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The body of economic knowledge is an essential element in the struc-
ture of human civilization; it is the foundation upon which modern
industrialism and all moral, intellectual, technological, and therapeuti-
cal achievements of the last centuries have been built. It rests with men
whether they will make the proper use of the rich treasure with which
this knowledge provides them or whether they will leave it unused.
But if they fail to take the best advantage of it and disregard its teach-
ings and warnings, they will not annul economics; they will stamp out
society and the human race.

LUDWIG VON Mises, Human Action (1949)
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Introduction

As a participant for many years in Ludwig von Mises’ New York
University graduate seminar in economic theory, I was distressed by
the neglect of the “Austrian School of Economics” among college and
university professors and in textbooks on the history of economic
thought. This book attempts to fill that gap to some extent. It tells some-
thing of the step-by-step development of the Austrian school, its theo-
ries and their gradual dissemination. In recent years, the influence of
the Austrian school has been increasing and its explanations of eco-
nomic matters are being more seriously treated in colleges and univer-
sities. Thus the ideas of the Austrian schoo! are beginning to have some
impact on economic thinking and even on government policy in some
countries.

EE I A R

By the end of the 18th century, economics was recognized as a spe-
cial discipline for study, apart from the natural sciences and moral phi-
losophy. The economists of that period, later known as Classical econo-
mists, recognized a regularity in interpersonal relationships. Like
scientists throughout the ages who sought the truth in their respective
fields, those early economists tried to understand and explain the regu-
larity they noted in the actions of men in relation to other men and to
the world around them. They considered their special field of study to
be that of production, trade, commerce, and business. In the attempt to
explain as much as they could about these phenomena, they analyzed
the forces which they saw as responsible for production and trade—
land, labor, and capital. Among other things, they concluded that mar-
ket prices arose out of the interplay of supply and demand on the mar-
ket. But their explanation, depending as it did on holistic concepts, fell
short of explaining specific prices. For instance, they couldn’t under-
stand why something useful like a loaf of bread or a hod of coal cost
much less on the market than an ounce of gold or a piece of jewelry that
filled no urgent human need. Moreover, they left out of account imma-
terial or “uneconomic” items and the “unproductive” services of
lawyers, doctors, opera singers, musicians, etc. Thus the analyses of the
Classicals failed to offer a complete explanation of all interpersonal
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2 / Betting Bien Greaves

relationships; they could not explain satisfactorily the formation of spe-
cific prices.

It was not until a century or so later that a new generation of econ-
omists pinpointed the error in the reasoning of the Classical econo-
mists. The breakthrough came when Carl Menger (1840-1921), born
within the boundary of what was then the huge conglomerate of the
Austro-Hungarian Empire, clearly explained the theory of subjective
value and marginal utility. In doing this, Menger rejected the holism of
the Classicals. He dismissed land, labor, capital, supply, and demand as
holistic concepts and traced market prices to the actions of individuals.
Value theory, as expounded by Menger and further elaborated by two
of his Austrian-born successors, Eugen von Bohm-Bawerk (1851-1914)
and Friedrich von Wieser {1851-1926), proved the “Open sesame!” to
understanding all economic problems. Carl Menger’s Principles of Eco-
nomics (1871; first English translation, 1950) and Eugen Bshm-Bawerk's
chapters on “Value and Price” in his major work, Capital and Interest
(3rd edition, 1914; English translation, 1959}, have become classics. It
was because of the contributions of these Austrian-born economists
that the subjective, marginal utility, value theory was later labeled
“Austrian.”

The new Austrian methodology, which traced market prices to the
actions of individuals was known as methodological individualism. It
pointed out that market prices, as well as of all other economic phe-
nomena, rested unequivocally on the decisions, preferences, and sub-
jective values of individuals. Thus the market price of a particular item
(a loaf of bread) depends, not on the usefulness of the category of goods
of which it is one specimen (food), nor on the value of a collection of
such specimens (the baker’s stock of bread), but rather on the satisfac-
tion the specific individual involved hopes to derive from that particu-
lar quantity of the good (one loaf of bread) or service (relief of hunger)
at a particular time and place. That is, the market price of a particular
itern depends on the expected “marginal utility” of the unit concerned
to a specific individual. Menger expressed it very simply: “[TThe value
of each quantity of goods is equal to the importance of the satisfactions
that depend on it.” {Principles, p. 135) In this way, by tracing market
prices back to the subjective values of individuals, to their ideas, deci-
stons, preferences, and actions, the Austrians resolved the Classicals’
“paradox of value.”

The new methodology adopted by these early Austrian econo~
mists, as well as by later “Austrian” economists—all around the world,
irrespective of national origin—rejected not enly the holistic methoedol-
ogy of their Classical predecessors, but also the historical method of the
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German Historical school, the dominant economic school of their day.
A heated methodological controversy developed in the 1890s, a debate
which gained notoriety as the Methodenstreit. The Austrians pointed to
the sharp distinction between (1) economic history, the data and statis-
tics describing past events which their German contemporaries—his-
toricists, positivists, empiricists, institutionalists, collectivists—pre-
sented as economics, and (2) the logical science of economics. Economic
history, economic statistics, the Austrians argued, was the study of
what men had done at certain times and places in the past. The science
of economics was a universal science which used reason, logic, method-
ological individualism, to analyze and understand the actions of men,
all men, at any time, everywhere.

Ludwig von Mises (1881-1973), who became the leading spokes-
man of the next generation of Austrian economists, had known Menger
and studied with Bohm-Bawerk. Mises carried economic reason and
logic a step farther; he broadened the field of study by incorporating
economics into the more general science of praxeology, the science of all
human action. Economics in the narrower sense, the study of the
actions of men on the market (catallactics), is a subsidiary of praxeol-
ogy. Praxeological theories are developed by reasoning logically from
fundamental a priori categories. Thus economics, like praxeology, is a
logical science and its methodological individualism derives logically
from the a priori of action.

This book brings the development of Austrian economics down
through Mises. He left Austria for Switzerland in 1934 and in 1940 fled
war-torn Europe and came to the United States. He brought with him to
this country his indomitable spirit, courage, and determination to con-
tinue his studies and his teaching. His books and lectures became his
platform.

The decades after World War II constituted the nadir of Austrian
economics in this country and throughout the world. Academia was
dominated by Keynesianism, historicism, positivism, and collectivism
and was not particularly hospitable to Austrian ideas, or to Mises.
However, some of his friends subsidized his appointment as Visiting
Professor at New York University Graduate School of Business Admin-
istration and he taught there from 1945 to 1969. The university let Mises
teach, but otherwise they pretty much ignored him. One student
reported that NYU administration officials actively tried to discourage
him from taking Mises’ course; it was not economics, they said; it was a
“religion.” Nevertheless, Austrian methodological individualism was
kept alive during these decades primarily through Mises—his NYU
seminar, the Foundation for Economic Education for which he became
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economic adviser, his teachings, and his books. The Mont Pélerin Soci-
ety, composed of free market minded academicians and businessmen,
which had been founded in 1947 by Mises and his fellow Austrian, Pro-
fessor F. A. Hayek, helped to some extent internationally.

Most of the participants in Mises’ NYU graduate seminar were not
academicians. However, many of the regulars became serious students
of Austrian economics and went on {o contribute something, each in his
or her own way, to Austrian economics. Some became college profes-
sors. Some worked for free-market think tanks, Some were journalists.
Some taught. Many of them followed Mises’ recommendation and
wrote books. Among the regular NYU seminar participants in alpha-
betical order, were Bettina (Bien) Greaves, Percy L. Greaves, Ir., Henry
Hazlitt, Joseph Keckeissen, Israel M. Kirzner, George Koether, Toshio
Murata of Japan, William H. Peterson, George Reisman, Murray N.
Rothbard, Hans F. Sennholz, Mary (Homan) Sennhoiz, and Louis M.
Spadaro.* Two other “Austrians” should be mentioned—Britisher
W. H. Hutt and German-born Ludwig M. Lachmann—both of whom
arrived in this country from South Africa.

During the post-World War II decades, Austrian economics was
practically an underground movement, but it is gradually gaining
some recognition. Mises died in 1973. In 1974, F A, Hayek, Mises” close
friend and associate from Vienna, was awarded the Nobel prize in eco-
nomics. Also in 1974, an Institute for Humane Studies conference at
South Royalton, Vermont, featuring lectures by Kirzner, Rothbard, and
Lachmann, renewed interest in Austrian economics. Since then many
young people have been introduced to the subject, countless discus-
sions and debates have been held and many “Austrian” books and arti-
cles have been published. Many of this new generation of “Austrians”
began studying economics as students of Mises’ NYU seminar partici-
pants.

