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PART |I: THE ANALYSIS

The Development of the Analytical Issues:
Summary and Overview

I
OF THE CLASS OF SOCIAL — inter-individual — formations that are

the unintended results of human action and of historical development, lan-
guage 1s perhaps the most widely-known and accepted. The common law
comes next — case-law as it has evolved over time, quite separate and distinct
from legislation; together with social custom. But other social formations are
also found in this class — formations that are recognised as such only by the
older Austrians and their analytical predecessors. These formations include
moral rules; the division of labour, prices, money, wage-rates, other ‘economic’
phenomena; the overall market order or ‘catallaxy’; that ‘capital structure’ of
investment chains which yields a given range, quantity, quality, etc. of final out-
puts; and so on.

Of this class of social — inter-individual — phenomena, only language
is studied analytically, through linguistics. And only the older Austrians —
Menger, Mises, Hayek, and their analytical precursors — especially Coke, Hale,
Mandeville, Hume, Smith, Burke, Sir William Jones, Wilhelm von Humboldt,
Ferguson and Dugald Stewart, saw that other formations, such as law, catal-
laxy (the ‘economic’ order), the capital structure, customs, moral rules, prices,

9
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money, etc, also belong in this class and are therefore analysed in exactly the
same general way.

Now all these formations are actually observed only as concrete his-
torical developments, of course — we see and study only specific languages;
the English common law and similar systems of case-law, such as Roman
law; those intricate and highly complex investment chains that progress
throughout and link together all the developed areas and most parts of the
rest of the globe; particular sets of customs and moral rules; etc. But addi-
tionally, on their abstract, analytical side, these historical phenomena are
also unintended orders. They are all therefore members of a key, indeed an
absolutely crucial, class of social phenomena. The realisation that such a
class exists requires a thorough knowledge of its particular historical units.
Only after such a general realisation is achieved can the next step be taken
— to inquire into the common general characteristics of its members, and
how they are to be studied analytically — as distinct from historically. The
object here 1s, of course, to help identify the members of this class, s mem-
bers, and thus to identify general features, as also, for ‘economic’ phenomena
in particular, interrelationships and interconnections all otherwise invisible in
the historical detail. Thus historical happenings and developments that can-
not be seen, immediately and obviously, to form a coherent structure, are linked
together through the analytical lenses that analytical study provides. Where
such a structure is already seen, as with language and law, there analysis brings
out additional key features, again otherwise completely invisible. If such study
1s not undertaken, then crucial and critical aspects of the historical reality are
not even realised to exist, let alone actually apprehended.

Thus the analytical investigation of this class is really an — indispensable
and crucial — adjunct or auxiliary to Aistorical research. But such analysis is
non-historical (in Mises’ words); it is the common analytical characteristics of
the social phenomena that are studied; — these formations are not investigated
as unique historical developments. Since the analysis is of the general, abstract
aspects of the historical phenomena, the theory is usable only as an analytical
tool for historians; — it is nof(repeat, not) a self-contained, self-sufficient intel-
lectual system, complete initself. Thus no academac department (currently) can
really be home to this general analysis of the class of unintended orders.

This analysis developed gradually between the late sixteenth and late twen-
tieth centuries. The common law was the first to be recognised as an histori-
cal development which was also of a particular analytical type. Language was
next seen as the same type of formation, together with customs, habits, tech-
nical skills and practices, and the division of labour. Money came next, then
other economic phenomena, and lastly the two major ‘economic’ formations
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of the ‘catallaxy’, (the ‘economic’ order) and the ‘capital structure’ (the various
investment chains leading to final consumption in any particular historical con-
text). The analysis of the class as a whole began explicitly only in the late nine-
teenth century and continued in the twentieth.

Part 1 (chapters 1-6) of what follows gives an extended account of how: a.
each of these formations came to be recognised as an undesigned, historically-
developed social order b. it came to be seen that they all belonged in a single
class ¢. they are to be traced in people’s actions and therefore in the historical
reality. ‘Economic’ phenomena particularly are analysed as social — inter-indi-
vidual — developments on the same general lines as other unintended orders
d this analysis provides analytical tools for historians. Part II (chapters 7-10)
outlines the development of the capital structure in early modern England,
beginning with the range of final goods and services turned out, and tracing
through the main investment chains.

II

Chronologically speaking, the analytical and historical issues discussed
here were first recognised in the late sixteenth century. It became necessary
then to characterise, in general and analytical terms, the general nature and
development of the English common law, after it had been developing for some
500 years. But the common law is not the most widely known instance of these
analytical issues; that position belongs to language. We shall begin therefore
with language as the most widely accepted concrete example of the theoretical
and historical questions involved.

Language: In the real world there are only specific languages, such as
(at the end of the twentieth century) English, Chinese, Arabic, Hindi, Swa-
hili, Spanish, German, Russian, French, etc. All these are historical phenom-
ena — the particular historical outcomes of particular historical circumstances
and developments over a specific time-period and a specific geographical area.
But to see them as only specific historical developments is to misapprehend
these languages completely: they also have a general analytical structure. This
general and analytical insight is not obtained, however, through the study of a
specific language or languages: they do not come with little labels tied round
their necks saying, “You need linguistics as well as history to understand me
completely”. Linguistics is a technical and specialised discipline, quite distinct
from the historian’s apprehension of specific languages as specific historical
developments.

Obviously, historians cannot become experts in linguistics, but to compre-
hend these historical phenomena it 1s necessary to recognise that languages do
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have an analytical skeleton requiring highly specialised study; the historical
flesh 1s built around the analytical bones. Failure to see this is to miss totally
the key feature of these historical developments, the internal anralytical frame-
work on which are built the outer, immediately visible, concrete historical
circumstances. These circumstances, it must be stressed, are the actions of
actual human beings:- to study language is to study a phenomena which has
already developed, over millennia, in and through the real actions of millions
of actual people. Languages are manifested in peoples’ daily usage; thus the
professional student of linguistics is articulating and investigating an exceed-
ingly complex phenomenon actually found in people’s actions, extending and
changing over thousands of years.

It was only after innumerable specific languages had developed over sev-
eral millennia that some observers began to realise that there was something
else here, something requiring general and abstract analysis in addition to, and
as distinct from, historical study. At first, language was assumed to be a delib-
erate invention. Only later was it gradually realised that what had been already
recognised for common law, was also true of language; it too had grown his-
torically through the actions of many generations. Like law, language too was
orderly, but it had not been designed. So its order was not immediately appar-
ent; it required deep study to bring this out.

Thus the study of linguistics 1s the (eventual) study of the formal analyti-
cal structure of real languages: their grammar, syntax, morphology, phonetics,
phonology, semantics, etymology, etc; — all these being manifested in people’s
actual usage of actual languages. It must be emphasised here that this general
linguistic study is quite separate and distinct from the biological basis of the
general capacity for language. Such an abstract capacity, for language in gen-
eral, may be indeed genetic (pace Chomsky). Thus a general linguistic capacity
may well underlie each and every one of the thousands of real languages actu-
ally found in the late twentieth century and in earlier periods. But linguistics
is the study of the analytical framework of actual languages — their general lin-
guistic structure, in terms of their phonology, syntax, semantics, etc. Investiga-
tion of any purely biological capacity for language is quite distinct — another
field altogether.

It is only from a knowledge of real languages that linguistics can develop
and can continue to develop:- no real, historical languages, no linguistics. And
the order which is thus manifested in people’s actions is not that of a previously-
drawn-up blueprint — there are no genes for English, Hindi, French, Russian,
Chinese, etc. The orderliness of a language is that of an historically-grown
phenomenon, an order which is learnt by doing and changed the same way, an
order which is manifested in the particular real actions actually undertaken.
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As mentioned above, language was thought at first to be invented or
designed. This view continued to be held widely through the eighteenth cen-
tury, most notably by Rousseau. But even in the later seventeenth century,
some, like Mandeville, were beginning to see that language, like other social for-
mations, had evolved historically. Among the common lawyers, Sir Matthew
Hale recognised language as another instance in which rules and orderliness
were manifested in usage — ie in people’s actions in using language. Then,
about a century later, Sir William Jones, Chief Justice with the East India Com-
pany in Calcutta, laid the foundations for the systematic study of linguistics,
from a comparative study of the classical Indo-European languages — Sanskrit,
Old Persian, Greek, Latin. He showed that all of these gradually evolved over
time, through changes in usage, from the root Indo-European language, long
since extinct. Wilhelm von Humboldet, also legally trained, built significantly
further on these foundations in the early nineteenth century '.

The Common Law

Chronologically speaking, as stated earlier, the common law was the first
to be recognised and analysed as a formation which had evolved through peo-
ple’s actions over time, and which therefore contained more wisdom than any
one generation or individual. The sequence of such recognition and analy-
sis which the study of language later followed, was as outlined above: the law
developed first, for nearly 500 years or so, in and through people’s actions
and activities — 1e the various agreements, informal and formal, concluded in
the ordinary course of affairs, and the varied solutions that lawyers devised
for their clients’ practical problems as they arose. Legal training consisted in
attending the courts to observe and listen to the course of those disputes that
actually reached this stage. Students stood in a special “crib” — a wooden
cage, following the arguments and noting the procedures. Some of these cases
were recorded. These provided examples of the various actions and activi-
ties, changing through time, that caused conflicts serious enough to reach
the courts, and the general principles and facts that judges relied on in their
decisions.

Lawyers could then study these decisions as well 2. Thus as a system of
case-law, the common law developed (and develops) through practice; legal
and judicial expertise 1s of a practical kind — finding legal solutions for practi-
cal problems, and discovering the general principles involved in settling practi-
cal disputes.

Only after some five centuries or so of such historical development did
it become necessary (in the later sixteenth and early seventeenth century) to
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analyse and articulate the ¢ype of orderliness that the common law did in fact
manifest. The context was two-fold: firstly, as economic activity expanded and
diversified, with interregional exchange rapidly becoming more significant, the
legal profession also expanded dramatically. Thus it was necessary to charac-
terise the law for students’ benefit. Secondly, as the volume of (mostly unen-
forced) legislation grew, philosophers and also the sovereign naturally identi-
fied ‘law’ with the directives and orders that a duly-constituted superior author-
ity gave to subordinates and subjects. In opposition to this, the common law-
yers saw that the common law was an unintended order which had developed
over many generations. Therefore, its orderliness was anything but obvious
— rather it was well concealed. Immense study and deep thought were needed
even to realise that this orderliness existed. Only after long immersion in par-
ticular cases was it possible even tentatively to set out the general principles on
which the common law was formed, to see that behind the various particulars
there lay an intricate system of interdependent rules, that themselves changed
through time as circumstances changed.

Sir Edward Coke (at the end of the sixteenth century) and Sir Matthew
Hale (in the late seventeenth century) saw that the rules of the common law
were not and could not have been designed by a single mind. Rather, many
minds contributed to their development over time, distilling and incorporating
the practical lessons learnt over many generations. Hobbes argued to the con-
trary. He held that law was and could only be the orders given by a duly con-
stituted authority to government subjects. There was no ‘law’, only legislation
and commands enforced on the populace. Hale argued vigorously that law
had developed through the interactions of many minds through time, so deep
reading and thinking were needed before its principles became clear.

Edmund Burke, David Hume and Dugald Stewart developed this analy-
sis further. Hume, in particular, emphasised that the rules of the common law
were systematically interconnected, so that any single rule by itself was intelli-
gible only as part of an entire system. Hume further developed the key insight
— that the outcome of any one case could be totally different from the overall
outcome of following all the rules in the system as a whole °.

The account given above of the general aspects of language 1s standard
and is also generally familiar. The account of the common law summarises
drastically the historical process through which common law rules evolve. —
Now, the distinction between common law and statute is generally familiar;
and most of us are at least vaguely aware that the common law in some sense
grew over time. But beyond this, the further differences between legal positiv-
1sts and other legal theorists are less familiar outside the legal discipline. Most
legal positivists hold that all legal rules are in the nature of orders issued by
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Authority to its subjects. Some positivists hold that the State, within its overall
framework of directives, has refrained deliberately from issuing orders in cer-
tain areas. In these areas, the State has permitted its subjects to develop legal
rules. Other legal thinkers, including legal historians, see a sharp distinction,
if not an opposition, between the ‘vertical’ relationships of legislation, which
legalises the orders given by officials to government subjects, and the evolved
rules of the common law, which can be traced only to ‘horizontal’ relationships
between private parties.

So far only language and law have come to be generally accepted as being
both historically-developed and orderly phenomena. It is normally agreed that
languages require both systematic analysis and historical study, while law too is
seen to somehow mingle both history and orderliness. We now turn to other
social phenomena that share the same general characteristics as law and lan-
guage but are nof ordinarily noticed to be such at all. Chronologically -: cus-
tom, habit, practical skills and the division of labour were next, after the law, to
be recognised as historical developments that embodied the practical knowl-
edge of innumerable people.

Skills and the Division of Labour

Mandeville saw that practical skills, customs and habits developed cumu-
latively over generations. The combined practical knowledge they contained
was acquired, augmented, modified and transmitted on through practice —
learning by doing. No practitioner of course could have any idea of the sci-
entific, mathematical, geometrical or other principles involved. Thus all these
practices are far more complex and sophisticated than their practitioners. He
cites the examples of steering a boat or ship, soap-boiling, dyeing and ship-
building. This last brings together a variety of specific skills, that have been
improved and refined over generations, through practice. Production of a
piece of scarlet shows how the division of labour in effect unites the skills and
knowledge of a number of occupations, both obvious and not-so-obvious: not
only woolcomber, spinner, weaver, clothworker, scourer, dyer, setter, packer,
but also millwright, pewterer and “chymist”, and the producers of the various
“Tools, Implements and Utensils” used in these various operations. Important
inputs came from far distant areas: wool from Spain, mordants and dyestuffs
from the Rhineland, Hungary, Russia and the East and West Indies — thus
adding the skill of the seafarer to the process. Mandeville includes law and lan-
guage amongst the practices that develop and improve through continued use
over time *.
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Finally both Mandeville and Adam Ferguson recognised the key analytical
issue: that people manifested complex rules in their everyday actions, with no
conscious recognition that this is what they were doing. Mandeville referred to
custom and habit, and Ferguson, to language.

Social and Economic Formations

In the late eighteenth century, certain other economic phenomena came
to be recognised as the orderly and cumulative outcome of the interconnected
actions of innumerable people. Hume analysed the balance of payments and
its adjustment in these terms, while Smith, like Mandeville, noted that the ordi-
nary day-labourer could never meet all the people whose actions contributed to
the production of the ordinary consumer goods he purchased. A century later,
in the 1870s, Menger made two key analytical breakthroughs, which Mises and
Hayek extended and systematised in the twentieth century. We begin with the
first of these fundamental insights, and then see how Mises and Hayek built
further on it.

Menger points out that when people start considering how to explain social
phenomena, they treat these phenomena as deliberately organised through
consclous agreement — as ‘pragmatic’, in his terminology. But (he says) there
are large numbers of social formations, useful in the highest degree, that are not
designed at all. Menger now explicitly articulated this general category for the
first time — the unintended results of historical development °. We may note
that only from a knowledge of these phenomena — their historical nature — 1s
such a general categorisation possible.

Menger emphasises that both law and language are historical develop-
ments; neither is ‘pragmatic’— ie designed or legislated into existence. Among
German analysts of language he underlines Wilhelm von Humboldt’s funda-
mental role; Humboldt recognised a structured regularity in language “analo-
gous to that of organic nature”. Menger also brings out very clearly and explic-
itly, the opposition between Burke’s analysis, on the one hand, and the views
of the Younger German Historical School on the other. Burke (says Menger)
belongs with the historical school of law — he realised that law is an unin-
tended and undesigned historical growth. But the Younger Historical School
takes the opposite position (Menger goes on) ® — Menger does not specify here
what this 1s, so to see why he puts Burke and the Historical School at opposite
poles, we may briefly set out the latter’s position.

According to this School, all law 1s deliberately created through legislation.
Each historical era is an overarching macro — entity which shapes the actions
of its human beings. Thus this historical entity shapes all political, social and
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economic developments occurring in its period, so society and economy are
likewise things-in-themselves, collective beings established through the design
of Authority or through explicit agreement amongst all the people concerned.
— Clearly this approach, as Menger indicates, offers no explanation for the
emergence and development of social phenomena. But such an explanation is
precisely what Burke aimed at: a “full understanding of existing social institu-
tions™”.

With Burke and the common lawyers, Menger too sees law as an unde-
signed historical growth, developing gradually from unstated custom to wider,
interrelated, and more complex legal rules. Again with the common lawyers,
Menger recognises that legislation — “statutes of power” — often “spoiled the
law”. And, diametrically against the Historical School, Menger sees that social
formations are built up in and through individuals’ actions. These actions —
the elements of social phenomena — are known directly, the phenomena them-
selves have to be reconstructed mentally. Thus historical developments are the
complex and conjoint outcome of many different influences, so many different
disciplines have to be called on to unravel these disparate influences ®. As he
succinctly puts it:

“history...has the task of making us understand all sides of certain phe-
nomena...theories have the task of making us understand only certain sides of
all phenomena...””.

Thus Menger for the first time:

1. identifies the analytical problem — the study of social phenomena that
are the unintended historical results of individual action pursuing individual
aims;

2. indicates how this analysis is to be tackled: by building up from the
directly known elements — the actions of individuals;

3. points out the relationship between the analysis and the complex phe-
nomenon it studies: social theory can cover only certain aspects of historical
developments. Other theories have to be called in, as needed, to study other
aspects. Itis the Austorian’s task to see historical developments in the round;
social theory is an auxiliary analytical tool in this endeavour .

In addition to law and language, Menger now places in this same cate-
gory: moral rules and economic phenomena generally:- prices, money, mar-
kets, wages, interest, rent, the division of labour, occupational specialisation,
the location of new settlements, trade customs, etc. All these “have come into
existence in exactly the same way” — as the unintended outcome of individual
actions pursuing individual ends '
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To expand a little on Menger’s statement: All these phenomena are not
produced by design or intent; nevertheless, they appeared in and through
people’s actions; and these formations develop thus over a period of time —
long or short, according to the particular phenomenon being considered. Like
languages, all these formations are historical in nature: they are particular cir-
cumstances of time and place, taken from a specific historical context — partic-
ular trade customs, particular prices of specific quantities of certain goods, etc.
And again like languages, these economic formations also have analytical struc-
tures, requiring analytical tools to recognise and investigate them.

Money as an Unintended Historical Development

As one concrete instance, Menger analyses the evolution of money. First,
we may note that for historians and economists, the emergence of money is
not particularly problematic: people are fully aware of all the advantages of
money, thus they bring it into existence. As economists see it, barter has so
many obvious disadvantages that people generally agree to accept and use
money. For practically all historians, the convenience and simplicity of coin-
age are so immediately and glaringly obvious to government officials that they
invent coins. Officials then use coins in making government purchases and
payments and decree that taxes too shall be paid in coin. Thus people — gov-
ernment subjects — come to use money.

Now Menger too begins with the problems of barter. But he does not see
these difficulties as being solved through either a sort of social contract or an
mvention. Rather the question he asks (and answers) 1s: How do people, in
the same acts through which they pursue their individual aims, also develop
this highly useful institution? — since it cannot be part of their individual aims,
but develops nonetheless. Money, in other words, emerges as a new practice
which gradually spreads from its first practitioners to others who copy the
innovation. Initially, some individuals notice that certain goods are more read-
ily exchanged than other goods. These individuals then split (some of) their
bartering into two separate transactions: first, they barter for the more widely
accepted goods. Then they exchange these commodities for the goods and
services they really want. Other people then notice that this practice produces
more satisfactory results more quickly. They too adopt this new practice. Thus
some commodities come to be valued for their monetary usefulness in addition
to their non-monetary uses. In due course, as the practice of indirect exchange
spreads, these goods come to be valued more for their usefulness in facilitating
indirect exchange; their non-monetary uses come to be treated as secondary or
minor. Thus money emerges as the unintended result of the pursuit of other
ends altogether: ‘money’ is a change in the content of people’s actions: the
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gradual development of a new means which facilitates the pursuit of ends and
widens the ends achievable. Of course, no-one could or did leave diaries or
other documents outlining this process. Menger provides rather an analytical
schema, the logic of the changes involved. Whach particular goods fall into this
general category depends on the specific circumstances of the historical situa-
tion being examined; Menger cites a huge variety of concrete instances, from a
very large number of historical contexts. And to round off: all transactions do
not become monetised at once, of course; only some do so. How far monetisa-
tion proceeds is also a matter of the historical context under study.

For historians, this analysis suggests the following questions, when the
pertinent historical circumstances are being examined:- What is the relative
importance of autarky/barter/monetary exchange in this specific context?
Which commodities have both monetary and non-monetary uses? — The
point here is to direct attention to aspects of people’s actions — ie to aspects of
the various sources — not otherwise seen.

Mises versus the German Historical School

Now: how does Mises build further on the foundations that Menger and
others laid?

As with Menger, Mises too opposes the Younger German Historical
School. The doctrines of this school, as Mises expresses them '?, deny that
there are any regularities in people’s actions — regularities resulting from the
scarcity of means relative to ends pursued; there is only the constant flux of
history. This means there can be only empirical laws, derived through induc-
tion from the historical data, and applicable only in particular historical peri-
ods: “the laws of price determination of one epoch are different from those
of another”, as Mises puts it. Thus, historical materials provide “building
stones”, in Schmoller’s phrase, for the construction of theory, which likewise
is confined to “delimited historical periods” (Mises’ words) "*. To achieve this
objective, history 1s approached without theory. The analogy here is with art
history: just as there are differences in artistic style in different eras, so there are
various economic styles, according to period.

1. Mises provides specific criticisms of these views:

a. In art history, objective physical differences in art objects, architecture,
etc, provide the basis for distinguishing different styles of art. But the goods
produced in the various periods of economic history do not fall into distinct
economic styles in line with such objective physical characteristics. A ‘good’1s
defined subjectively as a means of satisfying wants '*. — It is evident that Mises
here follows Menger’s definition of a good.
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b. To say that historical laws are specific to an historical epoch is circular,
Mises points out . Why do the historical laws of one epoch differ from those
of another? Because they come from different epochs. And how are epochs
distinguished from one another? By the different historical laws that prevail
in each. In short: historical laws differ because their epochs differ, and epochs
are different because they each have different historical laws.

2. Mises also criticises the effect of the Historical School’s doctrines on
historical research as “nothing short of grotesque”. Such research has declined
into “dilettantist constructions” and is “almost useless”. Mises attributes this
to the failure to use reliable theory; instead, historians used unexamined, every-
day ideas and popular fallacies '°.

In other words, Mises rejects the Historical School precisely because it
“failed .. .in the province of social and economic history...”. This school treats
history as a source of historical propaganda for political purposes, whereas for
the student of human action, “history...is a means of furthering knowledge”.
To help historians to achieve this aim, Mises builds up a systematic analysis of
action in general.

3. Because Mises’ analysis followed and develops Menger — as we shall
see — 1t systematically opposes the views of the Historical School. Menger rec-
ognised the complexity of historical phenomena; Mises draws out the impli-
cations: “Historical events are always the joint effect of...various factors and
chains of causation.... History needs to be interpreted by theoretical insight
gained previously from other sources”. Inlooking to the areas covered by the-
ory and history, Menger saw that theory dealt with certain aspects common to
all social and economic phenomena, while history dealt with all aspects of cer-
tain phenomena — ie it looked to the whole of a particular historical phenom-
enon. Mises further deepens and expands this insight. He also clarifies this
field of analysis: “Human action...constitutes the subject-matter of all investi-
gation in the social sciences, both historical and theoretical...” . Menger saw
that social formations emerge from individuals’ actions; Mises shows exten-
sively how this happens.

Organism and Organisation

In his social analysis, Mises follows Menger. Mises places on the one hand,
a “living social organism”, formed on the natural principle of mutuality. On the
other hand is the “lifeless machinery” of an organisation, instituted by author-
ity and expressing but a single will, as with an army unit on parade. When the
organising will disappears, the organisation falls apart. Thus a human in need
of transport, harnesses horse and cart together. When the human need is over,
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this composite separated into its elements. An organisation resembles a social
organism to the extent that an artificial flower resembles a living, natural one
(says Mises) .

Like Menger, Mises observes that when people first consider the matter,
they see society as an organisation, following the analogy of, for example, an
arrow, which is obviously made by someone. The realisation that these are
‘organic’, grown social phenomena, is a great scientific, ie analytical, advance *.
‘Organic’ socioeconomic formations are the outcome of an age-long historical
and evolutionary process; Mises counts here: language; “our civilisation, the
product of a long evolution”; law; the market economy; the development of
the division of labour; of indirect exchange; and accounting. He says explic-
itly of each that it evolved over long periods of time *'. Both history and soci-
ety are the outcome of human activities, but neither is, or can be, planned or
designed in advance (Mises continues). History consists of “a succession of
events that nobody anticipated”, while market society is “unwittingly created”
over generations. Law, too, emerges as “the remoter consequences”, unknown
and unknowable, of the actions of individuals concerned with immediate prob-
lems and issues **.

With Menger, Mises recognises that history is the complex outcome of
many different influences. Historians must therefore use various non-histori-
cal disciplines in their work. But all historical events are the actions of human
beings; “[h]istory is the record of human actions”. Mises sets out to develop
the other side of this coin: the abstract, general analysis of human action. In
doing this, he extends and amplifies Menger’s penetrating insights, systemati-
cally and substantially. Thus Mises acclaims Menger’s analysis of how money
emerged, as a prime example of ‘praxeological’ reasoning — the general study
of human action *. — Again it cannot be emphasised too often or too strongly,
that it is only from a thoroughgoing and extensive knowledge of actual histor-
ical developments that such an abstract analysis can be conducted success-
fully: Concrete historical experience has to be rigorously and systematically
separated from the abstract, universal and timeless aspects of people’s actions,
— this, precisely in order that historical experience might be comprehended
accurately.

Menger saw that the unintended results of historical development — law,
language, markets, prices, morals, etc — appeared through the actions of people
aiming at their own ends. Mises now systematically analyses people’s actions
n general to show how this happens.
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The Development of Society %

Mises asks the key question: how does society itself — the most basic
social formation of all — emerge and develop in people’s actions? As a neces-
sary preliminary, Mises first denies that society is @. providential — this puts it
beyond explanation, b. the outcome of a social instinct — this is a non-expla-
nation, ¢. a rationally-designed social contract — this cannot happen because
soclety 1s an historically-grown phenomenon, d. a great anthropomorphic
superhuman being — Mises asks, where 1s this? All we can actually observe are
people’s actions.

Mises emphasises that collective entities — church, nation, etc — are real:
they do affect history. But they are invisible; — it is only in the changing con-
tent of people’s actions that we find social — inter-individual — processes, eg
the division of labour, and social — inter-individual — wholes, eg different
types of societies.

Mises outlines the genesis and development of society thus: Human soci-
ety per se 1s made possible because of the greater productivity of the division
of labour, and people’s recognition of this fact. — Both of these are features of
experience, facets of reality. — The division of labour is extended as and when
people apprehend the improved results, and value these above the changes
required to obtain them. Thus ideas guide action — the idea of bartering pre-
cedes the act of barter. As the division of labour is extended — from semi-
autarkic household to clan, tribe, region, nation, the world: — skills improve;
tools and machinery are developed, improved and increased in quantity; new
occupations appear; final outputs increase in quantity, range and quality; pop-
ulation grows, as infant mortality falls and the length of life increases.

Mises goes on: Thus the division of labour is the social tie; it is interde-
pendence and mutuality; social cooperation. It is unique to humans, along
with reason and language. All three are inter-individual — social — phenom-
ena. To say people are human is to say they are social beings.

Society — the division of labour — is the great means through which
everyone obtains their aims by serving the aims of others. Society appears and
grows as people follow the rules of social cooperation in their actions — the
rules of morality and of justice. These two are the other side of the coin of
social cooperation. Both sets of rules are thus among the means that people
utilise to reach their goals.

Mises 1s emphatic that people’s actions always occur in a specific historical
context: People are born into certain historical circumstances, the result of the
actions of past generations. People modify these circumstances and thus pro-
vide the historical context for those who follow. People always associate with
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one another in forming various cultural, religious, political and other social
groups. Thus people associate themselves in a variety of ways; they influence
one another and are influenced by each other. Ideas are part of this histori-
cal inheritance, as are the particular ends pursued and means utilised. Thus
people act overwhelmingly on habit and custom. All these are gradually and
continuously modified, as someone innovates or changes their ways and/or
expresses a new idea, and others then imitate and repeat what is said and done:
repetition and imitation are fundamental to social evolution. Thus the division
of labour is extended through habit and custom, 7ot as a deliberate decision to
do so.

Since society 1s the division of labour, Mises outlines the wide-ranging
consequences of this fact: Civilisations are specific historical expressions of
the division of labour. They grow as social cooperation is extended; stag-
nate when their ideas and actions effectively stop its extension; and decline
as the division of labour regresses. Thus history does not move in a straight
line. The great Eastern civilisations, of China and India, developed first: their
cultural achievements were matched by their material well-being. The Greeks
learnt from the East; but these civilisations eventually simply marked time.
Roman civilisation rose to an extremely high level, with extensive specialisation
and great technical progress, but then the division of labour decayed, popula-
tion declined, and the use of money almost disappeared. A Muslim civilisa-
tion flourished, while the West were still barbarian, but it too levelled off after
the thirteenth century. Thus the West is a latecomer. Western civilisation grew
because the material means were provided through long-term investment; and
the latter developed on a large scale because, over a very long period, the politi-
cal and legal rules that developed checked predators while facilitating contin-
ued investment.

Barbarian groups, such as Vikings or Huns, eventually disappeared or
Jjoined the fabric of social cooperation.

The Analysis of Historical Phenomena #

Thus the phenomena to be analysed are obtained through historical expe-
rience: they are the actual actions of actual people. These historical develop-
ments are complex in nature; many influences, all analytically different, com-
bine to produce them. Thus previously-developed or obtained concepts or
theories are needed to analyse these complex historical phenomena. Before
looking at the historical source materials, one must already know, for example,
what ‘war’ and ‘peace’ mean. Only then is it possible to grasp the import of
the documents, to recognise what they portray. For most of their purposes,
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historians find simple concepts are adequate. But with complicated develop-
ments, as with reparations, more complex theories are needed. Here if histori-
ans rely on the obvious, they link together the wrong events and cannot see the
key interconnections and causations.

Historians, in short, need the aid of a range of non-historical disciplines —
the natural sciences, logic, mathematics and praxeology, the study of human
action in the abstract. Each of these disciplines, including and especially
praxeology, analyses only one aspect of the complex whole. If historians use
the wrong theories, or misunderstand them, their research is not fruitful; —
again, they make the wrong connections and/or miss crucial relationships.

Since all actual, ie historical, actions of human beings are some particular
concrete form of action in abstracto, all historical — real — actions are classifi-
able into some general category or other of action. Therefore praxeology — the
general study of action — is the key analytical tool for the historian, the student
of concrete human action, ie what people actually thought, said and did.

The systematic analysis of action begins with the recognition that it is
the presence of a human mind which turns physical movements into actions,
physical objects into means utilised for a purpose. Other minds can and do
grasp this general subjective meaning infused into these physical phenomena,
because these minds are human too. Without these praxeological categories,
Mises points out, there is only meaningless movement, but neither buying nor
selling. There is no money; only metal disks with some stamp on them. Mises
emphasises that the real world contains only things, as studied by the natural
sciences. A thing becomes a means only when people think of it and use it as
such.

Particular concrete actions that are observed for the first time are grasped
— comprehended — when they are classified in the correct general category.
Thus Mises uses Sombart’s example of the traveller from Germany’s “high
capitalism” who encounters the people of some remote tribe. Their “strange
behaviour” suddenly becomes intelligible when he realises they are exchang-
ing goods. This traveller has never seen this particular type of activity before;
he is familiar only with the concrete actions found in his own historical envi-
ronment, embodying a vastly-extended division of labour. It is the general
abstract category, the general meaning of exchange, which he uses in both cases
to obtain the sense of the happenings, no matter how radically different they
are, in concreto. These subjective categories, be it noted, are not obtained from
experience; rather it is they that enable us to have the experiences — to make
sense of them.
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We may expand somewhat on the basis of this example, to identify some of
the 1ssues raised when action is studied in the abstract and to draw out some of
the key implications of such a study.

a. The traveller has no doubt whatsoever that there #s a meaning to the
activities he sees: these are people, therefore there is some sense to their actions.
He knows he 1s not wondering about stones, plants, insects, animals, or other
natural phenomena.

b. In ‘comprehending’ the meaning of people’s actions, the traveller has
grasped the latter’s general abstract aspect. The historical content of these
actions — the baskets, pottery, cloth, pigs, goats, chickens, grain, vegetables,
etc — carried (or driven) around, the people involved — all these are known to
him. It is the abstract meaning he puzzles over — ie the classification of these
activities. When this general meaning is ‘comprehended’, it suddenly illumi-
nates everything.

¢. The category of ‘exchange’ helps to make sense of actions in both the
tribal area and in highly-developed Germany — ie in both vastly-different his-
torical contexts. — But the category cannot, of course, give us the historical
material to be classified — only historical study and research can do that.

d. Thus, to be of any help to historians, the categories of human action
must bring out only the abstract general aspects of people’s actions, filtering out,
as it were, all local, historical content. For example, if the traveller had meant by
‘exchange’, that a banknote had to be part of the transaction, or if he had looked
for a commodity such as gold, silver or cowries — he would never have ‘com-
prehended’ what was happening. It is because the category of ‘exchange’, like
other categories of human actions, is devoid of all historical content that it can
serve to classify and therefore illuminate what people actually do.

e. How can a category of action give such knowledge? For the same rea-
son the traveller is sure that all these peculiar activities really mean something;:
because all these actions of all these people in both Germany and the tribal
area, and indeed in all historical contexts, are all actions of human beings —
using what they see as a means to achieve what they think i1s worth striving for.
Exchange 1s a category of human action; in the two historical contexts men-
tioned here, people undertake actions that can be classified as exchange. In
their study of various historical contexts, it is for historians to see what actions
occur that fit into this category. (In some contexts, there may be none).

- Now the traveller, as noted, already has in his mind the general categories
of human action. The tribal people, being human, clearly act — ie use means to
achieve ends. In doing so, the content of their actions are such as to fit into the
abstract category of exchange — ie they manifest this principle in their actions.
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Thus while the traveller consciously pokes about in his mind to find some way
of apprehending what the tribes-people are doing, the latter, of course, simply
act — they do not seek to articulate what they are doing. But their actions do
make sense in terms of the categories of action.

In addition to comprehending the tribes-peoples’ actions in terms of gen-
eral classifications, the traveller also exercises the historian’s specific tool —
‘understanding’ or verstehen. This he uses to grasp the content of people’s
actions — the specific concrete circumstances of the tribes-peoples” histori-
cal context as well as the one he came from. Such understanding is gained
from historical experience, from life in society with others. The aim is to grasp
people’s valuations and plans, and it 1s practised by everyone, from infants to
statesmen (says Mises).

g. The traveller is not a professional historian or student of human action.
He does not know that he both ‘comprehends’ his fellow-beings’ actions in
terms of general categories and has an ‘understanding’ of the concrete histori-
cal content of these actions. What professionals do i1s more systematic and
organised. They too, being human, have inchoate, unsystematic, unrefined,
inconsistent general ideas about action, and the ordinary information about
those particular circumstances they live in, that everyone has about their own
situation.

Mises continues: To obtain analytical tools, the categories of action, these
ordinary ideas are refined, organised, systematised, clarified, thought through.
The essential and the universal are separated from the historical, and every-
thing 1s traced back to, and finally anchored in, the most fundamental and uni-
versal category — human action.

For professional investigation, the field of human action, of volition, is the
field studied through history and praxeology. On the other side of the bound-
ary lies the natural world, investigated by the natural sciences. This world
includes human reflex actions and bodily processes, investigated by neurol-
ogy, physiology, etc. (Z) ‘Action’ covers a failure to act where this was possible
— because such a failure influences the course of events. (#7) Even those suf-
fering from emotional or mental disorders ‘act’ — they are neither animals, nor
are they a collection of neurological reflexes. But in the opinion of those with-
out disorders, the ‘actions’ display the use of wildly unsuitable means and the
pursuit of ‘bizarre’ ends. (#44) Motives are not part of the analysis of action, and
‘ends’ mean whatever people find worthwhile. For one person, a donation to
a church may be a prudent precaution. For another, it may reflect a genuine
faith. In both cases, the analysis of the action is the same: material means are
used to pursue non-material ends, for which other ends have been given up.
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(tv) ‘subjective meaning’ of any action is not the psychology involved. A pur-
chase may be made randomly, impulsively, indifferently, or after careful consid-
eration. While the emotions are different in each case, the action s the same:
it is a purchase of a particular quantity of a particular good, at a specific time
and place — and therefore the further consequences and effects are identical
in all cases. Whether a purchase is followed by elation or regret is analytically
beside the point; what matters is what action, if any, 1s undertaken. As Mises
puts it, “[e]conomics begins where psychology leaves off™ .

h. Thus with systematically-developed categories of action, professional
‘comprehension’ of people’s actions becomes possible. This is in fact the
aim of elaborating these categories. Historians, of course, develop profes-
sional information about the contexts they study, and they exercise a profes-
sional ‘understanding’ of historical phenomena. This is an appreciation of the
uniqueness of the circumstances, of the concrete actions involved. It is not
empathy. ‘Understanding’ comes in after the non-historical disciplines have
done their share in elucidating the historical materials. Mises is emphatic that
praxeological comprehension is quite separate from historical understanding;
both must be exercised to grasp the historical reality.

When it comes to the general aspects of action, historians have the choice
of relying on the unexamined common sense ideas that everyone has, or util-
1sing the systematically worked out praxeological categories of action. We
may see what help the category of ‘exchange’ offers the historian. This cat-
egory suggests various questions about the historical context that help to bring
out any possible inter-relationships amongst people’s action. Thus, some of
the questions that might be asked of the context under study: what kind of
exchange is going on — direct or indirect? Intermittent or regular?® Local/
regional/long distance? How important/significant is each category actually
present? Which goods largely enter which category? Why? If money is used,
what sort 1s it? How obtained? Who is involved in whach kind of exchange?
Why? Which customs/attitudes/ideas/legal and moral rules/etc promote/hin-
der which kind of exchange? Where/how did they originate? Are they get-
ting stronger/weaker/changing? Under what influences? — Depending on the
context, some or many of these questions may be irrelevant and others may be
more helpful. — It should be clear that the category of exchange, because it s
a category of human action, can serve to arrange the historical materials coher-
ently, while bringing out any interconnections and interrelationships surround-
ing exchange.

