
vestments made earlier. To use Hayek’s metaphor, the policy-
makers have a tiger by the tail.

Here again we see how the Austrian paradigm, with its princi-
pled rejection of aggregative analysis, has produced insights that
in recent years orthodox economists have been quick to over-
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look. In the case of business cycle theory, however, the possibility
is greater than in our previous examples that the essentials of
Austrian theory can be co-opted into orthodox analysis. Or-
thodox theorists may well wish to recast Hayek’s theories in a
form that would make them subject to econometric evaluation.
If they are pleased with the results, one can easily imagine
Hayek’s relative-price mechanism being spliced onto existing
Keynesian or monetarist models, just as has happened to other
microeconomic insights such as the theory of job search and the
theory of inflationary expectations. If this takes place, the Aus-
trian paradigm may not succeed in replacing that of the
Keynesian-neoclassical orthodoxy.

Despite the fact that the gap between Austrian and orthodox
economics may be narrower in the area last discussed than
elsewhere, I think the evidence indicates that the modern Aus-
trian school does present a truly distinct paradigm against the
alternative of a distinction only between good economics and
bad economics. The possession of a distinct paradigm may be
thought of as necessary for a successful scientific revolution. It
goes without saying, however, that it is not a sufficient condition.
In concluding our analysis of Austrian economics as extraordi-
nary science, let us consider some remarks Kuhn made regard-
ing the nature of the debate between advocates of alternative
paradigms: '

The choice between competing paradigms regularly raises questions
that cannot be resolved by the criteria of normal science. To the extent,
as significant as it is incomplete, that two scientific schools disagree
about what is a problem and what is a solution, they will inevitably talk
through each other when debating the relative merits of their respec-
tive paradigms. In the partially circular arguments that regularly re-
sult, each paradigm will be shown to satisfy more or less the criteria that
it dictates for itself and to fall short of a few of those dictated by its
opponent. There are other reasons, too, for the incompleteness of
logical contact that consistently characterizes paradigm debates. For
example, since no paradigm ever solves all the problems it defines and
since no two paradigms leave all the same problems unsolved,
paradigm debates always involve the question: Which problems is it
more significant to have solved? [Kuhn, Structure, pp. 109-10.]
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The tendency of the advocates of alternative paradigms to talk
through, rather than to, each other may be seen in the various
Austrian critiques of mathematical économics and econometrics.
In their attack on mathematical economics, at least two separate
arguments can be discerned. One is that mathematical
economics does not really achieve greater theoretical precision;
instead it requires the translation of simple concepts into
mathematical language followed by arduous retranslation into
English (see Rothbard’s discussion in “Praxeology,” below). This
line of criticism is not found only among Austrian economists; it
was given a most eloquent expression by Alfred Marshall. The
other strand of the Austrian critique of mathematical economics
is the contention that those problems most amenable to
mathematical treatment — general equilibrium theory, formal
growth models, and the like — are in principle not iffteresting or
legitimate economic problems. The problems important to
Austrian theorists (for example, the puzzle of the nature of
entrepreneurship) neither can be nor need be dealt with
mathematically.

In the critique of econometrics, the tendency to talk through
the opposition is perhaps more evident than anywhere else.
Here again we can distinguish two strands of thought in Aus-
trian writing. One, already discussed, concerns the absence of
constants in human action and the absurdity of subjecting valid
deductions from true axioms to superfluous-empirical tests.