*Over the years quite a few other persons attended Mises’ NYU Seminar as visitors
or for one or two semesters. Many who went on to help keep Austrian ideas alive through
their various activities and contacts should be mentioned: Beverly (Kline) Anderson,
Robert G. Anderson, Manuel Ayau of Guatemala, Alberto Benegas Lynch, Sr. and Jr., both
of Argentina, George W. Bishop, Walter Block, Henry M. Boettinger, Herbert Bracey,
Willlam Burkett, Rey Childs, |. Vincent Cordern, Richard Cornuelle, Mallory Cross, Rev.
John F. Davis, Frank T. Dierson, Robert J. Dobson, Richard L. Frain, Robert Guanieri,
Ronald 5. Hertz, Robart Hessen, Isider Hodes, Wayne J. Holman, Hiram J. Honea, Hugh
King, David L. Jarrett, ]. Ranney Johnson, Leonard Liggio, Father M. Mansfield, Edwin
McDowell, Father Mcinnis, Luis Montes de Oca of Mexico, Laurence 5. Moss, Agustin
Navarro of Mexico, Vincent A. Novo, Frederick C. Nymeyer, Ralph Raice, John R. Rohrs,
Robert]. Smith, Allan J. Trumbull, John van Eck, Gustavo Velasco of Mexico, and Fuchow
Wang of Formosa.
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The early Austrian economists and their successors, under the
guidance of Mises, recognized a sharp distinction between the method-
ology of history, the methodology of the physical sciences, and the
methodology of economics. The great contribution of the Austrians is
their methodology; they use logic to deveiop methodelogical individu-
alism. They view man as a thinking, acting person, a person with a
mind, subjective values, and many wants, who is always striving to
improve his or her situation. “Austrians” place individuals at the center
of the economic system. They realize that it is only by studying the con-
scious, purposive actions of individuals, which reveal their decisions,
choices, preferences, and values, that one may understand the relation-
ship of acting men to the physical world and to other men. And it is
only by studying the actions of acting men that one can understand and
explain such economic phenomena as prices, wages, costs, production,
profits, losses, money, banking, economic calculation, economic booms
and busts, and so on ad infinitum, as well as the immaterial services
and other values which Classical economists dismissed as “uneco-
nomic.”

Advocates of applying an empirical or statistical methodology to
economics are not theoreticians; therefore, they are not economists in
the Austrian sense; they are economic historians. They observe and
describe economic phenomena of the past but do rot explain them.
They deal with economic averages and aggregates and, in the process,
they ignore the most significant factor, that an average or aggregate is
the composite outcome of the conscious, purposive acts of many indi-
viduals. They talk about “forests” and forget the “trees.” Their method-
ology is historical, not logical.

EE A

Many advocates of empiricism, historicism, or positivism maintain
that the test of a scientific truth is whether or not it may be used as the
basis for prediction. They compile massive data on recent economic
phenomena in the hope that in time they will have enough statistics to
enable them to discover an economic law or theory. They look for fixed
and meaningful mathematical correlations among various aggregates.
They consider some statistical aggregates to be “indicators,” because
they are supposed to give some “indication” as to future developments.
However, no economic statistic nor any accumulation of many eco-
nomic statistics can ever yield an economic theory or law. To be sure,
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statistical extrapolations may be made, and such extrapolations are
sometimes called “predictions.” But any such extrapolation is not
based on statistics alone; rather it is based on a theory, and a rather
unreliable theory at that, the theory that current trends will continue.
No extrapolation can say anything about how long any particular cur-
rent trend will continue, nor if, as, or when it will change. But one thing
is certain: present trends will change. History is always change. No one
can learn the future from the past.

Predictions are possible, however, in the field of logical economrics,
although not on the basis of history. Predictions are possible on the
basis of “Austrian” theory and an understanding of the universal and
eternal principles of human action. But such predictions can only be
qualitative, not quantitative. For instance, we can predict that, given
human nature and the world of limited resources, time, and energy in
which we live, goods and services in great demand will be relatively
more valuable on the market than those not so urgently demanded,
although we cannot say how much more valuable. By that same token,
we can predict that in a society which protects private property and
allows potential producers freedom to experiment, some entrepreneurs
will try to expand production of the desired goods and services. And
we can predict that, other things being equal, if demand for these items
falls, so will their market value, and thus also the incentive of would-be
entrepreneurs to expand their production.

Another prediction we can make is that, if the quantity of money is
increased while the demand for it remains the same or falls, prices gen-
erally will tend to rise, although not all prices will rise at the same time
or to the same extent. The prices of some goods or services may even
fall if buyers refuse to buy them.

E o

The methodological individualism of the Austrians has proven
extremely fruitful in helping to develop and explain economic phe-
nomena. By reasoning logically, step-by-step, on the basis of the funda-
mental a priori, action axiom, the “Austrians” have developed the log-
ical science of economics. They have explained how the different values
held by different individuals lead to specialization, interpersonal coop-
eration, and trade. They have explained the role of private property
and the importance of time. They have explained money and how it
originates as the most marketable commodity in a community. They
have explained money’s impact on prices, trade, exchange rates, as well
as on patterns of production. They have explained interest rates, infla-
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tion, banking, credit expansion, even “stagflation” and economic
booms and busts. They have shown how the hope of profit and the fear
of loss guide individuals and inspire entrepreneurs to serve Consumers,
reduce waste, and channel resources into their most urgent uses.

Economic methodology may appear just what one might expect of
the “dismal science” of economics, dull, uninteresting, and unrelated to
everyday life. Yet it is extremely relevant today, especially to govern-
ment policy. It was the teachings of the German historicists that led the
German people to believe that government had the power to control
and regulate the economy, thus paving the way for Hitler, Nazism,
omnipotent government, and war. On the other hand, the teachings of
Austrian economics show the way to peace and prosperity.

Austrian economics explains that there are economic laws which
no government can ignore, set aside, or nullify. With its understanding
of methodological individualism, it demonstrates that government
must acknowledge these economic laws and try not to violate them if
its people are to live in peace. Austrian insight explains how govern-
ment controls and regulations hamper their efforts. If individuals are to
produce efficiently and effectively, they must be free and independent
to pursue their own personal values and peaceful goals.

In his magnum opus, Humait Action, Mises developed economic
theory logically and scientifically. He set forth with extreme care and
rigid logic the epistemology, the methodology, of Austrian economics.
Yet he could not completely conceal his emotions. In the very last sen-
tence of his book, he revealed the depth of his conviction that the recog-
nition of Austrian methodology was essential for civilization’s sur-
vival. If men fail to take advantage of the economic knowledge
developed by the praxeological law of human action, he wrote, if they
“disregard its teachings and warnings, they will not annul economics;
they will stamp out society and the human race.” (Human Action, p.
883)

Granted men have limited knowledge; they are not infallible or
omniscient; they cannot know the future. Still we can predict with cer-
tainty that if men are free to pursue their various ends in peace, COop-
erate with others as they think best, so long as they do not use force or
fraud to interfere with the equal rights of others, there will be a ten-
dency for everyone to be better off. On the other hand, coercive gov-
ernment intervention disrupts peaceful economic development and
may lead to interpersonal and/or international strife. This insight,
derived from an understanding of Austrian theory, logic, and method-
ological individualism, distinguishes Austrian economics from other
schools of economic thought.
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The laws and principles of the physical sciences are universal, eter-
nal, and remain the same throughout the ages. The physical sciences of
astronomy, biology, chemistry, physics, physiology, geology, mathe-
matics, etc., have not changed since the days of the Egyptian pharaohs.
Moreover, they are true everywhere throughout the world. Of course,
our mastery of these sciences has increased with study, exploration,
and improved technology, thus expanding dramatically our knowl-
edge of the physical world, the human body, the universe, the stars, and
the planets.

The situation is the same with respect to the science of economics.
The laws of human action are not limited to any particular time or to
any particular place any more than are the laws of the physical sciences.
They are the same in Austria as in Nigeria, Singapore, and the United
States. They are the same for the rich and the poor, the Nazis, Commu-
nists, liberals or libertarians, and the Marxian proletarians as well as for
members of the bourgeois “class.” The laws and principles of human
action apply always and everywhere, given the same conditions, wher-
ever there are living, acting human beings.

If the laws of human action are universal and eternal, why then do
we speak of Austrian economics? Qut of respect for the Austrian
“founding fathers” who developed the subjective, marginal utility, the-
ory of value, basis of the logical science of economics. And also to dis-
tinguish our science from historical and statistical economic doctrines
such as positivism and institutionalism.

LR I

A number of chapters in this anthology describe the early develop-
ment of Austrian economics and the 19th-century methodological
struggle, the Methodenstreit. Others explain Austrian value theory and
methodological individualism, demonstrating how all economic phe-
nomena derive from the actions of individuals. Individuals may act
alone, of course, and/or in cooperation or competition with others. The
economic transactions that result may be simple or complex, time-con-
suming, technologically complicated, coordinated, interrelated, and/or
integrated with one another. However, in the last analysis, they can
always be traced back to the ideas, preferences, choices, actions, and
mistakes of the various individuals participating. This is the Austrian
contribution to the universal and eternal science of economics.

—BETTINA BIEN GREAVES
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The Austrian Economists
and Their View of Value!

by James Bonar

The Ricardian doctrine of value has had its share of the general sift-
ing of cardinal principles which has been at work in England and
abroad for the last two generations. No one would now agree with Mill
that there is nothing in the laws of value which remains for any future
writer to clear up.? In England, the criticisms of Jevons and others have
made a deep impression. The positive doctrines of Jevons have not had
an equal success, but they have fared somewhat better on the Conti-
nent. And, in Austria, a body of doctrines substantiaily identical with
those of Jevons have become the tenets of a strong school, which has
made Austria more prominent in economical discussion than she has
been for at least a century. There seems to be something of the same
intellectual rivalry between Austria and her German neighbors as
between America and England.

Carl Menger?® Friedrich von Wieser'! and Eugen von Bohm-
Bawerk® are the leading writers of the school. Their German forerun-
ners are chronicled by Bohm-Bawerk, as are their English by Jevons;
but, till Jevons and Menger, the doctrines now to be described were
hardly before the public in either country.