This working out of the ramifications of exchange can be done only as
part of the study of the particular circumstances of a particular historical con-
text. This exercise brings out aspects, otherwise invisible, of people’s actions,
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and therefore adds to the historian’s ‘comprehension’ of this specific situation.
Praxeology is truly auxiliary; it cannot be a self-contained isolated discipline,
because it studies only one aspect of the many-faceted phenomena — historical
actions of real people — being investigated.

Thus it is the complexity of the real phenomena of study — historical
developments — which necessitates that praxeological categories be worked
out as a separate auxiliary to the study of history. As history ¢ the actual con-
crete actions of real people, praxeological categories are an aspect of this his-
torical reality — they are the various sub-categories of the most universal aspect
of all, human action itself. They are, as it were, classifications-in-waiting; his-
torians have the option of pulling them out to illuminate various aspects of the
actions being studied. But precisely because praxeological categories constitute
an assisting discipline, they can only be developed from a thorough involve-
ment in, and knowledge of, the kinds of things that people have done through
the ages. Praxeology cannot emerge from a total ignorance of and complete iso-
lation from, the results of professional historical research. Praxeology requires
Jjust as intense an interest in people’s actions over the millennia.

Two points remain: a. As the historical actions of people are real, the gen-
eral category of action is also real, as it covers all actions of all people. There-
fore, the implications — when accurately drawn — are likewise real: they con-
stitute a systematic compendium of the abstract aspects of people’s actions. So
precisely because people’s actions are real, the whole 1s “apodictically true”, in
Mises’ well-known but inevitably misunderstood phrase.

We noted above that unfamiliar or new historical circumstances are ‘com-
prehended’ when they are fitted into the appropriate category of human action.
The question naturally arises, what if a new category of action is needed to
‘comprehend’ the new/unfamiliar action? — The solution to this problem
lies in going back to the ultimate category — action, and re-working all the
implications to see what was missed. To repeat, what is deduced from this
universal category, is only a set of classifications of the abstract, general aspects
of people’s actions. The most crucial distinction of all zs between the general
and the historical side of people’s actions. A Cro-Magnon using a stone tool
and an American in June 2001 using a computer are both acting: both use
means to achieve ends. The difference is in the historical content of what they
are doing — ie the historical contexts of which they are a part. The praxeo-
logical categories prompt a series of questions about these contexts: What
sort of means are being used — means that provide direct satisfaction, or indi-
rect means? If the latter, then what other indirect means are also being used?
— and so on. — Of course, a Cro-Magnon could not — so far as we know —
have raised these questions: but this brings us back to our starting point: the
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development in history of such complex social formations as law, language, the
market order, the capital structure; the gradual recognition of the existence of
the last two and the realisation that they all represented problems of both analy-
sis and historical study; and therefore the ex post development of the analytical
tools needed, to show how these and other phenomena manifested themselves
in the actions of people without the latter’s realising what was happening,.

To continue with the remaining issue: b. Prices, quantities, statistics,
numbers generally: All these are features of the specific concrete means that
people use in a specific historical context. A price in the historical reality is
always a specific sum of a particular kind of money exchanged for a particular
quantity of a particular good or service in a specific historical context. Thus
quantities and statistics are historical data, generated from the actions of people
in a specific historical setting. — The categories of action help us to separate
means from ends, and to ask systematic questions about the historical materi-
als. These categories pick out one aspect of people’s actions. The particular
characteristics of the means utilised are historical data, not general aspects of
action.

Thus the development of the ‘scientific’ approach in neoclassical econom-
ics 1s an historical question. — From around the mid-nineteenth century, the
development of economic activity accelerated around the world, throwing up
vast amounts of numbers — prices and quantities. Simultaneously, the natural
sciences also grew vigorously. And, from the later nineteenth century onwards,
government officials in the developed countries began assembling reams of sta-
tistics. Thus from around the 1950s onwards, neoclassical economists could
apply sophisticated quantitative techniques to the mountains upon mountains
of quantitative and statistical data that people’s activities had generated in this
particular historical context. The object of the exercise for the neoclassicals,
was of course to be ‘scientific’. — Historians, by contrast, are interested in par-
ticular facts of particular historical contexts. Quantitative or statistical mate-
rials from a specific context are historical sources like any other — eg docu-
ments, buildings, landscape features, archaeological materials, etc; and the
quantitative information is simply information about that context, to be used
n its study.

Now to Hayek’s extension of what Menger and Mises had built:

Hayek vs the Historical School

1. As with Menger and Mises, Hayek too opposes the historicism of the
Younger German Historical School. This School’s views became popular (he
says) because their economic theory is that of the man-in-the street. In effect
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they deny any inherent regularities in the economic system; there is only (they
say) a succession of independent events .

As against this, Hayek points out: We learn about the actions and inten-
tions of people from the documents they produced. These are intelligible only
because everyone has the same mental — logical — categories in their minds.
If not, historical study is impossible — it would be like writing about an ant-
hill. Theory is thus independent of the historical context: “There can be no
different theories for different ages”, although various parts of the theoretical
structure would apply under various conditions. The same explanation of
the general process of price formation is usable for prices in all historical con-
texts, although, of course, actual prices are historical data. In studying social
phenomena, theory is “quite. ..indispensable”; it is erroneous to say “that the
study of society is nothing but history”. Hayek sums up: although theory and
history “have distinct tasks, neither is of much use without the other”. What
has happened is that:

“the name ‘historical school’...has been usurped by the mongrel view
better described as historicism. ...which is indeed neither history nor

thCOI'y” 28'

It may be noted that Hayek expressed these sentiments from 1933 (“The
Trend of Economic Thinking”) through to the mid-1950’s (“The Dilemma of
Specialisation™).

Social Theory and Historical Facts: From the outset, Hayek was well
aware a. that “social theory” studies data that are historical in nature, and b.
of the issues that are involved. I collate his early comments and observations
made before he turned to these wider issues: ¢. Statistical indices fail to cap-
ture key aspects of reality, eg changes in the capital structure. ¢. Theory pro-
vides a framework for fitting in concrete assumptions about people’s actions.
2. Theory studies a constantly-changing object. #v. The trade cycles that
have to be explained are historical phenomena. v. In the social sciences, com-
plex phenomena can never be observed twice under identical conditions. vi.
The ultimate goal of all economic analysis is, of course, to explain the economic
process in time, [ie] a chain of historical sequences *.

When Hayek explicitly examined the issues, he showed how the “social
sciences” — a term he 1s not happy with — face the kinds of problems that
occur with the study of historical phenomena in general (in “The Facts of the
Social Sciences”, November 1942). Certain historical formations or “social
wholes” are of the greatest importance, both for the analytical issues they pres-
ent and their key historical role; Hayek follows Menger and Mises in his list-
ing: language , law, bodies of law, legal systems, institutions, societies, morals,
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customs, the market, “economic life”, money, the price system. (This list is
taken from the article mentioned above and from his series on “Scientism and
the Study of Society”). With Menger and Mises, Hayek agrees that social the-
ory and history cover the same field:

“since history and social theory are based on the same knowledge
of the working of the human mind, the same capacity to understand
other people, their range and scope is necessarily coterminous” .

The Study of History: Hayek emphasises that the study of historical
phenomena requires a combination of analytical disciplines. For the study of
“concrete phenomena. . .the historian will regularly have to use generalisations
belonging to different theoretical spheres”. To investigate any individual social
happening requires not only several disciplines but also a knowledge of partic-
ular facts. There cannot be any separation between social theory and the study
of society: we “must be our own practitioners”, and acquire a “familiarity with
particular circumstances”. Students of society also need wide experience of
human nature and human affairs; they need to be steeped in great literature
and their cultural inheritance, the wisdom of the past *'.

Thus the study of historical — social — phenomena is the study of particu-
lar, individual, unique, concrete happenings, resulting from a wide variety of
influences. Therefore, “the theoretical construction” is not only very “remote
from reality”, the distance 1s equally long to “the explanation of the particu-
lar”. Thatis partly because, as we have just seen, other disciplines have also to
be called on. But much more importantly, the complex nature of the historical
material means that

“the task of recognising the presence in the real world of the conditions
corresponding to the various assumptions of our theoretical schemes
is often more difficult than the theory itself...” >

To recognise “the presence of the conditions to which the theory applies”
requires “the ready perception of patterns or configurations”. This 1s “a spe-
cial skill which few acquire”, and only those to whom “the theoretical schemes
have become second nature”. Assimilating “a ready-made pattern of signifi-
cant relationships” helps the practitioner to develop “a sense for the physi-
ognomy of events”. Thus in the study of history, “[w]e cannot state simple,
almost mechanical criteria by which a certain type of theoretical situation can
be identified”. There is no “mechanical test” to ascertain “success or failure”
in the “selection and application of the appropriate theoretical scheme”. Thus
utilising theory in the study of society is “an art” >. — We may now see why
Hayek has said, since 1944, that an economist who knows nothing else is a
very dangerous person.
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Hayek, Mises, Ideal Types: Following Menger and Mises, Hayek
describes the social sciences as “empirically deductive sciences”. In the study
of social phenomena, “the essential basic facts which we need for explana-
tion...are part of common experience, part of the stuff of our thinking”. In
this field “the elements of the complex phenomena...are known beyond...
dispute”. Starting from the “known empirical elements”, theorists proceed to

“find regularities in the complex phenomena which direct observation cannot
establish” **,

In his well-known article on “Economics and Knowledge”, Hayek raised
the question, can we use the Pure Logic of Choice — analysis of the interre-
lated actions of one individual — in explaining “social processes” As he even-
tually makes clear (p. 47, fn 12), Hayek is dealing indirectly with Mises’ argu-
ments in the latter’s Epistemological Problems of Economics (1933, pp. 76-91)
(Hayek refers directly to this work only once — on equilibrium). Mises there
denies Max Weber’s conclusion that economics is concerned with ‘ideal types’,
ie historical generalisations drawn from particular historical situations. Mises
applies his usual steam-hammer to show that economic theorems — the cat-
egories of action — are universal and non-historical.

Hayek points to the fact of ‘divided knowledge’. People interact sponta-
neously, but each individual has only a limited and fragmentary knowledge of
particular limited circumstances. How can people’s plans, based on such “bits
ofknowledge”, be made compatible? How can “the combination of fragments
of knowledge existing in different minds” produce the orderly results we do
observe? The answer: “experience creates knowledge”. As people try to fulfil
their plans, they find they have to modify them to various degrees. In the very
act of trying to implement their plans, people both acquire and communicate
knowledge, and change their actions. Thus the assumptions “that people do
learn from experience and about how they acquire knowledge” are empirical
propositions, “questions of fact” relating to “what happens in the real world”.
In other words, the Pure Logic of Choice does cover all possible situations —
but, to analyse “social processes”, the logic has to be qualified with the use of
such “ideal types” that we “regard as specially relevant” to those real world
conditions we are interested in *°. Thus economists and sociologists may be
reconciled.

Hayek says Mises congratulated him on the article, but didn’t change his
argument. In fact, on this specific point (and on another — see below, ch. 5),
Mises did change. In Human Action (1949, pp 59-64 of the 1966 edition)
Mises does include a detailed section on ideal types and how they are used in
historical study. He shows very clearly how these historical constructs differ
from praxeological categories, and also how the two are related.
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Social Facts are Subjective: In his series of articles on “Scientism and
the Study of Society”, summarised to some extent in his article on “The Facts
of the Social Sciences”, Hayek asks, what is the nature of the historical facts
the student of society deals with? Physical facts have ready-made boundar-
ies; they are “natural units”, as for example, “flowers. . .butterflies, minerals,. ..
light-rays, or even forests or ant-heaps”. Now, any historical context consists of

an infinitude of happenings. How do we mark off “facts” that have no physical
borders? *°

“The classical Greek language or the organisation of the Roman
legions, the Baltic trade of the eighteenth century or the evolution

of common law,... — these are all historical facts where no physical
criterion can tell us what are the parts of the fact and how they hang
together” .

The answer: historical facts are constituted by implicit or explicit theo-
ries that link particular happenings together: thus the terms state, battle, town,
market, trade, commercial activities, army, etc, are coherent sets of “intelligible
relations” connecting a host of individual activities together. In short, these
terms “refer to a complex of relationships which, when made explicit, consti-
tute a ‘theory’ of the subject”. We use these theoretical constructions in iden-
tifying and organising the historical particulars, to “tell us what is and what is
not part of our subject”**.

Most interrelationships of the type listed above are extremely simple: “the
interconnection of [the] parts are [sic] readily visible”. So in the sources, “the
theorising is usually done for us...”. Now people also form theories about
complex social formations and economic processes. Systematic study requires
that these ideas be revised and replaced with more appropriate concepts.
To treat these popular notions as evidence that there are real corresponding
structures 1s conceptual realism. Most “popular concepts of social wholes”
are really “vague and indistinct suggestions” of possible connections amongst
certain phenomena. Other popular notions have to be made more precise for
professional use. In some cases, “popular usage has succeeded in approxi-
mately separating the significant from the accidental”, so these constructions
can be utilised. And sometimes only “systematic study” can reveal “entirely
new structural connections”, hitherto unknown, so there is no ordinary term
for this newly-recognised whole *. Pictures of the more complex structures
have to be built up laboriously from known elements — people’s actions.

Thus theoretical pictures are constructed from “the human actions we
observe [,]...”. From these “elements...the social sciences build patterns of
relationships between many men”. People’s actions involve objects, so these
have to be included in any grasp of their actions. Such things as “tools, food,
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medicine, weapons, words, sentences, communications, acts of production...”
that people use or undertake, are really, in a sense, the attitudes or opinions that
people hold towards them *. These ‘objects’

“can be defined only by indicating relations between...a purpose,
somebody who holds that purpose, and an object which a person
thinks to be a suitable means...” *'.

As he sums up:

“...in the social sciences things are what people think they are. Money
1s money, a word 1s a word, a cosmetic is a cosmetic, if and because
somebody thinks they are” *2.

The converse is also true: to classify something (as money or food) means
people will act towards it — will use it — in the way indicated by the classifica-
tion (people will spend the money and eat the food) **.

Thus the social reality consists of people’s attitudes and opinions — ie
their actions; — classifications — food, money — identify how people will act
towards the objects classified. Such categories, in other words, are subjective.
Daily experience shows that these categories — abstract subjective meanings —
are common to all minds. We

“cannot directly observe [meanings] in the minds of...people but...
we can recognise [meanings| from what they do and say. ..because we

have ourselves a mind similar to theirs” 4.

In short:

“the object of our study has a mind of a structure similar to our own.
That this is so is no less an empirical fact than our knowledge of the
external world” .

And so in observing people’s actions, we add the meaning “from the knowl-
edge of our own mind”. This “connotation”1s, in effect, a general abstract cat-
egory; its “denotation” is completely open, since it consists of all the external
things that are and will be, classified here, based on the meaning that human
minds attribute to them. Thus the connotation renders familiar what is oth-
erwise unfamiliar — a blowpipe is a weapon, cowries are money — e this is
the meaning of the actions of the people concerned. Where there is no mind
behind the phenomena, with categories similar to ours, there we observe physi-
cal facts *°. In short,

“social phenomena can be recognised by us and have meaning to us

only as they are reflected in the minds of men”*’.

It follows that
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“we can derive from the knowledge of our own mind in an ‘a priori’ or
“deductive”...fashion, an (...in principle) exhaustive classification of
99 48

all the possible forms of intelligible behaviours

The Analysis of Complex Phenomena

Complex social formations are also part of people’s actions. In social for-
mations such as law, language, the market, etc, people’s actions display regu-
larities but these “are not the result of anybody’s design”. That is why they
present an analytical and theoretical problem, which deliberately arranged out-
comes and materials do not. In addition, these undesigned orders are of the
greatest instrumental value to human beings, and they embody more knowl-
edge than anybody possesses *.

These formations are mentally reconstituted and studied only by system-
atically and patiently following up the implications of the interactions of indi-
vidual efforts. Often we can “only learn to see [,] the unintended and often
uncomprehended results of the separate...yet interrelated actions of men in
society”. People’s actions “are motivated by ideas”; the latter thereby “become
the causes” of social phenomena. For example, when people’s opinions change
about a particular commodity, its price follows suit. So too, certain ideas lead
them to regularly carry on exchanges amongst themselves; “the aggregate of
all their actions” then constitutes an economic formation. Such “opinions
and beliefs” as lead people to those actions that produce social “wholes”, are
“constitutive” ideas, “conditions of the existence” of these formations. But of
course people’s ideas about their activities and context are like popular, unin-
formed views about any topic *°.

History and Theory

Historians are faced with unique complexes of events, and so “[historians]
cannot avoid constantly using social theories” — ie theories about interrela-
tions amongst people’s actions. Where these interconnections are relatively
straightforward (as with “towns”, “battles”, etc) historians’ unexamined ideas
will “spontaneously” picture the resulting simple structure. But complex phe-
nomena do not declare themselves; they are only seen through the appropri-
ate analytical lenses. Those actions that historians actually find in the con-
texts they study, can be fitted together into “social complexes™ only if histori-
ans make use of the “schemes of structural relationships” that theory provides
ready-made. Without such developed theories, historians may implicitly use
contradictory or unsustainable reasoning in their accounts .
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Historical work, in short, “presupposes theory”. The inter-individual
phenomena it studies — whether simple, such as “trade”, or complex, such as
“law” — consist of “persistent [systematic] relationships” connecting “ever-
changing elements”. Thus the abstract pattern which links together real activi-
ties may be simple, and so present in everyone’s mind, or more complex, and
therefore have to be explicitly worked out: In all cases, ““[s]ocial theory is logi-
cally prior to history”. And that theory is itself “a technique of reasoning”,
a system of classifications and analytical constructions, consisting of logical
implications of certain abstract types of interactions amongst people. This
type of theory can “only [be] tested for its consistency™; it “can...never be
verified or falsified by...facts”. In the particular cases that historians study,
they can only check whether the — abstract — conditions specified are present
in concreto. Thus it is the particular historical context — the problem under
study — which ‘selects’, as it were, those theoretical schema that help to illumi-
nate the interconnections amongst its happenings. To use Hayek’s example,
the student of the Arctic tundra rejects tropical biology, while the student of
tropical agriculture rejects Arctic climate studies 2.

6. Complex Phenomena and Falsifiability: Hayek systematically analy-
ses the general class into which phenomena such as law and language fall, in
“The Theory of Complex Phenomena”. Such complex formations are com-
posed of @. a complex structure of interrelationships, b. a vast variety and
range of particular facts, ¢. complex interactions amongst the components over
very long periods of time. As a result one can articulate only the general prin-
ciple of their formation — state the type of pattern found. But it is impossible
to reconstruct in detail all the specifics of their development. Hayek had ear-
lier used the simple example of such a social process, the formation of a path
through wooded or difficult territory. Each person who followed the same
route made it easier for others who came after. Thus a pathway developed.
The principle of the process can be stated, but not the specific details. Other
paths in other areas are formed on exactly this same general principle, but in
each case their concrete details are unique. Complex phenomena are more
elaborate instances of such a process. Those phenomena whose structure can
be specified completely in a few formulae are, by comparison, “simple” phe-
nomena. Many of the objects that the exact sciences study are “simple” in this
sense. — Hayek tells us that this contention was “bitterly resented” .

In his Nobel lecture, Hayek points out that with complex phenomena,
there are too many concrete data to be stated in detail. So it is only possible to
specify a pattern, and to check for its presence or absence in a particular situ-
ation. Hayek says he is nevertheless “anxious to repeat” that pattern—predic-
tions “can be falsified and...therefore are of empirical significance”. Earlier
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in the same lecture, however, he shows that while a wrong theory, which links
total spending with the level of employment can be verified statistically, the
correct theory — that total employment depends on the structure of relative
prices and wages — cannot be tested quantitatively. — As there is a “correla-
tion between aggregate demand and total employment”, there is “better ‘sci-
entific’ evidence for a false theory”, whereas the “valid explanation” cannot be
statistically tested. That is because the ‘correct’ prices and wage rates embody
the “particular information possessed by every one of the participants in the
market process” **.

Hayek explains: This means we cannot predict the actual prices and
wage-rates that will ‘maximise’ employment. We can only give an account of
the process through which these prices might be obtained. This picture relies
“on facts of everyday experience”, and the “logical correctness” of our reason-
ing and conclusions. We know fairly well in ‘qualitative’ terms, how supply
and demand are reconciled “in different sectors of the economic system”; the
conditions of success; and possible obstructive influences. And so we know
that, to raise employment, relative prices will need to change and some labour
shifted. Thus we can give the general conditions for a certain type of pattern to
establish itself, a pattern which will increase employment to the maximum pos-
sible . Hayek says explicitly that a pattern-prediction can be made only with
respect to a specified setting:

“...The kind of theory which I regard as the true explanation of
unemployment [has] somewhat limited content because it allows...
only very general predictions of the kind of events. . .we must expect in
a given situation” *°.

Hayek now adds that such a contextually-restricted sort of pattern-pre-
diction does meet Popper’s scientific criterion of falsifiability and “empirical
significance”. This “empirical theory” can be falsified if, simultaneously: the
money supply were constant; wages rose generally; employment remained
steady *’.

Falsifiability and History
Some comments are in order.

1. Here and here alone, Hayek is endeavouring to meet a pre-determined
criterion, which defines a ‘scientific’ procedure. All he says about his example
1s that 1t can meet the criterion of ‘science’ which Popper has set out. In all
his previous analytical work, as we have seen, Hayek develops analytical tools
— theoretical schema — to assist historians in identifying and examining the
complex undesigned orders that appear in people’s actions. Hayek’s falsifiable



38 Early Modern England | Sudha Shenoy

example is part of an historical setting, of course, but it is addressed to natural
scientists, who centre their focus on falsifiability.

2. Now: we know that in the particular context Hayek outlines, only pat-
tern-predictions can be made and falsified, because this context contains com-
plex phenomena that help to shape its happenings. We know that these com-
plex phenomena exist and function here because historians have already stud-
ied the context and established the major influences at work. Historians are
able to recognise the workings of such complicated social formations because
professional students of society have provided historians with “ready made”
theoretical schema, developed as a separate exercise.

We may now note the differences in focus of scientists and philosophers,
on the one hand, and historians, on the other. Scientists and philosophers are
solely interested in falsifiability and consequent “empirical significance”. For
historians, the context itself is all that matters — how it is made up, the various
channels of causation and their ramifications, the interconnections and inter-
relationships amongst people’s actions — in a word, the reality of it all: what
people are saying, doing, thinking, and the consequences thereof.

3. And so, from the historian’s standpoint, what Hayek’s example says is:
‘If unemployment is rising in the context under study, look at the conditions
under which prices are formed. Is there anything which suggests the ‘wrong’
prices are being established?” — Since history is always a ‘mix’ of influences,
historians will, of course, routinely examine other relevant areas: eg foreign
trade, technical and industrial change, the weather, changes in labour skills,
etc, etc — The specific context Hayek uses plainly contains a complex eco-
nomic order and pricing structure, involving millions of people. So the his-
torian would try to keep these complex interconnections in mind when going
through the specific historical circumstances under review. — And the prob-
lematic mix of occurrences which Hayek mentions? Historians would shrug:
history ¢s particular and therefore untidy, messy, full of sharp corners, with bits
and pieces sticking out every which way. For the historian, this mixture is just
another part of the investigation into the specific influences at work in that spe-
cific context. It may be emphasised that no single theory can of course cover
an entire historical context. So once again the historian would ask — what else
was also happening in this context? (for example, with the capital structure).

Two Kinds of Order: With Menger and Mises, Hayek too recognised
that social ‘wholes’ are either deliberately instituted or they develop sponta-
neously. At first,in “The Trend of Economic Thinking”, he adopted Mises’
terms for these two types — “organisation” and “organism”. Then he lik-
ened the analysis of social complexes (ie ‘organisms’) to “some problems of
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theoretical astronomy”, rather than “those of...the experimental sciences” **.

Later he repeated the comparison:

“The problem of how galaxies or solar systems are formed and what
is their resulting structure is much more like the problems which the
social science have to face than the problems of mechanics [;]...” .

A few years earlier, in The Constitution of Liberty (pp. 66 ff), Hayek had
pointed out that people acted on complex rules, without any realisation that
this 1s what they were doing. He evidently put this insight together with the
astronomical simile, when he introduced the term cosmos for all complex social
phenomena. Mises had earlier reiterated that society was the great means for
all individuals to accomplish their purposes; Hayek saw that a cosmos devel-
oped as people acted on ends-independent rules — ie rules that were solely
mnstrumental, and he termed such a rule, nomos. An organisation he called a
taxis and the corresponding ends-oriented, organisational rule, ¢theses. Ear-
lier, in his 1939 pamphlet on “Freedom and the Economic System”, Hayek
pointed out that legal and moral rules evolved over the centuries from the more
concrete to the more abstract. He generalised this insight: the cosmos evolved
as people acted more and more on nomoi rather than theseis .

Hayek examines in some detail the implications of following rules — ie
manifesting them in action. People act not on one or two isolated rules, but on
a system of interrelated rules. Each rule has to be placed in the context of the
system from which it comes, in relationship to the other rules. Following rules
creates order in our lives individually; certain ¢ypes of rules create an overall
order in interaction with others. Individually, people know only particular lim-
ited circumstances, and only as these arise. People’s actions on the basis of
their several knowledge are integrated into an overall order as they follow the
same set(s) of social rules. When people act on ends-independent — means-
oriented — rules, the result is an abstract order. The detail of such an order is
‘created’ by the specific circumstances known to its members. As rules evolve
over time, knowledge is precipitated into them. — Hayek emphasises that peo-
ple can act on rules more complex than they could possibly articulate. People
are not even aware that they do this .

The foundations of human civilisation were laid when people gradually
dissolved the boundaries of the hunting band to include others, in larger and
larger groups. The growth of peace and exchange made this possible. It meant
interacting with people on the basis of common rules; the hunting band was
held together by common ends. Instinctive solidarity had to be suppressed by
following the new rules. As rules were widened, the relevant ‘group’ widened
until today it covers the globe. As the exchange order expanded, so did popu-
lation. World-wide exchange 1s necessary just to maintain all the people who
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now participate in it. This economic order “opens up vast new opportunities
for the efforts of individuals”. Hayek emphasises the complexity of the existing
economic order and its function as a means for people to achieve their ends .

Group Selection

The social order did not develop in a straight line, of course. Social
groups all followed different sets of rules. Some groups were more ‘successful’
than others — ie their members achieved their purposes better. These groups
expanded as new members joined, or else other groups modified their rules
to approach the successful ones. — Many have suggested that Hayek aban-
doned individualism in this theory of ‘group selection’. This criticism assumes
that ‘individuals’ are blank, solitary, self-sufficient atoms wandering about in a
vacuum and bouncing off each other if they happen to meet. — Hayek defines
a group as individuals who follow the same rules of action, such that an (inter-
individual) order results ®. Thus people’s actions produce groups.

Hayek’s observations are certainly of the utmost value for historical
research. They point to the types of social and economic rules found in differ-
ent historical contexts, and the kinds of orders that result. This in turn offers
better insights into the kinds of cultural achievements found in various con-
texts, the kends of interaction amongst peoples, etc.

The Common Law

Finally, Hayek emphasises the nature of the common law: an evolved body
of ‘complex’ rules, developed through solving the practical problems faced
by private individuals in their several pursuits. Common law rules are prime
instances of nomor. The development of such abstract rules gradually creates
a larger and larger delimited sphere for the individual. The effects of the com-
mon law appear only as its rules are adhered to as a matter of principle, irre-
spective of the outcome in single cases. The market order develops as the other
side of the coin from the common law. Legislation is not only a latecomer, it is
“more far reaching in its effects even than fire or gunpowder”. Legislation is an
ends-oriented instrument to provide legal authority and legal instruments for
the activities of government officials and democratically-elected politicians .

Menger, Mises, Hayek

We may note here a very few of the links and complementarities amongst
Menger, Mises and Hayek.
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Mises noted that reason, language and the division of labour were the three
quintessential human characteristics — they made people human, separating
them from non-humans, including their non-human ancestors. Mises also saw
that the division of labour, specialisation and exchange, constituted ¢ke social
bond which produced society from individuals. Hayek focussed on this cru-
cial transition — from the hunting band to the beginnings of the development
of human society and civilisation proper. The critical change occurred when
early humans for the first time placed salt or other goods at their tribal bound-
aries, hoping for a return (Hayek’s example). Thus Hayek follows Mises in
seeing: the growth of exchange as the foundations of civilisation; population
growth as the consequence of wider exchange; and the international economic
order as absolutely vital to sustaining this population. Hayek deepens and
extends Menger’s analysis (and that of earlier investigators) of the common law
as an historical evolution. Menger, Hayek, most common lawyers and legal his-
torians, all share the same unflattering, if not hostile view of legislation.

Lastly: in his extensive analysis of the implications of acting on rules,
Hayek develops a central category of human action.

111

Two Economic Formations Discerned

In Menger’s second and most critical breakthrough, he discerned two eco-
nomic formations for the first ime. He analysed both and named one but not
the other. The first economic formation which he observed and analysed, but
without naming it, was the capital structure; we deal with it below. We begin
instead with the second economic formation, which he termed, the ‘national
economy’.

From the ‘National Economy’ to the Katallaxy

The nub of Menger’s analysis is that this formation cannot be a “prag-
matic” or designed creation. The ‘national economy’is comprised of units that
are economies proper — firms, households, individuals. Within these units
resources are allocated according to a specific hierarchy of ends. But these
units are themselves the elements composing another, larger formation, which
develops on a totally different principle. This formation is ot an economy writ
large — 1e a superhuman but anthropomorphic entity, allocating the resources
it controls singly, according to its own single scale of ends. Rather, the for-
mation termed the ‘national economy’, is both spontaneous and orderly, and
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therefore altogether more difficult to apprehend. — Menger stops there; Mises
and especially Hayek take the analysis to a much deeper level.

Mises: The Market Process

Mises is emphatic that the market order or process is found in reality,
whereas equilibrium — the “evenly rotating economy” — is “unreal”, “imagj-
nary”,and “self-contradictory”. Itis achievable only in a dead world. As social
cooperation, the division of labour are extended, the market process develops,
in the growing interaction of all those who participate in the division of labour.
Their complex interactions form the price structure of interconnected prices
as also other market phenomena, such as the range and features of mass con-
sumption goods, all likewise interrelated. Thus price formation is a social —
inter-individual — process, as 1s the emergence of other aspects of the market
process, eg the incomes that participants receive. Everyone contributes, but
where large numbers are involved in the market process, there obviously each
individual’s single influence is correspondingly tiny. To break up this market
process into separate parts mentally is artificial, though it may be unavoidable
for the sake of comprehension ®. Mises insists, “The market is. . .the foremost
social body” . Analysts must keep their gaze fixed firmly on the economic
system as a whole, on the interconnectedness of all economic phenomena:

“The catallactic problems cannot become visible if one deals with each
branch of production separately.... It is impossible to study labour
and wages without studying implicitly commodity prices, interest
rates, profit and loss, money and credit, and all the other major prob-
lems. The real problems of the determination of wage rates cannot

even be touched in a course on labour” .

Mises clearly sees the entire market order as a single unified inter-indi-
vidual — social — process; subdivisions are mental contrivances to obtain a
better mental grasp. Thus Mises’ viewpoint is analytical; as such it goes far
beyond the immediately and glaringly obvious: numbers of businessmen deal-
ing in a single output, or some large ‘faceless’ corporation which ‘dominates’
those small businessmen who deal with it as well as the hapless consumers of
its product(s). He who runs may read such patent “facts’.

Mises on ‘Competition’

Consistently with his analytical focus on the market order, Mises uses the
term ‘competition’ to signify particular aspects of this “cooperative system” %,

the market process.
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a. Jobs are imbedded in production processes that survive only so far as
they eventually contribute to the production of final outputs that people pur-
chase ®. Mises points to:

“the complicated structure of the social cooperation of hundreds of
thousands of specialised jobs and performances” .

Under “the perpetually changing conditions” of the historical reality, ‘com-
petition’is the process which both selects people for various jobs and removes
them from those ever-changing jobs .

b. Scarcity inescapably limits the number of production units in any line
of production. So ‘competition’ means “the opportunity” ” to provide final
buyers with cheaper/better/alternative/additional goods and services for their
several requirements. Since people purchase a variety of goods and services,
all outputs ultimately compete with all other outputs to be amongst the range
bought. This “catallactic competition”” pervades all production processes:
the prices that entrepreneurs expect for the various final outputs are transmit-
ted through the various intermediary entrepreneurs into the prices of all inter-
mediate goods and all factor prices.

Mises 1s quite scathing about the non-analytical outlook of businessmen
and union officials — their inability to undertake the type of reasoning needed
to recognise the general interconnectedness of market phenomena. He says:
“It is time these amateurs were unmasked” 7.

There is no room here to convict Mises of thinking in terms of neoclassi-
cally-perfect markets and the like. For Mises the analytical unit is a real phe-
nomenon: the complex social processes of the economic order, the outcome of
the actions of all participants in the division of labour.

Hayek eventually names and analyses more explicitly the economic forma-
tion which Menger first noted and Mises then went deeper into. From the out-
set, he is quite clear that equilibrium is at best only a “foil”, not a description
of reality. He refers to equilibrium prices as “hypothetical”; equilibrium itself
is unreal, “imagined”, “fictitious”, a “pretence” , it “can never be reached” 7.
Hayek starts rather from a recognition of the “interdependence of economic
phenomena”, and the existence of a “highly complicated organism” — the eco-
nomic system. No one devised this integrated organism; it resulted from the
“spontaneous interplay of individuals”. The pricing system likewise grew up
“spontancously. . .long before we understood it” .

Then in discussing the “social wholes” that are found in human action but
are not consciously designed or deliberately created, Hayek includes language,
the market, money, the price system, morals, legal systems and societies. — As
we saw earlier, this list is clearly taken from Menger; and Mises too analyses
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society, law and the market economy as historical developments. — Among the
complex phenomena examined by the social sciences Hayek includes the mar-
ket and the “complicated social structures as those which we find i economic
life or law, in language and in customs” ”’.

Hayek traces through the consequences of a single economic change — a
rise in the price of a natural resource — to show how people throughout the
entire economic system eventually alter their actions in response to the price
rise. As the people most directly affected by the price modify their actions,
reducing their usage of the resource and increasing their utilisation of alter-
natives, others, who also use these alternatives, in turn find they too have to
change what they are doing, and such adjustments spread until all produc-
tion and consumption activities are altered to a greater or a smaller degree. As
Hayek putsit: “The whole acts as one market...” ”®. Thus Hayek also sees the
analytical unit as a unitary, “immensely complicated” formation; to subdivide
this is simply an imaginary exercise:

“The conception of the economic system as divisible into distinct mar-
kets for separate commodities is after all very largely the product of the
imagination of the economist...” ”

With Mises, Hayek analyses the functions of the price structure as an inter-
related and interconnected whole. Price changes cannot be merely local; a
change in one price is transmitted to all other prices. Thus everyone adjusts
to circumstances they cannot ever know and participates in production pro-
cesses without realising it. The results of price changes — positive and negative
returns, capital gains and losses — bring about interlinked changes through-
out the economic system. So as circumstances change and people adjust their
actions, — firms, plants and industries expand and contract, relocate and/or re-
equip themselves; many die out and new ones are established *. — It will be
noted that neither in Mises nor in Hayek do we find an isolated, self-sufficient
price, whizzing about in a vacuum.

Hayek on ‘Competition’

When it comes to competition, Hayek is quite emphatic he is analysing a
real competitive process, which pervades economic activity, as opposed to the
notion of perfect competition/competitive equilibrium. What the latter dis-
cusses “has little claim to be called ‘competition’ at all”. The description of a
static state of perfect competition assumes away the “essential characteristics”
of the competitive process which is actually operative in reality; “this moving
force of economic life 1s left almost altogether undiscussed”. Hayek underlines
the “absurdity of the usual procedure of starting. . .with a situation in which all
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the facts are supposed to be known”. But if everything is already known, then
to analyse this is “wholly uninteresting and useless” ®'.

With Mises, Hayek sees that the real issue is how best to serve consumer
requirements:

“The real problem is...by what commodities and services the needs
of the people can be most cheaply satisfied” ®.

Finding the answer to this gives ¢pso facto the best use of any firm’s equip-
ment and the skills of its personnel — both are always historical, ie the outcome
of a particular sequence of past events, and past such adjustments *.

So the facts to be discovered are: What things are goods? — ie are regarded
subjectively by people as means to their several ends — How scarce are such
goods? * What are the lowest costs of producing these goods, “in the given
historical situation”? Seeking out the answers to these key questions is

“always a voyage of exploration into the unknown, an attempt to dis-

99 85

cover new ways of doing things better than. ..before

Because people’s knowledge and needs are “ever changing”, and because
“human skills and capacities” are infinitely varied, it can never happen that
“many people [offer] the same homogenous product or service” and that large
number of goods and services are of “an identical character” *. Rather what
we see in reality is

“a continuous range of close substitutes, every unit somewhat differ-
ent...but without any marked break...”*.

This great “variety of near-substitutes” changes rapidly. Suppliers of ser-
vices ‘compete’ for “reputation or good will”: buyers discover through experi-
ence which particular supplier will meet their personal requirements *.

The function of the market as a whole is to transmit changing informa-
tion — to consumers about alternatives and about consumer requirements
to producers. Thus because the competitive process spreads information, it
“mvolves continuous changes in the data”. Nothing can be once-for-all: there
is constant adaptation to changing circumstances. Where the division of labour
1s highly extended, there knowledge, changes in it and such adaptation, are
equally widely dispersed. In such a situation, price changes tell people what
to look for — what new uses of things to search out, and what new things to
produce: there is “constant experimentation with improvements”. In sum, the
“chief guidance which prices offer is...what to do” [italics in original]. By the
same token, some expectations are disappointed — ie it is continuously found
that some activities are unviable as circumstances change: some innovations,
some uses for goods, some goods and services themselves, are no¢ demanded.
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So relative incomes in different lines of production must also change commen-
surately. — Hayek notes that statistics cannot provide any information on the
price and income changes necessary *.

Thus the facts that ‘competition’ discovers are inherently temporary — in
the nature of things, they will soon change. ‘Competition’ therefore is a contin-
uous process of discovery of the kaleidoscopic circumstances of time and place.
In sum, the competitive process is “a succession of events”: manufacturers
who ‘currently’ produce more cheaply than others, or produce better goods
or those more in demand, are overtaken by others, who are in turn overhauled,
and so on *. The process is orderly because it is anchored in the continuing
production of final outputs for final buyers.

We may note here that Hayek, like Mises, 1s illuminating a key facet of the
complex interrelated process of production which includes all members of the
division of labour. Hayek points out that, historically speaking, the successful
societies have relied on this type of ‘competitive’ process to order their produc-
tive activities. Therefore, this discovery process is most valuable where it has
been the least implemented — the less developed areas *', and, we may add, the
post-Soviet territories.