The other strand of the Austrian critique concerns the def-
inition of the legitimate boundaries of economics as a science. At
one point in discussing Austrian methodology, Rothbard (see his
paper “Praxeology”) distinguished among three branches of
intellectual inquiry. Economics is the discipline devoted to the
logical implications of the axiom of human action. Technology
deals with the chaice of certain means for the achievement of
certain ends. History deals with ends adopted in the past and
means used (to try) to achieve them. Now, from these defini-
tions, it is immediately clear that econometrics can serve no
purpose in economics per se. That is the substance of the previ-
ously mentioned line of criticism. Yet this argument leaves open
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the possibility that econometrics could be a legitimate tool of
technology and history. In collecting statistics on, say, past fluc-
tuations in the prices and quantities of cotton, econometricians
are not measuring constants in human behavior or testing
economic theory, and they delude themselves if they think they
are. Nonetheless, in principle the econometricians’ work, prop-
erly interpreted, may be valuable to noneconomists. For exam-
ple, a historian trying to interpret patterns of economic activity
in the southern United States might want to know the approxi-
mate ex post elasticity relationships in the cotton market in
certain periods. Alternatively, a textile manufacturer, seeking
profit maximization by the best means available, might employ
an econometrician as a technologist to advise him concerning
inventory strategy. Inshort, if econometricians would stop insist-
ing that they were engaging in the discovery of economic laws, a
variety of purely instrumentalist justifications for their work
could be found without forcing a head-on confrontation with
Austrian doctrine.






PART 2
THEORY AND
METHOD






Praxeology:
The Methodology of
Austrian Economics

Murray N. Rothbard

Praxeology is the distinctive methodology of the Austrian
school. The term was first applied to the Austrian method by
Ludwig von Mises, who was not only the major architect and
elaborator of this methodology but also the economist who most
fully and successfully applied it to the construction of economic
theory.! While the praxeological method is, to say the least, out
of fashion in contemporary economics — as well as in social
science generally and in the philosophy of science — it was the
basic method of the earlier Austrian school and also of a consid-
erable segment of the older classical school, in particular of
J. B. Say and Nassau W. Senior.?

Praxeology rests on the fundamental axiom that individual
human beings act, that is, on the primordial fact that individuals
engage in conscious actions toward chosen goals. This concept of
action contrasts to purely reflexive, or knee-jerk, behavior, which
is not directed toward goals. The praxeological method spins out
by verbal deduction the logical implications of that primordial
fact. In short, praxeological economics is the structure of logical
implications of the fact that individuals act. This structure is built
on the fundamental axiom of action, and has a few subsidiary
axioms, such as that individuals vary and that human beings
regard leisure as a valuable good. Any skeptic about deducing
from such a simple base an entire system of economics, I refer to
Mises’s Human Action. Furthermore, since praxeology begins

19
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with a true axiom, A, all the propositions that can be deduced
from this axiom must also be true. For if A implies B, and A is
true, then B must also be true.

Let us consider some of the immediate implications of the
action axiom. Action implies that the individual’s behavior is
purposive, in short, that it is directed toward goals. Further-
more, the fact of his action implies that he has consciously chosen
certain means to reach his goals. Since he wishes to attain these
goals, they must be valuable to him; accordingly he must have
values that govern his choices. That he employs means implies
that he believes he has the technological knowledge that certain
means will achieve his desired ends. Let us note that praxeology
does not assume that a person’s choice of values or goals is wise or
proper or that he has chosen the technologically correct method
of reaching them. All that praxeology asserts is that the indi-
vidual actor adopts goals and believes, whether erroneously or
correctly, that he can arrive at them by the employment of
certain means.

All action in the real world, furthermore, must take place
through time; all action takes place in some present and is
directed toward the future (immediate or remote) attainment of
an end. If all of a person’s desires could be instantaneously
realized, there would be no reason for him to act at all.? Fur-
thermore, that a man acts implies that he believes action will
make a difference; in other words, that he will prefer the state of
affairs resulting from action to that from no action. Action
therefore implies that man does not have omniscient knowledge
of the future; for if he had such knowledge, no action of his
would make any difference. Hence, action implies that we livein
a world of an uncertain, or not fully certain, future. Accordingly,
we may amend our analysis of action to say that a man chooses to
employ means according to a technological plan in the present
because he expects to arrive at his goals at some future time.