Jevons seems to have had priority in time, having given his views
to the British Association in 1862.%5 His complete exposition, however,
first appeared with his Political Economy in 1871; and in that same year
Menger published his Grundsitze der Volkswirthschaftslehre, in which he
expounded the doctrine of value as Jevons had expounded it.

! Originally published in The Quarterly Jowrnal of Economics, October 1888. James
Bonar (1852-1941), British, was an historian of economic thought.

2 Politicat Economy, Book II1. Chap. 1, § 1.

3 Grundsiitze der Volkswirtschaftslehre. 299 pp. Vienna, 1871. English translation, Prin-
ciples of Economtics {Glencoe, T11., Free Press of Glencoe, 1950; Grove City, Pa.: Libertarian
Press, 1994, 328 pp.).

* Ursprung und Hauplgesetze des wirthschafilichen Werthes, 228 pp. Vienna, 1884.

5 Two papers in the Jakwbiicher fiir Nationalokonomie, entitled Grundziige der Theorie des
wirthschaftlichen Giiterwerthes: Part 1, Die Theorie des subjektiven Werthes, in Vol. X1lL, N.I.
(1886); p. 1; Part II, Die Theorie des cbjektiven Werthes, ibid., pd77. Reprinted in London
School of Economics and Political Science Series of Reprints of Scarce Tracts in Econom-
ics and Politica} Science (London: The Scheol, 1932).

% His paper is printed in the Journal of the Statistical Svciety, June, 1866, p. 282.

11



12 / James Bonar

The Austrian writer seems to have owed nothing to the English.”
Internal evidence alone would show that they were quite unconscious
of each other’s works. Their starting-points and their emphases are
quite different. Jevons is suffering from reaction against Ricardo and
J. 8. Mill; and he lays most stress on his “General Mathematical Theory
of Political Economy,” or, in other words, his application of mathemat-
ical formulee to the Benthamite Utilitarianism, upon which Ricardian
economics had been largely founded.

Menger, on the other hand, is making stand against a very different
enemy, the German Historical school, whose methods had departed
only too far from Ricardo; and he recurs to a deductive method based
(as Ricardo’s professed to be) on known principles of nature and
human nature, while following an apparently new path. He and his fol-
lowers may occasionally make use of mathematical illustrations, but
the important point with them is always what we may call (pace [thanks
to] Bohm-Bawerk } the psychological analysis, which is distinctive, of
their doctrine of value. Menger’s somewhat heated controversy with
Schmoller on the methodology of economics need not occupy us here,
though it serves to throw light on the mental attitude which led him to
his new economical starting-point.®

Turning now to Menger s Principles of Economics, we find him at the
outset assigning to economics the investigation of certain principles,
fixed independently of individual will, which determine what makes a
thing “useful,” a “good,” and a thing “valuable” to me, and under what
conditions an economical “exchange” of goods can take place, as well
as under what conditions prices move up and down. Ricardo might
possibly have used the same language, but his difference from Menger
appears as soon as the principles are examined in detail.

Ricardo has given a theory of value that concerns only commercial
values. Like Adam Smith, he identifies “value in use” with utility; and,
though he describes it as absolutely essential to “value in exchange,” he
treats it as a mere preliminary condilio sine qua non [necessary condi-
tion}, which explains no distinctive feature of value in exchange. The
specific cause of value is regarded as one of two alternatives:” it is either
the scarcity of the article in question or the quantity of labor required to
obtain it. There are articles, he says, whose value is derived from
scarcity alone, and which have “a value wholly independent of the

7 Of his followers, Wieser shows most signs of assiducus study of Jevons.

3 Compare Quarterly fournal of Economics for fuly, 1887, pp. 503, 504; Jahrbiicher fitr
Netionglokoromie, viii., N. F. (1884), p. 107 ¢t seq.

# His illustrations show that he means one of two alfernatives, and not a combina-
tion of two elements.
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quantity of labor originally necessary to produce them and varying
with the wealth and inclinations of those who are desirous to possess
them.”*" He dismisses this kind of value as curtly as he dismissed value
in use, and confines his inquiries to the exchange value of such goods
as can be multiplied by labor or, to use a common phrase, are “freely
produced.”

To Menger and his followers, nearly every step in this proceeding
is unsatisfactory. In the first place, they deny'! that value in use is con-
vertible with utility. They contend that the two are related as actuality
to possibility. Utility means that an article is a possible cause of the sat-
isfaction of my want; value, that it is the indispensable condition on
which that satisfaction actually depends. All water and food are useful
to & man; but, where both are present in abundance, they have no value
for him, not even value in use: it is only when the satisfaction of his
hunger depends on a particular loaf that that loaf will have value for
him. The ordinary symptoms are that in the former case he is willing to
waste, but not in the latter. In fact, utility and scarcity, the conjoint con-
ditions of value in exchange in the case of one of Ricardo’s two species
of that phenomenon, are conjoint conditions of that value in use which
is antecedent to both of them. Value to me means “importance for my
welfare”;'? and a thing has no importance for my welfare if, in the first
place, it can satisfy no want, and if, in the second, it exists with others
like it in such abundance that I cannot consider myself absolutely
dependent on it alone for my satisfaction, having all its fellows to serve
my furn.

Differing thus at the outset from Ricardo’s view of value in use, the
Austrian economisis take a different view of its place in economical
investigation. They believe that, if Ricardo had paid due attention to
value in use, or, as they variously call it, “subjective value,” or “per-
sonal value,”1® he would not have found his treatment of value in
exchange encumbered with so many difficulties, and he need net have
banished scarcity value to the limbo of economical anomalies.

As Jevons, in opposition to Mill, insists that the whole theory of
Political Economy must depend on a correct theory of consumption, so

' Political Econonty and Taxation, Chap.1.

! With Schiffle, in the treatise quoted below, Etfiische Seite, p. 10,

12 “Bedeutung,” a phrase made current in this connection by Schiffle, the critic, as
well as, in a sense, the forerunner of the Austrian school. See, e.g., his Ethische Seite der
nationalokonomischen Lelre vom Werthe, Tabingen, 1862. Compare his Mensch und Gut,
1861.

13 “SQubjective” value is a phrase of Neumann's adopted by Béhm-Bawerk. Wieser
prefers “personal.”
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the writers of this school contend that the whole theory of value in
exchange depends on a correct theory of value in use. “A national eco-
nomics that leaves out the theory of subjective value is built on air.”!*
One of them, indeed (Wieser), confines his main work entirely to this
form of value.

Let us look at the manner in which they rear the building on this
foundation. The difference, they say, between goods, or utilities, and
economical goods, or values in use, being the difference between mere
power to serve us and actual indispensableness to our service, is clearly
a question of quantity. How, then, do we explain the paradox that such
indispensable things as air and water have usually no value? The
answer is that, though indispensable as a total, they are so unlimited in
quantity that, in normal circumstances, no particular sample of them
has any importance for our welfare. We must avoid the fallacia sensus
compositi et divisi. Each part by itself is not indispensable. On the other
hand, if we decrease the largeness of the whole, we bring the parts
nearer and nearer to value till they actually reach it. We must, in all
cases, regard ourselves as dealing with concrete wants and quantities,
and not with generic or abstract; and we must in each given case be cer-
tain what our concrete facts are supposed to be. To a miller, a glass of
water from his mill-stream has no value; for, if he has one dashed from
his lips, he can get others from the same quarter. But let his total mill-
stream be the concrete quantity considered, his total mill-stream has a
great value to him, as he quickly shows, if his neighbor tries to cut it off
from him. Yet, if mill-streams were as plentiful to him for working his
mill as glassfuls of water from his own mill-stream are for quenching
his thirst, he would attach as little value to the one as to the other. So air
to a diver is to be had in limited quantities, and has value. To the ordi-
nary man, air is to be had in unlimited quantities; and the particular
quantity of it which he breathes is not indispensable, for he can get oth-
ers like it, and it has therefore no value. In other words, the considera-
tions applied by Ricardians to one case of vaiue in exchange can be
shown to apply to every case of value in use.

In the next place, still confining ourselves to value in use, we ask
ourselves what are the degrees of value, and why one thing 1s recog-
nized as more important to my welfare than another. The psychologists
may settle why it is that men identify their interests with material
things, and associate the satisfaction of a want, which is the real aim,
with the material goods or outward acts, which are only the means of
its satisfaction. The economist assumes the fact of identification, and

4 Bshm-Bawerk.
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considers the various forms it may take. In doing so, he meets with con-
tradictions économigues similar to the one about air and water, and recur-
ring in economical textbooks with the same tedious frequency as Cae-
sar and Caius in formal logic.