The Catallaxy

Hayek now analyses the general features of the overall market order more
explicitly, to demarcate it from economies proper. He also names it, for the first
time ever. Households, enterprises of all types in all sectors, and the govern-
ment are all economies. An economy pursues a single hierarchy of ends; it
manifests a single view of what is more and what is less, important. Its resources
are allocated according to this single scale of values, and its results are likewise
assessed by a single scale. Thus an economy 1s an organisation like an army, for
example; its orderliness is created by following a unitary hierarchy of ends **.

Economies proper interact spontaneously to product an overall mar-
ket order which is given the same name, and called ‘the national economy’;
— but it is “fundamentally different”. This order is “a complex structure
or network composed of countless interrelated and interlaced economies”.
It is “brought about by the mutual adjustment of many...economies”. As
a spontaneous formation, “[t]he market order serves no...single [set] of
ends”. Rather it is “a multipurpose instrument” — it “serves the multiplic-
ity of separate and incommensurable ends, in all their variety and contrari-
ness, of all its...members”. The totality of these ends cannot be known, of
course, to anybody. This order also utilises the knowledge of all its mem-
bers in its functioning. As it is a cosmos , an ends-independent order, it 1s
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formed when people act on the ends-independent rules of the common law, of
property, contract and tort. Through exchange in the market order, its members
can all achieve their several aims, with no need to have any ends in common .

The contrasts between an economy proper and the overall order formed
from such economies, is so great that Hayek feels it is “a great misfortune” the
same term 1s used for both. — Hayek assumes here that people can see the
existence of two separate and distinct types of order in the social reality, but
this 1s not the case. — That aside, Hayek calls the market order, the “catallaxy”,
from the ancient Greek verb meaning “to barter, to exchange” and also “to
admit into the community, to turn from enemy into friend”. — Now more than
once, Hayek has mentioned the profound impact that Socialism made on him.
The term “catallaxy” is another piece of evidence. In the book, Mises recogn-
ises the higher productivity of the division of labour as the ordering principle
which makes society possible. As he puts it, this greater productivity of the
division of labour “makes friends out of enemies, peace out of war, society out
of individuals”. The complete congruence with the term Hayek has coined is
evident. Hayek acknowledges that Menger was the first to see that economies
and the national economy were formed completely differently and were in fact
two distinct kinds of orders **.

Hayek points out that it is anthropomorphic to think of the “economy”
as distributing incomes and the like. Incomes are distributed in an organisa-
tion, in accordance with its single hierarchy of values. This cannot happen in a
spontaneous order, which is an instrumental formation. People view the mar-
ket order as if it were an organisation, assessing it by how it achieves some sin-
gle hierarchy of ends. But this is fallacious. Hayek emphasises that the catallaxy
represents a continuous process of adaptation to ever-new circumstances. Peo-
ple in contact with this new situation change their actions, thus prices change
and others adapt what they are doing. Thus the whole structure adjusts con-
stantly to new developments. In the course of adjustment, some incomes are
raised and others are lowered — by exactly the same process. People are not
aware of the ultimate concrete circumstances that produce this result. They
are, of course, happy to accept a rise in income, because they deserve it, but
not a fall, because they don’t. But their real incomes — the flows of final out-
puts — can be maintained, never mind increased, only because other people
have accepted a decline in their relative incomes, with the continuing changes
in circumstances. Hayek thus emphasises that a catallaxy is not an economy,
an organisation, but an overall order which enables people to cooperate in the
production of the final outputs they all purchase. Finally, Hayek, with Mises,
underlines the fact that the catallaxy is the “only overall order that compre-
hends nearly all mankind” *.
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The Capital Structure

We now turn to the capital structure. Menger, as noted, never uses this
term. He begins his analysis with the range of consumer goods produced in
any setting and asks: in order to turn out these goods, what are the production
processes that must be undertaken in preceding time-periods? (Or — what
1s the same thing — how and when will the production processes under way
“today” yield final consumption outputs?) He terms final outputs, ie those that
are directly usable, “goods of the first order”. Those goods that immediately
produce consumption outputs he calls “goods of the second order”. These
last are produced by goods of the third order, and so on, to the goods furthest
removed from final consumption — in that particular context *°. Menger gives
the example of bread production. Going through this instance will help bring
out key features of this economic formation.

Table 1.1

Higher Order Goods in Bread Production (simplified)
Context: DGCs in the Twentieth Century

Goods of the:

1st order: bread in the pantry.

2nd order: bread; retail shop/area, shop fittings, labour, wrapping
paper, bags; etc.

3rd order: bakers’ labour, ovens, trays, fuel, flour of various types,
yeast, water, salt, any other ingredients.

4th order: (to produce flour) wheat*, labour, operations of flourmill*.

5th order: (to produce wheat) suitable agricultural land, agricultural
labour, seeds*, fertilisers*, insecticides*, herbicides*, fungi-
cides*, operation of agricultural machinery*.

(to maintain mill machinery) labour, materials.

(to produce flour mill equipment) factories, labour,
machinery, steel, other materials, etc.

(to construct/maintain mill buildings) bricks*, labour, scaf-
folding, cement, tools, equipment, etc.

6th order: (to produce seeds) agricultural land, labour, agricultural
machinery*, fertilisers, insecticides, herbicides, fungicides.

(to produce bricks) kilns, brick earth, labour, tools, etc.

(to produce fertilisers etc. used to grow wheat) plants,
equipment, labour, chemicals*.

(to produce agricultural machinery to grow wheat) facto-
ries, labour, machinery, steel, materials, etc.
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7th order: (to produce chemicals for 6th order plants) chemical plants,
equipment, labour, materials.

(to produce agricultural machinery used in seed produc-
tion) factories, labour, machinery, steel, materials.

(to produce fertilisers etc. used in producing seeds) plants,
equipment, labour, chemicals.

NB: Power, transport, legal/accounting services are general purpose inputs
used in all stages.

Some comments are in order, to bring out significant features of the invest-
ment chain sketched here.

1. The classification of goods into successive orders, refers to the ways in
which people use these capital inputs. It does not refer to anything inherent
physically in the good itself. In the simplified investment chain just set out: a.
Agricultural land, labour, machinery, fertilisers, etc, are fifth-order goods when
they produce wheat, but sixth-order goods when they help to produce seeds.
b. The factories, equipment, labour, steel and materials used in producing agri-
cultural machinery are goods of the sixth-order when the agricultural machin-
ery is used as a fifth-order good, to produce wheat. But when the agricultural
machinery is used in the production of seeds, this machinery becomes a sixth-
order good, and the factories, labour, equipment, steel, etc, used to produce it
become seventh-order goods. ¢. Steel, in this investment chain, is used as both
a sixth- and seventh-order good. But it is also a fifth-order good — when it is
utilised (with other inputs) in factories turning out flour-milling equipment.
d. Beyond the relatively few goods listed above, there are goods of even higher
orders — eg steel mills that utilise coal, iron ore, other materials and labour,
to produce various iron and steel products; coal, iron and other mines, using
mining machinery and labour; factories turning out steel-making equipment,
mining machinery, and other types of machinery, using their own specialised
equipment, steel, other materials, and labour, and so on. All these help to pro-
duce a wide range of final outputs, of course.

In sum: Capital goods are classified into orders according to where
these goods stand in the investment chain(s) leading to the final output(s)
all these capital combinations jointly produce. The order in which a good
is classified gives its relationship to the final good(s) which ¢iat investment
chain turns out.

2. In the production chain sketched out above, each successive order con-
tains a number of different combinations of capital goods and services. Some
capital goods are more versatile — they are usable in several different combi-
nations (or links in various investment chains). Other goods are less versatile,
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they can be used in fewer capital combinations. The various capital compo-
nents have to be used in the ‘right’ combinations and proportions to form a link
in an investment chain. All the successive links in any investment chain have
to be in place, in order to produce final outputs. That is, all the various capital
combinations in all the successive orders have to be present and functioning
properly for first-order — final consumption — goods to be turned out. For
example, goods of the fourth-order — a flour mill, wheat, etc — cannot directly
produce bread in the kitchen breadbox. This capital combination can turn
out only one of the capital inputs — flour — required to produce bread. Other
third-order goods — bakers’ labour, ovens, fuel, water, yeast, etc — must also
be present, in the appropriate proportions, together with second-order mvest-
ments in suitable retailing facilities.

3. The entire production process which eventually yields first-order
goods, takes time to do so. The goods being worked on in successively higher
orders are successively transformed into consumer goods successively further
nto the future. Thus, in the simplified picture above, the third-order goods
of flour, water, yeast, salt, etc, will — after combination with other third- and
second-order goods — become bread in the shop in a relatively short period
of time. Wheat now being converted into flour — a fourth-order good — will
become bread a little further into the future. Wheat now growing in the fields
— a fifth-order good — will eventually appear as bread at a period yet further
still. The seeds now being set aside will turn into bread in a period still fur-
ther removed. The chemical plants now producing fertilisers are contribut-
ing to the eventual appearance of bread in a period even further forward...
and so on.

Thus, to produce and utilise goods of successively higher orders is to pro-
vide for consumption requirements over periods that stretch correspondingly
further into the future. Menger points out that it was through using goods of
continuously higher orders that humanity could move from hunting-gathering
through settled agriculture and the development of crafts and then industry,
to the global economic system of the later nineteenth century. Concomitantly,
he emphasises, sparsely-settled areas became densely-settled — ie population
grew dramatically.

We may compare the investment chain producing bread in the DCs in the
late twentieth century, with that yielding millet ‘bread’ in rural Northern India
in the mid-twentieth century (Table 1.2). There are far fewer higher-order
goods, far fewer capital combinations, there is more autarky.
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Table 1.2
Higher Order Goods, Rural North India, Mid-Twentieth Century
Goods of the:

1st order: poor quality millet ‘bread’, flat, unleavened.

2nd order: mud ‘stove’ + twigs or charcoal + brazier, millet flour, light
griddle, housewife’s labour.

3rd order: stone handmill, millet, housewife’s labour.

4th order: poor quality agricultural land, poor quality seeds,
underfed bullocks, wooden plough, farmer’s labour, hand
implements.

5th order: (for plough) carpenter’s labour, wood*, hand tools.

6th order: (for wood) woodcutter’s labour, hand tools.

7th order: (for woodcutter’s tools) blacksmith’s labour, hand tools,

tiny charcoal furnace, small quantities iron.

These are 5th order goods when making agricultural
implements.

These are 6th order goods when making carpenter’s tools.

NB: Not many goods of higher orders — even iron is from a charcoal furnace.

This investment structure can turn out consumer goods for only a season or
two ahead.

4. The general analysis of the production structure — the classification
of goods into sequential orders — is an analysis of how people act. It, there-
fore, provides historians with an absolutely essential insight — an indispens-
able analytical tool, which brings out analytical aspects of the data from any
particular historical context, — aspects invisible otherwise. This analytical
schema enables historians to trace through and recognise interconnections and
linkages amongst people’s actions — inter-relationships that can be seen only
with the aid of this analytical lens. Thus historians can see further into the his-
torical circumstances than they could without this analysis.

Input-Output Tables Compared with The Production Structure

To underline the subjectivist nature of Menger’s analysis, we may briefly
consider a bare listing of the main characteristics of an input-output table. In
such a table — 7. the ultimate unit is the industry or industry group, ii. physical
Slows of goods are charted amongst industries defined in physical terms. The
picture is of goods moving themselves from one industry (or group of indus-
tries) to other industries (or groups of industries), #2i. only statistical and
quantitative data and indices can be used.
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With the production structure:

1. The analytical unit: the actions of individual production unats (firms,
etc). Itis in and through the ways in which people use goods that the invest-
ment structure emerges and develops. 2. The starting-point: What s the range
of final outputs produced in thes historical context? Specific consumer goods
and services are the components of this range. 3. Final aim: Tracing through
the tnvestment chains that yield this range of final goods and services, as also
its individual component goods. 4. Successive links in investment chains are
composed of combinations of different investment goods — both ‘fixed’ and
‘working’ capital — plus services. To ‘complete’ these links, the ‘right’ combi-
nations of these goods and services, in the ‘right’ proportions are needed. For
final outputs to be produced, @/l links in the production chain must be ‘com-
pleted’ down to the point of final consumption. 5. With regard to individual
investment goods, whether “fixed’ or ‘working’ capital, the question is: where
does this good stand in relation to the final good(s) which it helps to produce?
Which combination(s) of investment goods is this good capable of joining? —
In this respect, investment goods have varying degrees of versatility: some can
Jjoin many different capital combinations — ie various links in many investment
chains. Others are capable of forming only fewer such combinations, ie fewer
such links in fewer investment chains.

Mises on Capital

We now turn to Mises’ analytical contribution. We saw that Menger took
a range of final outputs and then analysed the investment chains that produced
these outputs. Mises elaborates and deepens this insight extensively. He
emphasises that capital is 7ot a magic modelling clay, capable of endless and
cost-free reshaping into any desired form. Capital consists in “concrete capital
goods”. Like Menger, Mises describes the capital structure, but without this
term. He says explicitly that the production process being analysed encom-
passes all participants and production units in the economic order: there is
a “social process of production”. He too analyses and classifies how people
use goods — whether as direct means of “want-satisfaction”, — goods of the
first-order, or as indirect such means — goods of the second, third, and higher
orders. Such capital goods may be classified according to their “distance” from
the final outputs they help to produce .

Goods of higher orders — capital goods — are used in combination with
other such goods and current inputs. Some capital combinations turn out final
outputs directly. Other such combinations produce “intermediary products”
which in turn have to be utilised in combination with other capital goods and
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versatile resources, and so on, until we reach the capital combinations that pro-
duce final outputs, goods of the first order.

Thus the capital investments in these successive orders form production
processes, which may be ‘lengthier’ or ‘shorter’ in relation to the output of
first order goods. In ‘lengthier’ processes, capital combinations are utilised in
orders that are successively further removed from final consumption, as com-
pared with ‘shorter’ processes. Capital accumulation makes it possible to util-
ise lengthier and lengthier processes. Such processes I turn out larger quanti-
ties of final outputs, 2 produce consumer goods not available through shorter
processes, 3 increase the productivity of the factors utilised, 4 enable provision
further into the future *.

Only to the extent that they contribute to the production of final outputs
do capital investments have any value. This value of course varies with their
usefulness in this respect. Where no such contribution is possible, these goods
are just worthless junk. In short, capital investments — when they are capital
— are only way stations en route to the final destination — the final yield of final
outputs *.

Capital goods are run down and used up in the process of production,
‘circulating’ capital more quickly than ‘“fixed’ capital, of course. As people’s cir-
cumstances and ends change, various investments lose their value altogether.
Mises is emphatic that in the historical reality, capital goods do not automati-
cally maintain themselves intact, as if led by an invisible hand. Such phenom-
ena are a feature of the “evenly-rotating economy”, because this imaginary
construction makes the unrealistic assumptions necessary for this outcome.
In reality, someone has to decide specifically how far each investment is to be
repaired and maintained, how far it is to be run down, and what other invest-
ment, if any, is to be built up instead '*.

Mises makes 1t clear that the various production units in the economic
order — farms, factories, workshops, plants — are each individually only a tiny
part of the entire process; only a fraction of the whole occurs in each '°'.

We come now to the question: how do people utilise these means? Mises
points out that people generally prefer consumption in the nearer rather than
the more distant future. So after their immediate needs are satisfied, people use
their resources to provide over some definite future period, which in their own
regard, is the nearer future; they do not look beyond. Capital goods are the
means for this purpose. Different people aim at providing for different such
time-periods: Many stop with one or two days forward. Others wish to pro-
vide for the coming weeks, months, or years. Still others aim at the welfare of
their grandchildren and later generations.



54 Early Modern England | Sudha Shenoy

Thus “time-preference” is all-pervasive. It “is an essential element in
human action”. It enters into
“every choice and every action. There is no man for whom the dif-
ference between sooner and later does not count. The time element

is instrumental in the formation of all prices of all commodities and
services” %2,

The composite time preferences of all consumer-savers taken together thus
determine 1. how existing capital goods are used, and their maintenance and
repair, 2. the ‘length’ and types of production processes that will continue to
be utilised or be brought in. All these in turn determine 3. the types and quan-
tities of capital goods produced and the investments made.

In lengthening or shortening production processes; changing the kinds of
final goods produced; changing the techniques applied, etc — capital goods
are used in ways different from those originally intended. Thus ¢ relation
to whatever new circumstances they are utilised in, capital investments have a
range of versatility. In every new situation, they become usable for a wider or a
narrower range of purposes; in many different or fewer production processes
than previously. As circumstances change, some investments are rendered use-
less, others become usable again, or less/more usable than before. As Mises
puts it: “convertibility is graduated” — ie existing capital investments have dif-
ferent degrees of versatility, and these change with circumstances '*.

As quantities of investments increase and their range widens, it becomes
easier to implement lengthier processes of production. Once this is done, peo-
ple can achieve their ends at a point closer in time. With fewer capital goods,
and a narrower range, people would have to accumulate them over much lon-
ger periods, in order to lengthen production processes further. Thus existing
capital goods bring people closer in time to their goals. But because resources
are always scarce, these goods are also a “conservative element”: scarcity
requires that the abandonment of goods and processes be minimised to the
extent possible. This means adapting existing investments as far as feasible,
to new production processes and for new purposes, — which in turn means
adapting both processes and ends where possible ',

Actual capital investments are historical in nature: they reflect the circum-
stances of the time when they were made — the technology, natural resources,
ends pursued, time preferences, labour skills. The above considerations bring
out the various abstract general features of actual investments.

The investments found in the Western developed countries in the mid-
twentieth century and later, have been built up over centuries. ¢ Previous
generations saved and invested to such effect that production processes were
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repeatedly lengthened. # Political and social conditions did not repress large-
scale saving and investment. ¢z The world economic order which developed
faster in the nineteenth century, enabled large quantities of capital goods to be
transferred to the capital-importing developed areas — North America and
Australasia; and also to the less developed countries. Thus all areas now ben-
efit from the actions of past generations — all have more resources to obtain
their several ends.

Finally, Mises agrees with Menger that saving and investment enable civili-
sation to develop: these material resources also facilitate the achievement of
non-material ends '°.

Thus Mises extends substantially the analysis of people’s actions — in
utilising capital goods, ie indirect means for obtaining ends in various time-
periods. Mises unfolds the abstract general categories for classifying people’s
actions in utilising these indirect means, and the means themselves. Mises also
separates the abstract aspects of real capital goods; these goods are historical
facts of a particular historical context. And Mises analyses the production pro-
cesses that people engage in while using capital goods — processes that now
run through the entire economic order.

Hayek’s Contribution %

Hayek built further and very systematically on these foundations. He
now named the economic formation which Menger and Mises both exam-
ined; Hayek called it the capital or the production structure. From the out-
set, Hayek makes it clear that the production processes summarised under this
term, subsume and run through the particular investments made in all the firms
mvolved. This is because the production process goes right down to final con-
sumption as the finishing point. The starting point is the production stage fur-
thest removed from this final consumption point. Hayek analyses the following
issues far more closely:

a. the division of the capital structure into “stages of production” that are
closer to/further from the final consumption stage. The heterogenous capital
investments used in these stages, in the form of both ‘circulating’ and “fixed’
capital, are complementary to one another in the production process. All invest-
ments are thus linked into the one production structure. Some investments are
more versatile — usable in a number of production stages. Others are more
specific, — they can be used in fewer stages of the production structure.

b. people’s preferred time shape of consumption as the driving force which
shapes and reshapes the production structure, bringing its time shape into line
with (consumer-) savers’ changing preferences.
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¢. how production processes are changed in ‘length’ — made ‘shorter’ or
‘longer’. ‘Lengthening’ involves the shifting of versatile resources into stages
further removed from final consumption and building up the capital combina-
tions in these stages, and then in subsequent stages of production. This process
requires a temporary dip in the rafe of flow of final outputs until all the links are
completed down to final consumption, after which consumption improves:
larger quantities and a wider range of final outputs, improved in quality, are
now produced. Many outputs are dropped and new products added. Final
outputs are also now available in later time periods than before.

d. Capital goods are the elements forming the production structure, which
is the overall means that people use to produce that range of final outputs over
the time-periods that they want, in composite. The analytical issue therefore is
not the simple physical replacement of these goods. Rather it is to adjust the
use and the output of capital investments to form that interlinked production
structure corresponding to people’s desired time-shape of consumption. The
latter is the rationale of the changing heterogenous capital goods produced.

e. The key 1ssue now is: How are all these widespread production activi-
ties coordinated? How do the appropriate people get answers to the following
— crucial — questions: Which particular capital investments should be pro-
duced? In what quantities, types, etc? Where to install them? Which invest-
ments should people stop producing? Which should they produce more/less
of, or transfer — where? Which new capital goods should be produced, in
what quantities and types, and where do they go? Which capital combinations
should be continued/discontinued/changed? Which investments should be
shifted to which combinations? Where? Which new combinations should be
produced or formed? Where? — and so on.

Mises noted that all prices included time-preferences in their formation.
Hayek extends, deepens and systematises this insight to include all rates of
return (negative and positive) and all capital gains and losses. All these vary
according to a. where in the production structure each investment is utilised, b.
where else in the structure it could be used as circumstances change, ¢. the rela-
tive ease/difficulty of combining it with other investments in different capital
combinations. Hayek also analyses the various systematic changes in relative
prices; returns on different investments; and in the values of various capital
assets that occur as the production structure is ‘lengthened’ or ‘shortened’. d.
Hayek is quite clear that actual production structures are historical happenings
— capital investments reflect the particular circumstances in which the invest-
ments were made and are used. In the historical reality
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“We start with an assortment of non-permanent resources, which is

the result of a particular historical development...” '"".

Historical circumstances can be “foreseen only very imperfectly”, so the
“historical process [consists| of a succession of unforeseen changes”. For this
reason “the character and composition” of “the capital that exists” has been
built up “by constantly reusing accumulated real assets for new purposes that
were not foreseen”. Thus “the equipment which is given at any moment is
always the inheritance from [such] a past...”. As a result the kinds of pro-
duction goods that happen to be available have “never been built up consis-
tently...”. This means that existing capital investments are composed “in large
part of items which it is either impossible or unprofitable to reproduce”. This
in turn influences the “particular form”, kind and “composition” of the invest-
ments that “will be undertaken”. In short, in the historical reality, “what we
really have to deal with 1s a process of continuous change” '**.

But it is always possible to ask of these heterogenous and changing invest-
ments: which final good(s) do they contribute to? Which other capital goods
and investments do they combine with? Where does this capital combination
stand in relation to those final outputs it helps to produce? Thus general cat-
egories and classifications of human action are the key to analysing the every-
changing historical reality in a systematic and orderly fashion.

Summary and Comments

Thus Menger classified goods into successive orders in relation to first-
order — consumption — goods. These categories clarified how people used
these goods. Mises worked out the implications of people’s actions in utilis-
ing indirect means — capital goods — to reach their goals. Mises also set out
the abstract general features of these indirect means — their “convertibility”,
etc. Hayek named the economic formation involved — the capital/production
structure — and went much further and deeper into all these aspects. Chron-
ologically: Hayek’s work was published almost entirely between 1928 and
1941. Mises’ key article on ‘Inconvertible Capital’ came out in 1931. Thereaf-
ter Mises’ analysis of capital was published in Nationalikonomie (1940) and in
Human Action (1st edition, 1949). Thus in point of time, Hayek in fact wrote
on capital mostly before Mises did.

It is appropriate here to compare the analytical and historical issues
involved in the study of human action — the study of what people actually
did, with the comments on, and criticisms of the older Austrians, made by
three major philosophers of economics. This comparison will underline the
point that these analytical and historical issues are completely independent of
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neoclassical economics; there are no channels through which even their existence
can be suspected by economists. I then go on to McCloskey’s contention that
economists and historians are both story-tellers.

To facilitate the comparison, I recapitulate a list of the main issues found
in the works of the older Austrians. These issues are unknown in the natural
sclences.

What History Does, Natural Science Does Not Know

It is worth comparing the study of the social world with that of the natural
world. The latter does not contain the actions of human beings — ie human
history is not studied by natural scientists. Therefore, natural scientists have
no professional knowledge of history or of the kind of issues involved in its
investigation — as raised and discussed by the older Austrians. Natural scien-
tists have no professional way of learning the following:

a. Historical happenings are complex outcomes of many different and
separable influences.

b. Historians therefore need to consult several disciplines in their study.

¢. All history is the actions of human beings — if not, it is a field of the
natural sciences. Historical facts are identified by time and place, and people
involved. Any fact not defined thus, belongs to the natural world.

d. Historical facts consist of particulars linked together by regular inter-
connections and therefore discerned through theoretical lenses. Most ana-
lytical schema are extremely simple and common to all minds — eg the terms
“towns”, “trade”, “battle”, etc. These perceptions are so straightforward that
people, including historians, don’t realise they are in fact referring to a continu-
ing set of interrelationships, with changing components — ie a scheme of clas-
sification. But with more complicated social structures, involving the interac-
tions of vast numbers of people, the theoretical schema — the abstract picture
— has to be separately built up and then handed over to the historian. This
schema can give only the general principle of operation of this complex struc-
ture; the details depend on the specific historical context — ie the concrete
actions of the people in whose actions these phenomena appear. With such
complicated phenomena, historians who rely on the visible and immediately
obvious will miss crucial relationships and make the wrong connections.

e. Law, language, morals, customs, habits, prices, interest rates, money,
the economic order, et hoc genus omne — are all the unintended results of his-
torical development. They appear in people’s actions, as an additional aspect
or feature, as people act on “ends-independent” or “means-oriented” rules.
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Complex phenomena embody the information about particular circumstances
available to all their participants. They are instrumental, enabling participants
to achieve their several aims.

J- Apart from “ends-independent” social formations, there are “ends-ori-
ented” organisations or social structures, built around specific ends or a hierar-
chy of status: tribe, caste, manor, club, company, etc.

g. Only after law, language, the economic order, customs, etc had devel-
oped historically did people recognise they presented botk a problem for analy-
sis and a subject for historical investigation.

h. Ideas guide people’s actions — ideas held implicitly. They lead peo-
ple to act on certain rules and drop others. What people regard as valuable/
less valuable — their ends, whether material or non-material — ultimately form
prices.

i. Thus human actions are subjective in nature: they are the meanings
attributed to physical movements and things. These meanings are not psycho-
logical or emotional; they refer to abstract categories. ‘Money’is a general cat-
egory covering all means used in indirect exchange. What things are so used
and whether they are so used — depends on the meanings of the actions of the
people involved. We are not looking here at the emotions or psychology of
these individuals, but whether their actual actions fit the classification, indirect
exchange.

J- The classifications or categories of human action are common to all
human minds; they provide meaning to the physical phenomena involved.
What people actually use as means, eg as money; what they actually value as
ends — what they actually buy — are concrete historical circumstances of time
and place.

Thus the categories of human action, the analytical schema for complex
phenomena, cover only one aspect of the historical reality.

k. Historians study particular facets of specific historical contexts, from
the residues left behind by the people whose actions resulted in that context
and its happenings. These residues are documents, buildings, landscape fea-
tures, furniture, artifacts, etc. People’s actions also give rise, in certain histori-
cal contexts, to quantitative and statistical materials. These are historical data
giving information about that context. In their studies of people’s concrete
actions, historians utilise the abstract categories of human action. Now, as peo-
ple already interact with one another, they already have in their minds not only
general ideas about action but also an ‘understanding’ of their fellow-humans’
motives, plans, etc, as also of the particular circumstances in which they act.
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— The abstract categories of human action are systematic, refined, clarified,
precise, as compared with people’s ordinary everyday concepts. Historians’
professional ‘understanding’ of the uniqueness of particular historical develop-
ments is a professional exercise.

Scientists and human action

It is quite clear from the above listing that with respect to the study of
human action — whether history or the general categories, praxeology — natu-
ral scientists would have to be classed with lay-people. This is most unfortu-
nate, since scientists are, of course, highly trained in scientific techniques. But
it would have to be said that when it came to analysing human action, studying
people’s concrete actions, scientists still use ordinary commonsense ideas, and
have the ordinary person’s (non) appreciation of historical developments. It
must be emphasised that only professional students of human action are aware
of this difference between professional and lay ideas; natural scientists and lay-
people are totally unaware of this. Similarly, professional historians know full
well that they have to acquire a professional historian’s ‘historical sense’; lay-
people have no idea what this is. And historians would certainly appreciate
the general sense of what the older Austrians said about the general analysis of
human action, though of course the writings of the older Austrians are almost
totally unknown to historians. But to natural scientists, all these professional
issues concerning the study of history are a closed book.

This means that philosophers of science too can have no channel through
which to learn what is involved in historical study, in the study of human action.
Moreover, Popper and others have said there is no difference in the methods of
the natural and the social sciences. The implication from this 1s that whatever
1ssues are raised and discussed for the natural sciences, are, by the same token,
1ssues too for the social sciences, in exactly the same way. This then reinforces
the first block, to learning about the investigation of human action, the study of
history.

Neoclassical economists model themselves after natural scientists and fol-
low the methodological prescriptions of philosophers of science. Thus neo-
classical economists are even further removed from even the remotest possibil-
ity of learning about the issues involved in studying human action. Moreover,
since they stand firmly facing natural scientists and philosophers of science,
that is the only direction form which neoclassical economists could begin to
hear about human action. (For McCloskey see below). And philosophers of
economics must, of course, follow those they study.
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Professor Blaug, for one, finds in Mises “an anti-empirical undertone
wholly alien to the very spirit of science”. A positivist lens means that to Blaug,
Mises can only be saying that “even the verification of assumptions is unnec-
essary in economics”. Naturally Blaug finds this to be a “travesty of classical
methodology” and definitely “not a restatement”. To his positivist eye, “Mises’
statements of radical apriorism are so uncompromising they have to be read to
be believed” and Mises’ views are “so idiosyncratic and dogmatically stated we
can only wonder.....they can have been taken seriously by anyone” '®.

For T.W. Hutchison the natural sciences constitute the sole possible
archetype both of systematic inquiry and of real-world phenomena. Thus it
cannot even be hoped that the precision and the regularity found in the natural
world could even be approached, let alone matched, in the social world. How-
ever (he says), one can certainly try to approach the standards of inquiry of the
natural sciences. As Hutchison puts it:

“There is no reprehensible ‘pretence of knowledge’ in érying to follow
the criteria, and uphold the standards of the natural sciences, as far as
the material allows”.

It is not pretentious to “[try] critically to see how far the material permits
one to go”, — in economics, this “has not been completely negligible”.

Hutchison further underlines how far economic materials fall short of the
standards set by the natural world:

“it has always been vital...to emphasise how the study of econom-
ics simply has not provided laws on a par with those of some natu-
ral sciences; ...1t is only epistemologically realistic to recognise how
unlikely it is that the material with which the economust deals will yield
‘laws’ on a par...with those of physics”.

But because of the “modern pretensions of mathematical and quantitative
economics”, it is especially necessary to “insist...on these limitations and on
the dissimilarities between the material of the natural and social sciences™ '°.

We may point out here that since the natural sciences do not study the
social world, such a positivist framework systematically blocks off any channel
through which the historical nature of the social world might be glimpsed or
even perhaps apprehended. Therefore, Hutchison has to stop with the imme-
diately obvious: that social phenomena are not those of the natural world; he
cannot go beyond.

For Hutchison, the natural sciences set the limits within which the social
sciences can develop. Thus he finds it

“erroneous and misleading to suggest that the general propositions of
economists and sociologists can derive. . .greater necessity or reliability
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from. .. introspection [so that] they are somehow. .. more securely and

authoritatively based than the natural sciences” .

This, says Hutchison, is “vaguely formulated and somewhat pretentious”.
As he seesit,

“an infallible inner voice informs [subjectivists] of the laws of social

economics”.

This procedure means that these propositions are “dogmatically protected
against testing”. Such propositions “have never been specified with sufficient
lucidity and precision” for “critical appraisal” ''2. Mises in particular

“fails to spell out just how...from his aprior: axioms regarding...
speculative actions,...non-trivial conclusions of ‘apodictic certainty’
can be obtained which relate to real world conditions of uncertainty

and ignorance” '

Hutchison draws out the dire implications of trying to diverge from the
natural sciences: it would be
“disastrous to refuse to recognise, or try to uphold, any common epis-
temological criteria or standards...shared by natural and social sci-
entists alike...That way lies permissive chaos [followed by] the dog-
mas of mob rule [and then] the dictatorship of some genocidal...boss,

such as ‘the great scientist’, Stalin” ',

He insists that
“the “pretence of knowledge’ lies. . .in claiming for economics a preci-
sion and reliability similar to or even greater than those of the natural

sciences, and in claiming the power to which such success would enti-
tle one — if it ever were even approximately achieved” ',

It may be noted here that Mises was once asked, “What would you do if
you were appointed economic dictator?” His immediate response: “I would

resign”.

Comment

The above summary of some of the major comments on the older Austri-
ans shows that neoclassical philosophers of economics are all fully acquainted
with the problems and the issues of work in the natural sciences. But these phi-
losophers, by the same token, demonstrate they can have no idea of the issues
involved in the study of human action — both general and historical.
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Caldwvell’'s Sympathetic Criticisms

Bruce Caldwell, although highly sympathetic to the Austrians, and despite
the title of his methodological work, remains nevertheless squarely within the
positivist reference-framework ''°. In this framework, the natural sciences are
the archetype of all systematic inquiry into the real world. Therefore, the older
Austrians are assumed to proceed likewise. And so Caldwell can only see in
Mises’ work an apriorism which in effect floats in a vacuum, lacking all connec-
tion whatsoever with the study of human action, both in its concrete/historical
and abstract/theoretical aspects. Because he still refers to the positivist frame-
work, Caldwell can only see in the position of the older Austrians a particular
stance towards “empirical testing”; all else 1s filtered out.

As he puts it:

“Neither the testing of the assumptions of a hypothesis, nor the
comparison of its implications...with the data, are considered
useful 99117

The Austrians (he says) hold that

“such testing is unnecessary because the postulates or actions of eco-
nomic science are known to be. . .a priori true” ',

Caldwell sees the Austrians as saying: Since from true premises true con-
clusions follow, what should be evaluated are “verbal chains oflogic rather than
the predictions of the theory”. But in any case, such predictions are “admit-
tedly unfalsifiable”. They follow nineteenth century writers and Robbins:

“empirical studies should only be used to decide whether a particular
theory is applicable to a given situation” ',

Caldwell offers some highly sympathetic criticisms of what he sees as some
key elements in the Austrian position as thus outlined. An examination of
some of these should help to bring out and to underline particular aspects of
the study of action. A “primary postulate” (says Caldwell) is that “all action is
purposeful ...”. One counter example (suggested by Nozick): conditioned
behaviour — this is non-purposeful *.

Some comments to illustrate the analytical significance of action:

a. Mises demarcates the field of action by excluding that which has to be
studied by the natural sciences of physiology, biology and neurology. Then
people’s actions are all those that fall into the category: using means to achieve
ends. He emphasises that psychology and praxeology deal with analytically
distinct and separate areas.

b. When looking at what a ‘brainwashed’ person, eg from a religious cult, is
doing: ¢ Is this a physiological reflex requiring an explanation from neurology?
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1t Or can we see that this person — a young female — is using means to achieve
ends? — Suppose she obeys orders to sell pottery and give all the money to the
cult leader, who dominates all his followers psychologically and emotionally.
In her actions we can discern the use of means — making and selling pottery
— to obtain an end — giving money to the cult leader. — Now suppose she is
not in fact ‘brainwashed’ but believes implicitly in the cult leader and therefore
gives him the money from selling pottery. — In both cases her actions affect
production processes identically: clay, etc are produced, and whatever goods
and services the cult leader buys are also produced.

Now it is historians who deal with the particular and the specific, so their
narratives would zave to differ according to the actual circumstances of the case.
Psychology and emotions are a significant part of the concrete situation here.
But it is also crucial that historians should know that what affects production
are this girl’s actions and actions alone: her manufacture and sale of pottery (her
use of means) and her giving the proceeds to the cult leader (her achieved end).

¢. Someone who undergoes hypnosis to receive a post-hypnotic sugges-
tion to deal with a problem is using means (submission to hypnosis) to reach an
end (handling a problem). Someone who participates in stage hypnosis is using
means (undergoing hypnosis) to obtain an end (the experience; diverting the
audience). There is action, not automatic reflexes or physiological processes.

d. Mises has already seen that people act on custom and habit, and on
legal and moral rules. These, he points out, are means that people utilise in
trying to obtain their several ends. Custom and habit do change: as some peo-
ple modify what they do, and others then imitate them. As Hayek also points
out, exchange between hunting bands originated with a few individuals acting
on a new rule, with others then following. From Coke through Mandeville to
Menger, Mises and Hayek, the whole object of the exercise has been to analyse
the character of just such social formations. As Mises has observed, people
participate in an exchange order by following custom and habit; and participa-
tion in such a worldwide order s the means whereby they achieve their ends —
Mises reiterates often that society is a means.

Caldwell raises the question of “competing systems whose postulates
are claimed to be a priori true”. This creates “the dilemma” of adjudicating
amongst such systems. The Austrian literature contains “no discussion of
theory choice”, and so “no grounds are offered on which to base a choice”.
Caldwell points to the ‘classical-Marxian’ system propounded by Hollis and
Nell. Their fundamental axiom is “the reproduction of the economic system”
121, Since the system wishes to maintain itself, it ensures that the necessary
productive functions are continuously performed, by people who replace one
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another. — In other words, when people engage in production and exchange,
they are actually doing whatever is necessary to maintain and reproduce an
economic system which uses people to perform the required tasks.

This 1s precisely the issue between the Historical School and Menger,
Mises and Hayek. Menger’s point is that people and their actions are directly
known, they are empirical. Mises points out that in the Historical School’s
view, people do not act. Instead, a large anthropomorphic being acts and plans
exactly as people might have done, had they been acting beings. Thus peo-
ple are mistaken when they think they act. They do not: it is an overarching
being who actually manipulates them for its own purposes. Mises and Hayek
reject this approach because it 1s animistic. Mises points out that the thinking
and planning of any such super-being would hardly be accessible to ordinary
human beings '*.

Caldwell also asks

“...why stop at the level of the acting human agent; why not press on
to chemical, biological and physical levels?” '

Mises of course considers and objects to this approach as well, because
human action has meaning. As he points out, the physiological view in effect

“[imputes] all manifestations of the human mind to the material —
physical, chemical, biological and physiological — events that have
brought them about”.

Mises presses the approach to its logical conclusion: it follows that, with
“perfect knowledge”, it would be possible to

“show how the material factors have necessarily produced in the man
Mohammed the Moslem religion, in the man Descartes coordinate
geometry, in the man Racine, Phaedra” '*.

As against this, Mises insists that there is an unbridgeable gulf between
ideas and material, bodily factors. Ideas have meaning; they can also be shown
to be correct or incorrect '*. This cannot be said of physiological processes.