The fact that people act necessarily implies that the means
employed are scarce in relation to the desired ends; for, if all
means were not scarce but superabundant, the ends would al-
ready have been attained, and there would be no need for action.
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Stated another way, resources that are superabundant no longer
function as means, because they are no longer objects of action.
Thus, air is indispensable to life and hence to the attainment of
goals; however, air being superabundant is not an object of
action and therefore cannot be considered a means, but rather
what Mises called a “general condition of human welfare.”
Where air is not superabundant, it may become an object of
action, for example, where cool air is desired and warm air is
transformed through air conditioning. Even with the absurdly
unlikely advent of Eden (or what a few years ago was considered
in some quarters to be an imminent “postscarcity” world), in
which all desires could be fulfilled instantaneously, there would
still be at least one scarce means: the individual’s time, each unit
of which if allocated to one purpose is necessarily not allocated to
some other goal.*

Such are some of the immediate implications of the axiom of
action. We arrived at them by deducing the logical implications
of the existing fact of human action, and hence deduced true
conclusions from a true axiom. Apart from the fact that these
conclusions cannot be “tested” by historical or statistical means,
there is no need to test them since their truth has already been
established. Historical fact enters into these conclusions only by
determining which branch of the theory is applicable in any
particular case. Thus, for Crusoe and Friday on their desert
island, the praxeological theory of money is only of academic,
rather than of currently applicable, interest. A fuller analysis of
the relationship between theory and history in the praxeological
framework will be considered below.

There are, then, two parts to this axiomatic-deductive
method: the process of deduction and the epistemological status
of the axioms themselves. First, thereis the process of deduction;
why are the means verbal rather than mathematical logic?®
Without setting forth the comprehensive Austrian case against
mathematical economics, one point can immediately be made:
let the reader take the implications of the concept of action as
developed so far in this paper and uy to place them in mathemat-
ical form. And even if that could be done, what would have been
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accomplished except a drastic loss in meaning at each step of the
deductive process? Mathematical logic is appropriate to
physics—the science that has become the model science, which
modern positivists and empiricists believe all other social and
physical sciences should emulate. In physics the axioms and
therefore the deductions are in themselves purely formal and
only acquire meaning “operationally” insofar as they can explain
and predict given facts. On the contrary, in praxeology, in the
analysis of human action, the axioms themselves are known to be
true and meaningful. As a result, each verbal step-by-step de-
duction is also true and meaningful; for it is the great quality of
verbal propositions that each one is meaningful, whereas
mathematical symbols are not meaningful in themselves. Thus
Lord Keynes, scarcely an Austrian and himself a mathematician
of note, leveled the following critique at mathematical sym-
bolism in economics:

It is a great fault of symbolic psuedo-mathematical methods of for-
malising a system of economic analysis, that they expressly assume
strict independence between the factors involved and lose all their
cogency and authority if this hypothesis is disallowed: whereas, in
ordinary discourse, where we are not blindly manipulating butknow all
the time what we are doing and what the words mean, we can keep “at
the back of our heads” the necessary reservesand qualifications and the
adjustments which we shall have to make later on, in a way in which we
cannot keep complicated partial differentials “at the back” of several
pages of algebra which assume that they all vanish. Too large a propor-
tion of recent “mathematical” economics are mere concoctions, as
imprecise as the initial assumptions they reston, which allow the author
to lose sight of the complexities and interdependencies of the real
world in a maze of pretentious and unhelpful symbols.®

Moreover, even if verbal economics could be successfully
translated into mathematical symbols and then retranslated into
English so as to explain the conclusions, the process makes no
sense and violates the great scientific principle of Occam’s Razor
of avoiding unnecessary multiplication of entities.”

Furthermore, as political scientist Bruno Leoni and
mathematician Eugenio Frola pointed out,
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It is often claimed that translation of such a concept as the maximum
from ordinary into mathematical language, involves an improvement
in the logical accuracy of the concept, as well as wider opportunities for
its use. But the lack of mathematical precision in ordinary language
reflects precisely the behavior of individual human beings in the real
world. ... We might suspect that translation into mathematical lan-
guage by itself implies a suggested transformation of human economic
operators into virtual robots.®

Similarly, one of the first methodologists in economics, Jean-
Baptiste Say, charged that the mathematical economists

have not been able to enunciate these questions into analytical lan-
guage, without divesting them of their natural complication, by means
of simplifications, and arbitrary suppressions, of which the conse-
quences, not properly estimated, always essentially change the condi-
tion of the problem, and pervert all its results.®

More recently, Boris Ischboldin has emphasized the differ-
ence between verbal, or “language,” logic (“the actual analysis of
thought stated in language expressive of reality as grasped in
common experience”) and “construct” logic, which is “the appli-
cation to quantitative (economic) data of the constructs of
mathematics and symbolic logic which constructs may or may not
have real equivalents.”?