Supposing that diamonds and loaves of bread are both important
to my welfare, inasmuch as both of them satisfy my wants. Are not the
two wants very different in kind, and is not the latter so much more
important than the former that the loaves have a higher value in use
than the diamonds, although the diamonds have the greater value in
exchange? Without dealing with exchange at all at this stage, we can
answer {1) that the loaves have not really, except in an absolute dearth,
so great a value in use as the diamonds. And yet (2), of the two wants
concerned with these two several objects, the want of food is undoubt-
edly more vital than the want of jewelry. We have therefore to consider
in each case not only whether an article is or is not indispensable to the
satisfaction of a want, but whether the want in question is high or low
in our own particular scale of wants. For every man arranges his wants
consciously or unconsciously in a certain scale of importance, and
decides that some must be satisfied before others. Not only so, but he
also arranges what Jevons would call the “increments” of the satisfac-
tion of each of them in another scale, and judges that the first draught
of satisfaction of the highest order of wants must come before any sat-
isfaction of lower orders, while, at the same time, the lower orders may
have a claim above the latest increments of the satisfaction of the
higher. Food may be prized more highly than tobacco; but the latter
may be prized more highly than a fourth meal in the day, pleasant, but
not needful for health and energy, and not so pleasant as the pipe. Most
wants are satisfied piecemeal, and there is always a point where satis-
faction ceases and satiety supervenes. Hence, the scale of degrees acts
in combination with the scale of kinds of wants; and both of them are
influenced by the individual character and standard of living and aim
in life, as well as by general laws of human nature. The two scales may
be represented in a diagram (see below), which is taken with some
slight alterations from Menger and Bohm-Bawerk,'” and can be
adapted and amplified at will by the reader.

If the “subject” concerned in the table were forced to retrench, he
would encroach on the lowest lines of the latest columns first, or else
the table has been inaccurate. As he was more closely pressed, he
would ascend from right to left, till, if he were in desperate straits, all
would go rather than the supply of the first degree of Want L

8 See, ¢.g., Jahrbiicher, xiil, N.E, p. 25, Cf. Jevons’ Poiitical Econerny, Chap.3.
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Degree 1 Food II. Clothing OL Lodging  ITV. Smoking

First, Necessary for life.

Second, Necessary for health.  First suit, necessary.

Third, Agreeable, Second suit, convenient. 1 room.

Fourth, Less keenly agreeable. Third suit, desirable. 2 rooms. 4 pipes a day.

Fifth, 5till, less keenly Fourth suit, not 3 rooms. 8 pipes a day.

agreeable unacceptable.

Sixth, Satiety. Fifth suit, satiety. 4 rooms, Satiety.

satiety,

The arithmetic of the table would not bear to be pressed. The difference
in degree of importance between one meal when it is the only accessi-
ble one and one meal when it is any one of five alternate meals is not as
5 to 1, but as infinity to 1. When we draw near to absolute necessity, the
increase in importance, as has been noticed by economical observers
from Gregory King down, is geometrical rather than arithmetical. Even
in the case of what is not a physiological or even a social necessary of
life, but is only made a necessary by the conception which a particular
individual has formed of ends of his own particular life, the importance
of the object often increases with the decrease in its quantity in far
greater than arithmetical proportion. The importance of a single avail-
able specimen of a particular Greek coin will to a collector be far more
than double the importance of two specimens.

We become conscious of the gradations of our own scale of wants
most clearly when we are either adding to our stock of goods or losing
part of it, for an addition or subtraction might possibly affect the whole
scale of wants, and would certainly affect parts of it. Looking further at
our proceedings on such an occasion, we find that most of our stock of
goods can be used to satisfy more than one kind of want. We may use
corn for our own food, or we may feed our horses with it, or make spir-
its from it. How are we to judge what is the importance, or, in other
words, the value, that is attached to an article having these alternative
uses? The answer is—and it brings us to the central point of the theory:
We judge of the value a man attaches to an article by the lowest use to
which he is willing to put it. If he would light the fire with mahogany
wood, the mahogany to him has simply a fire-lighting value. O, if he
would feed horses with his corn, he values corn at its horse-feeding
value. He feeds himself with it, too, but he has enough of it to make any
particular quantity of it only of the horse-feeding degree of importance
to him. We judge that such and such a use is the lowest from the fact
that, when the stock of goods is decreased, that use is first forgone. For
example, if the supply of corn were cut short, the horses would lose
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first, or to take the other case the mahogany would cease to be used as
firewood. The value of an article, therefore, is to be judged in every case
by the importance of the Jeast important want that a man would actu-
ally satisfy by means of the said article, for only to that want, and not to
the others, is that article an indispensable condition of satisfaction.
“Subjective value” depends not on utility, but on “final utility” (Grenz-
nutzen} [marginal utility]—the lowest or least of the actual utilities ren-
dered to us by the valuable article.

The theorists with whom we are dealing explain—ocne of them,
Bohm-Bawerk, with peculiar care—that the “dependence” is not to be
taken as a fact of causation, but as an ascertained fact of interpretation.
Looking on any completed act of valuation, we find that, consciously or
unconsciously, it involves this regard to the final utility. On the other
hand, when the action of an economic agent is viewed, not as com-
pleted, but as still in prospect, it is not the minimum, but the maximum,
of utility that we suppose to be kept in view by him. The act completed,
however, we ask, What is his actually lowest maximum? And that is the
final utility now under consideration.

Cases of daily life at once occur to the mind which this simple the-
ory seems to leave unexplained. Bohm-Bawerk, whose skill in econom-
ical casuistry'® is well known to readers of his book on Theories of Inter-
est,’7 makes a brave attempt to clear up the difficulties. First of all, he
says, we must not suppose the doctrine to mean that the final utility of
a given whole is determined by the utility of its least useful part.!® The
value of the whole as a whole is determined by the final utility of the
whole, and the value of the parts as such (i.e., not as conjoined, but as
separate and alternative pluralities) is determined by the final utility of
the parts as such. For example, if we ask ourselves what is the value of
a skin of water in the desert to a traveller there, whose whole water
supply it is, the answer is that the final utility of the whole skin—all or
nothing—may be infinite. It may mean life or death to the man. He
would not sacrifice it for any consideration. But consider it not as one
and indivisible, but as a collection of separate cupfuls of water, then the
value of each cupful as such is determined by, which means is judged
from, the worst use to which the traveller is ever willing to put a cup-
ful. If this be washing, then the value of each part is washing value,

16 His own phrase.

V' Kapital und Kapitalzins. Band 1, Geschichie wnd Kritik dev Kapitalzins-Theorien.
510 pp., Innsbriick, 1884, English translation, Capital and Tnterest. Volume I, History and
Critigue of Interest Theories, 490 pp. (5. Holland, 1lL: Libertarian Press, 1659).

" Aninterprefation countenanced by the language of Wieser and Jevons.
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whereas the value of the whole as a whole is not washing value, but life
or death value. In the second place, we are told that, though the final
utility of the parts does not determine the value of the whole, yet it is
rarely the case with any particular part that its value is settled by its
own final utility. Or else we should judge the cupful that quenched
thirst in the desert to be infinitely more valuable than the cupful that
washed hands or clothes. In all the parts but one, the final ufility that
fixes their value for them is “an alien utility”—the final utility, not of
themselves, but of some other part, which in the above instance is the
washing cupful. In the third place, what is true of simpler specimens of
the same kind of goods (e.g., cupfuls of water) is true of goods that are
replaceable at the sacrifice of a substitute of a different kind, whether in
the way of exchange or in a more direct way. The final utility determin-
ing its value is in that case again “an alien utility”—the utility of the
worst used substitute, If I lose my coat and do not replace it, then its
final utility has been also its total utility, its worst use was also its best.
But, if I replace the lost coat by giving up something else to purchase a
new one or to wear s a coat, then the coat’s value was not its total, but
its final utility, and the latter itseif is not its own, but the final utility of
the means of replacement, money or otherwise.

So far as we have followed our authors, we should infer that final
utility was an analysis of the nature rather than of the causes of value.
It states the fact itself rather than the reason for the fact. From their own
description, value appears as the effect of two causes—utility and
scarcity. The value of a shilling to me depends on its final utility in the
sense that you only know its value to me if you know its final utility to
me. In other words, its value means its final utility. There still remains
the question—why its final utility is no more and no less, why 1 would
use the shilling for what turns out to be the lowest purpose for which
would ever use it, why do I stop so soon, and not go to a lower purpose,
or why do I not stop sooner, and not go so low? The answer is that the
Himit is fixed for me by my wants and my resources, taken together and
in relation to each other; in other words, by the thing’s utility and, in
relation to my resouurces, its scarcity. My shillings are so comparatively
abundant that I can satisfy my wants thus far and no farther by means
of them. The circumstances of modern industrial society, it is true,
introduce complications into these relations. The scarcity of an article in
relation to me is determined not only by the extent of my resources, but
by the resources and “effective demand” of other people, by the “sup-
ply and demand”™ of the goods in question over society at large. In

19 Expressions that are explained below.
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ordinary cases, the said “supply and demand” affect the prices of
goods, and therefore the extent of the deduction to be made from the
individual’s own store, when he replaces a lost article by a substitute.
On the other hand, the Austrian writers justly contend, if it were not for
the varying “scales” of wants and the correspondingly varying “sub-
jective” values attached by different people to the same article,
exchanges would not take place, and prices would not be settled as
they are now. “Objective value in exchange” is the resultant of separate
subjective valuations of the competing individuals in a commercial
society.

It may confidently be said that, unless the doctrine of “subjective”
value is made to throw light on value in exchange, economists would
not care to linger over it as, after all, it is the social relations of human
beings in the present industrial system that are of deepest interest to
students of economics. Wieser's book, on its first appearance, was
severely handled by Dietzel®® because the author did not show the
application of his theory to the world with which ordinary economists
had always dealt. Professor Boshm-Bawerk has, with great courage and
ability, endeavored to remove this reproach from the school to which he
belongs and his treatise on objective value must be almost our sole
guide in the following exposition.