McCloskey: Economics Is History

D.N. McCloskey argues that “history is what [economics] is” '*°. Both
economists and historians “[try] to do the same thing...namely, to tell plau-

t” 7. which is “how we make sense of what has

sible stories about the pas
happened” '**. Economists and historians practice “simulation...the telling
of hypothetical stories disciplined by fact”. Examples are “simulation of the

American economy in recession or of the Midwest in the railroad age”. So too
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“this historian of medieval English law” imagines what lay behind particular

legal rules “by 1300”. And so:

“Like an engineer or applied economist, he practices the trick of simu-
lating the important possibilities disciplined by expert knowledge of

the social structure” %,

Economists “[muck] about in...computer centres”, historians “[think]
stories through and [check] to see if they square with historical facts laid up in
archives” .

A comment:

a. Historians, to repeat, study particular historical contexts. These con-
texts separate themselves because of changes in the content of people’s actions.
Thus the residues left behind — ‘the sources’ — are specific to each context.
Each collection of sources requires a specific array of skills to even learn how to
use them, never mind the problems ahead. So historical expertise has to be in
the specific sources of a specific context. There are always gaps and holes in the
sources, always infuriatingly at key points, and of course much that was com-
monplace at the time never gets recorded — why do it? Thus it is only from a
thorough knowledge of the surrounding fabric of particulars that one can ¢ry to
fill in gaps or clear up obscurities. Knowledge of the context means the ability
to say, “No, that could not have happened: people didn’t think that way/certain
things hadn’t happened yet” or “Yes — that fits in with whatever else was going
on at the time”. From a study of a substantial range of sources, D.W. Suther-
land (the historian McCloskey refers to) investigated certain of the legal devel-
opments that occurred in a particular period in medieval England. His work
added to and modified what others had done for the same and related develop-
ments in that period. Historical fiction (“simulation”) is not history.

b. McCloskey says “Applied economics...is the economic history of the
recent past”. Certainly the quantitative and statistical materials are produced
in a recent historical context. But for economists, the object of the exercise is
to put a ‘theory’ through its paces, — dates are merely identifying labels for the
various data-sets.

¢. McCloskey suggests that “facts” can be simply found resting in archives,
rather like billiard-balls in a rack. Let us see what Prof G.R. Elton says:

“When, some years ago, I studied the enforcement by Henry VIII’s
government [of certain Reformation measures], I had a variety of his-
torical evidence at my disposal — statutes, proclamations, circular let-
ters, propaganda treatises, court records, official and unofficial cor-
respondence. All of it posed various problems of interpretation and
assessment; none could be simply transferred from the record to the
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2 131. (

account, as indeed is always the case Historians have to know the

conlext).

Conclusion

Thus in the social world, the reality is historical — the particular facts of
time and place, a complex of specific happenings, the actions of particular peo-
ple. The older Austrians directed their analysis to this reality. I hope all the
foregoing has made it clear that in the older Austrians we see the latest, most far-
reaching and systematic extension of a line of analysis stretching back 400 years.
The ivestigators in this line gradually identified and examined key social for-
mations, and developed the analytical tools needed by historians to recognise
these formations and comprehend their workings in the historical reality.

FOOTNOTES CHAPTER 1

1. See ch 2 for a more complete account and for references.

J.H. Baker, An Introduction to English Legal History (London: Butterworths, 3rd ed,
1990). Ch11.

Again see Ch 2 for a fuller account and references.

4. Bernard Mandeville, The Fable of the Bees, ed F.B. Kaye (Oxford: Clarendon Press,
1924). Customs, skills, habits: Vol IL, pp. 140, 141, 142, 144, 187, 322. Shipbuild-
ing: Vol II, pp. 142-43. Dyeing: Vol II, p. 145. Scarlet: Vol I, pp. 356-57. Lan-
guage: VolI,p.257. Law: Vol I, pp.

5. Carl Menger, Problems of Economics and Sociology (Urabana: University of Illinois
Press, 1963) pp. 130-73.

6.  Menger, Problems, pp. 174-75 (law and language); p. 175 fn 91 (“analogous”); pp.
174-77 (Burke).

7. Menger, Problems,p. 177.

8. Menger, Problems, App. VII (law); quotes: p. 229 (“statutes”), p. 232 (“spoiled”);
pp- 225-229 (from custom to law) pp. 229-232 (legislation). Auxiliary: p.46. Theo-
retical sciences and reality: pp 62-63. Theory and history study same phenomena: p.
68. History is complex: p. 75. Many disciplines: pp. 77-78.

9.  Menger, Problems,p. 79.

10. Seefn 8.

11. Menger, Problems, pp. 130,133, 146-59. Quote from p. 158.

12. Ludwig von Mises, Epistemological Problems of Economics (Princeton N.J.: Van Nos-
trand 1960), pp. x, xi1, xiv, xvii, chs 1, 2, esp pp. 58-59, pp. 137-38; idem, Theory and
History (New Haven, Conn. Yale University Press 1957) pp. 199-205,208, 215.

13.  Epistemological, p. 26 (“the laws”); p. 9 (“building stones™), p. xii (“delimited”).

14.  Epistemological, p.xi, Theory and History, p. 204.

15.  Theory and History, pp. 201-202.

16. Epustemological, p. 101 (“nothing”); p. 105 (“dilettantist”); Theory and History p.
292 (“almost™). Overall: Epestemological, pp. 101-102, 105, Theory and History, pp.
292-93.

17.  Theory and History, p.

N



68

18.
19.

20.

21.

22.

23.

24.

25.
26.
27.
28.

29.

30.

31.
32.
33.

34.
35.

36.
37.
38.
39.

40.

Early Modern England | Sudha Shenoy

Epistemological, p. vi (“Historical”); p. 79 (“Human”).

Lugwig von Mises, Socialism (London: Cape 1950), pp. 295-97. Mutuality, author-
ity: p. 296. “Living organism”, “lifeless machinery”, p. 295. Army unit, horse and
cart: p. 295.

Socialism, p. 296.

Language: Ludwig von Mises, Theory and History (London: Cape 1958) pp. 228,
231-32. “The social edifice”™: Socialism, p. 297. “Our civilisation”: Ludwig von
Mises, Human Action (Chicago: Regnery, 3rd rev. ed., 1966), p. 506. Law: Social-
wsm, pp. 43-47,512-513; Human Action, p. 654 (“Property rights...are the out-
growth of an age-long evolution”). The market economy: bid pp. 265, 267. The
division of labour: ibud, p. 468; Ludwig von Mises, “The treatment of “irrationality’
in the social sciences” [1944], repr. in Richard Ebeling (ed) Money, Method and the
Market Process (Norwell, Mass: Kluwer 1990) p. 33. Indirect exchange: Human
Action, p. 506. Accounting: ibid, p. 262.

History: Theory and History, pp. 196, 378 (quote). Society: Human Action, p. 188.
Market society: bid, p. 319 (quote). Law: Socialism, pp.512-513 (quote, p. 573).
Ludwig von Mises, Human Action (Chicago: Regnery, 3rd rev ed., 1966) pp. 405-
408; idem, The Ultimate Foundation of Economic Science (Princeton N.J: Van Nos-
trand 1962) p. 45 (“history”). Two branches of human action: Human Action, pp.
30,59; Epistemological,pp. 1, 68,79; Ultimate, pp. 41-46. Complexity of history:
Human Action, pp. 31,41, 49, 51; Epistemological, pp. 29, 99; also pp. 99-100; The-
ory and History, pp. 208-209.

I summarise here arguments developed at greater length in Ch 5, where full refer-
ences are given.

See fn 24.

Epistemological, p.

“Trend”, pp. 22,24, 31.

“Scientism” pp. 76, 77, 78 (documents); pp. 76, 77,79 (mental categories); p.79 (no
different theories); p. 75 (“quote”); “Dilemma”, pp. 123, 124 (“study of society™);
Scientism, p. 73 (“have distinct” and longer quote).

Scientism, p. 79, Money, Capital, pp. 17,20, 64; “Present” p. 171; Monetary Theory
pp- 84-87; “Socialist calculation I-III” p. 127; Pure Theory, p. 17.

“Scientism” p. 82 (social wholes) p. 79 — quote; pp. 55,71, 74, 76, 82, 83, 84;
“Facts” pp 57,71,72,75,76.

“Scientism” p. 72 (“concrete”); “Dilemma” p. 124, also see p. 128 (“practitioners™).
“Dilemma” pp. 124, 123 (“theoretical”); p. 129 (“the task™).

“Degrees of Explanation”, Studies tn PPE, p. 18 (“the presence”; “ready made”; “a
sense”); also “Dilemma” p. 129 (“mechanical”); Degrees p. 18 (mechanical test);
“Degrees”, p. 18, “Dilemma” p. 129 (“art”).

“Socialist Calculation I”, p. 127 (“empirically”); p. 126 (all other points).
“Economics and knowledge”, p. 50 (“bits”); pp. 46 (“people”); p. 55 (“questions”);
p- 46 (remaining quotes); p. 47 fn 12 (“ideal types™).

“Scientism” p. 55; “Facts” pp. 70-71 (marking of facts).

“Facts” p. 71.

“Facts”, p. 71; “Scientism”, pp. 71, 72; “Facts” p. 71 (“intelligible”, “tell us™).
“Facts”, p. 71 (visible); p. 36 (conceptual realism); p. 54 (popular vague); p. 56
(remaining points).

“Facts” p. 59 (all points).



Early Modern England | Sudha Shenoy 69

41.
42.
43.
44.
45.
46.
47.
48.
49.
50.

51.

52.

53.
54.

55.
56.
57.
58.
59.
60.

61.

62.
63.

64.

65.

66.
67.
68.
69.
70.
71.
72.
73.
74.

“Facts” pp. 59-60.

“Facts”, p. 60.

“Facts”, pp. 62-63.

“Facts”, p. 64; “Scientism” p. 28 (quote).

“Scientism” p. 29.

“Facts” p. 65 (add), p. 65 (unfamiliar, no mind).

“Scientism” p. 34.

“Facts” p. 68.

“Scientism” p. 39 (formations), pp. 82-83 (instrumental); p. 84 (knowledge).
“Scientism” p. 34 (only learn); then pp. 55, 85; p. 37 (quotes); pp. 36-37 (overall
argument).

“Scientism” p. 68 (using theories); “Facts”, p. 72 (up to “schemes™); pp. 72-73
(contradictory).

“Scientism” p. 72 all quotes except “logically prior” (Facts p. 72). Thereafter “Facts”
p- 73 (technique); p. 69 (type of theory); “Scientism” pp. 35, 55, 85; “Facts” p. 73
(problem selects).

Hayek on Hayek, p. 142 (resented), also “Pretence” p. 32 (simple phenomena).

“Pretence” p. 33 (anxious); p. 25 (correlation, false theory) p. 27 (quote
— “particular”).

“Pretence”, p. 25 (picture), pp. 25-26 (general).
“Pretence”, p. 29.

“Pretence”, pp. 33, 26.

“Scientism” p. 42.

“Notes on the evolution...”, Studies in PPE, pp. 74, 76.

Cosmos etc: “Confusion of Language”, New Studies, pp. 72-80; LLLI ch 2; Consti-
tuton, pp. 150-51 (changing rules); p. 203 of Socialism and War for “Freedom”. ..

“Kinds of Rationalism”, p. 92 (detail); acting on complex rules: “Errors of Con-
structivism”, New Studies, pp. 7-10; LLLI p. 18; Rules, Perception, p. 43. Also see
“Notes”, Studies in PPE.

“Errors”, p. 13 (vast new).

Groups: “Errors”; “Three Sources of Values;. “Notes” (Studies in PPE) p. 67 for
definition.

LLLIp. 72 (far reaching). Law: LLLI chs 4-6; “Legal and Political...Hume” (Stud-
tes in PPE).

Equilibrium: Socialism, pp. 163, 196; Human Action, pp. 250, 356, 3258, 257-58,
613,710, 711. Pricing is social: pp. 338, 614, 760, 873. Individual in market: p.
331.

Human Action, p. 315.
Human Action,p. 874.
Human Action, p.257.
Human Action, p.275.
Human Action,p.261.
Human Action, p.261.
Human Action,p.276.
Human Action,p.278.
Socialism,p. 23.



70

75.

76.

77.

78.
79.
80.
81.

82.
83.
84.
85.
86.
87.
88.
89.

90.
91.
92.
93.

94.

95.

96.

97.

Early Modern England | Sudha Shenoy

These terms are taken from: Hayek’s early essays, collected as Money, Capital, Fluc-
tuations (London: Routledge, 1984) pp. 95,99, 86, 66; The Pure Theory of Capital
(1941) pp. 16, 18,22, 26, 27,28, 32, etc; “The Meaning of Competition”, Individu-
alism and Economic Order (Chicago: University of Chicago Press, 1948). Also see
his essay, “Economics and Knowledge”, p. 44, in the same volume, together with his
essays on “The Use of Knowledge” and “Socialist Calculation, I, II, TII".

“The Trend of Economic Thinking”, pp. 18,19, 26,27, 31; “Planning, Science and
Freedom”, Socialism and War, ed Bruce Caldwell (Chicago: University of Chicago
Press ),p.215.

“Scientism and the Study of Society”, The Counter-revolution of Science (Glencoe,
Minois, 1955) pp. 55,57,71,74,76, 82,83, 84; “The Facts of the Social Sciences”,
Indvvidualism, pp.57,71,72,76. Quote: “Facts”,p. 76.

“The Use of Knowledge in Society”, Individualism, p. 86

“The Meaning of Competition”, Individualism, p. 98.

See ch 5 for complete references.

“Meaning”, p. 94 (“opposed”); p. 92 (“has little”); p. 94 (“essential, “this moving”);
p- 93 (“absurdity”); “Competition As a Discovery Procedure”, New Studies in Phi-
losophy, Politics, Economics (London: Routledge, 1978), pp. 179, 182.

“Meaning”, pp. 100-101.

“Meaning”, pp. 101-102.

“Discovery”, p. 181; “Meaning”, p. 96.

“Meaning”, pp. 104 (“in the given”); p. 101 (“always”).

“Meaning”, p. 104 (all quotes).

“Meaning”, p. 99.

“Meaning”, pp. 104 (“variety”); p. 96 (alternatives); p. 97 (suppliers).

“Meaning”, p. 106 (“continuous”); “Discovery”, pp. 181-82 (look for); “Meaning”,
p- 99 (“constant™); “Discovery” p. 187 (“disappointed”, “relative incomes”, “statis-
tics”); also see p. 186.

“Discovery”, p. 181; “Meaning”, p. 102 (“succession”).

“Discovery”, p. 188-89.

“Discovery”, p. 186.

The catallaxy is discussed in “Discovery”, pp. 182-86; “The Principles of a Liberal
Social Order”, Studies in Philosophy, Politics, Economics (London: Routledge 1967),
pp- 164-65,170-71; Law, Legislation, Liberty, Vol II (London: Routledge 1973,
ch 10; “The Confusion of Language in Political Thought”, New Studzes, pp. 90-92.
Quotes: “fundamentally”: “confusion” p. 90, “Liberal” p. 164; “a complex...econo-
mies”: collated from “Discovery” p. 182, LLL Il p. 108; “brought about™: LLL IIp.
107, also see “Liberal” p. 164; “[t]he market”; LLL IIp.107; “multipurpose”: LLL
II'p.115; “serves...members”: collated from LLL IIp. 108, “Discovery” p. 183.
See fn 29. “Liberal” p. 164 (“great”); Socialism, p. 295 (“friends™); LLL, I, ch 10,
pp- 184-85,fn 1 (Menger).

Law Legislation Liberty, Vol 11 (London: Routledge 1976) p. 113 (quote). For over-
all argument, see “Competition As A Discovery Procedure”.

Menger discusses higher order goods in Principles of Economics, trans James Ding-
wall and B.F. Hoseliz (London: New York University Press 1976), pp. 55-89, 106-
109, 149-171.

Human Action, pp. 503-504 (“concrete”); pp. 91-92 (all participants); pp. 93-94
(classification of goods).
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Human Action, pp. 93-94 (“intermediary”); pp. 482,490,529, 530.
Human Action, pp. 493,503, 514.

Human Action, pp.514,485.

Human Action, pp. 491-92.

Human Action, p. 493 (quote); pp. 479-86, see esp. pp. 480-81,491.
Human Action, p. 504 (quote); pp. 503,504; Epustemological,p. 218.
Human Action, pp. 493,497,506,507,513. Quote: p.506.

Human Action, pp. 506,507, 492; the West: pp. 497, 500; nineteenth century: p.
501; civilisation: p.260.

Complete references are given in Ch 5.

Pure Theory,p. 166; also see pp. 87, 167.

Pure Theory, p. 16 (“foreseen”); p. 87 (“historical”); Hayek on Hayek, An Autobio-
graphical Dialogue, ed. Stephen Kresge and Leif Wenar (Chicago: University of Chi-
cago Press, 1994) p. 142 (“character”, “constantly”); Pure Theory, pp. 265, 87, 166
(“mn large”), also see p. 263; p. 264 (“what we”); also see p. 167.

Mark Blaug, The Methodology of Economics (Cambridge University press, 2nd

ed, 1992) p. 81 (“an antiempirical”, “even”, “travesty”); p. (“Mises”); p. 81 (“so
idiosyncratic”).

T:W. Hutchison, The Politics and Philosophy of Economics (London, New York Uni-
versity Press 1984), p. 218 (“There is”); pp. 218-219 (“critically”); p. 218 (*it has”,
“modern”).

Hutchison, p. 207.

Hutchison, p. 206 (“vaguely” to “critical”).

Hutchison, p. 209.

Hutchison, p. 218.

Hutchison, p. 219.

Bruce Caldwell, Beyond Positivism (London: Routledge, rev. ed., 1994).
Caldwell, p. 120.

Caldwell, p. 130.

Caldwell, p. 123 (all quotes).

Caldwell, p. 129.

Caldwell, p. 131 (“competing”); p. 132 (“dilemma”); p. 130 (“no discussion”); p.
131 (“no grounds™).

Hayek, “Trend of economic thinking”; Mises, Ultimate, pp. 11-12, 31-32; Theory
and Hustory, pp. 106-107; 111-112.

Caldwell, p. 129.
Mises, Ultimate, p. 29 (“imputes”, “show how”).
Theory and History, pp. 97-99.

D.N. McCloskey, “Economics as an Historical Science”, in W.N. Parker (ed) Eco-
nomic History and the Modern Economast (Oxford: Blackwell 1987), p. 69.

McCloskey, p. 64.

McCloskey, p. 65.

McCloskey, p. 66 (“simulation”, “the historian”, “Like”).
McCloskey, p. 69.

Elton, “Two Kinds”, p. 86.






The Unintended Results of Historical Development:
The Beginnings of the Analytical Framework

AS THEY DEVELOPED OVER TIME, a number of social and eco-
nomic phenomena came to be recognised (by their students) as both highly
orderly and of the utmost usefulness. These phenomena were human activities
but they had not been deliberately instituted. The problem therefore arose of
how to account for them.

1. This situation was first confronted in the English common law, in the
attempt to characterise it in general terms for fellow-lawyers, for students of the
law, and later, in attempts to protect it against royal intervention.

a. The antiquity of the common law was the first of its characteristics
to be explicitly recognised and articulated. Its age was at first taken quite lit-
erally. One Sergeant (in the fourteenth century) supposed the common law
had existed since the world began.! Sir John Fortescue thought it to be older
than the Romans or the Venetians (and therefore the best.) Sir Edward Coke
likewise supposed that the various Anglo-Saxon codes published in his time
simply omitted unwritten customary law — 1.e. the common law had already
existed during the earliest Anglo-Saxon times.> What is significant here is not
the inevitable naivete of these views, but the recognition that the common law
was an Austorical phenomenon.

b. It was recognised that the common law was not an invention. Rather
it was seen to be practice — not just long-continued practice, but usage which
had survived a long selection process; — a process which eliminated the less
useful and retained the more useful customs. Written legislation or edict went
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through no such elimination test of its general usefulness, and hence often
proved a handicap to the people.’

Sir Edward Coke

This same recognition that law 1s generalised usage is found in the writings

of Sir Edward Coke:

“The law of England is divided ... into three parts: 1,the common law,
which is the most generall and ancient law of the realme ...; 2, statutes
or acts of parliament; and 3, particular customes .... I say particular,
for it be the generall custome of the realme, it is part of the common

law774

Coke goes on to give the sources for all three:

“The common law appeareth in the statute of Magna Charta and other
ancient statutes (which for the most part are affirmations of the com-
mon law) in the originall writs, in judicial records, in our bookes of
termes and yeares — Acts of parliament appeare in the rolls of parlia-
ment, and for the most part are in print”™

Particular customs are defined thus:

“Of every custom there be two essentiall parts, time and usage, time
out of minde .... and peaceable usage without lawfull interruption™®

The substance of both common law and statute are determined by refer-
ence to actual common practice (or non-practice):

“...as usage is a good interpreter of lawes, so non usage where there is
no example is a great intendment that the law will not bear it ... Not
that an act of parliament by non user can be antiquated or lose his
force, but that it may be expounded or declared how the act is to be
understood.””

¢. Coke discerned an order in the common law — an order which was not
produced by a single ordering mind or even a single generation. Rather, the
common law was the outcome of long experience and of many generations of
past judicial decisions on individual cases. The result was a different kind of
orderliness — of an immensely higher degree of complexity. Hence such an
order was not immediately obvious, but required long study and observation
and deep thought before its regularity could be fully grasped. Legal (and judi-
cial) expertise then was expert knowledge of a highly complex social formation,
which had been created by an unknowably large number of minds.®

Judicial decisions become such by articulating and expressing the prin-
ciples of the common law; personal opinions are those that are not constrained
by these rules:
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“...they [the parties to a case] pray the discretion of the justices; which
1s as much to say, as, that they would discerne what the law adjudgeth
thereupon, ... for ... discretio et discernere per legem, quid sit justum,
that is, to discerne by the right line of law, and not by the crooked cord
of private opinion, which the vulgar call discretion ...

Coke distinguishes very clearly between the inherent structure of the com-
mon law and any individual’s grasp thereof:

“... the knowledge of the law is like a deep well, out of which each man
draweth according to the strength of his understanding. He that rea-

cheth deepest, he seeth the amiable and admirable secrets of the law
2910

Only when we thoroughly assimilate to our own thinking the internal struc-
ture of the rules of the common law, can we say that we know the law. These
rules are summary statements of the general principles involved in an open-
ended series of particular cases. Thus by penetrating through to the general,
we can master the various particulars as they arise."'

The general rules of the common law are such that they cannot speak for
themselves; they have to be discerned and declared; and this is the function
performed by judges:

“There be three things ... whereby every subject is protected viz. rex,
lex, et rescripta regis, the king, the law, and the king’s writs. The law is
the rule, but it is mute. The king judgeth by his judges, and they are
the speaking law, lex loquens. The processe and the execution, which

is the life of the law, consisteth in the king’s writs.”"?

Their provenance means that the general principles of the common law
have to be regarded as incontrovertible:

“Principium., quod est quast primum caput from which many cases
have their originall or beginning, which is so strong, as it suffereth no
contradiction; and therefore it is said in our books, that ancient prin-
ciples of the law ought not to be disputed, Contra negantem principia

non est disputandum "

But this enunciation of common law principles emerges from deci-
sions made 1n a series of cases — it is emphatically not the unsupported view
expressed by a single judge in a single case:

“... these cases are in mine opinion rightly adjudged against a sudden

opinion ... to the contrary”"*

Long established rules protect everyone’s interests:

“... the knowne certaintie of the law is the safetie of all. !>
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Hence judges reject proposed changes that don’t fit in with such well-set-
tled general principles:

“... that by a new and subtile invention of pleading, an ancient prin-
ciple in law ... should be subverted, which ought not to be suffered;
and therefore ... the wisdome of the judges and sages of the law have
allways suppressed new and subtile inventions in derogation of the
common law. And therefore the judges say in one booke, We will not
change the law which alwayes hath been used. And another saith, It is
better that it be turned to a default, than the law should be changed, or

any innovation made.”'’

Hence consistency with common law principles is the test which both stat-
ute and any specific custom have to pass: the common law

“corrects, allows and disallows both Statute Law and Custom, for if
there be repugnancy in a Statute, or unreasonableness in Custom, the
Common Law disallows and rejects it...”""”

The actual details of Coke’s famous encounter with James I are now
beyond recovery;'® but the quotation from Bracton usually included in the
story certainly demonstrates that when Coke placed the common law in final
control of both legislation and the king’s prerogative, he was continuing in a
tradition already established in the thirteenth century:

“quod Rex non debet esse sub homine, sed sub Deo et lege.”
And again,
“the law makes the king”

“there is no king where will rules and not the law”"

Coke and James |

d. As against Coke (and Bracton) James I held that the law expressed his
will. And so, as he was the supreme judge, so were

“inferior judges his shadows and ministers ... the King may, if he please,
sit in Westminster Hall in any Court there, and call their Judgments in
question ... The King being the author of the Lawe is the interpreter of
the Lawe.”

On another occasion, James I put this view even more starkly, adding that
no subject could set limits on his prerogative:

“Encroach not upon the prerogative of the Crown ... it is presump-
tuous and high contempt in a subject to dispute what a king can do,
or say that a king cannot do this or that; but rest in that which is the
2921

king’s will revealed in his law:
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Hobbes v. Coke

The most systematic exposition of this stand came from Hobbes, inter-
woven with an explicit attack on Coke. Hobbes argues that long usage cannot
make law since, firstly, unreasonable customs are not law and secondly, what-
ever is reasonable is self evident: long usage cannot make it more so.*® Anyone
may become a judge: since the common law is reason (and therefore everyone
can express it) while statutes are printed with indices.” All men have reason in
common with Sir Edward Coke; and so if he is a judge, it is only by virtue of
royal appointment to that position.**

Hobbes denies Coke’s view that law 1s the outcome of many generations
of judicial decisions: law is made by authority.” Everyone can put forward his
own individual argument as to what the law is: but sovereign authority 1s the
only common element in the several legal systems of different countries; so the
king, although an individual, is the divinely-ordained source of both statute and
common law.** Thus law is the command of a properly-constituted authority:

“A Law is the Command of him, or them that have the Soveraign
Power, given to those that be his or their Subjects, declaring Publickly,
and plainly what every of them may do, and what they must forbear to
do.

By submitting to authority we agree to obey its orders, made for the public
benefit:

“For the Statutes were made by Authority, and not drawn from any
other Principles than the care of the safety of the People. Statutes are
not philosophy as is the Common-Law, and other disputable Acts, but
are Commands, or Prohibitions which ought to be obeyed, because
Assented to by Submission made ... to whosoever had the Soveraign
Power ...; so that the Positive Laws of all Places are Statutes.”*

Statutes create order because they are enforced; and a governing author-
ity (however constituted) must be given the forces necessary to compel obe-
dience.” For consistency, the supreme legislator also has to be the ultimate
judge, and therefore judges too are public officials appointed by royal authority
along with other officials.”® Authority creates law and law then creates justice:

“...aJust Action ... is that which is not against the Law; it is Manifest
that before there was a Law, there could be no Injustice, and there-
fore Laws are in their Nature Antecedent to Justice and Injustice, and
you cannot deny but there must be Law-makers, before there were any

Laws, and Consequently before there was any Justice ...”*!
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Thus by enforcing private rights, the sovereign authority creates such rights
as private property.”® In short, for Hobbes the law was a simple phenomenon:
a matter of commands given to subordinates, enforced by officials.

Sir Matthew Hale

e. In his (unfinished Mss) reply to Hobbes (and elsewhere) Sir Matthew
Hale constantly contrasted the obvious rationality of geometrical or mathe-
matical reasoning with the circumstantial problems — the solving of practical
difficulties — faced by the law. Hence in the latter field, it was not possible to
parallel the clearly-demonstrable theorems of geometry or mathematics. Any
attempt to model a legal system after Euclid failed when dealing with actual
cases.” In framing laws for a group, the problem is not so much general prin-
ciples — these may be broadly agreed upon — but their application in specific
instances; intellectual achievement is not of much help here.** The best judges
are men with a wide variety of human experience; profound thinkers make
very poor justices, precisely because they lack the common touch.”

Definite laws, derived from experience, give men stable rules to live by.
This 1s quite distinct from being subjected to the uncertainty and arbitrari-
ness of whatever opinions particular people might happen to have. If every
Jjudge’s individual opinion is to be the rule, then we have corruption, partiality
and conflict. The costs of uncertainty and arbitrariness are immensely greater
than those of definite known rules.”® From the study of past cases, we obtain
the rules on which decisions are based; by adhering (as far as possible) to these
rules in future cases, we achieve the general end aimed at by all systems of law:
certainty and the reduction of arbitrariness.”

But even with definite rules, some undesirable consequences are unavoid-
able, since all possible developments cannot be foreseen; and so the constant
1ssue 1s how not to make an old problem’s solution the new problem;

“...1t is a thing of greatest difficulty, So to Contrive and Order any
Lawe that while it remedyes or provides agst one Inconvenience, it
introduceth not a worse or an equall.”

Immediate consequences are easily foreseen; but human affairs are an
interconnected webs:

“A Man that hath a prospect at once ... may with ease enough fitt a
Lawe to that ... But ye texture of Humane affaires is not unlike the
Texture of a diseased bodey labouring under Maladies, it may be of
so various natures that such Phisique as may be proper for the Cure of
one of the maladies may be destructive in relation to ye other, and ye
Cure of one disease may be the death of the patient.””®
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Thus the judge has to consider unintended as well as intended conse-
quences, and weigh up costs and benefits.”® Furthermore, circumstances alter
cases, and circumstances are infinite in their variety."” Thus change is inherent
in the law:

“From the Nature of Laws themselves in general, which being to be
accommodated to the Conditions, Exigencies and Conveniencies of
the People .... as those Exigencies and Conveniences do insensibly
grow upon the People, so many Times there grows insensibly a Varia-

tion of Laws, especially in a long Tract of Time ...”*!

As circumstances change over time, so must the law:

“It is very evident to every Day’s Experience, that Laws, the further
they go from their original Institution, grow the larger, and the more
numerous: In the first Coalition of a People, their Prospect is not great,
they provide Laws for their present Exigence and Convenience: But
in Process of Time, possibly their first Laws are changed, altered or
antiquated .... But whatsoever be done touching their Old Laws, there
must of Necessity be a Provision of New, and other Laws successively
answering to the Multitude of successive Exigencies and Emergencies,

that in a long Tract of Time will offer themselves ...

Among the latter are “the various accessions and alterations in points of
Commerce and dealing ...”* In sum, “Use and Custom, and Judicial Deci-
sions and Resolutions, and Acts of Parliament” alter old laws and introduce
new ones, although the precise time period for such changes is not known
explicitly or clearly.**

Thus the study of the common law is a highly specialised discipline, not
Jjust an exercise in deductive logic.”” Mathematics and geometry clearly require
considerable time to master them, yet their propositions are far easier to dem-
onstrate and assimilate than the structural principles of the common law.
Hence common lawyers are better suited to become judges than those trained
in philosophy or mathematics.*

Rationality is not confined to whatever is immediately obvious or is devel-
oped by a single mind. Indeed, the outcome of an historical process imvolving
many minds may be infinitely more orderly, though its principle is not patently
manifest.”” Experience over a long period of time results in a kind of knowl-
edge which a single mind or even group of minds could never provide, or pos-
sibly even grasp:

“Again I have reason to assure myselfe that Long Experience makes
more discoveries touching conveniences or Inconveniences of Laws
then is possible for the wisest Councill of Men att first to foresee.
And that those amendments and supplemts that through the various
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Experiences of wise and knowing men have been applyed to any Law
must needs be better suited to the Convenience of Laws, then the best
Invention of the most pregnant witts not ayded by Such a Series and
tract of Experience.

All these things are reasonable, the particular reason of the Laws &
Supplemts themselves perchance are not obvious to the most Subtill
Witts or Reason.

And this adds to ye difficultie of a present fathomeing of the reason of
Laws, because they are the Production of long and Iterated Experi-
ence wch, tho” itt be commonly called the mistriss of Fooles, yett cer-
tainly itt is the wisest Expedient among mankind, and discovers those
defects and Supplys wch no witt of Man coud either at once foresee or

2948

aptly remedye.

Thus the rationale of custom and practice is not, and need not be, instan-
taneously self-evident; to demand such immediacy is to mistake the nature of
the object itself.* Similarly, a language (such as English or French) has various
grammatical rules and usages for which “no immediate reason can be justly
given or required, but institution or custome, which is a tacite institution.”’
Thus Hale recognised a class of customary institutions (which included the
common law and language) which were as necessary and useful to mankind as
mathematics and other sciences; but while the latter were patently orderly, the

former required deep study to discover their internal structure.”

Hale already recognised that because law and language arose out of prac-
tice, they embodied the distilled circumstances faced by generations of men
— they were essentially historical in nature. Thus they were another ¢ype of
order than those obtained by construction or deduction, and so they required
another kind of understanding and explanation.

Edmund Burke

Jf. Burke’s foundation was the common law. He recognised that many
minds contributed to its development over time; it was the joint outcome of
both general principle and particular circumstance:

“... the science of jurisprudence, the pride of the human intellect,
which, with all its defects, redundancies and errors, is the collected
reason of ages, combining the principles of original justice with the

infinite variety of human concerns ...

Burke systematically applied common law principles to legislation, oppos-
ing the anti-Catholic legislation passed in Ireland because it was “against the
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spirit of the common law.” Any statements of the law only articulated pre-
existing general principles:

“All human laws are, properly speaking, only declaratory; they may
alter the mode and application, but have no power over the substance

of original justice.””

To identify mere legality with the law is literally anti-social:

“It would be hard to point out any error more truly subversive of all
the order and beauty, of all the peace and happiness, of human society,
than the position that any body of men have a right to make what laws
they please; or that laws can derive any authority from their institution

2954

merely and independent of the quality of the subject-matter.

Neither democratic legislation nor political authority nor judges could
make the law:

“... of all things this was the most truly absurd, to fancy that the rule
of justice was to be taken from the constitutions of commonwealths,
or that laws derived their authority from the statutes of the people, the
edicts of princes, or the decrees of judges. Ifit be admitted that it is not
the black letter and the king’s arms that makes the law, we are to look

for it elsewhere.”>

Royal decrees as well as democratic legislation could be equally unlawful:

“Have these gentlemen never heard ... of anything between the despo-
tism of the monarch and the despotism of the multitude?”

“These old fanatics of single arbitrary power dogmatized as if heredi-
tary royalty was the only lawful government ... just as our new fanatics
of popular arbitrary power maintain that a popular election is the sole

lawful source of authority”™°

Legislation could only re-state those rights already held by the people
under the common law; charters and declarations were merely “a reaffirmance
of the still more ancient standing law of the kingdom.” Hence

“it has been the uniform policy of our constitution to claim and assert
our liberties, as an entailed inheritance derived to us from our forefa-
thers, and to be transmitted to our posterity; as an estate belonging
especially to the people of this kingdom, without any reference what-
ever to any other more general or prior right.”

In other words, this was based “not on abstract principles, ‘as the rights of

men’, but as the rights of Englishmen, and as a patrimony derived from [our]

forefathers.””
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Thus the British constitution was “a prescriptive constitution, whose sole
authority was that it had existed time out of mind.” It “never was the work of

any legislator, never was made upon any foregone theory.””®

Thus Burke also discerned the existence of undesigned social phenom-
ena; but he saw too that the further unintended consequences of actions or
rules could be the opposite of those appearing immediately:

“... the real effects of moral causes are not always immediate; but that
which in the first instance is prejudicial may be excellent in its remoter
operation, and its excellence may arise even from the ill effects it pro-
duces in the beginning. The reverse also happens: and very plau-
sible schemes, with very pleasing commencements, have often shame-
ful and lamentable conclusions. In states there are very often some
obscure and almost latent causes, things which appear at first view of
little moment, on which a very great part of its prosperity or adversity
may most essentially depend.””

Experience is the best test of any social formation; and experience brings
about unsuspected and unpredictable benefits:

“old establishments are tried by their effects. If the people are happy,
united, wealthy, and powerful, we presume the rest. We conclude that
to be good from whence good is derived. In old establishments various
correctives have been found for their aberrations from theory. Indeed
they are the results of various necessities and expediencies. They are
not often constructed after any theory; theories are rather drawn from
them. In them we often see the end best obtained, where the means
seen not perfectly reconcilable to what we may fancy was the origi-
nal scheme. The means taught by experience may be better suited to
political ends than those contrived in the original project. They again
react on the primitive constitution, and sometimes improve the design
itself, from which they seem to have departed.”®

The experience and knowledge encapsulated in grown institutions were
greater than could be acquired in a single lifetime or by a single mind:

“We are afraid to put men to live and trade each on his own private
stock of reason; because we suspect that this stock in each man is
small, and that the individuals would do better to avail themselves of

the general bank and capital of nations and of ages.”

Burke has a very clear idea of what reason can accomplish when examin-

ing social institutions; its job is to elucidate the actual functioning of successful
institutions.

“I do not vilify theory and speculation — no, because that would be
to vilify reason itself ... No, whenever I speak against theory, I mean
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always a weak, erroneous, fallacious, unfounded or imperfect theory,
and one of the ways of discovering that it is a false theory is by compar-
ing it with practice.”

“...instead of casting away all our old prejudices, we cherish them to a
very considerable degree ... Many of our men of speculation, instead
of exploding general prejudices, employ their sagacity to discover the
latent wisdom which prevails in them. If they find what they seek, and
they seldom fail, they think it more wise to continue the prejudice,

with the reason involved ...”6?

Thus only intellectual Aubris could take social and political reform as the
equivalent of writing on a blank sheet:

“I cannot conceive how any man can have brought himself to that pitch
of presumption, to consider his country as nothing but carte-blanche,

upon which he may scribble whatever he pleases.”®

Reform can only proceed from what already exists:
“A spirit of innovation is generally the result of a selfish temper and

confined views. People will not look forward to posterity, who never
look backward to their ancestors.”

“A state without the means of some change is without the means of its

conservation.”

“... the idea of inheritance furnishes a sure principle of conserva-
tion and .... of transmission; without at all excluding a principle of

improvement.”

“...1n what we improve, we are never wholly new, in what we retain, we
are never wholly obsolete.”

“All the reformations we have hitherto made have proceeded upon the
principle of reverence to antiquity ...”

“The two principles of conservation and correction ...”

“At once to preserve and to reform is quite another thing.”"*

Thus in Burke we find precisely an Old Whiggish grasp of social forma-
tions: correctly apprehending the nature of undesigned social phenomena,
and recognising the kinds of change inherent in them. Burke was neither a
mindless devotee of monarchy nor of democracy. What he sought rather was
to subordinate legislation and policy to the grown principles of the common
law; and in this he carried forward the insights of the older common lawyers.
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David Hume

g. Hume brought out some significant aspects of social formations such
as the common law, while emphasizing other aspects already seen by older

lawyers.

i. General practice over time established not only the rules of the common
law, but also the social formations of language and money.”