Although himself a mathematical economist, the mathemati-
cian son of Carl Menger wrote a trenchant critique of the idea
that mathematical presentation in economics is necessarily more
precise than ordinary language:

Consider, for example, the statements (2) To a higher price of a good, there
corresponds a lower (or at any rate not a higher) demand.

(2) If p denotes the price of, and q the demand for, a good, then
dq
q= f(p) and _— =f(p) <0.
dp
Those who regard the formula (2’) as more precise or “more

mathematical” than the sentence (2) are under a complete misap-
prehension. ... The only difference between (2) and (2) is this: since
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(2') is limited to functions which are differentiable and whose graphs,
therefore, have tangents (which from an economic point of view are
not more plausible than curvature), the sentence (2) is more general, but
it is by no means less precise: it is of the same mathematical precision as
).

Turning from the deduction process to the axioms them-
selves, what is their epistemological status? Here the problems
are obscured by a difference of opinion within the praxeological
camp, particularly on the nature of the fundamental axiom of
action. Ludwig von Mises, as an adherent of Kantian epistemol-
ogy, asserted that the concept of action is a priori to all experi-
ence, because it is, like the law of cause and effect, part of “the
essential and necessary character of the logical structure of the
human mind.”** Without delving too deeply into, the murky
waters of epistemology, I would deny, as an Aristotelian and
neo-Thomist, any such alleged “laws of logical structure” that
the human mind necessarily imposes on the chaotic structure of
reality. Instead, I would call all such laws “laws of reality,” which
the mind apprehends from investigating and collating the facts
of the real world. My view is that the fundamental axiom and
subsidiary axioms are derived from the experience of reality and
are therefore in the broadest sense empirical. I would agree with
the Aristotelian realist view that its doctrine is radically empiri-
cal, far more so than the post-Humean empiricism, which is
dominant in modern philosophy. Thus, John Wild wrote:

Itisimpossible to reduce experience to a set of isolated impressions and

_atomic units. Relational structure is also given with equal evidence and
certainty. The immediate data are full of determinate structure, which
is easily abstracted by the mind and grasped as universal essences or
possibilities. !

Furthermore, one of the pervasive data of all human experience
is existence; another is consciousness, or awareness. In contrast
to the Kantian view, Harmon Chapman wrote that

conception is a kind of awareness, a way of apprehending things — or
comprehending them — and not an alleged subjective manipulation of
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so-called generalities or universals solely “mental” or “logical” in their
provenience and non-cognitive in nature.

That in thus penetrating the data of sense, conception also syn-
thesizes these data is evident. But the synthesis here involved, unlike
the synthesis of Kant, is not a prior condition of perception, an anterior
process of constituting both perception and its object, but rather a
cognitive synthesis in apprehension, that is, a uniting or “comprehend-
ing” which is one with the apprehending itself. In other words, percep-
tion and experience are not the results or end products of a synthetic
process a priori, but are themselves synthetic or comprehensive ap-
prehensions whose structured unity is prescribed solely by the nature
of thereal, that is, by the intended objects in their togetherness and not
by consciousness itself whose (cognitive) nature is to apprehend the
real — as it is."*

If, in the broad sense, the axioms of praxeology are radically
empirical, they are far from the post-Humean empiricism that
pervades the modern methodology of social science. In addition
to the foregoing considerations, (1) they are so broadly based in
common human experience that once enunciated they become
self-evident and hence do not meet the fashionable criterion of
“falsifiability”; (2) they rest, particularly the action axiom, on
universal inner experience, as well as on external experience,
that is, the evidence is reflective rather than purely physical;
and (3) they are therefore a priori to the complex historical
events to which modern empiricism confines the concept of
“experience”. '

Say, perhaps the first praxeologist, explained the derivation of
the axioms of economic theory as follows:

Hence the advantage enjoyed by every one who, from distinct and
accurate observation, can establish the existence of these general facts,
demonstrate their connection and deduce their consequences. They as
certainly proceed from the nature of things as the laws of the material
world. We do not imagine them; they are results disclosed to us by
judicious observation and analysis. . ..