“Objective value,” as he defines it, is by no means identical with
value in exchange. Indeed, the latter becomes, from one point of view,
a case of subjective and not of objective value. We may regard it as the
importance to my welfare of an article exchanged by me instead of con-
sumed by me. This close contact of “objective” with “subjective” value
need not surprise anyone who remembers the general impossibility of
keeping these two philosophical notions, subjectivity and objectivity,
out of each other’s reach. But for economical purposes, objective and
subjective values may be kept apart without much practical difficulty.
Objective value, according to our author, is best defined as simply the
power of a commodity, considered out of relation to any particular sub-
ject, to produce certain effects. Firewood has heating value, food nour-
ishing value and, if the particular power conferred is power to
exchange for other articles, a commodity may have purchasing value.
The said purchasing value or purchasing power is therefore only one
species out of many belonging to the genus objective value. It is econom-
ically the most important, and is practically the only one discussed by
Bohm-Bawerk under this head.?! He rightly refuses to confine the term

M See Jahrbiicher, xi., N. F. (1885), p. 161.
2t Others are, £.g., letting value, hiring value, productive value (productiveness).
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“yalue” to one of the two main kinds, objective and subjective, or to
attempt to prove that the two are forms of one and the same kind of
value. He accepts both senses, because both are deeply rooted in the
common language of men. And he tries to avoid ambiguity by means of
the distinctive philosophical epithets, subjective and objective. It seems
on the whole, as precise a distinction as can usually be procured in eco-
nomics though, to English readers at least, the terminology would be a
serious stumbling-block.

Value in exchange being first defined as the power one thing has to
fetch others in exchange, the next preliminary definition is that of price,
which is said to be not “value expressed in money” but the actual
equivalent goods, whether money or not, given in exchange. The value
in exchange of a coat is thus its power to exchange, say, for two pairs of
boots or for £4 in money. The price of the coat is, then, the two pairs of
boots or the £4 in money. The distinction, it may be admitted, is intelli-
gible, and can be preserved with a very fair amount of consistency. We
are, however, at once led by it face to face with the familiar question of
economical textbooks. How is the price itself explained? The answer is
that under free competition of buyers and sellers and on the supposi-
tion that each of them is seeking his own greatest immediate advan-
tage, the price is determined by the subjective value of the article con-
cerned to the least strong® of the actual sellers and the least strong of
the actual buyers. The case is analogous to that of subjective value
where the criterion, too, is not the worst of all possible, but the worst of
all actual uses. A strong seller, again, is one who attaches comparatively
little value to his article, and can therefore come a long way down or let
it go for comparatively little. A strong buyer is one who attaches much
value to the article he would buy and can therefore go a long way up or
give a great deal for it. And the least strong of the actual sellers and the
least strong of the actual buyers determine the selling price.

The normal case may be illustrated by the subjoined diagram
where the articles offered are horses, all supposed of the same quality.
There are only five pairs that can exchange at all with economical
advantage and these are the five strongest buyers and sellers. The price
is determined by the valuations of the least strong of these; namely, A®
and B°. B can take anything over £40. A’ can give anything under £44.
The price will be between the two figures.

23

2 Truschfithigkeit—strength in exchanging—a notion first fuily treated by Menger, is
much used by Béhm-Bawerk.
% Cf. Bohm-Bawerk, Jahrbiicher, xiii, N. E, p. 495.
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WOULD-BE BUYERS. WOULD-BE SELLERS.
(Subjectively) {Subjectively)

A?  Values a horse at £60 B! Values a horse at  £20
A? ” 56 B2 “ v 22
A% v 52 B3 o “ 30
At " " 48 B? “ ST
AS ” 44 B? ” “o 40
A 7 “ 42 B “ v 43
A7 " 40 B’ “ “ B0
At ” 36 B8 “ “ b2
A% 7 ” 34

Ale ” 30

An objection occurs. If the price is determined by the buyer’s esti-
mate of the article’s value in use,?* and if that, in the normal case of
replacement by substitutes, depends on the buyer’s estimate of the
value in use to him of the means of replacement, does not this mean
that the market price depends on the market price? The answer given
by our author is as follows: When the buyer comes forward to get his
substitute, he carries in his mind a presumption as to the state of the
market. He values his coat at a certain lower figure, because he has a
certain presumption as to the scarcity of coats. He has presumed that
substitutes can always be got at that presumed figure. The said pre-
sumption has determined his use and abuse of his coat all along, and
till he comes to the market it is perfectly rational. But in the market
itself he must not presume. He must see for himself how the supply and
demand actually stand, and raise or lower his estimate accordingly.

What, then, is the meaning of the “supply and demand”? These are
terms for which Bshm-Bawerk has little respect, regarding them as the
natural refuge of confused thinkers; but, since they are rooted in lan-
guage, they must be explained. To explain them, he gives an account of
the real reasons why the “subjective valuations” of what he calls the
“terminal pair”?® in the above diagram are at the height assigned. The
said height is a result, first of the numbers of the would-be buyers, sec-
ond of the degree of value these would-be buyers attach to the article
concerned, third of the numbers of would-be sellers, and fourth of the
degree of value they attach to the article they would sell. Again, in the

2 5t must be said, once for all, that Bohm-Bawerk dislikes this term; but it has been
kept as the most familiar English equivalent for the guasi-philosophical “subjective
value.”

% Grenzpaar, on the analogy of Grenziutzen, which for its part may be translated
either final or terminal utility, both terms used by Jevons.
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“degree of value” so specified is involved a comparison between the
article concerned and the other article (say money) which is to consti-
tute the price of it. If a buyer is said to value a horse at £40, this means
that one horse has more importance for his welfare than forty sover-
eigns. It is a comparison of the two, horse and money, that determines
the maximum amount of his offer. And, as the same is true, mutatis
mutandis [the necessary changes being made] of the seller, we must add
to the above four reasons two mote, the value of the price to the buyer
and the value of the price to the seller.

But from the whole of this statement it is clear that two-thirds of the
conditions of objective value depend on a comparison between wants
and their means of satisfaction?® over society as a whole. The old doc-
trine that “prices are regulated by the relation of supply and demand”
was, we are told, not false if the terms were understood to include not
only the number of articles offered and desired, but the various motives
influencing the buyers and sellers respectively. It is when demand and
supply are both taken as quantities and the price is said to depend on
the suppliers and demanders agreeing to supply and demand the same
quantity?’ that the formula is wrong, for the height of the price depends
not on the quantities offered and demanded, but on the eagerness of the
sellers and buyers. So, also, demand is often divided into effective and
ineffective. But this is only right if it is remembered that “ineffective-
ness” includes want of will as well as want of power. The demanders
excluded from the fixing of the price are those who are not prepared to
pay a certain price, either because “their poverty and not their will con-
sents” to their withdrawal or because their notions of the subjective
value of the article to them do not allow them to pay the price. Intensity
of desire, too, can be recognized as a condition of a strong demand only
if qualified in a similar way by the double limitation of resources and of
standard living—in fact, if it is made as much a matter of will-ing as of
wish-ing.

It is, however, in regard to supply that the most burning guestions
arise. Ricardo hardly allowed demand to influence price at all. When
we ask on what depends the lowest figure at which the supplier is pre-
pared to sell his ware, we are told by the supporters of the ordinary
orthodox doctrine that—in addition to the value, for the seller, of the
article he is selling, and the value, for the same seller, of the article, usu-
ally money, for which he is offering it—we must take into account the

6 Bedarf und Deckung.

27 Mill, Book HL Chap. 2 § 3: “The ratio intended is that between the quantity
demanded and the quantity supplied.” The next paragraph (§ 4) is in greater agreement
with Bahm-Bawerk.
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cost of production. But according to our authors the connection of cost
with price is not to be found in any influence of the former on the deci-
sion of the supplier to sell or not to sell at a given minimum price. He
will not sell for less than the article is subjectively worth to him. But he
may and often does sell it below its cost, however reluctantly. The real
connection between cost and price is the effect of cost on the number of
articles produced. The law of cost is not to be opposed to the law of sup-
ply and demand, as if they were rivals on equal terms. Cost is only
intelligible in relation to supply and demand, and in a very subordinate
relation. The law of cost is a particular law of supply: it formulates the
conditions of the supply, not of all articles, but of those that are “freely
produced.”

The discussion has reached a point where it has more than a mere
academic interest, and no apology need be made for a somewhat full
statement of the application of the doctrine of the Austrian school to the
special questions of cost and the means of production. These questions
come up first of all in writings before us under the head of subjective
value, though they are most familiar in ordinary economical discussions
in connection with exchange and distribution. We are told that, to get a
clear view of the situation, we must follow Menger in arranging the
means of production according to their nearness to their final products.
Let us call these last goods of the “first rank”—say, the finished loaf—
goods one step removed, goods of the “second rank” say, bread a-bak-
ing in the oven,—another step removed, goods of the “third rank”-—the
flour in the mill—and so on till we get to the farthest traceable ranks—
the elements from which the crops in the field are derived. The instru-
ments used in the various ranks are, we suppose, to be ranked accord-
ing to their respective goods, though it is materials alone that are
mentioned by our author. The water-wheel, as affecting goods of third
rank—egrain becoming flour-—would be itself of third rank. The
description given by Menger?® of capital as “nothing but a total of com-
plementary goods of higher rank,” i.e,, of a rank remote from the fin-
ished article, now becomes intelligible.”® But, as to the question of cost,
we want to know what determines (a) the subjective and (b) the
exchange value of these remote means of production, whether instru-
ments or materials. Now, on the principles of the school, the subjective

8 See Volkswirthschaftslehre, pp. 127, seq. {Principles of Economics, pp. 152 ££]. But in
his article on “Capital” in the Jalrbiicher, July 1888, Menger desires to confine the term
Capital to “meney devoted to increase of income,” and to use “means of production,” as
the least ambiguous term, in such investigations as the one now before us.