#1. The existence of general rules of law led to the need for systematic and
impartial enforcement — Aence the emergence of government. But for govern-
ment to be obeyed, people had to have already acquired the habit of obeying
rules. Once again, the law /ad to precede the state.”

1. The common law was a system of general rules — only such rules were
free of doubt and uncertainty, and so could produce order. If there were no
general rules, then greed, bias and opposing views of what was appropriate in
particular cases would result in disorder.””

The remoter and less desirable consequences of breaking a general rule in
any specific case were as real as the immediate benefits of such a breach. But
since the more distant outcome was more distant, the balance — in any single
case — would always weigh in favour of the breach.”® Now while the outcome
of applying a general rule in a single case might be, and very often was, perverse,
the overall beneficial impact of the entire system of rules would became evident
only when such general rules were applied consistently in all cases.” Thus it
was the entire set of general rules — its observance by everyone — which was
productive of, and essential to, both social and individual welfare: the outcome
in a single case was no indicator of the overall result.”” Thus Hume underlined
the interdependence amongst the rules of the common law and its systematic
nature.

The Common Law: A Summary

2. Thus among those social formations that are the unintended results of
historical development, the common law was the first to be recognised. By the
sixteenth century it had developed sufficiently for its distinctive characteristics
to be discernible. And so, in attempting to articulate its general attributes, the
English common lawyers were trying to identify the features of an actual his-
torical entity, a phenomenon which had already developed historically. In sum,
the common lawyers discovered the following properties in the common law:

1. It was an undesigned social phenomenon; it had not been invented. The
common law was custom, i.e. human action continued over a long period of
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time. These customs survived and developed as they proved their usefulness
over time.

ti. The principles of the common law are made explicit in the process of
solving practical difficulties: this leads to the enunciation of the general prin-
ciples involved.

t4i. Thus the common law is an interconnected sef of rules. The effects of
acting on these rules only become evident over the long-term; so too the effects

of breaking a rule.

tv. Because it is built up by the actions of many men over time, the com-
mon law incorporates more knowledge than is available to any single mind
or generation of men. Thus it is useful in more ways than anyone could have
foreseen.

v. Thus the common law is an order of another kind than that produced by
design. The orderliness of the common law is far more complex and requires
deep study to be recognised. This order cannot be made immediately obvious
or explicit, as with geometry.

Mandeville

3. It next began to be realised that other social phenomena besides the
common law had similar characteristics and could be explained in the same
way.

a. Mandeville pointed out that not only law, but a wide range of skills,
crafts, pursuits, and occupations were the results of slow accretion over time,
embodying the experience of many generations of men.

“... every Art and Science, every Trade, Handicraft and Occupation,
that are profess’d and follow’d in such a City as London; and all the
Laws, Prohibitions, Ordinances and Restrictions... Among [these]
there are very few that are the Work of one Man, or of one Generation;
the greatest part of them are the Product, the joynt Labour of several
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Ages.

Over the long-term, a social process — one involving many men — incor-
porated and transmitted more knowledge than that available individually with
each man concerned:

“... to what prodigious Height, from next to nothing, some Arts may
be and have been raised by human Industry and Application, by the
uninterrupted Labour, and joint Experience of many Ages, tho’ none

but Men of Ordinary Capacity should ever be employ’d in them.”
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“... we often ascribe to the Excellency of Man’s Genius, and the Depth
of his Penetration, what is in Reality owing to the length of Time, and
the Experience of many Generations, all of them very little differing

from one another in natural Parts and Sagacity.””

To illustrate this point, Mandeville used the example of ship-building. A
large number of different skills are needed to construct a ship. Thus each man
involved contributes to achieve something he could not accomplish individu-
ally, — but he does this in the ordinary exercise of his occupation.”

The practical wisdom contained in social phenomena is of another kind,
than that acquired explicitly through formal learning;:
“The Wisdom I speak of, is not the offspring of a fine Understand-
ing, or intense Thinking, but of sound and deliberate Judgement,
acquired from a long Experience in Business, and a Multiplicity of

Observations.””*

b. Mandeville now observes a key aspect of human action: he realises that
men manifest the most complex rules in their actions, in the form of the many
different skills they learn and practise. Even children can acquire the most dif-
ficult skills.”” No one can state how they do this, nor do they realise the ratio-
nale of their actions. But the rules thus acted upon are so intricate that exten-
sive study 1s required to analyse and elucidate them. Similarly, in many practi-
cal occupations, men use knowledge they are completely unaware of, and they
are skilled at following processes that science cannot (as yet) explain. Mandev-
ille cites the examples of sea-faring skills, of soap-boiling, and the various meth-
ods of dyeing cloth. Even those who are illiterate, or have been press-ganged,
eventually become quite adept in the skills required on board ship. And prac-
tical men continue to make improvements in both ship-building and sea-far-
ing techniques. But it has been shown that, in sailing and steering a ship, the
most intricate mathematics are involved. Yet even a young helmsman can guide
a ship by force of habit, in total ignorance of the precise angle between keel
and rudder. Similarly, in making soap, or dyeing cloth, men follow the most
complicated processes and make continuing improvements and changes in
their methods. They do this without any knowledge of the chemistry mvolved
(which, in many cases, was unknown in Mandeville’s time, as he mentions. )™

Not only such intricate practical skills, but also useful habits and customs,
are passed from man to man by imitation:

“...how many useful Cautions, Shifts, and Stratagems, [men] will learn

to practise by Experience and Imitation, from conversing together...”’

In short, men first develop and extend those practices and techniques that prove
to be useful; only afterward do mvestigators realise the inherent complexities of these
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actions. This means that the long-term outcome of many such practices could
not have been foreseen at the time they began to be adopted:

“...diligent Enquirers have often stumbled by Chance on useful Dis-
coveries of Things they did not look for, and which human Sagacity

labouring, with Design a priori never would have detected...””®

¢. Finally, Mandeville recognised that language emerged and developed by
the same sort of process found in other human pursuits:

“Then which way could any Language ever come into the World...?
By slow degrees, as all other Arts and Sciences have done, and length

of time; Agriculture, Physick, Astronomy, Architecture, Painting, &
e

Mandeville observes here the same process of historical change that Hale
saw earlier in the common law.

Adam Ferguson

d. Adam Ferguson saw that the bulk of legal rules consisted of universally-
followed customs:

“...the laws of every country consist more of customary practice, estab-
lished by repeated decisions, than of statue or express constitution of

any sort”.%

Customs become established only when they are followed in all instances,
regardless of immediate outcome®'. Ferguson now noted another key facet of
human action: regularity in men’s actions produced a regular social order:

“Convention...may be supposed almost coeval with the intercourse
of mankind. Men do not move in the same company together, with-
out communications of mind and intention. These communications
become objects of mutual reliance, and even that party may be charged
with breach of faith who has belied the expectations he gave... From
the first steps, therefore, that are made in society, conventions may be
supposed to go on accumulating in the form of practice, if not in the

form of statue or express institution.”*

If men displayed no general rules in their actions, social life could not
subsist:

“...habits...fix the manner of men, no less than instinct is observed to
fix the practice of other animals.

If this were not the case, human life would be a scene of inextrica-
ble confusion and uncertainty. One person could not know whether
another...had any determinate rule of conduct, or whether a party, in
any transaction, would abide by the sequel of what he himself had
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proposed. Were intelligent beings so anomalous in their disposition
and conduct, the consequence would be no less perplexing...than the
want of any uniform law...would be in the practice of mechanical acts;
and would equally frustrate every exertion of prudence and foresight

in the conduct of life.””**

As men gradually manifest the appropriate rules in their actions, new types
of economic activity, and new capital goods, appear:

“Thus mankind acquire industry by many and by slow degrees...by
these methods the habits of the labourer, the mechanic, and the trader,
are gradually formed.”

“...the industry by which [property] is gained or improved, requires...a
habit of acting with a view to distant object... This habit is slowly
acquired, and is in reality a principal distinction of nations in the

advanced state of mechanic and commercial arts.””$*

e. Ferguson saw that social formations were the long-term outcome of
the kinds of rules that men acted upon, and the changes that followed in the
circumstances in which men found themselves. Hence, the development of
these formations could not have been foreseen — or even imagined before it
occurred.

And even after these formations had evolved, no one realised the full extent
of their complexity:

“Mankind, in following the present sense of their minds, in striving to
remove inconveniences, or to gain apparent and contiguous advan-
tages, arrive at ends which even their imagination could not antici-
pate, and pass on...without perceiving its end. He who first said, ‘I will
appropriate this field: I will leave it to my heirs’, did not perceive, that
he as laying the foundation of civil laws and political establishments...

9

“...the forms of society are derived from an obscure and distant origin,
they arise, long before the date of philosophy, from the instincts, not
from the speculations, of men. The croud of mankind, are directed
in their establishments and measures, by the circumstances in which
they are placed...”

“Every step and every movement of the multitude, even in what are
termed enlightened ages, are made with equal blindness to the future;
and nations stumble upon establishments, which are indeed the results
of human action, but not the execution of any human design.”

“The establishments of men...[are] directed by the variety of situa-
tions in which mankind are placed. Those establishments arose from
successive improvements that were made, without any sense of their
general effect; and they bring human affairs to a...complication, which
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the greatest reach of capacity...could not have projected; nor even
when the whole is carried into execution, can it be comprehended in
its full extent.”®

f. Ferguson recognised that in using a language, people utilised an
immensely complicated apparatus of rules and vocabulary. Thus they mani-
fested in practice a ‘know-how’ which professional students of language found
extremely difficult to put into words:

“The peasant, or the child, can reason, and judge, and speak his lan-
guage with a discernment, a consistency, and a regard to analogy,
which perplex the logician, the moralist, and the grammarian, when
they would find the principle upon which the proceeding is founded,
or when they would bring to general rules, what is so familiar, and so
well sustained in particular cases.”

Language developed through its very use:

“...1t is necessary that the stock of language should wax with the grow-
ing occasions in which it is employed.”

“[men] change their words, to accommodate the circumstances in
which they have occasion to use them they find new forms of expres-
sion for every new subject...”

“Thus, men at work on the present stock of their language...ever con-
trive to adapt some new form of expression...it shews the capacity of
man to effect, by degrees that gradual accumulation of signs, on which

the progress of language consists.”

Language and association amongst one another are the defining character-
1stics of mankind:

“...both associating and speaking in however rude a form, are coeval
with the species of man. There must have been a society at the birth of
man, and some species of expression where any concourse of numbers

took place...”s

The human propensity to associate with each other means that human
society eventually extends across national boundaries and through
time:

“Man’s talent for communication and intercourse is, no doubt, to be
considered among the most irrefragable proofs of his destination to
live in society, and even to render this society in some respects uni-
versal... Discoveries of science, models of invention, or attainments of
genius, wherever they may have originated, find their way to the world,
and become a property of mankind.”

“In [the human] species, the communication extends from nation to
nation, and from age to age, at any definite distance of place or time,
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and the society, or cooperations of men may be conceived as extended
9989

accordingly.

Thus Ferguson also saw that man could act on the basis of complex rules.
These actions gave rise to social formations that went far beyond anything
which could be foreseen or designed. Both Mandeville and Ferguson recog-
nised that there existed a wider category of social phenomena, which included
not only the common law but other types of human action.

Dugald Stewart

g. Following Burke and Hume, Dugald Stewart saw that the evolution of
the common law preceded, determined and led the growth of the English Con-
stitution. Only those regulations that conformed to the spirit of the common
law could be termed “constitutional”:

“...what we call the constitution...may...be defined to be that form of
government and that mode of administering it which is agreeable to

the general spirit of our established laws and usages.”*’

In short the English Constitution was simply an adjunct to the common
law. And so any legislative rule which contravened the principles of the com-
mon law proved itself to be inconsistent with these pre-existing legal rules.
Thus practice demonstrated that such legislation was unconstitutional:

“In such a constitution, when any law contrary to the spirit of the rest
is occasionally introduced, it soon falls into desuetude and oblivion...
Of such a law we may say with propriety that it is unconstitutional, not
because we dispute the authority from which it proceeds, but because
it is contrary to the spirit and analogy of the laws we have been accus-

tomed to obey”"!

Stewart draws a parallel between the growth of the English constitution as
shaped by that of the common law, and the development of language:

“...although the Constitution was the gradual result of circumstances
which may be regarded as accidental and irregular, yet the very mode
of'its formation necessarily produced a certain consistence and anal-
ogy in its different parts, so as to gibe to the whole a sort of systemati-
cal appearance.”

“Something similar to this obtains with respect to languages. These...
are the gradual result of time and experience...yet every language, in
process of time, acquires a great deal of systematical beauty.”

Since both law and language are orderly, only those innovations survive
that can be assimilated in practice to the general structure already developed:
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“For unless every new institution which was successively intro-
duced, had possessed a certain reference or affinity to the laws and
usages existing before, it could not possibly have been permanent in
its operation.”

“When a new word, or a new combination of words is introduced, it
takes its rise from the same origin with every other expression which
the language contains; — the desire of an individual to communicate
his own thoughts or feelings to others. But this consideration alone is
not sufficient to justify the use ofit. Before it is allowed by good speak-
ers or good writers to incorporate itself with those words which have
the sanction of time in their favour, it must be shown that it is not dis-
agreeable to the general analogy of the language, otherwise it is soon
laid aside as...anomalous and ungrammatical. It is much in the same

manner that we come to apply the epithet unconstitutional to a law*
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In other words, legal and linguistic innovations are always introduced in
the pursuit of some individual purpose. But a language and the legal system
have to serve a huge variety of such purposes. So only those changes survive

that cuamulatively help to produce a general-purpose social tool.

Again following Burke, Stewart assesses the actual effects of the English

Constitution as it operates over the long term:

“Whenever a Constitution has existed for ages, and men have enjoyed
tranquillity under it, it is a proof that its great and fundamental prin-
ciples are all animated by the same congenial spirit.”

“...possessing...the strongest of all recommendations...an experimen-

tal proof of its excellence...””

Stewart echoes Burke’s emphasis on the results of historical experience:

“It is a presumption in favour of any settled scheme of government
against any untried project, that a nation has long existed and flour-
ished under it.”

“...The happy experience of this country of a growing liberty and

29 94

growing prosperity for five hundred years...

Economic Phenomena

4. With regard to economic phenomena, Mandeville, Adam Smith and
David Hume, all analysed orderly processes that could not be explained as
deliberate intent. Nonetheless these ordered outcomes were the result of indi-

viduals’ actions.

a. Mandeville saw that the division of labour, specialisation and exchange,

was a social — mter-individual — process.
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As compared with autarky, the division of labour binds men together while
it raises their productivity:

“...savage People all do the same thing: This hinders them from melio-
rating their Condition, though they are always wishing for it: But if one
will wholly apply himself to the making of Bows and Arrows, whilst
another provides Food, a third builds tents, a fourth makes Garments,
and a fifth Utensils, they not only become useful to one another, but
the Callings and Employments themselves will in the same Number of
Years receive much greater Improvements, than if all had been promis-
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cuously follow’d by every one of the Five.

Analysing the production of scarlet cloth, he outlines the variety of raw
materials, the large number and range of different skills and trades, the diverse
tools and implements, that are needed to provide the final output. Some of
these are obvious, others are much less so. The geographical areas involved are
widespread and many risks must be taken. Thus a number of men all contrib-
ute their specific talents to produce something which isn’t even a luxury, but a
mass-consumption good.”® Mandeville sums up the role of exchange in estab-
lishing and maintaining society:

“...the Order, Oeconomy, and the very Existence of the Civil Society;
for as this is entirely built upon the Variety of our Wants, so the whole
Superstructure is made up of the reciprocal Services, which Men do

to each other”’

b. Adam Smith recognised that as the division of labour progressed, mass-
consumption output rose substantially:

“It is the great multiplication of the production of the different arts,
inconsequence of the division of labour, which occasions...that univer-

sal opulence which extends itself to the lowest ranks of the people.”

The footwear, clothing, domestic utensils, food, drink and housing of a
day-labourer — appeared to be the simplest of mass-consumption goods. Yet
they are produced through the cooperation of vast numbers of people, using
a large variety of production processes, and a wide range of specialised tools.”
Smith now observes a key development, which appears as the division of labour
1s extended: the production process in effect brings together more people than
could ever know each other personally; and their joint efforts are all now neces-
sary to the final product:

“...without the assistance and cooperation of many thousand, the very
meanest person in a civilised country could not be provided even
according to, what we falsely imagine, the easy and simple manner in
which he is commonly accommodated.”
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“In civilised society [everyone] stands at all times in need of the coop-
eration and assistance of great multitudes, while his whole life is scarce

sufficient to gain the friendship of a few persons.”'*

Smith sees that this interdependence — the outcome of the division of
labour — 1s unique to humans. It means that all men’s abilities are utilised
in providing mutually for one another’s requirements; this is not found in
animals:

“Each animal is...obliged to support and defend itself separately and
independently, and derives no sort of advantage from that variety of
talents with which nature has distinguished its fellows. Among men,
on the contrary, the most dissimilar geniuses are of use to one another;
the different produces of their respective talents, by the general dispo-
sition to truck, barter, and exchange, being brought, as it were, into a
common stock, where every man may purchase whatever part of the

produce of other men’s talents he has occasion for.”*"!

Smith recognises that exchange 1s a specifically human activity — it is not
seen amongst animals; and that it is probably the result of the two human attri-
butes — language and reasoning.'”*

Smith saw that the extension of the division of labour, and the resulting
growth and quality of output, was the unintended result of individuals’ efforts
to raise their real incomes. He describes how specialisation and exchange
might arise in a hunting tribe. Everyone wishes to increase the supply of cattle
and other goods available to themselves. But they gradually discover that this
end is best achieved indirectly, through barter, rather than by direct hunting
and herding (i.e. autarky). Different individuals discover they can specialise in
the production of various goods and services — arrow-making, hut-building,
dressing and tanning hides and skins, hunting, etc. By specialising and then
exchanging their respective outputs, they jointly obtain higher real incomes
than if each had produced for himself, in isolation from his fellows.'” Thus the
division of labour develops as the orderly and unintended outcome of the pur-
suit of other ends altogether; no one foresees its development or its result:

“This division of labour, from which so many advantages are derived,
is not originally the effect of any human wisdom, which foresees and
intends that general opulence to which it gives occasion. It is the nec-
essary, though very slow and gradual, consequence of a certain pro-
pensity in human nature which has in view no such extensive utility;

the propensity to truck, barter and exchange one thing for another.”'**

Thus Smith’s well-known invisible hand metaphor points to the develop-
ment of an orderly process which leads to ordered results other than, and addi-
tional to, those aimed at by the actors involved.
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¢. David Hume’s analyses of the effect of a change in the money supply on
prices, and of the balance-of-trade adjustment process, both illustrate the exis-
tence of self-balancing processes in economic affairs. Such processes clearly
operate independently of whatever is intended by the participants therein, and
bring about orderly results that those involved could not have realised were
occurring,.

d. The economic phenomena that Mandeville, Smith and Hume analysed,
had already appeared and had been developing for millennia. By the late sev-
enteenth and eighteenth centuries there existed in Britain and Western Europe,
a considerable volume of both interregional and international trade, extending
into Africa and Asia, supplying a wide range of mass-consumption commodi-
ties. Thus Mandeville, Smith and Hume were trying to identify and elucidate
the features of social processes that had already developed historically over mil-
lennia, processes that were clearly the result of the manifold actions of their fel-
low-men. How these actions brought about the unrealised social outcome was
the problem to which all three addressed themselves. In short, they sought to
provide a theoretical framework to help comprehend the long-term historical
development they observed.

Language

5. In the field of language, serious general study came at a much later date
than with the common law. Among students in the eighteenth century, Rous-
seau held to the older view, that language had been deliberately invented by
Man under Divine guidance. Men arrived at language by conscious agreement
on the lines of the Social Contract: “Such an institution could only be made by
common consent ...”'"

Partly in reaction to such opinions, the Prussian Academy held an essay
contest (in 1769) on the question of whether and how men, on their own, could
have evolved languages. Herder’s prize essay (published in 1772) argued that
because language was so badly-arranged, it had to be a Auman institution,
which grew out of human nature. (The Deity would have produced some-
thing altogether more organised and logical.) Language was inseparable from
thought; both were unique to mankind.

Twentieth-century linguistics began, however, with Sir William Jones’
observation in his famous paper to the Royal Asiatic Society in Calcutta in

1786:

“The Sanscrit language, whatever be its antiquity, is of a wonderful
structure; more perfect than the Greek, more copious than the Latin,
and more exquisitely refined than either; yet bearing to both of them



Early Modern England | Sudha Shenoy 95

a stronger affinity, both in the roots of verbs and in the forms of gram-
mar, than could possibly have been produced by accident; so strong,
indeed, that no philologer could examine all three without believing
them to have sprung from some common source which, perhaps, no
longer exists. There is a similar reason, though not quite so forcible,
for supposing that both the Gothick and the Celtick, though blended
with a very different idiom, had the same origin with the Sanscrit; and
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the old Persian might be added to the same family ...

Thus Sir William recognised linguistic change as simply another form
of historical change and development; languages gradually evolved over time
into new forms and types as circumstances changed. The same sort of process
observed earlier (by Hale) in legal change, was now seen to occur in the field of
language as well.

In the early nineteenth century there appeared one of its more profound
thinkers in linguistics, Wilhelm von Humboldt. He argued that men had
an inherent linguistic capacity, so that language was a mental activity — the
repeated attempt to express ideas via sounds. Thus language was essentially
dynamic and ever-evolving — it could exist only in human minds and therefore
it changed as ideas changed. This meant language was also an historical entity.

Humboldt appears to have been influenced by Herder’s insights; Hum-
boldt, in his turn, influenced many twentieth-century linguistic students, nota-
bly Edmund Sapir (whose work Hayek used to some extent.)'”” Thus students
of linguistics, too, eventually realised that language is the unintended result of
individual human action — 1.e., of historical development; although this recog-
nition came at an appreciably later date than with the common law.

Overview

6. Thus between the late sixteenth and late eighteenth century, the histori-
cal existence of a number of distinct social formations came to be recognised.
These social orders were: the common law; occupational skills and attitudes;
the division of labour, specialisation and exchange; types of social relations;

and language.

a. In examining these social orders, their students saw firstly, that they were
analysing historical phenomena that had already appeared and developed over
past millennia, and that continued to change and evolve. Secondly, these stu-
dents saw that they were investigating the actions of unknown numbers of their
fellow-men — ie., the process whereby such actions jointly led to these various
social formations, without any concerted design.
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These historical phenomena appeared and developed because men could
and did manifest the most complex rules in their actions. That is, human beings
acted such that highly intricate patterns could be discerned in what they did —
without, however, their being aware of this fact. Over time, as circumstances
changed, and as people altered their actions, the complex patterns being mani-
fested in these actions were likewise modified in a gradual, piecemeal fashion.

Thus these social formations are the changing outcome of the changing
actions of many myriads of human beings, over many generations. Because so
many people in such various circumstances contributed to the growth and evo-
lution of these social orders, such formations constitute a sort of fund of practi-
cal knowledge. The availability of this fund — accumulated from the actions of
numerous individuals — enables people to achieve far more than if they were
confined to what they could acquire in isolation. The division of labour, in
particular, allows men to draw on the abilities of vast numbers of their fellow-
men. And so, through interdependence, they jointly obtain immensely more
than under autarky.

In short, social formations appear as long-term regularities in the actions
of numbers of people; — or, in other words, only when numbers of people dis-
play these regularities in their actions, is it possible to discern the appearance
of social orders.

b. Thus the study of social orders began with the common law. As the
analysis was extended to other social (inter-individual) phenomena, the essen-
tial disciplines of economics and linguistics were added.

Of the major students of social phenomena (considered above), seven were
professional lawyers or else had strong legal interests or training (the excep-
tions being Mandeville, Ferguson and Dugald Stewart). In addition, five were
historians or else had a depth of historical reading and knowledge not usual
amongst non-historians. Hale was a legal historian; Burke embarked on unfin-
ished histories of the common law and of England; Hume was an historian of
England; Smith’s writings are filled with extensive historical comparisons; and
Ferguson can be described not only as a fore-runner of comparative historical
sociology, he also wrote a history of the Roman Republic. Linguistics — which
Sir William Jones and Wilhelm von Humboldt added to their legal training —
has to be both historical and analytical. Hume and Smith added the key ana-
lytical discipline of economics to their legal and historical interests. Mandeville
was an experienced and shrewd observer of human nature in all its extent and
variety. Dugald Stewart alone was a mathematician, philosopher and econo-
mist, thus lacking any practical training or discipline. And today it is neces-
sary to say explicitly (though not for all readers) that all the names mentioned
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here were educated first in the classical languages and their literature. Thus all
those referred to had a systematic acquaintance with ancient history and classi-
cal society (what was known of both at the time).
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3. CfSir John Davies:

“For the Common Law of England 1s nothing else but the Common Custome of the
Realm: and a Custome which hath obtained the force of a Law is always said to be Jus
non scriptum: for it cannot be made or created either by Charter, or by Parliament,
which are Acts reduced to writing, and are alwaies matter of Record; but being onely
matter of fact, and consisting in use and practice, it can be recorded and registered
no-where but in the memory of the people.

For a Custome taketh beginning and groweth to perfection in this manner: When
a reasonable act once done is found to be good and beneficiall to the people, and
agreeable to their nature and disposition, then do they use it and practise it again and
again, and so by often iteration and multiplication of the act it becometh a Custome;
and being continued without interruption time out of mind, it obtaineth the force ofa
Law.

And this Customary Law is the most perfect and most excellent, and without compa-
rision the best, to make and preserve a Commonwealth. For the written Laws which
are made either by the Edicts of Princes, or by Councils of Estates, are imposed upon
the Subject before any Triall or Probation made, whether the same be fit and agree-
able to the nature and disposition of the people, or whether they will breed any incon-
venience or no. But a Custome doth never become a Law to bind the people, untill
it hath been tried and approved time out of mind, during all which time there did
thereby arise no inconvenience: for if it had been found invonvenient at any time, it
had been used no longer, but had been interrupted, and consequently it had lost the
virtue and force of a Law.”

(Sir John Davies, Preface to his Irish Reports (16 74 ed); as quoted in J.G.A. Pocock,
The Ancient Constitution ...(1987) pp. 32-33.

And also:

“Neither could any man ever vaunt, that like Menos, Solon or Lycurgus, he was the first
Lawgtver to our Nation: for neither did the King make his own Prerogative, nor the
Judges make the Rules or Maximes of the law, nor the common subject prescribe and
limit the Liberties which he injoyeth by the Law. But, as it is said of every Act or Sci-
ence which is brought to perfection, Per varios usus Astem experientia fecit; so may
it properly be said of our Law, Per varios usus Legem experientia fecit. Long experi-
ence, and many trials of what was best for the common good, did make the Common
Law?” (ibid, p.41)

4. Sir Edward Coke, The First Part of the Institutes of the Laws of England (1832 ed;
repr. New York 1979) 115b. See also 142, 344a, and 110b:

“...a custome cannot be alledged generally within the Kingdome of England; for that
is the common law”.
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1Inst.,115b.
1 Inst., 110b. See also 344b:

“customes grounded upon reason, and used time out of minde; .... the construction
and determination of these doe belong to the judges of the realme.”

1 Inst., 81b.
1 Inst.,97a:

“And this is another strong argument in law, Nehil quod est contra rationem est liatum;
for reason is the life of the law, ay the common law itself is nothing else but reason;
which is to be understood of an artificiall perfection of reason, gotten by long study,
observation, and experience, and not of every man’s naturall reason; for Nemo nasci-
tar artifex. This legall reason est summa ration. And therefore if all the reason that
1s dispersed into so many severall heads, were united into one, yet could he not make
such alaw as the law in England is; because by many successions of ages it hath beene
fined and refined by an infinite number of grave and learned men, and by long experi-
ence grown to such a perfection, for the government of this realme, as the old rule may
be justly verified of it, Neminem oportet esse sapientiorem legibus: no man out of his
own private reason ought to be wiser than the law which is the perfection of reason.”

And in Calvin’s Case:

“we are but of yesterday, (and therefore hath need of the wisdom of those that were
before us) and had been ignorant (if we had not received light and knowledge from
our forefathers) and our days upon the earth are but as a shadow in respect of the old
ancient days and times past, wherein the laws have been by the wisdom of the most
excellent men, in many successions of ages, by long and continual experience, (the
trial of light and truth) fined and refined, which no man (being of so short a time)
albeit he had in his head the wisdom of all the men in the world, in any one age could
ever have effected or atained unto. And therefore it is optima regula, qua nulla est
vertor aut firmior in jure, neminem oportet esse sapientiorem legibus: no man ought
to take it on himself to be wiser than the laws.”

(quoted in ].G.A. Pocock, The Ancient Constitution (1987) p. 35).

See also I Inst 319b: “Quod vanum et inutile est lex non requirit. Lex est ratio summa,
quac jubet quae sunt utilia et necessaria et contraria prohibet; and arguments drawn
from hence are forcible in law.”

1 Inst.,227Db. See also 232b:

“For Ratio est radius dvvini luminas. And by reasoning and debating of grave learned
men the darknesse of ignorance is expelled, and by the light of legall reason the right is
discerned, and thereupon judgment given according to law, which is the perfection of
reason. This is of Littleton here called legitima ratio, whereunto no man can attaine
but by long studie, often conference, long experience, and continuall observation.
Certaine it is, that in matters of difficultie the more seriously they are debated
and argued, the more truely they are resolved, and thereby new inventions justly
avoided.”

IInst., 71a.

1 Inst., 395a:

“Ratio est anima legus; for then are we said to know the law, when we apprehend the
reason of the law, that is, when we bring the reason of the law so to our own reason,
that we perfectly understand it as our owne; and then, and never before, we have such
an excellent and inseparable propertie and ownership therein, as we can neither lose
it, nor any man take it from us, and will direct us (the learning of the law is so chained
together) in many other cases.”
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And further:

“...knowing for certaine, that the law is unknowen to him that knoweth not the reason
thereof...”

1 Inst., 130a.
1 Inst., 343a. See also 11a:

“Maxime, a sure foundation or ground of art, and a conclusion of reason, ... so sure
and uncontrollable as that they ought not to be questioned... And itis well said in our
books, n'est my a disputer Uancient principles del ley.”

1 Inst., 148a.
1 Inst., 395a.
I Inst.,282b. See also 232b, 343a (supra).

Quoted in J. U. Lewis, “Coke’s theory of artificial reason,” Law Quarterly Review,
Vol. 84 (July 1968) p. 334. See also Coke’s opinion in Bonham’s Case: “it appears
in our books that in many cases the common law will control acts of parliament and
sometimes adjudge them to be utterly void; for when an act of parliament is against
common right and reason, or repugnant, or impossible to be performed, the common
law will control it and adjudge such act to be void.”

(Quoted in J. H. Baker, An Introduction to English Legal History (1990) p. 241).

See also I Inst. 2726: “... the surest construction of a statute is by the rule and reason
of the common law.”

R. G. Usher, “James I and Sir Edward Coke”, Eng. Hust. Rev. Vol. XVIII (1903), pp.
664-75.

Both quotations are from Bracton; the first is in Holdsworth, Hestory of English Law,
Vol. V op.cit. p. 430; the second is in J. U. Lewis, op.cit., p. 336.

Quoted in Usher, op.cit. p. 673.
Quoted in W. S. Holdsworth, op.cit., p. 429, fn. 1.

“I deny that any Custome of its Own Nature, can amount to the Authority of a Law.
For if the Custom be unreasonable, you must with all other Lawyers confess that it is
no Law, but ought to be abolished; and if the Custom be reasonable, it is not the Cus-
tom, but the Equity that makes it Law. For what need is there to make Reason Law by
any Custom how long soever when the Law of Reason is Eternal?” Thomas Hobbes,
A Dialogue Between A Philosopher and A Student of the Common Laws of England
(1682; repr. Chicago 1971), pp. 96-97.

Dialogue, p. 56:

“....1f I pretend within a month, or two to make my self able to perform the Office of a
Judge, you are not to think it Arrogance; for you are to allow to me, as well as to other
Men, my pretence to Reason, which is the Common Law ....... and for Statute Law,
seeing it is Printed, and that there be indexes to point me to every matter contained in
them, I think a Man may profit in them very much in two Months”.

Dualogue, p.62:

“....no Man is born with the use of Reason, yet all Men may grow up to it as well as
Lawyers; and when they have applyed their reason to the Laws .... may be as fit for,
and capable of judicature as Sir Edward Coke himself who whether he hath more, or

less use of Reason, was not thereby a Judge, but because the King made him so ....”

Dualogue, p.55:
“.... that the reason which is the Life of the Law should be not natural but artificial I

cannot conceive. I understand well enough, that the knowledge of the Law is gotten
by much study, as all other Sciences are, which when they are studyed and obtqained,
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it is still done by natural, and not by Artificial reason. I grant you that the knowledge
of the Law 1s an Art, but nof that any Act of one Man, or of many how wise soever they
be, or the work of one or more Artificers, how perfect soever it be, 1s Law. It is not
Wisdom but Authority that makes a Law. Obsecure also are the words Legal Rea-
son; there is no Reason in Earthly Creatures but humane Reason; but I suppose that
he means, that the Reason of a judge, or of all the judges together (without the King)
is that Summa Ratio, and the very Law, which I deny, because none can make a Law
but he that hath the Legislative power. That the Law hath been fined by Grave and
Learned Men, ..... is manifestly untrue, for all the Laws of England have been made by
the Kings of England ...”

Dialogue, p.67:

“Would you have every Man to every other Man alledge for law his own particular
Reason? There is not amongst Men an Universal Reason agreed upon us any Nation,
besides the Reason of him that hath the Soveraign Power; yet though his Reason be
but the Reason of one Man, yet it is set up to supply the place of that Universal Rea-
son, which is expounded to us by our Saviour in the Gospel, and consequently our
King is to us the Legislator both of Statute Law, and of Common Law.”
Dualogue,p.71.

Dialogue, p.69.

Dialogue, p.59:

“....a Nation that is subdued by War to an absolute submission of a Conqueror, it may
by the same Arm that compelled it to submission, be compelled to obey his Laws.
Also if a Nation choose a Man, or an Assembly of Men to Govern them by Laws, it
must furnish him also with Armed Men and Money, and all things necessary to his

Office, or else his Laws will be of no force, and the Nation remains, as before it was, in
Confusion.”

Dialogue, p.68:

“Ph. Since therefore the King is sole Legislator, I think it also Reason he should be
sole Supream Judge.

La. There is no doubt of that; for otherwise there would be no congruity of Judg-
ments with the Laws. I grant also that he is the Supream Judge overeall persons, and
in all Causes Civil, and Ecclesiastical within his own Dominions, ..... that he has ever
been so by the Common Law .....; and to say all at once, there is no Magistrate, or
Commuissioner for Publick Business, neither of Judicature, nor Execution in State, or
Church, in Peace, or War, but he is made so by Authority from the King.”

Dialogue, pp.72-73.

Dialogue, p.73:

“La. ..... without Statute-Laws, all Men have Right to all things .... Ph. ... no private
Man can claim a Propriety in any Lands, or other Goods from any Title, from any
Man, but the King, or them that have the Sovereign Power; because it is in virtue of
the Soveraignty, that every Man may not enter into, and Possess what he pleaseth;

“Reflections by the Lrd. Cheife Justice Hale on Mr Hobbes this Dialogue of the
Lawe”, 1n W.A. Holdworth, History of English Law, Vol V, 0p cit., Appendix, p.502:

“of all Kind of Subjects where about Ye reasoning Faculties is Conversant, there is
none of So greate a difficulty for the Faculty of reason to guide it Selfe and come to
any Steddiness as that of Laws, for the regulation and Ordering of Civill Societies
and for the measureing of right and wrong, when it comes to particulars. And there-
fore it is not possible for men to come to the Same Certainty, evidence and Demon-
stration touching them as may be expected in Mathematicall Sciences, and they that
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please themselves with a perswasion that they can with as much evidence and Cong-
utie make out an unerring systeme of Laws and Politiques equally applicable to all
States and Occasions, as Eclide demonstrates his conclusions, deceive themselves
with Notions wch prove inefectual, when they come to particular application”.

“Reflections......”, pp.502-503.
“Reflections .....”, p.503:

‘.... men of observation and Experience in Humance affaires and Conversation
between man and man make many times good Judges, yett for the most part those
men that have greate reason and learneing wch they gather up of Casuists, School-
men, Morall Philosophers and Treatises touching Moralls in the Theory, that so are
in high speculations and abstract notions touching Justice and Right, and as they dif-
fer in xtreamely among themselves when they come to particular applications, So are
most Comonly the worst Judges that can be, because they are transported from the
Ordinary Measures of right and wrong by their over fine speculacons, Theoryes and
distinctions above the Comon Staple of Humane Conversations”.

“Reflections .....”, p.504:

“A certaine Law hath this inconvenience attending it that sometimes some persons or
causes may Suffer by the rigour of a certaine Law, yett Infinite more must suffer by the
Inconvenience of an Arbitrary and uncertaine Law.”

“Reflections .....”, p.596.

“It is one of the things of greatest moment in the profession of the Common Law to
helpe as neare as maybe to the Certainty of the Law and the Consonance of it to it
selfe, that one age and one Tribunall may Speake the Same things and Carry on the
Same thred of the Law in one Uniforme Rule as neare as is possible; for otherwise
that wch all places and ages have Contended for in Laws namely Certainty and to
avoid Arbitrariness and that Extravagance that would fall out, if the reasons of Judges
and advocates were not kept in their traces wold in halfe an age be lost.

And this Conservation of Laws within their boundes and Limitts could never be,
unless men be well informed by Studyes and readeing what were the Judgemts and
Resolutions, and decisions and interpretations of former ages, and of other Courts
and Tribunalss, and therebye to keepe a Consonance and Consistence of the Law to it
Selfe, wch wold never be done without much readeing, and observation and Study.”
“Reflections ...... ’, p-503 (both quotations).

“Reflections ......”7, p.503-504:

..... the Difficultie of makeing interpreting and applying Laws because ..... It requires
a very large prospect of all the most considerable emergencies that may happen not
only in that wch is intended to be remedyed, but in those other accidentall, Conse-
quentiall or Collateral thinges that may Emerge uppon the Remedy propounded.
2dly a greate and Experienced Judgemt to weigh and consider whether the Conve-
nience of the Law propounded may considerably preponderate the inconvenience
that it will occasion ?

“Reflections ......”, p.504.

Sir Mathew Hale, History of the Common Law of England (1739; Chicago 1971)
p-39.

ibid, p.41.

Henry Rolle, Un Abridgment Plusieurs Cases et Resolutions Del Common Ley (Lon-
don 1668), Preface by Six Matthew Hale, p.vii.

History of the Common Law p.40.