Political economy . . . is composed of a few fundamental principles,
and of a great number of corollaries or conclusions, drawn from these
principles . . . that can be admitted by every redecting mind.!®

Friedrich A. Hayek trenchantly described the praxeological
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method in contrast to the methodology of the physical sciences,
and also underlined the broadly empirical nature of the
praxeological axioms:

The position of man . . . brings it about that the essential basic facts
which we need for the explanation of social phenomena are part of
common experience, part of the stuff of our thinking. In the social
sciences it is the elements of the complex phenomena which are known
beyond the possibility of dispute. In the natural sciences they can only
be at best surmised. The existence of these elements is so much more
certain than any regularities in the complex phenomena to which they
give rise, that it is they which constitute the truly empirical factor in the
social sciences. There can be little doubt that it is this different position
of the empirical factor in the process of reasoning in the two groups of
disciplines which is at the root of much of the confusion with regard to
their logical character. The essential difference is that ih the natural
sciences the process of deduction has to start from some hypothesis
which is the result of inductive generalizations, while in the social
sciences it starts directly from known empirical elements and uses them
to find the regularities in the complex phenomena which direct obser-
vations cannot establish. They are, so to speak, empirically deductive
sciences, proceeding from the known elements to the regularities in the
complex phenomena which cannot be directly established."”

Similarly, J. E. Cairnes wrote:

The economist starts with a knowledge of ultimate causes. He is already, at the
outset of his enterprise in the position which the physicist only attains
after ages of laborious research. ... For the discovery of such premises
no elaborate process of induction is needed . . . for this reason, that we
have, or may have if we choose to turn our attention to the subject,
direct knowledge of these causes in our consciousness of what passes in
our own minds, and in the information which our senses convey . . . to
us of external facts.’®

Nassau W. Senior phrased it thus:

The physical sciences, being only secondarily conversant with mind,
draw their premises almost exclusively from observation or
hypothesis. . ..On the other hand, the mental sciences and the mental
arts draw their premises principally from consciousness. The subjects
with which they are chiefly conversant are the workings of the human
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mind. [These premises are] a very few general propositions, which are
the result of observation, or consciousness, and which almost every
man, as soon as he hears them, admits, as familiar to this thought, or at
least, included in his previous knowledge.*®

Commenting on his complete agreement with this passage,
Mises wrote that these “immediately evident propositions” are
“of aprioristic derivation . . . unless one wishes to call aprioristic
cognition inner experience.”?® To which Marian Bowley, the
biographer of Senior, justly commented:

The only fundamental difference between Mises’ general attitude and
Senior’s lies in Mises’ apparent denial of the possibility of using any
general empirical data, i.e., facts of general observation, as initial
premises. This difference, however, turns upon Mises’ basic ideas of
the nature of thought, and though of general philosophicimportance,
has little special relevance to economic method as such.?

It should be noted that for Mises it is only the fundamental
axiom of action that is a priori; he conceded that the subsidiary
axioms of the diversity of mankind and nature, and of leisure as
a consumers’ good, are broadly empirical.

Modern post-Kantian philosophy has had a great deal of trou-
ble encompassing self-evident propositions, which are marked
precisely by their strong and evident truth rather than by being
testable hypotheses, that are, in the current fashion, considered
to be “falsifiable”. Sometimes it seems that the empiricists use the
fashionable analytic-synthetic dichotomy, as the philosopher
Hao Wong charged, to dispose of theories they find difficult to
refute by dismissing them as necessarily either disguised defini-
tions or debatable and uncertain hypotheses.®® But what if we
subject the vaunted “evidence” of modern positivists and em-
piricists to analysis? What is it We find that there are two types
of such evidence to either confirm or refute a proposition: (1) if
it violates the laws of logic, for example, implies that 4= —4; or
(2)if itis confirmed by empirical facts (as in a laboratory) that can
be checked by m