2 See Bohm-Bawerk’s Kapital und Kapitalzins. 1, pp. b, 246, 247 [Capital and Interest.
L pp. 4, 1301
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value of these must mean, as subjective value means in all other cases,
that they are an indispensable condition of my satisfaction, and thereby
have importance for my welfare. In their case, it is true, they are a con-
dition of a condition, but the indirectness does not alter the fact.
“Praedicatum praedicati praedicatum subjecti?”

Let the final product be called A, and its means of production G2,
G3, GY, in order of remoteness. Let us assume for simplicity that these
means of production are concerned only with this one article, and have
no collateral or by-products. On what does the subjective value of each
member of the series depend? The value of the finished article (or A) is
determined by its final utility. As to the article of the second rank (G?),
if it were absent, we should lose the finished article (A) itself, and with
it its final utility. In other words, the want satisfied by A depends, not
only on A, but on G% and, as G? depends on G*, A depends on G, and
for a like reason on G* In other words, all the successive and cooperal-
ing means of production, through all ranks of the series, are conditions
of the final utility of their ultimate product, the article to be consumed.
It follows {1) that the value of all members of the series is in principie
one and the same, (2) that greatness or smallness of value is fixed, /71 the
last resort, by the finished article’s final utility, and (3) that it is fixed, in
the first instance, for each member by the member directly succeeding it,
or, in other words, produced by it. In practice, men do not refer to the
last so much as to the first instance. They often take the former for
granted on the strength of the commercial knowledge of themselves or
others. A timber merchant, when he is considering what is the value to
him of wood for cask staves, does not trouble himself about the ulti-
mate destiny of the staves, but only about the quantity of them he can
make out of a given quantity of wood, and for how much, when made,
they will sell in the existing state of the market. Yet, if casks went out of
use and fell in price, his staves would follow suit—the value of the
means of production thus proving its dependence on the value of the
finished product.

On the other hand, it will be said that, as a matter of experience, we
find the value of goods rising or falling with their “cost.” Now, the cost
is nothing but the total of the “productive goods,” labor, capital, and
any other outlay which must be expended to furnish a certain product.
On this, it is to be remarked that “identity of cost and value” is only
another phrase for the identity of the value of the means of production
with that of the product, without any invidious indication of prece-
dence. Popular language, however, too often suggests that the value of
the product is determined by the cost of production, whereas the truth
(according to our authors) is that the value of the “cost-goods” is deter-
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mined by the value of the product. Our authors differ both from the
“labor theory,” which refers all value to cost and all cost to labor, and
from the “Dualistic”® or Ricardian theory, which alleges two distinct
sources of value (usefulness and cost), and refers to the one whatever it
cannot explain by the other. But, as the statement of a mere tendency or
approximation, the doctrine that value is identical with cost is, they
admit, substantially true in the case of freely produced articles, any dis-
crepancies in their case between cost and value being occasioned by the
fact that production takes time, and between the first step in production
and the last result of it, men and things may have altered. The wants of
men, the comparative quantities of goods in the market and men’s
views about them, may change; and then their estimate of the subjec-
tive value of the goods employed in production will change also. Such
discrepancies are beyond any fixed rule. There is, however, another dis-
crepancy, which is permanent and regular; and it is the discrepancy
caused by the mere length of time taken in the conversion of the means
of production into the finished product. The value of the means of pro-
duction in the remote ranks will lag steadily behind the value of the fin-
ished product, in the proportion to the length of time taken in the pas-
sage from the former to the latter. In this kind of discrepancy,
Bohm-Bawerk sees the real key to the phenomenon of interest on capi-
tal, though he has not as yet given his views to the public at length on
this point. But, in the discussion of cost, he asks us to neglect both of the
above kinds of discrepancy.

Let us now retract the assumption which we made,* that the given
means of production concern only one kind of preduct. In most cases,
the goods of second, third, or fourth rank, in the regress of the economic
observer, may be capable of producing not one kind of article only, but
a number of alternatives. Iron may be made into nails or ploughshares
or fire-grates or fifty other things. The question to be asked is: Which of
the alternative products determines the value of the common means of
production?

Suppose a sample of G? to produce either A or B or C, and the final
utility of A tobe 100, of B 120, of C 200. The final utility of their common
means of production, a sample of G2, will be the lowest*>—namely, 100,
for if we had only two samples of G? and had therefore to lose one of

30 Bhm-Bawerk, in Jahrbiicher, xiii, N.F, p. 61

B Cf. Menger, Volkswirthschaftsichre, pp. 40 to 45 [Principles of Econositics pp. §4-89].
See above, p. 19.

32 That is, will be according to the lowest, allowance being made for discrepancy of
time and for the other cooperating elements— labor, etc. Bohm-Bawerk, Jalrbiicher, xiil.,
N.F., p. 538.
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the three—A, B, and C—it would be A, as the lowest, that would be sac-
rificed, and it is therefore iis existence that depends on a third sample of
G2 Therefore, a G2, when it can be economically used to produce A at
all, is in value to us as A, and not as B or C. In the same way, it might be
shown that, of several alternative uses of a G, the lowest, or that which
leads to the lowest actually valued utility will determine the value of
Go It appears, then, that the value of the least valuable ultimate prod-
uct of those products economically produced at all determines the
value of the antecedent means of production from the lowest rank to
the highest.

We have next to ask what defermines the value of the two other
alternative products, B and C. If their own final utility is 120 and 200
respectively, then their value would be greater than that of their means
of production, which has been shown to become 100. But,asaBor C, if
lost, can be replaced by a substitute made from G? at the sacrifice of A,
the said B and C will, by reasoning given in an earlier stage of this dis-
cussion, fall to the value of GZ; i.e., to 100 instead of 120 and 200. In fact,
to our surprise, we find that, in the case of replaceable alternatives, it is,
in all instances but one, the cost that determines the degree of value
after all; and the common identification of cost and price is therefore, in
their case only, perfectly justified.® It is an “alien” final utility that
determines their value; and the alien utility in this case is that of an arti-
cle which rules the value, also, of the cost-goeds. Their value is there-
fore the same as that of their cost-goods. Though the road is round-
about, the point reached is the same as in the old Ricardian doctrine. Of
freely producible goods, it is really as nearly true to say their cost deter-
mines their value as to say the west wind causes the rain.?*

Let us now apply the doctrine to the value that “dwells not in par-
ticular will,” namely to objective value in exchange and to price whether in
money or in other goods. These last result, as we have seen, from the
subjective valuations of the finished product by the consumers. And, in
their turn, they determine the demand, which is confronted by the
stocks of producers as the supply. The market selling price results from
the competition of subjective valuers, as already described.

Now, in each case, the hweight of the market price determines the
height of the subjective value in exchange, and the value of the least
valuable of the actually sold products determines the subjective value
of the means of production. Each producer will subjectively value his
means of production—say, iron—according {o the market price of the

3 Compare above, pp. 18-19.
3 Bohm-Bawerk, Kapital und Kapitalzins, 1, p. 442 [Capital and Interest, 1, p. 301).
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articte he makes out of it. One producer will value it, say, at 30s.,
another at 40s., another at 80s. a ton. With these valuations, they go to
the market. The exient of their demand is in proportion to the expected
sale of their own goods. The infensity of their demand is in proportion
to their several valuations above mentioned. No one will give more
than the price he hopes to get for his article. The extremes would be say,
2s. and 20s. The supply would be the stocks of iron from the mines,
which will pass to the strongest buyers at a price between the estimate
of the weakest of the said strongest and the estimate of the would-be
buyer that just fails to be an actual buyer. The estimates in a great mod-
ern market would be so accurate that we may say the price is equal to
the estimate of the lowest buyer. Now, as the lowest buyer’s estimate
depends on the price of his own article, the said article is the limiting
article or Grenzprodukt [marginal product], the least valuable of the uses
to which iron can, in given circumstances, be economically put at all.
But for all goods above that lowest there is an inducement to makers to
increase their supplies, and, the more this is done, the lower sinks the
point where supply and demand balance each other, till at last, in the
case of the next lowest sellers, the price goes down to the limiting point,
where it ceases to be profitable. This is how all prices tend to be identi-
cal with cost in the case of freely producible goods.