“Reflections ..., p.505:
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“...1t appears that men are not borne Comon Lawyers, neither can the bare Exerciss
of the Faculty of Reason give a man a Sufficient Knowledge of it, but it must be gained
by the habituateing and accustomeing and Exerciseing that Faculty by readeing,
Study and observation to give a Man compleate knowledge thereof. And although a
Man that hath long and industriously Exercised himselfe in that Study cannot p’tend
either to Infallibilitie in his Judgemt or to a full attainemt of all that is attaineable
toucheing the Laws of England, yett he will be much better fitted for right Judgemt
therein, then he that hath no other Stock to trade upon then the bare Exercise of his
Faculty of reason, or that hath only taken the paines to read over the Titles of the Stat-
utes or Indexes or Repertoryes of some Law bookes.”

“Reflections ...”, p.505-506.

“Reflections ...”, p.504:

“There are many things especially in Laws and Governmts yt mediately, Remotely,
and Consequentially are reasonable to be approved, though the reason of the party
doth not presently or imediately & distinctly see its reasonableness. For instance, it
is reasonable for me to preferre a Law made by a hundred or two hundred persons
of age, wisdome Exzperience and interest before a Law excogitated by my selfe .... a
Simple unexperienced younge man, though I discerne better ye reason of that Law
that I have thought of then ye reason of the Law of those wise men”.

“Reflections ..., pp.504-505.

“Reflections ...”, p.505:

“... yett in thinges thus settled it is not necessary that the reasons of the Institution
should be evident unto us. Itis sufficent that they are instituted Laws that give a Cer-
tainty to us, and it is reasonable for us to observe them though the particular reason
of the Institution appeare not. And tis a foolish and unreasonable thing for any to
find fault with an Institution because he thinks he could have made a better or expect
a Mathematicall Demonstration to evince the reasonableness of an Institution or the

Selfe Evidence thereof.”
Preface to Rolle’s Abridgment, p.vii.
loc. cit.:

“In things that have their originall much by insitution, men cannot easily or ordinar-
ily by rational deduction find them out, but only by instruction and education and yet
those things are of as great necessity and use to mankind as other matters more obvi-
ously deducible by Argumentation.”

Edmund Burke, Reflections on the Revolution in France (1790; Dent, 1910) p.92.

tdem, “Tracts relative to the laws against Popery in Ireland”, in Works, Vol VI, (Lon-
don: George Bell 1886), p.22.

bid, p.21.

bid, p.22.

Reflections .., pp. 120, 24.
Reflections .., pp.29-30; 33, 30.

tdem, “Speech on the Reform of the Representation in the House of Commons,” in
Works, Vol VI, op. cit., pp. 146, 148.

Reflections .., p.58.
Reflections .., pp. 168-69.
Reflections .., p.84. See also pp.58-59:

“.... a matter which requires experience, and even more experience than any person
can gain in his whole life, however sagacious and observing he may be ....” and again.
p-166. “ .... the work itself required the aid of more minds than one age can furnish.”
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“Speech on the Reform of the Representation ....”, op cit, p.148; Reflections, p.84.
Reflections .., p.153.

Reflections ..,pp.31,19-20,32, 29,20, 164.

David Hume, 4 Treatise of Human Nature, Vol II (1739; ed. T.H. Green and T.H.

Grose, Longman 1898) pp.263, 270. See also idem, Essays, Moral, Political, Liter-
ary, Vol II (ed. T.H. Green and T.H. Grose, Longman 1907) p.275.

Treatise, Vol 11, pp.303, 304.

Treatise, Vol I1, pp.283,298-99. Cf. Hall’s exposition, Supra.

Treatise, Vol 11, p.301.

Treatise, Vol I1, pp.269, 273-74; Essays, Vol I1, pp. 273-75.

Treatise, Vol I1, pp.263, 269, 270.

Bernard Mandeville, The Fable of the Bees (1729; F.B. Kaye (ed). O.U.P., 1957
reprint), Vol II, pp.321-22. See also p.187: “Our Knowledge is advanced by slow

Degrees, and some Arts and Sciences require the Experience of many Ages, before
they can be brought to any tolerable Perfection.”

thid, pp.141,142.

ibid, pp.141-42. Hume uses the same example, but somewhat more pointedly:

“... 1t must still remain uncertain, whether the excellences of the work can justly be
ascribed to be workman. If we survey a ship, what an exalted idea must we form of
the ingenuity of the carpenter, who framed so complicated, useful and beautiful a
machine? And what surprise must we feel, when we find him a stupid mechanic, who
imitated others, and copied an art, which, through a long succession of ages, after
multiplied trials, mistakes, corrections, deliberations, and controversies, had been
gradually improving?” David Hume, “Dialogues concerning natural religion”, in 4
Treatise of Human Nature, op.cit., Vol I1,p.413.

Mandeville, The Fable of the Bees, op.cit., p.322.

“... without knowing any thing of Geometry or Arithmetick, even Children may learn
to perform Actions, that seem to bespeak great skill in Mechanicks, and a consider-
able Depth of Thought and Ingenuity in the Contrivance besides.” bd, p.140.

thid, pp.140-41, 143-45.

bid, p.139.

thid,p.179.

bid, p.287.

Adam Ferguson, Principles of Moral and Political Science (1792; New York: AMS
Press 1973) Vol 11, p.232.

“It is evident in particular, that custom may be pleaded against those who take the
benefit of it, where it is favourable to themselves; and who, therefore, may be reason-
ably supposed willing, in their turn, to comply with it, where it is favourable or benefi-
cial to others”.

“... every party observing a custom, in those respects in which it is burdensome to
himself; is entitled in his turn to expect the observance of it also in those respects in

which it is beneficial.” (ibed, pp.231,232).

bid, p.232.

bid, pp.232-233.

tdem, An Essay on the History of Civil Society (1767; repr. Edinburgh University Press
1966), pp.97,82.

thid, pp.122,182. See also p.123: “We are therefore to receive, with caution, the
traditionary histories of Ancient legislators, and founders of States... we ascribe to a
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previous design, what came to be known only by experience, what no human wisdom
could foresee...”

85. ibid, p.34. See also Principles of Moral and Political Science, op.cit., Vol 1, p.43:
“Parts of speech, which, in speculation cost the grammarian so much study, are in
practice familiar to the vulgar: The rudest tribes, even the idiot, and the insane, are
possessed of them: They are soonest learnt in childhood; insomuch, that we must
suppose human nature, in its lowest state, competent to the use of them; and, without
the mtervention of uncommon genius, mankind, in a succession of ages, qualified to
accomplish this amazing fabric of language, which, when raised to its height, appears
so much above what could be ascribed to any simultaneous effort of the most sublime
and comprehensive abilities.”

86. ibid, pp.42,44,45.

87. bid,pp.43-44.

88. ibid,p.47.

89. Dugald Stewart, Lectures on Political Economy (1855; repr. New York: Kelley 1968)
Vol II, pp.422-23.

90. ¢bid, p.423. Cf. Sir Edward Coke, supra: the common law determines the interpreta-
tion of statutes.

91. loc. cit.
92. ibid,pp.423-424.
93. ibid,pp.423,424.

94. Edmund Burke, “Speech on the reform of the representation in the House of Com-
mons”, Works (London: George Bell 1886) Vol VI, pp.146,149.

95. Mandeville, The Fable of the Bees, op.cit., p.284. See also:

“... the truth of what you say is nothing so conspicuous, as it is in Watch-making,
which is come to a higher degree of Perfection, than it would have arrived at yet, if
the whole had always remain’d the Employment of one Person; ... the Plenty we have
of Clocks and Watches, as well as the Exactness and Beauty they may be made of are
chiefly owing to the Division that has been made of that Act into many Branches.”
(loc. cit.)

96. ibid, Vol I, pp.356-58.

97. ibid, Vol 11,p.349. Mandeville, incidentally, realised that on bo¢k sides of an exchange,
that which was given up — i.e. both parties increased their subjective utilities. He also
saw that money obviated the problem of the double coincidence of wants, and that
both supply (relative scarcity) and demand (utility) determined price.

“...if you want or like a thing, the Owner of it, whatever Stock or Provision he may
have of the same, or how greatly soever you may stand in need of it, will never part
with it, but for a Consideration, which he likes better, than he does the thing you
want.” (loc. cit.)

“which way shall I persuade a Man to serve me, when the Service I can repay him
in, 1s such as he does not care for® No Body, who is at Peace, and has no Contention
with any of the Society, will do any thing for a Lawyer; and a Physician can purchase
nothing of a Man, whose whole Family is in perfect Health. Money obviates and takes
away all those Difficulties, by being an acceptable Reward for all the Services Men can
do to one another.” (loc. cit.)

“Nothing can be dear, of which there is great Plenty, how beneficial soever it may be

to Man; and Scarcity inhances the Price of Things much oftener than the Usefulness
of them.” (ibid, p.350).
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Adam Smith, The Wealth of Nations (Edwin Cannan, ed; New York: Modern Library
1937) p.11.

thid, pp.11-12.

thid, pp.12,14.

thid, p.16.

“Whether this propensity [to exchange] ... as seems ... probable, ... be the necessary
consequence of the faculties of reason and speech ... Itis common to all men, and to
be found in no other race of animals ...” (zbid, p.13).

ibid,p.15.

bid, p.13. See also: “As itis by treaty, by barter, or by purchase, that we obtain from
one another the greater part of those mutual good offices which we stand in need of,
so it is this same trucking disposition which originally gives occasion to the division
oflabour.” (¢bid, p.15).
J.J- Rousseau, The Social Contract (1762; London: Dent 1973) pp.60-61.

Quoted in Louis H. Gray, Foundations of Language (1939; repr. Macmillan, New
York 1960) pp.435-36.

The material on the early history of linguistics is based on the following: (i) Otto
Jesperson, Language, Its Nature, Development and Origin (1929; repr. Allen and
Unwin, London 1950), pp.26-29, 33-34, 55-60. (ii) R. H. Robins, 4 Short Hustory
of Linguistics (London: Longmans 1967), pp.134, 149-52, 174-78. See also L.H.
Gray, op.cit., p.435. The comment on Sir William Jones is mine.






The Analysis Developed: Menger

WE HAVE SEEN THAT THE common law was the first social phenom-
enon to be recognised as the unintended historical outcome of the actions of
many generations of men. Customs and skills, and language were next seen to
share these characteristics. Menger was the first to develop systematically and
explicitly the two insights: a@. economic phenomena too belonged with law and
language, b. all these social formations in fact formed a distinct analytical cat-
egory of their own. Menger developed this realisation in his controversy with
the Younger German Historical School.

Now, neoclassical economics of the mid to late-twentieth century is pure
theory — i.e. it requires a total ignorance of, and complete isolation from,
the data studied by the professional historian and his particular approach to
those data. Consequently, neoclassical economists and historians of economic
thought can only see the Methodenstreit as a dispute over the methodology of
pure economics, or over the relative merits and importance of pure economics
and history. It is the ordinary historian’s job to recognise that Schmoller and
the other members of the Younger Historical School were historians, not econ-
omists. Consequently, the controversy related to the nature of historical data
and hence to the relationship between these data and economic theory; and so,
finally, to the nature of economic theory per se. In short, the dispute was over
the relationship between theory and history — i.e. the historical data: from the
hustorian’s standpoint.

Since Menger was essentially responding to the stand already taken by the
Younger Historical School, we need to begin with Schmoller’s position. This
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may be described as analytical collectivism. The following is taken from an
authorised translation'.

Schmoller’s Collectivism

Schmoller rejects as “Utopian” and highly unrealistic, the “literary-ide-
ological” view that economic activity is concerned “merely with... satisfying
individual needs”, so it is “mainly dependent on individual action”. Rather, he
says, economic activity is determined and dominated by the successive evolu-
tion of “certain definite economic organisms”® — ever-larger collective bod-
ies: tribe or clan, village, manor, town, territory, national state, confederation.
In each, a political centre of gravity guides and controls dependent economic
institutions. These larger social bodies, consciously acting and thinking in
common, as independent units, create society’s economic arrangements. Thus
village-, town-, territorial- and national economies each successively place their
peculiar stamp on economic activity: — it is wethin them that all economic
phenomena proceed — the division of labour, monetary and technical advance,
production and consumption, the formation of social classes. It is within the
tribe, village, manor, territory, nation- state — that the individual and family —
work, produce, trade, consume. It was the tribe or clan, in earliest periods,
which first settled an area — not the individual.

As Schmoller sees it, each successive — and larger — economic organism
contains successively higher, more progressive forms of economic phenom-
ena. As later and larger politico-economic bodies grow, earlier and smaller
units are broken up, or absorbed or controlled. Historical progress is always
with the successively larger policy unit. The most brilliant historical achieve-
ments occurred when the political and the economic unit were one. Thus each
historical epoch is to be understood by its place in this greater evolutionary
scheme. Such an epoch is what the economist assesses and examines. Thus
our object of study is the historical growth of the politico-economic entity of
the nation-state, starting from kin-group or tribe and progressing through ever-
larger organisms with an ever-higher degree of development. To comprehend
such an object requires an equally spacious and all-embracing theory.

Finally, Schmoller emphatically rejects the “[English] doctrine” which jus-
tifies individual egotism only, never national egotism, and which dreams of “a
stateless competition™ among all individuals everywhere, because of the eco-
nomic harmony of all nations’ interests. Schmoller thus clearly belongs to the
Anglophobe tradition in the German-speaking world.
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History is Complex

As against this historicist holism, Menger * emphasizes the nature of the
data awaiting explanation. Real-world phenomena, whether natural or social,
are the complex outcomes of many different and discrete chains of influences.
In explaining any specific natural occurrence in the real world, we do not try to
develop a single unified “law” or one all embracing scientific theory, to cover
every aspect — the totality — of such a real-world phenomenon. Indeed, no
single discipline could be adequate to this task and none attempts it. Every
scientific discipline seeks rather to isolate one aspect of the complex reality as
its object of — general — explanation. So in analysing real occurrences in the
natural world, we call on several different natural sciences as appropriate —
whether chemistry, physics, mechanics, etc.

Because such real occurrences are the mixed outcomes of a number of dif-
ferent influences (chemical, physical etc) there appear to be many irregularities
in the operation of any single influence, taken in isolation. This sort of appar-
ent real-world irregularity does not invalidate the general theoretical explana-
tion offered by each of these sciences. °

Such sciences as chemistry, mathematics, etc make a number of “unreal-
istic” assumptions about their objects of inquiry — eg the chemical identity
of all chemical substances at all times and places; or the mathematical defini-
tion of a point; or the assumption in mechanics that bodies move in a vacuum;
etc. Indeed in any real instance, the natural sciences do not inquire whether
“pure” elements are actually found; they assume — quite “unrealistically” —
that pure elements do operate, in complete isolation from all other influences,
in an exactly measurable fashion (which scientists know is not achievable). On
the basis of such “unrealistic” assumptions, the natural sciences establish exact
scientific laws. ’

With social phenomena, too, the same general situation prevails: All his-
tory is the complex result of many different chains of causation: innumerable
factors acting together to produce the complicated historical outcome. The
(good) historian seeks to relate the particular developments he studies to their
historical context and to identify the various influences shaping them. Eco-
nomic history, too, is part of such an historical complex; here too the histo-
rian relates economic developments to the various influences producing them.
When studying any aspect of history, to emphasise one single causative element
alone is one-sided, and therefore poor historical analysis. And with social as
with natural phenomena, it is equally chimerical to expect this entire historical
complex to be explained by a single social theory: economics cannot be turned
“into the phantom of a universal theory of social phenomena”; it can explain
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only the economic aspect. This is perhaps the most important such aspect but
it is only a part of the work. As with the natural sciences, the different social
theories each study only one particular aspect of human activity, abstracting
from all other aspects. We combine their various insights to grasp real-world
social phenomena in their many-sidedness. *

It follows that we cannot simplistically and mechanically apply economic
theory directly to historical materials. Economic theory abstracts from all non-
economic influences (specifically: ignorance, ethical motives, external compul-
sion). Thus theory deals with economic phenomena in their “pure” form —
1.e. “unrealistically”, ignoring many actual influences; it assumes that only eco-
nomic forces affect economic interrelationships. But both economic and non-
economic influences affect real-world prices (and other real economic phe-
nomena). So the regularities perceived in the historical reality differ from those
postulated in economic theory. Thus in theory, a definite rise in economic
demand is — under definite assumptions — always followed by the same defi-
nite increase in price. This appears wherever there is exchange, irrespective
of historical circumstances. But in actual fact, such a rise in price is seen only
as a general rule, not as such a certain and definite relationship — the actual
changes would depend on specific circumstances in different markets. Real-
world prices, rent, etc. are influenced by ethics, law, custom, an incomplete
attention to strict economic interests, etc; so they deviate to a greater or lesser
degree from the “pure” forms postulated in theory. ?

It follows from all the above that attempting to test economic theory against
the complex historical reality is like testing geometrical theorems by measuring
real things. The latter are not pure geometrical magnitudes; moreover, real
measurements are always inaccurate to an irreducible degree. '

Two Aspects of Human Action

So as against the Younger Historical School, Menger insisted that human
phenomena had both an individual (concrete) and a general aspect. Thus (he
emphasised) both theoretical and historical investigations deal not with differ-
ent but the same social and economic phenomena. Both approaches give us
an understanding of these same phenomena: “However, this is in each case ...
something essentially different...” !

Historical inquiry deals with the concrete and the specific aspects of social
phenomena. It is concerned with individual concrete phenomena and their
interrelationships at a particular time and place. It deals with concrete and spe-
cific social units and particular developments (eg the history of particular states
and districts; price history; the history of ground-rent in a particular territory; the
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development of specific cultural conditions, or of economic activity in a spe-
cific nation or group of nations, etc.). Historical inquiry gives us the individual
history of some specific historical object; it tells us under what concrete condi-
tions 1t developed and how it became what it uniquely is. The value of such
inquiry is quite clear in the study of such concrete phenomena as particular
legal systems or particular languages: we gain immensely in an understanding
of them by learning how they developed historically, the processes and influ-
ences at work.

Our grasp of economic phenomena is likewise advanced by examin-
ing their historical development. These individual and concrete historical
instances are to be understood from a basis in theory, as particular instances of
more general regularities — eg as specific examples of such general phenomena
as ground-rent, interest etc. Thus we grasp historical phenomena with the aid
of theory: the historian uses the social sciences as auxiliary tools for study-
ing history. Such use of theory to elucidate historical phenomena, however, is
quite distinct from the development of that theory itself. This last is a separate
task and a specialism in its own right. '2

Menger points out: an individual, concrete—historical—phenomenon,
taken in all its complexity and uniqueness, cannot be a general type, for just that
reason. So too the observed and specific course of development of such an
individual historical phenomenon is not the same thing as the ¢typical or gen-
eral interrelationships or interconnexions, found amongst many similar phe-
nomena. Now experience does show that all the various economic phenomena
are not utterly unique — we do recognise certain recurring general types: eg
money, prices, exchange, supply and demand, capital, interest, ground-rents,
etc. We also recognise certain éypical interrelationships amongst phenomena,
recurring with a greater or lesser regularity: such as the effect of a change in
supply or demand on a commodity’s price; the effect of a higher money sup-
ply on money prices generally; or the effect of capital accumulation on interest
rates, or of population growth on ground-rents, etc. Itis this general and typical
aspect of social phenomena and their typical interrelationships and intercon-
nections that we grasp through theory. General theoretical categories enable us
to group and classify these myriad economic phenomena. We thus go beyond
what we observe immediately, to further factual observations. Theory thus
gives us a deeper understanding; it is the basis of prediction and control. "’

Menger sums up the difference between historical and theoretical aspects:
“... history ... has the task of making us understand all sides of certain phenom-
ena ... theories have the task of making us understand only certain sides of all
phenomena ..” " The historian, that is, analyses the various and manifold
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influences acting within and upon a particular historical context. The theorist
seeks for general explanations, going beyond any single historical context.

Complicated phenomena (found in the historical reality) develop from
simpler elements. So in analysing such phenomena, we reduce them to their
simplest components, taken in isolation. We then investigate how the more
complicated types are formed and built up from these fundamental constitu-
ents, looking to the processes and regularities involved. The more complicated
the phenomena, the more difficult and extensive is this task. **

Economic phenomena are human phenomena — so their elements are
human attempts to satisfy material needs. These ultimate factors — “human
individuals and their efforts” — are known directly to be real, unlike atoms and
other postulated natural forces. Thus the theoretical social sciences have a def-
inite advantage over the natural sciences ."°

Two Types of Order

Economic and social phenomena may be divided into two categories: one
sort are established by deliberate mtent, 1.e. through concerted agreement or
positive legislation. Such social phenomena are “the result of a common will”.
We explain these phenomena “pragmatically” — i.e. in terms of the aims and
purposes of those involved, the obstacles they sought to overcome, the various
means they used to attain specific (often pre-determined) ends. 7

No such deliberate or concerted origin can be detected for the second
group of social phenomena: they are not produced by legislation or common
agreement. Although never invented for the purpose, these phenomena are
vital to society’s welfare, which indeed they serve to a very high degree. They
appear as the “unintended results of historical development.” They are “unin-
tentionally created” by “individual human efforts” aimed at individual goals
and interests. — So too, only some of the changes in social phenomena are
brought about deliberately, by agreement or legislation; there are other social
changes that are the unintentional outcome of social (inter-individual) develop-
ment. '

Menger points out that Burke recognised the common law and the British
constitution as the unintended result of historical development. Burke’s recog-
nition was followed in Germany by Hugo’s historical studies, and then by Savi-
gny and Niebuhr. They too saw that law was not created by the fiat of public
authorities; it was an historical formation, like language. They further realised
that even if legislation were introduced, law continued to develop “organically”
— 1e historically, as language did. W. von Humboldt systematically developed
the same insight in general linguistics *.
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Unintended Orders — The Category Widens

Menger now explicitly assimilates into this category, all social phenomena
generally and economic phenomena in particular. Together with law and lan-
guage he includes religion, morals, communities and other social units, as well
as markets, the division of labour, specialisation, competition, trade customs,
money, the prices of goods, interest rates, ground rents, speculative profits,
wages, the location of economic activity, etc. All these, he says, “exhibit exactly
the same peculiarity” — they are all “social structures” that “in their constant
change are ... the unintended result of social [inter-individual] development.”
He explicitly characterises economic phenomena in exactly the same terms. *

In trying to grasp these social phenomena we initially apprehend them
all in the most immediate and obvious fashion: as the product of calculated
intent, whether agreement or legislation. But this approach is both unrealistic
and unhistorical. Equally, mystical allusions to the primeval origins of these
institutions or their organic nature likewise evade the analytical issue. Any
complicated social phenomenon cannot always have been there, from the very
beginning: it must have developed at some point — from simpler, individual
elements. Menger emphasises just how different Burke’s insight is, from these
two approaches. Burke saw that the common law and similar institutions were
neither invented nor were they divinely-established, as Le Maistre held, for
example. Burke’s view was objectively-based: all such formations were histori-
cal developments, that had survived the test of time. *'

Thus Menger arrives at the key analytical issue: such social phenom-
ena as law, language, religion, money, markets, competition, etc. occur histori-
cally where neither the populace collectively nor their rulers have established
such social structures by purpose. So as Menger realises: “It is here that we
meet a noteworthy, perhaps the most noteworthy, problem of the social sci-
ences: “How can it be that institutions which serve the common welfare and are
extremely significant for its development come into being without a common will
directed towards establishing them?” **

All such phenomena — whether social or economic — “have come into
being in exactly the same way”: as the unintended outcome of inter-individ-
ual interaction. So they cannot be understood to be intentionally-created
(“pragmatic”). Thus for both social theory in general and economic theory
in particular, the analytical problem is identical: in both cases we seek to
grasp the emergence and development of exactly the same ¢ype of phenom-
ena — “organically-created” social structures. So in explaining the latter, as
in tackling the “main problem of theoretical economics”, our “methods of
understanding... are by nature identical”. Thus Menger explicitly subsumes
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economic phenomena and their theoretical explanation as a particular case of
amore general category: “unintentionally-created social institutions” and their
general explanation. *

Now, complicated social and economic phenomena “developed ... from
simpler elements”. So we reduce the complicated to its simpler components —
its individual causative elements. We then investigate the regularities through
which the more complex economic (and social) structures “are built up from
these elements”. The latter are the “innumerable efforts “of economising indi-
viduals ”pursuing individual interests.”” Such economic phenomena as mar-
kets, wages, interest rates, and the like are the “unintended result.” **

To demonstrate the inter-individual processes involved, and their simi-
larity, Menger analyses: the formation of the common law; the emergence of
money; and the nature of the overall economic order — the “national econ-
omy”, as distinct from its component economic units (eg firms) which are
formed on a completely different principle.

Separately from these three Menger also analyses the capital structure —
not his term — for the first time. He recognises that the process of produc-
ing consumption goods 1is a sequence of productive relationships: between
these final goods and the chain of investment goods that lead eventually to final
consumption outputs. Hence Menger distinguishes amongst goods accord-
ing to where they stand in this investment chain. Consumer goods belong to
the “first order”. Those mvestment goods directly producing final goods are
“second-order” goods. These are produced, in turn, by “third-order” goods,
and so on. To produce the various final goods, all the requisite “higher-order”
goods have to be available: in all the different orders needed, in the right pro-
portions.” Menger does not explicitly include this overall production struc-
ture with the other unintentionally-developed social institutions, but is clearly
a social formation of the same type, as I shall argue later in more detail. Mean-
while, I turn to the first such formation which Menger analysed explicitly as
such — the common law.

The Common Law

Menger sees that the common law is the unintended product of inter-indi-
vidual (social) development. It moulds the general welfare and promotes it to
an outstanding degree — perhaps more than any deliberately-established msti-
tution. But the common law was never developed intentionally to this end:
“...the explanation of this remarkable phenomenon is the difficult problem
which social science has to solve.” We have to examine the processes through
which law appeared without legislation. This process originated in periods
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long before documents, so we can only explain it in general terms — the human
tendencies and the general conditions involved. *°

Menger analyses this general process: in very early periods, people felt
continuously threatened by others’ violence: 1.e. that of the few who were
strong as against the weaker majority. But even the strong felt the need of pro-
tecting their acquisitions. Thus at first the far-sighted and then others saw
gradually that in their own long-term interest, “individual despotism” had to
be restrained: “What benefits all, or at least the far greater majority, gradu-
ally is realised by all”. Thus law first arose as “rules for action” — customs
— that were “fixed in the minds of the population without contract or particu-
lar agreement”. At this early stage of society, everyone could see that not only
did he — individually — gain from keeping these rules, he gained even more if
everyone else also adhered to them: any violation threatened his own interests.
Thus, to follow these rules was recognised to be in everyone’s interest. So it
was further realised that adherence to the law in specific cases could not be left
to individual discretion: adherence had to be enforced. Thus common law —
custom — developed: supported by general opinion, its rules apply equally to
all; they are enforced especially on those who fail to keep them. Such enforce-
ment is nitially also a matter of custom: “everyone feels the impulse to defend

the threatened law”. %’

In short, Menger sees that law always begins as custom. He goes on: as
groups of people come to live under a common set of customary rules, a feel-
ing of unity arises. Different such sets of customary rules emerge, according to
the particular historical environments in which they evolved over time: law is
always shaped by specific circumstances. Only after a body of customary law
has emerged, do there also appear coercive authorities — government officials
— to enforce the law when needed. **

The common law is shaped over centuries of practical development: by
the people’s needs and convictions, by specific and changing circumstances.
But as these customary rules are further extended, developed and articulated,
the division of labour leads to a specialised class of legal experts. The authority
of government officials also grows. The law now appears more as “something
objective”, an external authority.

Initially, this professionalisation and government enforcement merely rein-
forced the common law. But it had technical faults — gaps, contradictions,
uncertain points. Moreover, it was unsuited to governmental purposes, the
“momentary views of the rulers”. Nor could it be altered rapidly to meet politi-
cal (and social) changes **. Thus legislation is added to the body of legal rules.
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But legislation is “pragmatic” — it expresses the legislator’s intentions and the
specific conditions aimed at.

Thus it 1s imposed even at an early date, “by authority”, by “the man in
power” or by the victor on the vanquished. These “statutes of power” are
not law proper, but those in power have an interest in assimilating them to the
common law i the minds of the people. So legislation “to serve the rulers”
has often replaced many common law rules. Further, the effect of legislation
is often perverse, when it is based on the “pragmatic” view of the state, soci-
ety and social institutions: viz., that all these were purposefully created by the
people or their rulers. From the rulers’ standpoint, “organically” created social
institutions are “abuses and social evils”. So with no comprehension of the
“unintended wisdom” of such institutions and the common law, immature leg-
islative reform has produced the opposite of the common good. It has “spoilt
the law” instead of “bettering it.” *

Menger emphasises that referring to the “organic” or “primeval” nature
of the common law explains nothing: such phrases, “partly figurative, partly
meaningless”, give no theoretical understanding of how that law was formed.
The common law is not a natural organism but the “outcome of individual
human efforts”. Menger points out that in fact, on many occasions, common
law has been proved harmful, while legislation has changed the law to the good.
The jurist’s task, therefore, is to explain clearly the general advantages for
everyone of the organically-grown common law. With the insight gained from
“thoughtful consideration” of the common law’s specific value, legislation can
be “purified” [Menger’s term|. Thus the legislator, in relation to the common
law, 1s then akin to the farmer or physician, in relation to their understanding
and application of natural laws '

Money as an Unintended Order

Amongst economic phenomena, Menger twice outlines the historical
logic of the emergence of money — i.e. the general use of particular commodi-
ties as media of exchange. Menger points out barter can proceed only within
very narrow limits — what older economists termed “a double coincidence of
wants” [not Menger’s term]. An individual can obtain what he wants through
barter only if he can supply his potential supplier with what %e, in turn, needs,
and this cuts both ways, of course. This means that people barter only those
goods surplus to their own requirements and accept only such goods as they
can directly use themselves. But when particular commodities are used as
exchange media, we see people accepting goods they cannot use immediately
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or even already have sufficient of. At the same time, they reject other goods on
just these very grounds *2.

What has happened? — Some goods are more marketable — far more
widely and readily accepted, because they fill a more general need than oth-
ers. The specific such goods vary greatly, according to historical circumstance.
Certain individuals, more perspicacious than others, begin to customarily bar-
ter their goods for these more widely-demanded commodities. Such individu-
als then use the latter to obtain the goods they actually need. This practice
spreads gradually, as others become aware of the greater ease in securing their
requirements, via this indirect method. Thus the use of money emerges as
the development of a custom, a particular way of doing things. So money — a
medium of exchange — appears via a social process, as “the unintended result,
the unplanned outcome of specifically individual efforts of members of a soci-
ety”. Only after such media of exchange are widely used, do coins appear:
“coin... 1s only one variety of money”. Coins are merely convenient methods
of using particular weights of the precious metal as exchange media *.

The ‘National Economy’ — An Unintended Order

Menger now notes the existence of a distinctive economic order — the
first time it has been recognised. In this social formation, the component ele-
ments are the individual economic units — firms, households, etc. These units
obviously organise themselves in a variety of ways to achieve their several aims.
They are economies proper; but “the nation as such is not a large subject that
has needs, that works, practises economy, and consumes, and what is called
‘national economy’ is therefore not the economy of a nation in the true sense of
the word.” Nor 1s this social structure separate from, or opposed to, the eco-
nomic units composing it. “Those complicated human phenomena” we term
“the national economy” are the “results of...... Innumerable individual efforts”.
Theoretical understanding means “reducing complicated phenomena to their
elements” So we have to begin with such individual economic efforts and see
how they systematically result in an overall economic order **.

Menger repeatedly emphasises that we cannot understand this order by
analogy with an individual economy, such as a firm or household. To do this
1s to create a “thoroughly inadmissible fiction”. Material means are used, not
by a fictitious entity, but by actual people, to provide for their own needs and
those of other, equally real, people. The resulting social structure is a “com-
plex of individual economies” — a multiplicity of units tied together by com-
mercial inter-relationships. The (false) analogy with an individual economy is
an analogy to something which is familiar and so clearly understood, which is
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why it is used. The Historical School rely on this fiction, as do “Adam Smith
and his school.” But what we are confronted with 1s a phenomenon far more
complicated and difficult of interpretation. Economic theory has to explain
how these “complicated phenomena of human economy” developed through
the activities of individual economic units and their commercial interactions **.

Analysing Such Orders

Menger also mentions that certain other social and economic phenomena
— language; morals; the location and development of commercial centres;
specialisation and the emergence of professions; the division of labour; trade
customs — can all be analysed as the “unintended result” of individual efforts
pursuing other ends  altogether *.

Menger is well aware that “legislative compulsion”has also shaped the vari-
ous social phenomena in their later development, often to an increasing degree.
Price formation is influenced by taxes and wage regulations. Legal systems are
a mixture of “unintentionally created common law” and legislation. Monetary
developments and the development of markets also represent a combination
of the “organic” and the “positive” — 1.e. both the unintended results of indi-
vidual action and deliberate policy. In short, both “organic” and intentionally
established institutions co-exist and interact in the historical reality *’.

As noted earlier, Menger sees that many social and economic phenom-
ena are formed ”in exactly the same way” as the common law and language.
As we saw, Menger builds explicitly on Burke and Savigny amongst common-
law thinkers, and on Wilhelm von Humboldt in linguistics. Menger sees fur-
ther that Burke’s analysis differs sharply from three other approaches to social
phenomena. Firstly, the mystical view (Menger’s characterisation). This view
simply alludes to the primeval (or divine) origins of these phenomena and to
their higher — 1.e. superhuman — wisdom, especially that of the law. It makes
no attempt at explanation. Secondly, the “pragmatic” outlook which links
together the various members of the Anglo-French enlightenment. Menger
includes here the Physiocrats, other French writers, and “Adam Smith and
his closest followers”. For these thinkers, all economic phenomena are pro-
duced intentionally, whether by explicit agreement amongst people or by leg-
islation. Thus “unintentionally-created social structures” remain to them a
closed book. Burke (says Menger) was the first to oppose this Anglo-French
“rationalism and pragmatism.” And so because Menger lumps Adam Smith in
with the French rationalists, whom Burke opposes, we get this intriguing Men-
gerian contrast between Burke and Smith. Lastly, the Historical School. Here
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Menger underlines its “essential” difference from Burke’s approach: the for-

mer is historical “in an entirely different sense.” **

Menger shows how Burke is at variance with all three approaches: In
opposition to the Anglo-French Enlightenment, Burke recognised that there
did exist social phenomena that were the unintended results of historical devel-
opment. As against the mystical viewpoint, he definitely aimed to explain
such phenomena. This he did, as the unintended outcome of a long historical
process of selection and development; these institutions had “proved [their|
worth” through “the test of time”. And when Menger contrasts Burke with
the Historical School, his point (though not spelt out) is clear: the Historical
School postulated various over-arching superhuman “historical” organisms
that succeeded each other through time, whereas Burke saw that history was
a human process. Menger feels, however, that Burke and Savigny were “one-
sided”. They combined their analysis with the defence of “what already exists”
against reform (Burke) and the assumption the “organically created social
structures” were “without proof; higher than human wisdom” (Savigny)™.

Menger is widely described as an Aristotelian in his methodology. Thus
Hutchison says that Menger quotes most frequently and approvingly from
Aristotle, in the Problems. But these references are generally at the start of a
chronological review of the various opinions expressed on some topic; and
Aristotle is quoted on several occasions to be refuted.

Investment Chains

Now to the last social formation: the production structure. As mentioned
earlier, Menger does not explicitly refer to this in these terms, but he is clearly
describing an inter-individual social process of exactly the same type as the
other historically-developed institutions he has analysed (the common law, the
general economic order, etc.)

Menger begins his Principles with an exposition of the structure of pro-
duction (not his term). From the very outset he recognises that the process
of producing final goods consists in a chain of productive inter-relationships.
Production of final outputs is an interlinked sequence of operations proceed-
ing through time. This sequence is analysed by starting from the various final
outputs and then continuing link by link through the succession of heterog-
enous investment goods used in the investment chain which precedes and lies
behind the appearance of these final goods and services.

Menger begins his analysis at the final consumption stage because these
outputs satisfy human wants directly; so he terms them “goods of the first
order”. As individuals have a range of wants to satisfy, they always aim at
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obtaining not just one or two, but a range of such final goods. Many of the lat-
ter are versatile, in that they can satisfy more than one human want. *°

But there are other goods that are not directly useful but which human
beings value nonetheless, because these goods help to produce first-order
goods. Thus such mstrumental goods contribute indirectly to the satisfaction
of human wants and are valued in accordance with their capability in doing
this. Those investment goods that directly produce final outputs are “second-
order” goods. These latter are in turn produced by other types of investment
goods: belonging to the “third order” — and so on, to that order of investment
good which is furthest removed from final consumption (in whichever case is
being examined). *!

Thus in Menger’s example, bread is a first-order good. Flour, fuel, salt,
ovens, the services of a skilled baker — these are second-order goods, as they
directly help to produce the bread; while the flour mills, grain, labour (etc)
needed to produce the flour (etc.) are third-order goods. In the fourth order,
we place farmers’ services, fields, agricultural implements and the like. The
fifth order would contain the investment goods needed to produce agricultural
implements, fertilisers, etc; and so the sequence continues to that investment
link in the chain which is furthest removed from the anchoring stage of final
consumption. **

Thus it is only from consumers’ subjective evaluations of first-order goods
and services, that all other outputs can be evaluated. This evaluation is in terms
of their contribution to the production of those final outputs that consumers in
fact treat as valuable. Over time, consumers change their relative evaluations of
the various final outputs — whose composition also changes as new goods and
services appear. So the evaluation of the various higher-order goods and ser-
vices changes correspondingly, in accordance with the latter’s contributions to
providing the altered range of first-order goods and services **. Menger takes
the example of tobacco. If people no longer want to smoke, this changed evalu-
ation of the final good (tobacco products) means that existing stocks are no
longer useful in satisfying a human want and are therefore valueless. In turn,
the following higher-order goods are also rendered valueless because they are
specific to tobacco consumption. Firstly, complementary items such as cigar-
boxes, humidors and the like. Then, at the next higher stage, raw tobacco, pro-
cessing tools and machinery and the specialised purchasing and manufacturing
skills specific to tobacco products. But the agricultural land and implements
that can contribute to the production of other final outputs, have their contri-
bution evaluated in terms of the relative significance that consumers attach to
these other first-order outputs. Most higher-order goods are versatile in that
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they can be used in helping to produce many different first-order items; only
some higher-order goods are specific to one or a few items. **

Menger emphasises that to classify goods into various orders is only to
position them somewhere in the chain of production leading to final consump-
tion. This classification is 7ot something which is inherent in the goods them-
selves. Rather, such classification refers to the various ways in which human
beings employ these goods to satisfy their wants, according to circumstances.
Some goods and services are used directly to do this. Other goods and ser-
vices are used indirectly, at various removes, for the same ends. **

Thus to reach the stage of becoming final output, goods pass through a
chain of production stages. At each stage, the inputs from the next preceding
stage are worked on and then passed on to the next stage succeeding. Thus
higher order goods are gradually converted into lower order goods: wheat
becomes flour which becomes bread, — to continue with Menger’s example.
But this transformation requires feme: higher order goods cannot become
lower order goods” by a mere wave of the hand”. The production processes
that turn wheat in the fields into bread at home take time to proceed through
the successive intervening stages. It follows that the goods in each successive
stage are complements to one another — they cannot be substitutes. Thus
wheat, flour, and bread in a retail shop, are the successive stages of produc-
tion of the first-order good, bread at home — which 1s why these higher-
order goods cannot be substitutes for one another: a bakery needs flour not
wheat; while for direct consumption, people need bread at home, not wheat
or flour. *°

But thatis not all. At each stage, the input from the next preceding stage has
to be combined with other capital goods and services. The resulting changed
output is then passed into the next succeeding stage and there combined with
yet other capital inputs — and so on, until the final consumption stage is reached.
Thus to produce any final output, all the specific combinations of higher-order
goods have to be in place in each link in the investment chain leading to that
output. A single higher-order good in isolation, cannot do the job. Thus (to
develop Menger’s example), when wheat proceeds into the next succeeding
production stage, it has to be put through a flour mill. In the next stage follow-
ing, the flour needs to be combined with yeast, water, other ingredients, ovens,
bakers’ services to become bread. The next link in the chain puts bread into a
retail shop from where it moves into the final consumption stage in the home. At
each stage the various complementary capital goods and services must be avail-
able in the requisite quantities and in the appropriate combinations, if final out-
puts are to be produced. Thus wheat cannot be mixed directly with yeast, etc:
a flour mill 1s also needed, and needed first. Then, at the bread-making stage,



122 Early Modern England | Sudha Shenoy

the various ingredients and services have all to be available in certain quantities
and proportions, although these two can vary within some range, of course.

In other words, in most investment chains there 1s some scope in many
of the links for varying the proportions amongst the various capital goods and
services making up the capital combinations forming those investment links.
Menger gives the example of agricultural production, in which different pro-
portions of land, fertilisers, implements and labour can be combined to pro-
duce agricultural outputs. But this is only one stage in the interlinked series of
production stages leading to first-order goods. So far as the overall production
chain is concerned, capital goods and services have value only when they can
form a completed chain leading to the output of one or more final consump-
tion goods or services. If the available capital inputs cannot form the appro-
priate combinations to produce the most desired final outputs, then these het-
erogenous capital inputs will have to be used in other combinations — where
possible — to provide other, less desired, first-order goods. For example (to
extend Menger’s own instance), if the flour mills, ovens, and all the other invest-
ments needed to produce (wheaten) bread are not @/l available in the appropri-
ate quantities and proportions, then some land otherwise best suited to wheat,
will have to be used for other crops, where there exists some chain of invest-
ments which can use these crops to ultimately produce some other final con-
sumption good. But any higher-order good which cannot be so used becomes
valueless.*

Thus the analytical unit which Menger develops here consists of the entire
chain of production — the complete set of linked investments — which yields
the entire range of final outputs being produced: “The objective of ... investi-
gation [is] the whole causal chain up to the last link, the satisfaction of human
needs.” All these heterogenous capital goods and services — goods of succes-
sively higher orders — have to be treated and analysed as a unit because they
are tied together by their joint contribution to the production of some first-
order good or goods: all together form “... the entire range of goods causally
connected with the satisfaction of a human want.” Menger now systematically
works out the implications of continuously extending this capital structure —
using goods of successively higher orders to “lengthen” the production chain
which will produce first-order goods.

Provision for the Future

Menger emphasises that people wish to provide for their future consump-
tion, even if they are hunter-gatherers and therefore dependent on nature’s
providence. Even so, they search for food before hunger sets in and put up
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shelters in anticipation of bad weather. And so, to provide first-order goods
in future time-periods, people gradually begin to produce goods of succes-
sively higher orders. Such goods are valued precisely on account of the final
goods they will provide in the future at the time when the production process
is complete.”

Thus when people produce goods of successively higher orders and when
they move goods from lower to higher orders, they extend the production
chain. In so doing, they establish production processes that will take more time
to turn out final outputs: the first-order goods will be supplied at successively
later periods in the future. Initially, of course, people wish to ensure that their
consumption needs are met in the nearest future. Only after these are met will
they use any remaining resources to provide for the next following time-period,
and so on. And so the investment chain is gradually lengthened: goods of suc-
cessively higher orders are gradually produced in succession.

Other Features

But such longer investment chains are also more productive: they not only
produce larger quantities of first-order goods, these final goods are now more
varied in range. Therefore the range of occupations becomes just as varied;
and because of these outcomes, civilisation develops, population grows, and
human well-being increases. In sum, Menger realised that it was because men
had consistently lengthened the production chain — systematically extending
it to goods of ever-higher orders — that people’s material conditions improved:
final output increased in quantity and range and hence a variety of employment
also became possible. *!

Menger analysed the historical development of the production chain over
time. Initially, when they are hunter-gatherers, men can only obtain such first-
order goods as nature provides fortuitously. Then, as people deliberately pro-
duce goods of the second or even the third order, the role of fortune in obtain-
ing first-order goods is gradually reduced. Instead, deliberate production
grows in importance. Then, as investment chains are lengthened, production
dominates: men now use “causal connections between things” to produce
final outputs. Thus, from gathering wild plants, men begin to cultivate them.
Then people begin to practice intensive agriculture. Similarly, in hunting, men
replace clubs with bows and nets. Then pastoralism begins and it, too, is inten-
sified. Goods now increasingly come to be manufactured, at first by craft tools.
These tools are then improved and finally machinery is produced. Thus men
gradually produce goods of higher and higher orders, lengthening the invest-
ment chain leading from the highest order goods down to first-order goods. *
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Now, in the output of second and higher-order goods, the division of labour
progresses by subdividing the production of each good amongst a number of
production units. Each unit turns out only a part of each good, so that the vari-
ous individuals and firms turn out complementary outputs. Each individual is
aware of only the component (or part thereof) that he produces; he does not
realise that this is only one small piece of the whole — that others elsewhere are
producing all the complementary parts that will make up a complete product.
Furthermore, this product is itself only one part of one link in an investment
chain: still other individuals somewhere else are each producing component
parts of all the various higher-order goods forming all the links in this invest-
ment chain. As this production chain is lengthened — as goods of higher and
higher orders are produced — the output of all goods becomes more and more
subdivided in this fashion amongst different production units.”

Concomitantly, the time periods for which consumer goods are provided,
are pushed further and further into the future. In hunting-gathering, men can
provide for only a few days ahead. But a nomadic pastoralist, by increasing
the size of his herds, uses investment processes that produce final goods after
several months. And in the late nineteenth century, men engage in production
processes that turn out first-order goods after several years or even decades.
Moreover, men can now also provide for their future descendants. >

Menger emphasised that because men had extended the production chain
over time, they were able to convert “vast regions inhabited by a few misera-
ble, excessively poor men into densely-populated civilised countries.” Menger
underlines Adam Smith’s restricted vision here. Smith saw the advantages of
the division of labour only in the direct production of consumer goods. He
failed altogether to recognise that the bulk of production activities went into the
output of higher-order goods, so he could not see the real significance of sub-
dividing labour: the production of complementary goods of higher and higher
orders, resulting in an increase in the quantity and range of first-order goods
and an expanding range of employments. For example, in a hunting-gathering
tribe, suppose different individuals specialise — in Smithian fashion — in par-
ticular tasks such as gathering plants, hunting, fishing, food preparation, mak-
ing clothing. Certainly labour productivity would increase, but compare this
with the results of producing higher-order goods: first bows and nets, then
moving into both sedentary agriculture and pastoralism, going on to produce
improved craft tools and machinery.  The differences in the output and range
of first-order goods are dramatic.

Menger’s analysis was extended and build on by Mises, Hayek and espe-
cially Lachmann. Menger here was clearly analysing an actual historical pro-
cess with analytical tools developed for the purpose. Menger’s analysis may
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be contrasted with the neo-classical approach: in Mengerian terms, the latter
treats all higher-order goods as homogenous and perfect substitutes for one
another; concomitantly, production is instantaneous.

Comments and Criticisms

Before going on to Mises and Hayek and their development of Menger’s
insights, we may examine some critics and commentators on Menger. This
examination will emphasise the centrality of both subjectivism and the capi-
tal structure to Menger’s analysis, and also bring out more clearly the features
of the latter. (Given the unfamiliarity of the analysis, some reiteration may be

helpful.)

Stigler

Stigler objects to the subdivision of higher-order goods into classes
according to how far they are from first-order goods: “The classification of
goods into ranks [is] ... of dubious value. The same good, say coal, might be
used both as a good of the first order (in domestic heating) and... as a good of
ninth order (in smelting ore) in even a simple economy.”*® But this is precisely
why Menger emphatically insists that these categories do not refer to any char-
acteristics inherent in the goods themselves. Rather, the classifications help to
identify the particular use that people make of the goods available to them. And
so Menger pointed out that (versatile) production goods can be moved from
lower to higher orders — which is how the investment chain is lengthened.
For Menger, the analysis is of the various ways in which people make use of
goods, 1.e. the subjective assessments made by human beings and manifested
in their actions towards these goods. But Stigler confirms that for the neo-
classical economist goods are things-in-themselves and so the central objects
of concern.

Thus the insight that coal 1s usable in very different stages of production is
of the greatest value to the Austorian: he is led to inquire into the relative quan-
tities used for direct domestic purposes and for smelting ore, in the historical
context he is investigating. This means he looks into the other complementary
capital goods being produced, the various capital combinations present. Thus
the historian is guided to inquire into the “length” of the production chain in
that historical context. In a relatively short investment chain, rather more coal
1s used for domestic purposes and in production stages closer to final con-
sumption. The quantities used in stages further removed, e.g. smelting, are
much smaller in comparison. But as the production chain is “lengthened” —
as goods of successively higher orders are produced — larger quantities of coal
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go into smelting and other investment links further from final consumption,
as compared with domestic use; total production of coal also increases. This
happened in England from the sixteenth to the nineteenth century, for exam-
ple. Stigler recognises that “even a simple economy” may have production
chains extending some distance from the first-order goods turned out. Exactly
so: this gives the historian an insight into the complexities of the various pro-
duction chains — particularly the more extensive ones — found in the differ-
ent historical contexts he studies. Thus the very classification which Stigler
finds “of dubious value” — to a neoclassical economist — provides indispens-
able and profoundly penetrating insights in historical study. In short, precisely
because Menger is developing analytical tools for the historian, his analysis has
to lie outside the limits of neoclassical economics.

Stigler goes on: “Menger himself makes no use of the concept of ranks
other than to distinguish consumption goods from production goods.” But
Menger nowhere refers to “production goods” tout court, all of which are
homogenous and perfect substitutes for one another. Indeed he devotes the
first three chapters of his Principles almost entirely to analysing heterogenous
investment chains. In these, the successive higher order goods are complemen-
tary to one another and so have to be used in the appropriate combinations;
substitutability 1s only possible within a link and within limits, as in crop cul-
tivation. Stigler also protests: “... to attempt to trace in detail the stages in
the production of even a simple commodity — a common pin, for instance —
would amount to nothing less than a detailed description of economic life and
its history.” > Precisely: that is why Menger sees in the increasing use of goods
of ever-higher orders the explanation for humanity’s growth from a small pop-
ulation of hunter-gatherers, almost entirely dependent on nature, to a densely-
settled population with a wide range of employments, producing a vast range
and quantity of first-order goods, in a global trading network.

Stigler says, “the greatest hiatus [in Menger]... is unquestionably the
virtual absence of any theory of capital.” He refers to Menger’s “vague and
unsatisfactory definition of capital”. Stigler goes on, “it is asserted both that
increases in capital can take place only through extensions of the (undefined)
period of production and that all such extensions increase the productivity of a
given amount of capital.” *®

But Menger nowhere refers to the neoclassical notion of a homogenous
stock called “capital”, in which any separate goods are perfectly homogenous
and perfect substitutes for each other. Nor is Menger concerned anywhere
with a “period of production”. What Menger investigates are the production
chains formed by sequential and heterogenous higher-order goods, whose final
links consist of the various first-order goods yielded by these investment chains.
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Because they must form a chain in order to reach this final link, the sequence
of higher-order goods are complements; they cannot be substitutes (except, on
occasion, within each link.) So in effect Stigler complains that Menger does
not hold the neoclassical view of what it terms “capital”.

Now to what Stigler calls “the (undefined) period of production” and the
“productivity” of an “amount of capital”. In Menger’s analysis, it is from the
investigation of investment chains that there follows the implications regard-
ing both the quantity and range of first-order goods produced and so also the
time-periods involved. I summarise Menger’s analysis and then consider some
practical examples, for reinforcement.

As we saw earlier, Menger recognised that it is as goods of successively
higher orders are utilised — the production chain is extended — that the range
and quantity of first-order goods both increase. We saw that Menger traced
this process of extending investment chains and their effects through time.
When people were hunter-gatherers and so produced virtually no higher-order
goods, there was a small, poverty-stricken population. Then people began pro-
ducing goods of successively higher orders, developing better hunting tools,
then pastoralism, sedentary agriculture, craft production and finally machinery.
Thus population grew, became densely-settled, final goods increased in range
and quantity, and hence the range of occupations also grew. And as investment
chains were extended, so also were the time intervals between the highest order
good actually used and the first-order goods being turned out. In Menger’s
examples, this time period was a few months in the short production structure
of a nomadic pastoralist, but years or even decades in the vastly-extended pro-
duction chains found in the international trading order of the late nineteenth
century. Menger also recognised that wethin the investment chain, the time
interval in each ‘link’ also varied — this being the time needed to convert inputs
from the previous stage into inputs for the next stage following. *°

Investment Chains In Reality

We may take two examples to illustrate how differences in the “length”
of investment chains produce differences in the “mix” and quantities of first-
order goods and in the production time involved. Taking the nomadic pas-
toralist again, consider the time taken for a lamb to be born and then mature;
the sheep’s wool to be shorn, prepared, spun and woven into cloth, then sold
or traded and turned into clothing. In this relatively “short” production struc-
ture, the successive higher-order goods are relatively simple and coarse in qual-
ity: unimproved sheep, spindles, simple looms, etc. So too are all the first-
order goods produced in a society where such pastoralism 1s prominent and
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where therefore the other members are subsistence agriculturalists and part-
time craftsmen. These first-order goods would include grain, clothing, pot-
tery, baskets; etc. In sum: the production chain here is far “shorter”: from the
highest order goods used to the first-order goods turned out. Concomitantly,
the range of such goods and of available occupations is very meagre; and the
time taken in the overall production process is also much shorter.

Turning now to a highly-simplified and incomplete example from a twen-
tieth-century context: consider the time needed to mine iron ore and coal and
transport them to steel mills — possibly in other countries; then to convert the
ore, coal and other inputs into steel products, transport those products to dif-
ferent factories and ship yards and turn them into ships, lorries, cars, electrical
goods, etc.; then transport these various goods (except the ships) to dealers
and retailers; and finally, the time taken before final sale and transport to the
purchaser’s house (or firm, in the case of lorries). These are merely the more
obvious links in these investment chains. A slightly more comprehensive pic-
ture would include, inter alia, the production and uses of such higher order
goods as the following (in the appropriate production stage); mining machin-
ery; bricks to build factories; the various sorts of machinery used in the ship-
yards and in the various factories that turn out (for example): lorry and car
engines; electrical motors; and the lorries, cars, electrical goods, etc. — In this
example the investment chains are clearly immensely “lengthier” and more
complex, from the highest order good utilised to the huge variety of first order
goods ultimately turned out. Not only is there an incomparably wider range in
the latter, there is an even greater range in the various higher-order goods used
as also in lines of employment. So too an immensely greater amount of #ime is
needed for the entire production process, from the stage furthest removed to
the final consumption stage. Furthermore, within each production structure
— whatever its “length” — each segment of the production process requires
different amounts of time to be completed. That is, the time taken in each stage
varies according to the product, the particular process and the particular link
in that investment chain. In short, Menger is concerned to analyse the pro-
duction chain. In any such chain, first-order goods constitute the final link.
So its “length” determines the kind and quantity of first-order goods that are
ultimately produced. So too the overall time taken to reach this final stage,
depends on the “distance” between the highest order good used and the first
order goods turned out. Thus the “length” of the investment chain considered
determines both the final outputs and the time needed to produce them.
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Back to Stigler

But Stigler concentrates solely on something which he calls “the period of
production”. According to Stigler, if this period is extended, the “quantity” of
capital is increased as 1s the “productivity” of a given amount of the stuff. Thus
Stigler doesn’t just get the cart before the horse, he doesn’t realise it is a cart
and that a horse is pulling it.

According to Stigler, Menger finds that one “limitation” to “extending the
period of production” is “an irrational preference for present over future satis-
faction.”™ But Menger says explicitly that scarcity determines how far into the
future people can provide for. With a very much smaller stock of resources,
people can build up only those interconnected investment chains that yield
first-order goods in the nearest future period. Only as resources increase does
it become possible to extend these investment chains with goods of succes-
sively higher orders, thus to provide first-order goods in successively more dis-
tant time periods. Because resources are scarce, people can build up mvest-
ment chains only link by link. It is scarcity which limits how far people can
extend these chains — 1.e. how far into the future they can provide for.

This point is worth pursuing further: to emphasize Menger’s analysis
of subjectivism in opposition to Stigler’s neo-classical objectivism. To use
Menger’s own example: Suppose people built up investment chains that yield
final goods only in far distant time periods. Resources, however, are scarce:
so people do this only by sacrificing those shorter investment chains that turn
out first-order goods in the nearer future. This means that when these nearer
time periods are reached, supplies of first-order goods dry up: Since all or
most of the needed resources are tied up in the form of goods of much higher
orders in investment chains that can yield final goods only in far later periods.
Menger recognised that people did not deliberately starve themselves thus
in the near future in order to obtain final goods much later on. Rather, they
sought to make what they (subjectively) regarded as adequate provision for
such contiguous time periods into the future as they felt (subjectively) their
resources allowed. As their resources increased, people extended their “provi-
dent activities” to time periods that extended correspondingly further into the
future. Menger emphasized that even in hunting-gathering societies, where
resources were scarcest, efforts were still made to provide first-order goods in
the next contiguous time-period. In short, Menger analysed how people used
their scarce resources to gradually extend investment chains and thus provide
first-order goods in successively later time-periods into the future. ® But as Sti-
gler’s exposition demonstrates, since Menger’s analysis is entirely subjectivist,
it lies outside the scope of neo-classical economics.



130 Early Modern England | Sudha Shenoy

Stigler refers to “[Menger’s] failure to recognise the increasing mobility of
resources through time...” In particular, says Stigler, Menger concentrates on
the “spatial immobility” of land, whereas for price theory “the mobility of land

as between different uses. .. is much more important.” *

We may deal first with land. Contra Stigler, Menger does say plainly that
land can be used for different human purposes. Used as a first-order good, it
directly serves “consumption purposes”; e.g. as “ornamental gardens” or for
hunting. Used as a higher-order good, it grows crops — 1.e. it helps to pro-
duce other goods closer to final consumption. In analysing the effects of a
drop in tobacco demand, Menger clearly states that the land and agricultural
implements can be turned to other crops, — they can help to produce other
first-order goods. ® For Menger, human purpose is the prime mover behind
economic phenomena. Such subjectivism lies outside Stigler’s neo-classical
objectivism, where goods move themselves.

Turning now to the general issue of resource mobility: — Again contra
Stigler, Menger emphasizes that many, if not most, higher-order goods are ver-
satile: they can be and are used in various investment chains to produce a wide
range and variety of first-order goods. Further, Menger points out that higher-
order goods can be used in production processes of “very different durations”.
To elucidate: the extending of production chains is a process which can only
occur through time. In this process, not only are goods of successively higher
orders produced, but goods are shifted from lower to higher orders. And since
in each link of the production chain different capital combinations are used,
this means new such combinations are formed. © In short, the development
of production chains not only requires and presupposes versatility in higher-
order goods, the whole is inevitably a process through time. But these facts
are apprehended only within a subjectivist framework. Hence Stigler naturally
cannot see that Menger ¢s analysing the versatility of higher-order goods as a
process through time.

More Examples

Concrete illustration will be helpful here. Many examples of such versatil-
ity are possible, taking a twentieth-century context and looking only to some
of the more obvious interconnections. Steel mills for instance, turn out many
different types of steel products, in changing proportions according to circum-
stances. Many of these products go to make a huge range of machinery, not
only for producing ships, lorries, cars, electrical goods, etc. (as mentioned ear-
lier) but also for woodworking, different sorts of textiles, various food products
and so on. The first group of metal products also use a range of other steel
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products in their manufacture. Then, at a number of stages in the production
chain, ships and/or lorries transport virtually all higher-order and first-order
goods (railways, too, are used in many cases). The category “electrical goods”
covers goods for commercial use — e.g. commercial freezers, cold cabinets,
washers and the like — that are several stages removed from final consumption,
as well as domestic goods that directly provide first-order goods and services.
Different types of timber are worked up with woodworking machinery into
goods of various higher orders — e.g. doors, windows, floors for factory and
office buildings, or office furniture — and also first-order goods: housing and
domestic furniture. The office furniture, in turn, is used in offices ranging from
those of iron and steel companies to retail establishments; and such furniture
1s also made of steel. Different sorts of textile machinery use wool, cotton, silk,
linen and various synthetic fibres to produce a huge range of fabrics — for fur-
nishing, household purposes and clothing. Furnishing fabrics, in turn, go into
offices, shops, restaurants etc. as higher order goods closer to or further from,
the final consumption stage, as also into houses as first-order goods.

All these are inevitably over-simplified instances. But we see how various
higher-order goods can enter into different investment chains, thus forming an
enormous variety of capital combinations. These various production chains
yield a vast range of different first-order goods (and services).

Comparing this type of situation with one in which nomadic pastoralism
it the norm: 1in the latter, such higher-order goods as sheep and wool are only
a few links away from the first-order goods of clothing, rugs, etc. But in the
twentieth century example, both sheep and wool are not only incomparably
improved in quality, they are now goods of far higher orders and so very far
removed indeed from such first-order goods as clothing, blankets, furnishings
etc. The intervening links in the production chain now contain a huge variety
of other, new, higher-order goods, impossible to produce under nomadic pas-
toralism. And correspondingly wool now contributes to immensely more vari-
eties of final outputs.

Similarly with timber: under nomadic pastoralism, it was used for such
items as simple looms, saddles etc. But in the twentieth-century example, it is
not only very far removed along the production chain from the first-order goods
it helps to produce, these goods are almost all entirely new and are now pro-
duced with the help of a vast range of new higher-order goods. Thus as the pro-
duction chain is extended: . many more varieties of higher-order goods con-
tribute to the final output of a much vaster range of first-order goods; #i. higher-
order goods are moved from lower to higher orders — further up the investment
chain; #. new capital combinations are formed. — So contra Stigler, Menger
demonstrates an acute penetration into the versatility of higher-order goods.
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Stigler Again

Stigler further charges that Menger “fails to establish the fundamental eco-
nomic identity of land and other forms of capital...” Stigler sees Menger as
offering only a failed criticism of classical rent theory.” But Menger does inte-
grate land completely into his discussion of higher-order goods, according to
where it is used in the production chain. He demonstrates that different par-
cels of land are valued exactly as are other higher-order goods: in line with
their contribution to the ultimate turn-out of first-order goods. %

Stigler feels that “under Menger’s implicit static assumptions, capital and
labour are fixed in quantity”; however, “historically all three “factors’ have
experienced enormous increases.” ® But Menger is not only perfectly aware of
all this, he penetrates far beyond the immediately obvious: simple quantities.
He recognises explicitly the immense growth in population, in both numbers
and density, since the days of hunting-gathering. And he emphasises the even
greater growth in the quantity and range of first-order goods since then — the
latter resulting from the systematic use of goods of “ever higher orders”. This
vast extension of the investment chain enabled an ever-increasing population
to go from hunting-gathering through settled agriculture and pastoralism to
craft production and the use of machinery — which means the final output of
first-order goods now came after years or decades. This picture is historically
dynamic. Furthermore, Menger sees that higher-order goods are incipient first-
order goods: 1.e. 1t s because higher-order goods increased that greater and
greater quantities of first-order goods could be turned out. He also brings out
clearly the implications for land and natural resources: to utilise these, comple-
mentary higher order goods are needed. So as investment chains are extended
through time, both land and natural resources eventually become scarce goods:
as has happened historically in countries such as Germany and even in the
new world. But again — this development entails prior increases in the various
higher-order goods as also new capital combinations. Thus Menger’s analy-
sis followed from his recognition that the labour force had grown substantially
through time, as had the range and quantities of higher-order goods. *

Stigler says Menger’s “failure to realize the continuity of production, i.e.,
... the price of a good must ... repay its costs” and his “preoccupation with
directly consumable goods™ account for “the fundamental defect in his the-
ory — the complete neglect of costs...” But Menger nowhere confines him-
self solely to first-order goods — indeed, he devotes virtually all of the first
three chapters of the Principles to a systematic analysis of higher-order goods:
their classification into successive orders; the need for capital combinations in
each order; the time required by the various production processes leading to
first-order goods, etc. etc. To a neoclassical economist, costs are physical and
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objective: the various physical goods that go into producing another physical
good. Stigler confirms this: “[Menger] fails to consider ... that although costs
never have a direct effect on value, yet they are — ‘in the long run’ — of at least
co-ordinate importance in its determination ...” * But for Menger, scarcity is
the pivotal category — it derives from human purposes and the goods that are
treated as means to achieve these purposes.

Thus (to take one instance) Menger distinguishes between scarce and free
goods and analyses their differences. He also outlines the process whereby for-
merly free goods — e.g. agricultural land and resources like timber, sand and
limestone — become scarce: with the growth of investment chains and thus
of complementary higher order goods. " In short, Menger analyses the impli-
cations of scarcity as a human condition whereas Stigler sees goods as purely
physical things. Hence Stigler is concerned with the physical ‘inputs’ needed
for their objective, physical replacement and so he stresses the ‘co-ordinate’
role of costs in determining long-run value. For Menger, however, value is what
is imputed by human beings to those goods that they regard as useful, whether
directly (first-order goods) or indirectly (higher-order goods). In Menger’s
own illustration, when men no longer wish to smoke, tobacco products and
smoking accessories become valueless, but not such higher-order goods as
land, which can contribute to the output of other first-order goods. For Sti-
gler, goods are produced so long as their physical costs of production are cov-
ered. But for Menger, the range of goods and services produced reflect the
relative rankings of different uses made by human beings faced with a scarcity
of resources. Thus Stigler is concerned with physical goods and their physi-
cal replacement. Menger is concerned with the changing evaluations made
by human beings and how these changes result in the expansion of some first-
order goods and services, and the contraction or disappearance of others.

Streissler

Turning now to two other commentators: Both — crucially — omit invest-
ment chains. According to Streissler, Menger believes that welfare is increased
not by the division of labour, but through “changes in ... productive output”
— 1.e. a “constant widening” in range and “improvement in quality” of goods.
As a consequence the division of labour becomes ever more necessary (Stre-
issler sees Menger as saying.) Streissler also feels that Menger is centrally con-
cerned with information: both technical and commercial. Thus when Menger
refers to “increased understanding of the causal connections between things
and human welfare”, Streissler glosses this to mean “technical progress” and
“product innovation”, [italics in original] as also changes in information. So
Streissler interprets Menger to say that “advances in agricultural chemistry
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make agricultural produce much less scarce. .. Investment chains are left

out but they are central (as we shall see).

Taking these points in order: Streissler’s account assumes that Menger
believes that first-order goods simply drop from Heaven. But Menger explic-
itly recognised that it was only as people used goods of successively-higher
orders that they could increase the quantities and range of final goods (as also
the range of employments). Hence the bulk of the first three chapters of the
Principles consists of a systematic exposition of investment chains — “the
causal connections between goods”. Menger always used this term to mean
investment chains — leading from first-order goods to the highest-order goods
used in these production chains, and he always discussed first-order goods as
final links in such chains. Menger explicitly traces in outline how, as people
utilised goods of higher and higher orders, they moved from hunting-gathering
through settled agriculture and pastoralism to manufacturing with machinery.
He emphasizes that this historical process is not a simple linear growth in the
division of labour. Rather it consists in the increasing use, over time, of goods
of progressively higher orders. As a consequence of thus extending investment
chains, final outputs grow in both quantity and range and so the division of
labour is also extended. In referring only to final outputs and the division of
labour, while omitting production chains, Streissler in effect describes a grin
without a cat — and doesn’t even realise it.

Now to “advances in agricultural chemistry” and their effect on agricul-
tural output: Here, Menger is still systematically setting out various aspects
of investment chains — the production structure. In so doing, he raises the
following questions: does the availability of all the requisite combinations of
higher-order goods by itself determine the turn-out of first-order goods? His
answer: there are some types of goods where additional influences are also
important. Menger compares the production of an industrial good — shoes,
with that of an agricultural commodity — grain. With shoes, a knowledge of the
available combinations of higher-order goods — their quantities and qualities
— provides a fairly certain estimate of the quantities (and types) of shoes that
will be turned out at the end of the production process. But in agriculture, it is
not just the different types of higher order goods that alone determine output:
soil chemistry and the weather also contribute significantly. It is in this con-
text that Menger refers to the applied study of soil chemistry — as a means of
reducing the uncertainty attaching to this additional influence on agricultural
output. ” So to omit the relevant investment chains while referring to “agricul-
tural chemistry” is to omit the Prince of Denmark from Hamlet while pushing
Rosencrantz and Guildenstern to centre stage.
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Karen Vaughn

Dr. Karen Vaughn concurs “fully” with Professor Streissler that Menger,
in his Principles, is “fundamentally providing a theory of economic develop-
ment.” As Dr. Vaughn sees it, this theory is founded in Menger’s belief that
goods have an objective want-satisfying capability. It follows, says Dr. Vaughn,
that what Menger terms this “causal relationship” — between good and need
— has to be learnt: through trial and error. Dr. Vaughn feels that this is why
Menger devised his notion of “imaginary” goods: so that improved knowledge
— economic progress — could be defined. As they acquire “better informa-
tion”, people correct such of their — subjective — assessments as they now rea-
lise were erroneous. Thus Menger extends subjectivism to knowledge (says Dr.
Vaughn.) He does this zealously and with “repeated examples” all through the
Principles. Dr. Vaughn takes one such instance:- at one time, people believed
in the prowess of witch-doctors. But as knowledge advanced, this error was rec-
ognised; people then substituted “better forms of medicine”.” In sum, accord-
ing to Dr. Vaughn, Menger holds that “Seeking to satisfy human needs leads
to both greater knowledge and greater command over resources.” And so, says
Dr. Vaughn, Menger identifies “economic progress” with “widespread knowl-
edge of the casual connection between goods and the satisfaction of needs as

2 75

well as widespread knowledge about available supplies”.

Dr. Vaughn points to Menger’s explicit criticism of Adam Smith, for too
narrowly seeing in the division of labour “the source of wealth”. Here she
quotes from Menger [I omit some inessential words|:

“ The quantities of consumer goods at human disposal are limited
only by the extent of human knowledge of the casual connections
between things and. .. the extent of human control over these things. ..
the degree of economic progress of mankind will. ...be commensurate
with the degree of progress of human knowledge” (says Menger).”

Dr. Vaughn’s interpretation omits investment chains. It makes Menger
concentrate exclusively on first-order goods — that apparently simply dropped
from heaven. This view gives Menger a “theory of economic development”
which says in effect: Cave-dwelling humans, having learned of the shelter-
giving properties of mud huts, realised their erroneous assessment of cave
housing and sought more information on the availability of mud huts, which
led to greater supplies. Then, having learned about air-conditioned houses
with swimming pools, people rejected their previous evaluation of mud huts,
searched for information on the available supplies of air-conditioned houses,
and moved into such houses. Or, in other words, the masses in the LDCs
(in the twentieth century) live as they do because they have not yet obtained
information about better goods and services and about the supplies actually
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available. In the DCs, on the other hand, people live better because they have
far better knowledge about which goods and services will satisfy their require-
ments as also regarding the availability of these vastly-improved outputs. — But
none of this is an explanation of ow these first-order goods came into exis-
tence in the first place.

As opposed to this interpretation, Menger does in fact raise and answer
the real question: how are such first-order goods produced? How in fact have
people increased and improved their supplies?

As Menger realised, first-order goods are the final links in a production
chain whose other links are formed from goods of successively higher orders.
As these chains are extended with goods of higher and higher orders, the quan-
tities and range of first-order goods both increase, as does the range of occupa-
tions together with population size and density. Hence from the very outset and
through the first three chapters of the Principles, Menger analyses production
chains — later termed the “capital structure”. As we shall see, people’s learning
to use hugher-order goods is pivotal to Menger’s analysis. But there is nothing in
his analysis about people’s learning the characteristics of first-order goods.

As regards “imaginary” goods: According to Dr. Vaughn, the notion is
integral to Menger’s definition of economic progress as learning from mis-
takes: “imaginary” goods are then the mistaken evaluations left behind by
the advance of knowledge. But Menger discusses these goods once and once
only; and, contra Vaughn, they play no role in his analysis. Menger defines
“imaginary” goods as a “special situation”, [italics added] which occurs with
goods that either cannot satisfy a human need or else fulfill only an imaginary
need. Those “peoples who are poorest in true goods™ have the largest num-
bers of “imaginary” goods. As people learn more about themselves, “imagi-
nary” goods decline while “true” goods expand; thus “accurate knowledge and
human welfare” are connected. But Menger nowhere again refers to this spe-
cial case of “imaginary” goods.”

Menger begins by defining a “good”. Contra Vaughn, he says explicitly that
a good 1s “a relationship between certain things and men”. This relationship is
composed of four strands, all essential — if even one is absent or disappears, the
goods-relationship cannot hold, and the thing ceases to be a good (or cannot be
one). The second of these strands 1s a capability of “being brought into a causal
connection” with a human need; the third strand 1s “human knowledge of this. ..
connection.”® Dr. Vaughn’s gloss suggests that Menger stops here with these
bare statements. But in fact Menger systematically goes far, far beyond.

A direct causal connection puts a good into the “first order”. First-order
goods, however, are produced through the help of “thousands of other things.”
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Such higher-order goods have thus an indirect connection with human needs.
But neither are higher-order goods a jumble of “unrelated occurrences.”
Rather, such goods are linked together in a definite sequence; first-order goods
are produced by second-order goods that in turn are produced by third-order
goods and so on to the highest-order good in the production chains exam-
ined.” (Expanding on Menger’s example: bread in the home is transported
there from a retail shop which gets it from a bakery where the baker uses flour
and other ingredients, an oven, trays, etc. The flour is milled in a flour-mill
from wheat produced by a farmer using the appropriate type of land, seeds,
implements, fertilisers, etc. The baker’s oven, the flour mill’s machinery, and
agricultural machinery are produced by their respective manufacturers using
steel products and other inputs. The steel products come from a steel mill
which uses various grades of coal, iron ore, skilled labour, etc... and so on,
not forgetting insurance, legal, commercial and transport services throughout.
And all first-order goods are likewise the final links in many such production
chains.) Thus Menger begins by analysing “The causal connections between
goods” — the title of Section 2 of Chapter 1, where he sets out the production
chain for the first time ever. He then develops this analysis comprehensively.

It is on thus basis that Menger criticizes Adam Smith. The latter, says
Menger, examines “a single cause of progress in human welfare” while over-
looking others, “no less efficient”. The division of labour, Menger points out,
cannot by itself “increase. .. the consumption goods at human disposal”; it can
only increase specialisation and efficiency in whatever tasks are already avail-
able. Thus a hunting-gathering tribe i1s “confined to... those goods of low-
est order that happen to be offered by nature”. The concomitant activities are
hunting, fishing, food-gathering, cooking, making clothes, etc. But even with
increased specialisation and greater efficiency in these activities, “economizing
individuals” still “exert no influence on the production of [first order| goods™;
the latter remain “the product of an accidental concurrence...” To increase
supplies of final goods requires that people “abandon” hunting-gathering,
“mvestigate the ways in which things may be combined in a causal process for
the production of consumption goods, take possession [of such things] and
treat them as goods of higher order”. And so it is only as people use “goods
of third, fourth and higher orders” with an associated division of labour that
their welfare progresses. From hunting-gathering, people move on to better
hunting weapons, then to improved and intensive agriculture and pastoralism,
craft production, then improved tools and machinery. Their welfare increases
“mn the closest connection with these developments”: people now obtain larger
quantities and more varieties of final goods; their occupations are more varied;
and “vast regions” that once had a few, miserably poor inhabitants are now
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“densely populated civilised countries.” Thus it is through using “goods of
ever higher orders” that people move from “deepest misery to civilisation and
well-being.” Such “improvement” is what “we can observe in actual cases of

economically progressive peoples”.*

Thus Menger demonstrates that it is because the investment chain is
extended that the division of labour, too, can proceed: the former leads, the
latter can only follow. And so he sums up: the division of labour is “only one
factor” — and a lesser one at that — “among the great influences that lead man-
kind from barbarism and misery to civilisation and wealth”.*'

Now Menger does not stop at recognising that only as the investment
chain is built up, can supplies of first-order goods expand. He sees deeper,
that this expansion of final outputs is the outcome of productive processes that
are as “natural” — subject to regularities — as those on which hunter-gatherers
relied. But unlike the latter, the productive processes set going when invest-
ment chains are extended, are controllable by human purposes — within the
limits of these investment processes’ own regularities.** Thus Menger sees that
the production structure with its consequences is as real and “natural” as any-
thing found in Nature, so people can and do make use of the investment chains’
“causal processes”, exactly as with other “natural” phenomena.

And so it is from his analysis of investment chains that Menger concludes
that final output can grow and diversify only with “increasing understand-
ing of the causal connections between things” — ie investment chains and the
immense potentialities created by their extension. He repeats this conclusion
quite explicitly at a later point: “... thought and experience lead men to even
deeper insights into the causal connections between things, and especially into
the causal connections between things and their welfare. They learn to use
goods of second, third, and higher orders™ [italics supplied]*

Thus Menger is quite clear: as people use goods of ever-higher orders,
they experience the resulting growth and diversity in final outputs. As peo-
ple recognise and apply these “casual connections” — ie. as they utilise the
expanding productive potential of extending investment chains — they find
their welfare growing pari passu. Furthermore, as goods of all orders increase
in quantities and range, two new functions appear in the associated division
of labour: the holding of stocks by wholesalers and the supply of commercial
information about the flow of goods. Again, Menger 1s quite explicit: it is when
investment chains have been built up quite extensively with inter-regional and
international flows of goods, that it becomes necessary to obtain and supply
information about the availabilities of all sorts of goods.**
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Menger forged this analytical tool — the investment chain — to investigate
actual historical developments: humanity’s journey from hunting-gathering to
the global trading network of the later nineteenth century. He recognised the
analytical problem involved; his solution provides illuminating and penetrating
mnsights, only available through this tool.