Such is, in outline, the theory of the Austrian school. To readers not
familiar with its by-paths, it suggests some obstinate questionings.
Those discussions of the relation of wants and the subject of wants to
the means of satisfaction seem too easily apt, unless confined within
rigid limits, to convert economical discussion into psychological. Even
Bohm-Bawerk, who considers that the line of demarcation can be easily
drawn, does not in practice avoid a blending of psychology with eco-
nomics. A utilitarian psychology and ethics have colored his whole the-
ory, as they colored that of Jevons. He makes the possibility of the doc-
trine of final utility to depend on the commensurability of pains and
pleasures. He makes the individual subject the sole judge of what is his
final utility and of what to him, therefore, is “economical,” or the oppo-
site.3% But this is very different from the hypothesis of the older econo-
mists, whose “economical man” was gifted with enlightened, as distin-
guished from unenlightened, self-interest. And it is remarkable that, as
soon as the Austrian economist reaches their problem—objective value
in exchange—he adopts their assumption, and tells us that his theory of
exchanges is true of men who are pursuing their own gain with pru-

35 Bahm-Bawerk, Jehrbiicher, xiii, N. F, pp. 13, 50, etc. Yet he speaks, on page 55, of a
“true” as distinguished from an apparent value.
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dence and knowledge. There was surely no need to throw the “rays of
utilitarian darkness” into the subject at all. Such a table of wants as is
given above (page 16} might be drawn up by philosophers of widely
different schools or by ordinary economists without any philosophy at
all. To introduce the philosophical theory that all motives are pleasures
or pains, and each individual is the supreme judge of his own ends, is
to cast doubt on the existence of any objective truth in the whole matter
and to make the very distinction between economy and waste an
incomprehensible riddle. It may be added that, to those who believe
that economic processes can and ought to be studied separately from
philosophy, even though the economists’ results need to be comple-
mented and supplemented by the sublimer study, the very use of philo-
sophical terms for economical facts seems unnecessary and inexpedi-
ent.

But, leoking now at the general conclusions of the Austrian theo-
rists, we may observe that they involve no “Copernican change of atti-
tude” or, in other words, no complete revolution in economic doctrine.
The seeds of the new views may be found in the old economists.* Not
to go back to Lauderdale or Malthus, we find in such passages as the fif-
teenth chapter of Mill’s Third Book, for example, a full acknowledg-
ment of the important part plaved by “subjective value” in economical
processes:

If one thing [says Mill, speaking of the Measure of Value],
either by itself or by what it would purchase, could maintain a
laboring man for a day, and another could maintain him for a
week, there would be some reason in saying that the one was
worth, for ordinary human uses, seven times as much as the
other. But this would not measure the worth of the thing to its
possessor for his own purposes, which might be greater to any
amount, though it could not be less, than the worth of the food
which the thing would purchase.

And, in the passage immediately following this the well-known
section on Joint Cost of Production, Mill distinctly speaks of the “law of
supply and demand” as “a law anterior to cost of production and more
fundamental .” In an earlier passage, he had said that “the utility of a
thing in the estimation of a purchaser is the extreme limit of its
exchange value.” (Book I chap.ii. § 1)

* Professor Bohm-Bawerk, {who has been kind enough to read the manuscript of
the paper) points out that he has amply acknowledged this in his second paper on Value,
Jahrbiicker, xiii, N, F,, p. 502),



The Austrian Economists and Their View of Value / 29

The idea so common in economical writers, from Lauderdale®
down to J. S. Mill, that “wealth” consists of “desirable things limited in
quantity,” gains its clearest interpretation when wealth is understood
as a sum total of things subjectively valuabie, in the sense defined by
the Austrian school. Nothing but this will save such a saying as,
“Though air is not wealth, mankind are much richer by obtaining it
gratis,” from self-contradiction.

The service, therefore, that Jevons and the Austrians have rendered
to economic theory seems to be, not the first introduction into it of “sub-
jective value,” as if that were a new thing, but the clearer definition of
it. “Final utility” is rather a definition of value than an explanation of its
causes, and the charm of a new term, itself in need of explanation,
seems to have led them to exaggerate its merits at the expense of more
vital parts of their own doctrine. Even by their own accounts, the
notion of “final utility” throws light rather on the nature than on the
causes of value. And, as with wealth, so with value, the causes are our
real difficulty. The service of the school is to have shown, not merely
that “subjective value” means final utility, but that the causes of subjec-
tive value are the causes of all economic value whatever, whether value
in use or value in exchange. Jevons himself makes practical acknowl-
edgment of this when in his Primer (1878}, he gives the causes of value
in great detail but says nothing at all of “final utility.”

Again it may be doubted whether the Austrian economists have
fairly met the challenge made by their critics to show the application of
their doctrine to the modern world of exchanges.*® Bohm-Bawerk in his
reply to Dietzel’s review of Wieser’s book™ does not deny their obliga-
tion to do this and the whole of his second treatise on objective value
may be considered an attempt to fulfill the obligation. At the same time,
the criticisms passed by him, by Menger, and by Wieser on such views
as the “cost theory,” and especially the “labor theory” of value, mas-
terly as they often are, are upon the whole such as might have been
used by economists like Wagner or Cohn, who differ from them on
what they treat as the main question. Those are signs that the shrewdest
of the socialists themselves are ceasing to stake their political and sociai
plans on the too vulnerable theories of Robertus and Marx, and that
they would hardly dispute this part of the ground any longer. In any
case, such propositions as that of Jevons, that “labor once spent has no

37 On Public Wealth, p. 57.

3 Emil Sax has applied it to taxation in his Grundlegung der thearetischen Staatswirti-
schaft. See Quarterly Jowrnal of Economics, fuly 1887, p. 504.

¥ "Theory of Subjective Value,” Jahrbiicher, xiii, N.E, p. 77, seq. For Dietzel’s review,
see Jahrbiicher, xi, pp. 161, 162.
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influence on the future value of any article,” are so far from peculiar to
the school that, as Wieser points out, they might be deduced from the
reasonings of Mill himself.% The very idea of final utility might perhaps
have been suggested by Ricardian doctrine that rent is determined by
the fertility of the least fertile soil in profitable cultivation, and we
might speak of the Ricardian law of rent as the principle of final fertility.
Its affinity with final utility has, in fact, saved the doctrine of rent from
alteration at the hands of Jevons or the Austrian economists.

In regard to the doctrine of capital, interest, profits, and wages,
Béhm-Bawerk has followed Menger’s view of capital, as above men-
tioned, rather than the narrower view of Jevons, who confines it exchi-
sively to means of maintaining laborers. The relation of labor, wages,
and profits to value is treated incidentally in Béhm-Bawerk's History
and Critigue of Interest Theories. In the second paper on value, we are
expressly told*! that, in the analysis there given, abstraction has been
made of labor, tools, and industrial processes. The case, in fact, has been
presented abstractly or under simplified conditions, and, if we are to
see the whole truth about objective value in exchange, we must recur to
the views expressed by the author in the larger work.?> There we are
told that the amount and duration of the capital advanced, as distin-
guished from the labor bestowed, in production prevent value from
any exact coincidence with cost in any case whatsoever, Ricardo’s qual-
ifications of his “labor theory” are described as of undoubted truth and
importance. Ricardo rightly saw that the proportions in which fixed
and circulating capital enter into cost will seriously affect value in
exchange. Now, it would strengthen the position of Professor Bohm-
Bawerk and his colleagues very considerably if he would explain, not
critically, but positively, the precise effect of these and other modifica-
fions on his own theory of value in exchange. We should like to know,
for example, what the value of labor is, when considered as a question
of the objective value of services, which our author expressly allows to
be “goods,”** and, therefore, to be constituents in a complementary
group of means of production. Does cost in wages play the same sec-
ondary part in objective value in exchange as cost in material goods?

 Wieser, pp. 113, 114; Mill, Book T, chap. xvi, § 5. Cf. what is said of von Thiinen’s
doctrine of rent by Bohmn-Bawerk, Jahirbiicher, xii, p. 505.

4 Tahirbiicher, xiii, p. 538, n.

42 Kapital und Kapitalzins, 1, pp. 401-407. [English translation, Capital and Interest, T,
pp. 162-167; 287- 290.]

43 Rechte und Verhiltnisse vom Standpunkte der volkswirthschaftlichen Gilterlehre, pp.
158. Innsbriick, 1881. See pp. 31, 57, 61. [English translation “Whether Legal Rights and
Relationships are Economic Goods” in Shorter Classics of Eugen von Bilmn-Bawerk {South
Holland, IIL.: Libertarian Press, 1962)].
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Would he subscribe to the doctrine of Jevons and Walker that wages are
a residuum remaining after deduction of certain fixed elements and
depending essentially, therefore, on the amount of the produce? Would
he regard profits as a fixed element at all or, when distinguished from
interest and “wages of superintendence,” as entering into cost at all?
The only writer of the school who has gone at any length into the
above difficulties is Professor Emil Sax, of Prague, whose book on the
economics of the State** includes an account of general economic prin-
ciples. His views, in the main, are those of Bohm-Bawerk, but he will
not allow that “services” are goods, or that labor is a service. When we
say that “wages” are paid, we mean, according to Sax, simply that the
capitalist purchases the workman'’s part of the product while the prod-
uct is still a-making.*> Labor is not a commodity. Neither are wages “a
recompense for the services of the workman.” They are “the price of the
workman’s share of the commodity produced; it is his own product
that constitutes his wages.” Contract-wages depend on a calculation,
made in advance, of the probable price of the product. “Cost of pro-
duction” means the value of the total of capitalized goods expended in
the production, as compared with the value of the product itself when
finished. Without value, objective market value in exchange, there
would be no trustworthy means of comparing present sacrifice and
future returns or, if you like, past sacrifice and present returns.®® The
employer, therefore, thinks entirely of the market price which he is
likely to get for his finished article. The subjective value to himself of
the said article does not come into the calculation and hence it is that,
roughly speaking, like work has like wages. It is otherwise with “ser-
vices”—e.g., of professional men—where the subjective value to the
person served is almost the ruling element in the price and the pay-
ments are therefore very various.”” There, too, the payments are made
by the served to the server in goods made by the labor of the served or
of his workmen. But, in hired labor for wages, the worker really
receives not another’s, but his own product in the garb of its price.*?
The relation of employer and employed is due to the institution of
property, enabling me as it does to turn even the objects of immediate
consumption, such as food, into means of procuring new goods: it

“ Grundiequig der theoretischen Staatswirthschaft, Vienna, 1887, which should be read
in conjunction with the author's Wesen wnd Aufgaben der Nationalidkonomik, 1884. For the
general drift, see Quarterly jorrnal of Economics, July 1887, p. 504.

5 Staatswirthschaft, p. 230, note; cf. 242, 247, 322, 333

 Ihid., pp. 328, 330.

¥ Ibid., 242,

48 Sraatswirthschaft, 246, 247, note; cf. 242,
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embraces in this way “acquisition” by means of the production of oth-
ers, in addition to “production” of my own. There are persons, for
example, who want the food, but have no goods at the moment to give
for it in exchange. Accordingly, I give them the food on condition that
at some future time they shall make and hand over to me other goods
for the satisfaction of my future wants. Self-interest demands that the
amount of the required future equivalent shall be at least great enough
to balance the comparatively greater, subjective, value of the food as a
present, in contrast with a future, means of satisfaction. Capital, there-
fore, besides becoming the means of production, may without losing its
nature be devoted to the present satisfaction of present wants, that is,
the present wants of others who will then produce for my future bene-
fit. “Means of production” should, strictly speaking, apply only to the
capital laid out otherwise than in wages; but the extension of the phrase
to the latter case is justifiable for, if I get two sacks of corn a year for
every one sack that [ have given in wages, it is just as if I had myself
used one for seed and reaped two at the harvest. As a rule, the work-
men having little or no property are obliged to purchase the means of
living by selling me in advance their share of the product. Their depen-
dent situation is due, like payment of interest on capital, to the exis-
tence of private property.*’

Professor Sax does not enter into the further details of distribution.
He refers, in the manner of ordinary econoimists, to the competition of
workmen with each other and to their standard of living as affecting the
amount of their share in the product and, in the manner of the socialism
which he disclaims, to “the necessary fabor” as an item in the calcula-
tions about any production.® But, like his leader Menger, he bids us
look for further light to the forthcoming work of the Innsbriick profes-
sor, Bohm-Bawerk. Bohm-Bawerk is, therefore, at the present moment
the foremost champion of the Austrian school of economics. To procure
a favorable hearing, the school must apply its principles without
reserve to the problems of distribution as they meet us in modern coun-
tries. This is one of the services for which we look to the long promised
second volume on Inferest Theories.

¥ Ihid,, pp. 322-323.
N Staatswirthschaft, pp. 334, 335.



Economics at Berlin and Vienna!

by H. R. Seager

Since the publication of Roscher’s Grundriss zu Vorlesungen iiber dic
Staatswissenschaften nach geschichtlicher Methode in 1843, in which the
ideas, since characterized as those of the Historical school, first found
systematic formulation, Germany has been the scene of an almost unin-
terrupted struggle for supremacy between conflicting opinions concern-
ing the most fundamental questions in political economy. Among these
questions there is none more interesting or more vital than that as to the
proper method to be employed in economic investigations, and few
intellectual battles have been fought with more vigor and with a more
equal mustering of ability in the rival camps than has the famous Meth-
odenstreit [struggle over methods]. For some time it seemed as if the His-
torical school was going to carry all before it. Its acute criticisms of the
system of economics built up, largely with the aid of abstraction and
deduction by Adam Smith and his immediate followers, were unan-
swerable. Attacked also by the Socialists, economic theory was rapidiy
falling into ill repute, and with it the method upon which it had rested.

As was to be expected, a reaction set in. The leader in this reaction
was Professor Carl Menger, of Vienna; who, in his Grundsitze der Volks-
wirtschaftslehre, published in 1871, tried to demonstrate, that the errors
of the Classical school were due not to the choice of a wrong method
but to the wrong use of a right method, by employing the same method
of abstraction and deduction to arrive at theories more in harmony
with observed facts. In 1883, attacking the methodological question
directly, he published his Untersuchungen iiber die Methode der Sacial-
wissenschaften, und der Politischen Okonomie insbesondere? in which he
subjected the doctrines of the Historical school to a thorough-going
criticism. He concluded that for theoretical economics there is but one
method—that which he calls the “exact” method, founded, to be sure,
upon an analysis of the materials furnished by economic history and by

1 Originally published in Journal of Political Economy, March 1893. Henry Rogers Sea-
ger (1870-1930), economist, taught at Columbia University, 1902-1930.

? English translation: Probiems in Economics and Sociology (Urbana, DL University of
Tllinwis Press, 1963); reprinted as Investigativii info the Method of the Social Sciences, with Spe-
cial Reference to Economics (New York: New York University Press, 1985; Grave City, Pa.:
Libertarian Press, 1996).
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everyday experience, and requiring to be verified by observation, but
quite distinct from the inductive method.

Of all the criticisms called forth by this work none was more
uncompromising than that of Professor Gustav Schmoller, of Berlin. In
the polemic which followed, Professor Schmoller figured as the leader
of the extreme left of the Historical school, and would hear nothing of
economic theory in the present urripe condition of our science. Profes-
sor Menger, on the other hand, asserted that, without theory, economic
science, as all science, is impossible. The controversy was heated and of
an unnecessarily personal character, and without doubt both parties to
it said rather more than they intended. It was nonetheless of a decided
scientific value and did much to clear the atmosphere of many misap-
prehensions concerning the real nature of the methodological question
that were common to both. If this question was not thereby finally set-
tled it was, at any rate, placed in a clearer light.

What Professor [Alfred] Marshall says in regard to method may be
gquoted as a very fair summing up of contemporary German opinion:
“Induction and deduction go hand in hand. . . .There is not any one
method of investigation which can properly be called the method of
economics; but every method must be made serviceable in its proper
place.”® To some minds this denotes that the question of method is
really a question of temperament and intellectual bent. Let everyone
employ that method that seems best fitted to his hand; the field is large
enough for all, working with all sorts of tools. To others such a glossing
over of the guestion is decidedly unsatisfactory. To them such an
answer points eloguently to the backward condition of economic sci-
ence, and calls, not for indifference respecting the question of method,
but for a more strict classification of the economic sciences. If there is
room for the employment of all methods in political economy, it is high
time we were deciding what particular method is appropriate to each
particular department of the subject.

It is a partal answer to this question—a very concise one, unfortu-
nately—which Professor Menger has attempted to give in his latest
writing upon this subject.! There remains to be written, however, a
comprehensive summing up of the whole question, a logic from the
standpoint of the economic sciences, and it is upon such a work that
Professor Menger is now engaged.

Not only because of the prominent part they have taken in the

3 Principles of Economics, 2d ed., pp. 88 and 89.
* Grundziige einer Klassification der Wivtschafiswissenschaften. Conrad’s Jahrbilcher, n. 7,
Bd. xix, pp. 1-32.
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methodological controversy, but also because of their contributions to
economic literature in other fields, on the one hand to economic theory
and on the other to economic history and statistics, Professors Carl
Menger and Gustav Schmoller are today two of the most conspicuous
figures in the German economic world of letters.

While the war of methods has been waging between the Menger
faction and the Schmoller faction of German economists, Professor
Adolph Wagner, the distinguished colleague of Professor Schmoller, at
Berlin, has been devoting his prodigious energy to working out his own
scientific ideas in his own way. Today he is conspicuous as the acknowl-
edged German authority on all questions of public finance, and as the
editor and, to a large extent, the writer, of a handbook on political econ-
omy® which, for comprehensiveness, promises to be an advance upon
the well-known, three-volume handbook edited by Professor Schon-
berg,.

At Vienna, working along by the side of, and in fruitful cooperation
with, Professor Menger, is Professor Fugen von Bohm-Bawerk. At pre-
sent actively employed in helping to bring order out of the chaos of
Austrian finances, he yet finds time to conduct a seminar, and to meet
students really interested in economic questions, at his very pleasant
home. Professor Bohm-Bawerk has been called the “Ricardo of the Aus-
trian School,” of which, by a less apt comparison, Professor Menger is
the Adam Smith. Bshm-Bawerk has certainly won for himself a lasting
place in the history of the development of economic thought by his
two-volume work Capital and Inferest, be his conclusions accepted as
final or not,®

To these four men, Menger, Schmoller, Bohm-Bawerk, and Wagner,
the eyes of the economists of all nations are at present directed, as to the
most conspicuous representatives of our science in the country in
which that science has been most assiduousiy and most fruitfully culti-
vated during the last fifty years. To the great universities, which are the
scenes of their pedagogic activities, attaches an unusual interest for
economists. Berlin and Vienna are at the present time magnets, attract-
ing to themselves economic students from all countries. A description
of the work being done in political economy at these institutions
would, therefore, seem not out of place in the fournal of Political Econ-
amy. . ..

5 The handbook is divided into five principal parts, and will consist of at least four-
teer volumes. Cf. Wagner, Grundlagen der Volkswirtschiaft. Leipzig, 1892, pp. 2 and 3.

@ There are at present three rival theories in the field, all based upon the marginal
utility theory of value, viz.: the theories advanced respectively by Professors Bohm-
Bawerk, Menger and Wieser.