Dr. Streissler, as noted, omits the production structure altogether in his
review of Menger; Dr. Vaughn mentions it only once: as “an important fore-
runner to the Austrian theory of the business cycle”.® The issue of the trade
cycle is, of course, a major branch of neo-classical economics. But the produc-
tion structure is not found there — neo-classical economics has no concern
with analytical tools for historians. So only when the boundaries of neo-clas-
sical economics are left behind can we recognise the central significance of the
production chain to Menger’s analysis.
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The Analysis Developed: Mises

I
WHEN MISES ENTERED THE UNIVERSITY of Vienna in 1900, he

was “not at all interested in the Austrian School of Economics” (as he says later
in his memoirs). In fact, in the field of economics, he considered that there
was only economic history — i.e. there was nothing to which a general analysis
could be applied. And as economic history was an historical discipline, it could
“never yield economic laws”. So Mises “saw no possibility” of an analytical
discipline of economics; indeed, he says of himself, “no one was a more consis-
tent [historicist] than I'” In other words, he not only denied that there could
be any general analytical economics at all, he went much further: he denied
that the study of historical experience could yield any kind of general analytical
proposition, no matter how limited and restricted in scope to particular histori-
cal periods. Thus Mises outdid the Younger German Historical School.!

Mises great interest lay in “problems of economic, legal, administrative and
social history”, but not in political history. As “the school oflaw offered greater
opportunities for the study of history”, he “decided to study law”. About half
the (degree) course consisted of legal history; the rest was “political economy
and public law”. At this time (around 1900) the Younger German Histori-
cal School, led by Gustav Schmoller, dominated the teaching of history and
of economics in the German speaking world; the exceptions (in economics)
were Menger, Bohm Bawerk, Wieser and the other members of the “Austrian
School”, as Schmoller and his followers had dubbed them contemptuously
during the Methodensreit.?

143
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Although Mises repudiated the very possibility of any economic the-
ory, he objected very strongly to the highly unsatisfactory historical work pro-
duced by the Younger German School; he is quite caustic in his memoirs.
Because of his “intense interest in historical knowledge”, he was repelled,
amongst other things, by their illogic, relativism, militarism and power-wor-
ship, and by the way they collapsed “is” into “ought”. They glorified and jus-
tified “Prussian authoritarian government”; they “did not deal with scientific
problems”. Their “historical investigations” were at best “clumsy data pub-
lications” that failed to advance knowledge. So Mises says of his own teach-
er’s work, that “it was neither economic ... nor administrative history”; it was
“merely an extract from government documents, a description of policy as
found in government reports”. Although Mises attempted to free himself from
this approach, he says of his first two publications (in 1902 and 1905) that
rather than being “economic history”, they were histories of “government mea-
sures”. Even as he worked on these, he planned to research extensively into
“economic and social history” and not into “official reports”. But he “never
again had the time” for archival and library research.’

At the beginning of his university years, in addition to being an histori-
cist in relation to economic analysis, Mises was “a thorough statist”, but also
an “anti-Marxian”. In his first two years at university he uncritically devoured
“all the writings of the social reformers”, believing with them that success came
when social measures were radical enough. He “opposed” liberalism “vigor-
ously” as an “obsolete world-view”.* In sum: Mises initially agreed with the
Younger German School that economics could not exist at all: 1.e. there could
be no such analytical discipline. But he disagreed with them that historical
experience could give rise to theory. And he was profoundly and fundamen-
tally dissatisfied with their historical work, since he already saw a difference
between historical study and the delineation of government policy. In addition,
in politics he was an anti-liberal interventionist.

Mises Joins the Austrian School

Mises’ contact with the Austrian School shattered and transformed his
ideas radically. He read Menger’s Principles “around Christmas 1903”. He
says: “the reading of this book ... made an ‘economist’ of me.” It demolished,
once and for all, his previously-held view that there could be no general ana-
lytical discipline of economics, only the historical study of economic activity.
By late 1903 and early 1904, he was already beginning to doubt the efficacy of
interventionism, as a result of research into housing conditions and the legisla-
tion covering domestic servants (part of his university studies). Then Bohm-
Bawerk joined the University of Vienna in 1904; Mises attended his seminar
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upto 1913. For the first time, he was forced to take liberalism seriously. Mises
says 1t was “further study of economics” that led him to abandon his previous
political stance.”

At about the same time (late December 1903 /early 1904) Mises also read
Menger’s Investigations into Method and the literature of the Methodensreit.
Mises describes the Investigations as “a polemic essay against” the lethal ideas
disseminated from the Prussian universities. But in the context of the specific
issues raised during the Methodensreit, he found it “a splendid work”. He
remained dissatisfied, however, with the foundations on which the dispute pro-
ceeded.® This led him to penetrate into the fundamental analytics of the study
of human action, with monumental and exhaustive results.

Hayek worked directly with Mises for some ten years (from late 1921 to
late 1931); Hayek also attended Mises Privatseminar (from 1924 onwards).
Hayek confirms this picture — that Mises was led from history to theory
because he saw the former needed suitable analytical tools:

“Mises’ initial interests had been primarily historical and ... he
retained a breadth of historical knowledge rare among theoreticians.
But ... his dissatisfaction with the manner in which historians and
particularly economic historians interpreted their material led him to
economic theory”.

Hayek further emphasises “Mises’ astounding historical erudition” and
his “astounding knowledge of history”. He says Mises was “better informed
about daily politics, modern history, and general ideological developments
than most others”. Hayek reinforces Mises’ blistering opinion of the Younger
Historical School as expressed in Mises’ memoirs: “Mises does not exagger-
ate in his description of the teaching of economics ... by the historical school.”
Hayek also tells us that Mises met the effects daily: in both his official work and
his teaching, Mises “had constantly to come to terms with the interventionism
taught by the sociological-historical school of German economics...” Hayek
goes on to say that it was “in occupying himself with [the latter’s] literature”
that Mises took up “an increasingly critical attitude toward the academic eco-
nomics of the German-speaking area”. Thus Hayek adds his own implicit con-
firmation of the dominance of the Younger German Historical School. Finally,
Hayek confirms that Bohm-Bawerk’s influence led to Mises’ “radical conver-
sion to ... liberalism.”’

In sum: Mises wrote in an historical context in which the Younger German
Historical School determined and dominated the intellectual environment of
history and the social sciences. This meant that in socioeconomic analysis the
‘Austrians’ were the only genuine alternative available, as the Anglo-American
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neo-classicals, in the area of economics per se, were foreign in every sense of
the term. So for Mises the Methodensreit remained the reference-framework
within which he developed further the subjectivist analysis of human action,
pioneered by Menger. — It is crucial for the historian to remember this histori-
cal context. To forgetit, is to read Mises’ works in a vacuum.

The Historical School held that, in any historical period, the political
forces and the developmental stage of the economic organisms found in that
period, shaped the economic regularities to be seen in it. This School denied
that it was possible to have a general abstract economic analysis independent
of some particular historical period. As against this historicist holism, Menger
saw that the one set of socioeconomic phenomena, the outcome of individuals’
actions, were — and had to be — studied both historically and theoretically:
each approach examined different aspects of the same object. Mises extended
this insight to recognise from the very outset, that for the one field of study
— human action — there was the one discipline — praxeology, with its two
branches, history and subjectivist economics. The latter provided the neces-
sary analytical framework — general and abstract — for the former. Thus, n an
intellectual environment moulded by the Historical School, only the Austrians
developed a general economic theory, as the analytical part of the wider study
of human action.®* And so for Mises, throughout his life, “economics” always
meant the subjectivist discipline which was one branch of praxeology, the
study of human action, the other branch being history. This analytical frame-
work is patently quite distinct from twentieth century neo-classical economics,
which follows the positivist model, and is therefore pure theory — developed
in total ignorance of, and isolation from, professional historical research, its
conclusions and problems. It is also pertinent here to remember that Mises’
first major work was published as long ago as 1912, and that all his writings
right up to Nationalokonomie (1940) were produced (effectively) in an intel-
lectual environment which was actively hostile to the very notion of general,
abstract economic analysis — which in turn, was provided only by the Aus-
trian School. It should be remembered further that a substantial portion of his
work, right up to 1945, was pre-occupied with analysing the intellectual causes
contributing to the difficult political and social history of the German-speaking
world and of Central Europe.

Mises’ Subjectivist Criticism of the Historical School

The outline of the analytical framework which Mises later developed
explicitly, is discernible in Socialism (whose outline, in turn, was sketched
earlier in the final part of Nation, State and Economy. This last is a searing
indictment of the policies and political ideas followed in the German world
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before, during, and immediately after, the First World War). Mises’ first analyti-
cal work, however, consisted of the eight essays assembled into Epistemologi-
cal Problems of Economics (1933; trans. 1960). Although seven of the essays
had been published separately between 1928 and 1932, Mises wrote them as
components in a single line of development: “From the outset ... they were
planned and conceived as parts of a whole and ... given further unity by vari-
ous revisions.” These essays were intended “to clear the way for the systematic
analysis of the phenomena of human action”. Thus they were “the necessary
preliminary study for a thorough scrutiny of the problems involved” — as pro-
vided in his major treatise, Human Action.’

In this opening analysis, Mises set out to expound subjectivist economics
as against the Historical School:

“The purpose of this book is to establish the logical legitimacy of
the science that has for its object the universally valid laws of human
action, 1.e. laws that claim validity without respect to the place, time,
race, nationality, or class of the actor”.

This exposition required that the fundamental defects of the Histori-
cal School’s position be revealed and cleared away first: it was necessary to
“[emphasise] the untenability of historicism before embarking upon the task of
setting forth the logical character of the science of human action.” For example,
a leading historicist held that scarcity was only found in a money economy ...,
while another argued that marginal utility theory was “pointless” in the Middle

Ages; the theory was “best tailored for the free economy.”"

Mises recognised that his criticism applied to the American Institutional-
1sts as well:

“The goal of my analysis is ... to distinguish a prioristic science from
history ... and to demonstrate the absurdity of the endeavours of
the Historical and Institutionalist Schools to reconcile the logically

incompatible.”"!

In short, Mises opposed both Schools on the same grounds: because they
denied that a general analytical theory of human action — subjectivist econom-
ics — could ever exist. This repudiation had both analytical and political roots
(as Mises saw it). We may first set out what Mises found analytically objection-
able in the historicist position.

Mises pointed out that such a position could not constitute a systematic
approach: “Historicism by its very nature is not a system, but the rejection and
denial in principle of the possibility of constructing a system.” He denied both
that historical materials could be investigated without any general concepts
and that historical investigation could yield general theories:
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“What is under attack ... is the doctrine that would have us believe, on
the one hand, that historical data can be approached without any the-
ory ofaction, and, on the other hand, that an empirical theory of action
can be derived by induction from the data of history.”

Mises further explained that historical study could not produce any gen-
eral propositions at all, whether confined to a particular period or no:

“What 1s denied is the possibility of deriving a posteriors from histori-
cal experience empirical laws of history in general, or of economic his-
tory in particular, or ‘laws’ of ‘economic action’ within a definite his-
torical period.”"?

Mises develops these objections by analysing the differences between the
theoretical and the historical study of phenomena: historical study is only of
particular events; but to make general statements that could be found gener-
ally applicable independent of historical context requires a general analyti-
cal framework, which is non-historical.”? The Historical School follow the
model of art history in which artefacts, buildings etc. are classified according
to the stylistic period manifested in their features.'* By analogy, the Histor-
ical School assert that “from the data of economic history”, it is possible to
derive “economic laws applicable to particular historical periods”. But this
“characterisation of particular periods of history and their economic usages”
is still research into historical materials, requiring “the specific understanding
of the past.”’” It is not a general non-historical analysis of general categories
and concepts, applicable and usable across historical periods as required by
the historical problem presented. And whereas art history cannot predict the
future, the Historical School regularly claim to do s0.'® Thus they contradict
themselves: if economic regularities are contingent on the historical period
considered, then the historicist can only wait to see what future periods will
bring. Butifitis asserted that certain economic regularities will apply in future
periods, then it 1s conceded that there 1s something operative in the historical
data which is independent of historical period and which therefore requires a
general, abstract, non-historical analysis."”

Mises went on to assess the effects of historicism on historical work in the
German world up to the late 1920s: Because the historicists rejected subjec-
tivist theory [the only general economic theory then available in the German
world] “[t]he effect this has had on economic history is nothing short of gro-
tesque.” Economic historians remain “content ... with the small measure of
theoretical knowledge that today reaches everyone through the newspapers
and daily conversation.” Thus historical work has suffered:

“the age in which historicism has held sway has been characterised by
a progressive decline in historical research and historical writing,. ...
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the upshot of historicism has been ... the publication of sources and
... dilettantist constructions ...”

In sum, historicism couldn’t deliver its own goods: “The Historical
School failed precisely in the province of social and economic history, which it

claimed as its proper domain.”"

Mises’ own exposition and development of the framework which Menger
built, is shaped almost entirely in response to the position taken by the Histori-
cal School. Each element in Mises’ analysis is set out below; here I shall simply
note his key responses in bald outline: Firstly, Mises emphasised repeatedly
that historical research and narrative was possible only with the use of general
theoretical concepts regarding the actions of human beings. Historians are
not conscious of this, because the necessary concepts are in most cases rela-
tively simple. But just as M. Jourdain spoke prose with no explicit knowledge
he was doing so, historians too organise their work around analytical ideas,
implicit for the most part."” Secondly, historical materials cannot yield general
theories because such materials record complex phenomena, to whose histori-
cal appearance and development many different influences have contributed.
(Mises built here on Menger’s observation set out above: real world phenom-
ena are the joint outcome of many different influences; hence various scien-
tific disciplines are necessarily utilised in analysing these phenomena). So to
analyse complex historical developments, previously-elaborated theories have
to be used, according to the problem under review.*” The most important of
these for the historian, is of course the general theory of human action: subjec-
tivist economics.”!

The Political Basis of the Historical School

We may now briefly set out Mises’ account of the political foundations of
historicism.*

Mises pointed out that the Historical School subscribed wholly to the view
expressed by the Rector of the University of Berlin * in 1870 (he was also head
of the Prussian Academy of Science): “we, the University of Berlin, quartered
opposite the King’s palace, are, by the deed of our foundation, the intellectual
bodyguard of the House of Hohenzollern.”** And so, as Mises put it, “the lofty
idols” of the Historical School were “the Hohenzollern Electors of Branden-
burg and the Kings of Prussia.” Therefore this School held that “power (Macht)
is the deciding factor in social life”; nothing else is important in it. Schmoller
and his followers had not read David Hume, so their “notion of power was very
materialistic. Power ... was soldiers and guns.” So the Historical School held
that power — nullified analytical economics: “The study of economic theory
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was useless, for the various systems of theoretical economics all overlooked the

fact that governments had the power to alter all conditions.” *

In Mises’ view, both the Historical School and the Institutionalists argued
that power, not individual choice, ultimately lay behind economic phenomena:
“... the choosing and acting individual is ... an unrealistic concept. Real man
1s not free to choose and to act.” People are “subject to social pressure” and to
“irresistible power”. Thus not “individuals’ value judgments” but “the inter-

actions of the forces of power” are what “determine ... market phenomena.””*°

So in the universities, the Historical School “replaced the study of eco-
nomic theory by the history of Prussian administration...”” They sought to
“refute the teachings” of subjectivist economics and so they “compiled numer-
ous volumes dealing with the history of the administration of these glorious
princes.” The Historical School (said Mises) contrasted their factual methods
with the abstract doctrines of the classicals:

“This, they wrote, is a realistic approach to the problems of state and
government. Here [are] unadulterated facts and real life, not the blood-
less abstractions and faulty generalisations of the British doctrinaires.”

Thus the Historical School aimed to condemn subjectivist econom-
ics and “substitute” in its place “the economic aspects of political science”
(Wartschaftliche Staatswissenschaften). Mises saw this same outlook in “Brit-

ish Fabianism and American Institutionalism.”?

In sum: Mises regarded the Historical School as denying that economic
regularities might set limits to the exercise of political power. As he saw their
stance, they considered that political power made all economic things possible.
Mises considered this a political position, no¢ an analytical one; and he clearly
— indeed, vehemently — saw the analysis of human action as an analytical, not
a political exercise. (But from the standpoint of the Historical School, to sug-
gest that political power might not be able to control all economic phenomena
can, of course, only be a political stance which in this view can only spring
from a political opposition to the exercise of power).

Mises and Praxeology

Turning now to Mises’ development of the praxeological framework: Mises
refined and exhaustively developed key aspects of Menger’s analytical frame-
work, from the foundations up. The outcome was not only thorough, it was
also massive and new. Hayek built on Mises and extended the remaining areas
of Menger’s analysis far beyond where Menger had left them. It must be empha-
sised that because Mises and Hayek were building on Menger, they were devel-
oping further an analytical framework specifically needed for historical research:
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to grasp key historical developments not comprehensible otherwise. Since his-
torical study is an empirical discipline, the construction of such a framework
can be done only from a thorough first-hand knowledge of the foundations,
conclusions and practical problems of historical research: hearsay cannot do.
In short, neither Menger nor Mises nor Hayek were pure theorists after the
neoclassical model: they did not write on the basis of a total ignorance of and
complete 1solation from, professional historical work.

Menger saw that individuals’ actions gave rise to socioeconomic phenom-
ena and that this single field of study was “investigated from a double point of
view”: theory looked to the general aspects of all particular and specific phe-
nomena, while historical study analysed these particular phenomena in the
round — in all their varied, manifold and specific aspects.” Mises refined this
nsight into the recognition that human action — the actions of individuals
using means to achieve ends — is the object of analysis common to both social
theory and historical research: “human action constitutes the subject-matter of
investigation in the social sciences, both historical and theoretical.”*® But right
from the very start, he saw that this meant subjectivist economics was part of a
wider discipline, the general theory of human action. Initially he thought the
term ‘sociology’ was the most appropriate for this general discipline, although
he used the term ‘praxeology’ as well. He also referred to “the science (or sci-
ences) of human action”, and at least twice, simply to “the science of action.”*!
Then, some time after the beginning of 1933, following on from his criticism of
Max Weber’s view of economics, Mises saw that sociology had by then become
an historical, not a theoretical discipline. He therefore felt it had been a “mis-
take” to use “the term, ‘sociology’, to designate the theory of human action.”
Thereafter he used only the term “praxeology” for the general study of human
action under which subjectivist economics was subsumed.”® Thus Mises sys-
tematically developed a praxeological economics, an economics of human
action, specifically for assisting historical investigation — that is, the investiga-
tion of the concrete things that people actually did. This discipline is clearly
quite distinct from the neo-classical economics of the late twentieth century
which follows after the positivist model of the natural sciences and 1s therefore
pure theory: hermetically sealed off in its development from the content of the
world of professional historians and their preoccupations and problems.

And so, to repeat, Mises, right from the outset, was concerned with forging
analytical tools for the historian. This can be accomplished only from a thor-
ough knowledge of the content of this empirical discipline and the actual prob-
lems involved in its practice. Mises’ theorising was solidly rooted in the spe-
cific analytical needs of an empirical activity: historical research. But before
proceeding with the further development of the analytical tools needed to
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study human action, Mises did some house-cleaning of the framework he was
extending. First, he made more explicit the failure of the classical economists
to analyse the real actions of real human beings. Secondly, he eliminated cer-
tain left-over classical views from Menger’s and Bohm Bawerk’s analysis and so
rendered their subjectivism more consistent.

Why the Classicals Failed

To begin with Mises’ criticism of the classicals: Here, it must be said that
Mises did acknowledge that subjectivism had absorbed much and gained the
“greatest benefit from the intellectual heritage of classical economics”. This
gain was particularly in areas of monetary theory, but also from the classicals’
comprehensive view of economics ... “that brilliant achievement.” As well,
their recognition of the division of labour had the most momentous conse-
quences for the analysis of society. **

But Mises also made explicit the nature and size of the gulf which sepa-
rated the classical economists from “a universal, timeless understanding that
would embrace all economic action.” Mises was very clear about why the clas-
sicals “could not succeed in this endeavour:”** they could not solve the para-
dox of value — they could only deal with exchange value, not with use value. **
This meant “the classical doctrine” was incapable of “comprehending the most
fundamental element of economics — consumption and the direct satisfaction
of a want.” Classical theory could not accommodate “the act of consumption
or the consumer’s expenditure of money.” And so “the classical economists
were able to explain only the action of businessmen”, so that “whatever did
not pass through a businessman’s calculations and account books was outside
the orbit of classical economics.” Thus the classicals “were unable to compre-
hend any change in well-being that cannot be valued in money in the account
books of the businessman.” For this reason “they regarded the attainment of
the greatest monetary profit possible as the goal of economic action.” Classical
theory personified business principles in the fomo economicus — which left out
everything else:

“with [this] scheme ... classical economics comprehended only one
side of man — the economic, materialistic side. It observed him only as

aman engaged in business, not as a consumer of economic goods.”*

But concentration on the business side alone prevents the analysis of
human action — i.e. the actions of everyone in their capacity as komo agens: the
user of means to arrive at ends. Business conduct is “pertinently described” in
the “over-simplified formula”: buy cheap, sell dear. This leads to a — spu-
rious — distinction between “economic and non-economic action”, so that
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“business-like conduct [is] falsely termed economic or rational conduct” while
“conduct determined by other considerations than business [is] falsely termed
uneconomic or irrational conduct.” But in fact everyone acts to achieve a vari-
ety of ends, so such a distinction is useless in grasping people’s actions: “this
... classification does not make any sense if we apply it to the behaviour of the
consumers” — L.e. “everybody”. With such erroneous distinctions the classi-
cal economists “removed economics from reality”. Economics “did not deal
with real living beings, but with a phantom, ‘economic man’, a creature essen-
tially different from real man.” The homo economicus is one-sided, whereas in
fact people have “various aims and desires.” So this construction is not based
on “concrete historical data”. Being “fictitious”, it cannot represent the “com-
plex phenomena of reality”. In other words, it is not an “ideal type” — which
makes it useless for purposes of historical research. *’

Finally, the classical economists, because of their “objectivistic theory of
value” and their concentration on the businessman and his accounts, consid-
ered that there were only two scarce factors, that had to be economised: labour
and land (or natural resources. Both together produced the third classical fac-
tor, capital). Thus the classicals “could not observe that time too is economised.
An account for time does not appear in the businessman’s books”. They could
not see that “action always distinguishes between present ... and future goods”
%, Here Mises is clearly referring to Menger’s analysis of the investment chain
and his recognition that the production process always involved the future (see

below).

Classical Remains in Bohm-Bawerk and Menger

Moving on now to Mises’ removal of classical inconsistencies from Menger
(and Bohm-Bawerk): As Mises observes, “the transition from the classical
to the [subjectivist] framework did not take place all at once, but gradually.”
Menger and Bohm-Bawerk had started from the classical system, and so even
as they realised the subjective and historical nature of the phenomena to be
analysed, they included in their writings “propositions and concepts carried
over from the objective theory of value and therefore utterly incompatible with
the subjectivism” of their “great fundamental ideas”. As “pioneers and trail-
blazers”, they did not understand all the “ramifications” of their new depar-
ture (and were themselves misunderstood by others). Mises stresses that the
inconsistencies lie in “details” and “elaboration” only; “there can be no doubt”

about the “basic principles” .
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We may first set out Mises’ objections to certain of Bohm-Bawerk’s state-
ments on price formation and then go on to Mises’ criticism of some classical
hangovers in Menger.

Mises is concerned with Bohm-Bawerk’s attempt to divide the analysis of
price formation into two stages according to motivation. Mises quotes Bohm-
Bawerk here, who says that it is first assumed that everyone involved, is moti-
vated only by the “desire to attain a direct gain in the transaction.” The result
is then modified by introducing the effects of “other motives™ such as “habit,
custom ... generosity, comfort or convenience ... etc”*’. Mises emphasises
that this 1s a classical differentiation and therefore quite inconsistent with sub-
jectivist analysis: “Bohm-Bawerk’s distinction” is “a tenet taken over from the
older, objective system of classical economics. It is not at all compatible with
the system of subjective economics” . Mises asks, “What is that ‘direct gain

in ... exchange’ which Bohm-Bawerk speaks of ?”** In paying more for pencils

bought from an invalid ex-soldier, the purchaser achieves two ends simultane-
ously: charity and the acquisition of pencils. In wearing evening clothes (at
the appropriate time) and in having them from a fashionable, more expensive
tailor, a ‘society’ man follows the custom and opinion of his circle. Whether
buying an easy chair, using taxis, hiring a maid, or shopping in a nearby but
more expensive shop — the end achieved is the same in all cases: “comfort or
convenience.” Thus the proposed distinction cannot hold. Mises sees in it an
“unsuccessful defense” intended to protect subjective price theory against a
total rejection. He emphasises that this “dichotomy” in fact had no effect at all
on Bohm-Bawerk’s price analysis **

Mises criticised Menger’s notion of “imaginary goods” on subjectivist
grounds: these goods too (eg cosmetics; items used in idol-worship) were sub-
jectively regarded as providing utility. Therefore they too were priced on a
market; their prices could be explained in exactly the same way as with any
other good (or service). As Mises emphasises, his criticism is grounded in the
very subjectivism first developed by Menger himself. Mises also objected to the
“psychologism and empiricism” which “still further weakened” Menger’s “pio-
neering [I]investigations.” Menger started there (says Mises) not from “subjec-
tivist economics ... but from the system, the methodology, and the logic of clas-
sical economics.” Although Mises does not spell out this objection, he clearly
refers to certain very early passages in the Investigations, where Menger begins
with “observation” and the teaching of “experience”. These lead us (says
Menger) to “perceive” that each economic phenomenon is not unique and
singular; rather there are “empirical ... fypes”. Amongst these we “observe,
without much difficulty” the recurrence of “relationships which we call ¢ype-
cal”. While Mises does not say so explicitly, it is immediately obvious that it
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was precisely this “observation”/”experience” which he found impossible to
accept as a foundation for theorising: on what basis were “economic” phe-
nomena and relationships first distinguished from other phenomena and then
classified together as “typical”? or, for that matter, set apart as “untypical”**?

The Study of Human Action

Mises’ answer to these questions built on, but also radically extended, the
distinction which defined Menger’s Investigations: “between the historical
sciences, directed toward phenomena in their particularity, and the theoretical
sciences, which are directed toward ... the universal character of phenomena.”
Mises recognised (as we saw earlier) that both were the two branches of the
one field of study: human action. His development of the theoretical branch
— dealing with the universal aspects of human action — meant a radical exten-
sion and systematisation of the subjectivism already developed by Menger: the
recognition that the phenomena studied are subjective in nature and can only
be apprehended “from the inside”, as Wieser put it **.

Mises saw the “possibility” of such an analytical discipline of human action
to be the “subject of the Methodensreit.” There, as against the rejection of such
a discipline, Menger pointed out “the character and logical necessity of a theo-
retical science of social phenomena.” Mises recognised that Menger had devel-
oped this analytical approach from the very outset: first in his Principles and
then in his Investigations, Menger worked out how, from the actions of indi-
viduals pursuing their several goals, there emerged first indirect exchange and
then money. From this “praxeological theory of the origin of money”, Menger
generalised his analysis to develop a broader theory of human action: he eluci-
dated “the fundamental principles of praxeology and its methods of research”.
Thus Menger explained “social phenomena” as the *
not deliberately designed or aimed at by specifically individual endeavours of
the members of a society.”” With this direct quote (in translation) from Menger,
Mises makes it crystal-clear that he too has undertaken the same analytical task:
to trace the formation of social phenomena as the unintended and undesigned
result of the actions of individuals *°.

unintended outcome ...

And so Mises, on his own showing, made more explicit, organised and
extended that general discipline of human action whose basic analytical ele-
ments Menger had developed. We may therefore set out certain key elements
here; then we see, in somewhat greater detail, how Mises (and Hayek) built
them into a more general framework for the study of both sides of human
action.
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1. Menger pointed to the crucial difference between theorising about
social and natural phenomena: with the latter, the ultimate building-blocks
— “atoms” or “forces” — are “unknown causes” of what 1s actually observed.
Here “the theoretical social sciences have a great advantage over the ... natural
sciences”. With social phenomena, “the human individuals and their efforts,
the final elements of our analysis, are of empirical nature” [Menger’s empha-
sis]. From these “empirical” — real — elements, “the more complex ... phe-
nomena evolve ... according to definite principles” ¥’. In other words, social
theory builds with the real elements that lie at the root of all socioeconomic
phenomena. But only Austorical investigation can tell us what actual people
actually did under actual circumstances. Thus the line between social and nat-
ural phenomena, as Wieser then observed, is the line between those happen-
ings that we view — inescapably — from the inside and those that we can only
view from the outside. Mises and Hayek built further on this distinction, taken
from Wieser.

2. Menger consistently and systematically used the “economising individ-
ual” or “economising person” as his basic analytical unit throughout. As the
translators of his Principles point out, Menger used the term “economising”
to refer solely to an activity undertaken by individuals — their “act of econo-
mising”, not their motives. He specifically did not mean by this term, “self-
interest” or “the profit motive”. Mises, of course, repeatedly and indeed vehe-
mently insists that in studying the theory of human action, we abstract from
the motives and actual content of whatever ends people pursue; we are con-
cerned only with the logical implications of the fact that they seek to achieve
ends (that can and do change) and use (what they regard at the moment as suit-
able) means to pursue these (changing) ends *.

3. Menger was explicit that economic phenomena were formed out of the
human pursuit of ends, using means to do so:

“... man, with his needs and his command of the means to satisfy
them, is himself the point at which human economic life both begins
and ends.”

Consistently with this, it is quite clear that by the term “good”, Menger
meant the means used by human beings to achieve their goals. Thus in his defi-
nition of a good, he says quite explicitly that to say something is a “good” is to
refer to a relationship between it and human beings. When this relationship dis-
appears, so does that thing’s “goods-character”. In other words, to say an item
1s a “good” 1s to say that at least one human being sees in it a means to an end.
When it 1s no longer seen thus, it ceases to be an object for economic analysis.
To characterise things as “higher-order” goods is to refer to the particular use
to which people put these items, not to anything inherent in the latter. Again,
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the analysis is of the human use of material means to achieve an end (or ends).
And Menger also assumes the point as routine: when people obtain informa-
tion about available supplies, they seek “knowledge ... of the means available

to them for the attainment of desired ends” *°.

4. Menger realised that all human action is inescapably directed toward
the future: “in planning all human activity directed to” satistying needs, people
aim to meet their estimated future requirements; how far they succeed deter-
mines how well their needs are actually met. “Without foresight”, it would be
impossible to achieve this goal *°. Mises analysed much more extensively this
unalterable time dimension of human action.

5. Menger also saw that as the investment chain was extended further
and further, the entire production process became more and more subdivided
amongst an ever-growing number of production units, each turning out only a
small fragment of the whole. While people thus acted as the elements forming
an overall economic order, they nevertheless remained ignorant of this reality
°1. Hayek made this insight explicit and developed it much further; it is clearly
a significant — a key — aspect of human action.

We may now see how Mises incorporated all these insights into a system-
atisation of the study of people’s actions. After this first overview, we take a sec-
ond look at certain key points (Part II).

The Results of Historical Development

1. Mises recognised that those historical phenomena that required ana-
lytical investigation had all developed over long periods of time, long before it
could be seen, and was seen, that they represented a fundamental problem for
analysis as well. Only after these historical developments had occurred could
a praxeological framework be formulated to comprehend them theoretically.
Mises saw that these social and economic formations are all firstly, the outcome
of a long process of historical evolution — of gradual development over time.
Secondly, they are the unintended and unplanned joint outcome of the actions
of innumerable human beings. Thus while Mises recognised that social forma-
tions grew historically, he also opposed the methodological collectivism of the
Younger German School

Amongst social phenomena, Mises referred specifically to law, moral val-
ues, social ties and economic activity — just as Menger does. Thus law has
grown over long periods of time and has continued evolving:

“Law did not leap into life as something perfect and complete. For
thousands of years it has grown and it is still growing”.
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Therefore property too has evolved through time: “Property rights....are
the outgrowth of an age-long evolution.” Along with Menger, Mises rejects the
view that law came from explicit agreement, as a social compact. Mises further

deplored

“Marxism’s professional revolutionaries, who...destroy values which
the labour of centuries and decades has created.”

He saw that the “Bolshevists” [sic] aimed to “dissolve all traditional social
ties, to destroy the social edifice built up through countless centuries...” Eco-
nomic interaction too required long-term historical development: “Conscious
and purposeful cooperation is the outcome of a long evolutionary process.”
So too, “the market economy is the product of a long historical process.” And
again: “the emergence of interpersonal exchange was the result of a long evo-
lution...” Similarly “indirect exchange” was an “evolution”. These historical
processes brought about a total and fundamental transformation in the human
condition and therefore occurred on the requisite time-scale: they “began
when the human race emerged from the ranks of the other primates” and then
evolved “from savagery to civilisation.” This involved a long development from
autarky to world-wide exchange, and

“evolution from the economic self-sufficiency of households, villages,
districts, and countries to the world-embracing market system of the

nineteenth century...” 2.

All human beings contribute in their actions to the emergence of these his-
torically-produced phenomena: “Political, social and economic affairs are the
outcome of the cooperation of all people.” Mises agrees with Menger, that such
historical developments are the composite and undesigned consequences of
individuals’ activities:

“...the historical process is not designed by individuals. It is the com-
posite outcome of the intentional actions of all individuals. No man
can plan history. All he can plan and try to put into effect is his own
actions which, jointly with the actions of other men, constitute the his-
torical process.”

Thus people “and their fathers” have “unwittingly created [market] soci-
ety by their actions” over many generations. Private law 1s the foundation of
social cooperation and of human civilisation, but both law and society are not
just the unintended consequences of all individuals’ actions aimed at other
ends, — the development of the legal and social order was not just unforeseen,
it was unforeseeable:

“All this is the result of conscious willing and awareness of the aims
willed. But this willing sees and wills only the most immediate and
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direct result: of the remoter consequences it knows nothing and can
know nothing. Men who create peace and standards of conduct are
only concerned...for the needs of the coming hours, days, years;
that they are, at the same time, working to build a great structure like
human society escapes their notice” .

Because historical formations such as law, society, and the market order
have grown over such long periods, they can only be altered piecemeal:

“We are in all our endeavours the heirs of our fathers...our civilisa-
tion, the product of a long evolution, cannot be transformed at one
stroke” .

Analytical Aspects of Historical Developments

Thus it was only after the division of labour and the market order had
developed over centuries that their existence and orderliness could begin to
be recognised and studied. In short, something systematic first actually mani-
fested itself in peoples’ actions, and in economic and social phenomena: so the
study of the principles involved is a study which begins with the actual actions
of people as their activities evolved and changed through history.

Initially, students of these phenomena had “isolated insights™, as into
Gresham’s Law. Mises points out that this

“was referred to by Aristophanes in the Frogs, and clearly enunci-
ated by Nicolaus Oresmius (1364), and not until 1858 named after Sir
Thomas Gresham by Macleod.”

But from this point “there was still a long way to go” before the “philoso-
phers of the eighteenth century became aware of the interconnectedness of
market phenomena”. Before the division of labour was recognised (says Mises)
even Kant struggled to explain the growth of society; he could only attribute it
to the impulse of social cohesion overmastering the opposite impulse, to social
separation. But once the principle of the division of labour was seen, social
knowledge forged ahead, far beyond such non-explanations. Mises points to
the “great feat” of the classical economists: their

“discovery that there prevails in. . .the sequence of market phenomena

a regularity that can be compared to the regularity in the ... sequence

of natural events” %,

Thus the “historical fact” 1s that a functioning market order first appeared
in the course of history and it was in analysing this pre-exiting historical
phenomenon that there developed the systematic study of human action — the
discipline of praxeology. And so,as Mises put it:
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“The mental grasp and analysis of the problems present in a calculat-
ing market system were the starting point of economic thinking which
finally led to praxeological cognition”.

Mises doubts whether economics “could have emerged” in a world of bar-
ter; and he agrees that, without the actual experience of indirect exchange, it
might not have been possible to conceive of this type of action with “all its ram-

ifications” %,

Mises emphasises that, historically speaking, the development of praxeo-
logical theory only became possible after the development of the exchange
order being thought about. But the historical data are ineradicably complex:

“in historical experience we can observe only complex phenomena”
57
So in logical terms, the analytical tools needed have to be worked out
beforehand; only then can the historical materials be untangled. The basis for
this is the common thing which makes history distinct from natural phenom-
ena: history is human action. This line of analysis is elaborated below.

A Totally New Perspective on Human Action

2. Mises recognises that since it is people’s actions that bring about the
historical record, historians were the first students of human action:

“It 1s in accounts of history that we find the earliest beginnings of
knowledge in the sciences of human action.”

Historians of necessity had always relied — implicitly and explicitly — on
some sort of general propositions regarding human action per se, in grasping
and interpreting their facts. But they did not systematise their repeated refer-
ences to such “regularities”; they did not try to “clarify these tacit supposi-
tions by special analysis.” They never asked whether “these regularities” were
“extraneous” or “inherent in the very nature of human action.” Historians and
philosophers saw in people’s actions only the observance or disregard of moral
precepts: “With righteous men any utopia might be realised.” All this changed
drastically in the eighteenth century, when systematic theoretical inquiry into
social and economic phenomena began:

“The scattered and fragmentary insights of the historical and norma-

tive sciences themselves achieved scientific status only with the devel-
opment of economics in the eighteenth century”.

Economics developed because of the “discovery” of an order “in the
sequence and interdependence of market phenomena”. Thus a revolution-
ary new field of study was established: the systematic analysis of “[h]uman
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action and social cooperation.” In short, “economics opened to human science
a domain previously inaccessible and never thought of” .

It was now seen for the first time that human actions — individual and
cooperative — required dispassionate theoretical investigation. They could
no longer be the objects of a “normative discipline” only. Thus praxeology
sprang from the empirical investigations and conclusions of the philosophers
and economists of the late eighteenth and early nineteenth century:

“The discoveries made by Hume, Smith, Ricardo, Bentham and many
others may be regarded as constituting the historical beginning and
foundation of a truly scientific knowledge of society”.

The real world was found to contain something — manifested in human
actions — which could not be explained by “logic, mathematics, psychology,
physics, nor biology”. People “were compelled to recognise” an order “which
they compared” with the natural order they were already familiar with .

From the Narrow Classicals to Universal Subjectivism

Mises underlines that the classical economists, because of their objective
value theory, were unable to trace the market order they had discerned to its
roots in the actions of individuals. So they were “forced. . .to restrict the scope
of their science.” This new comprehension was thought to refer “only to a nar-
row segment of the total field of human action, namely, to market phenomena.”
And so before the discovery of subjectivism, economic analysis was confined to
material goods only:

“Until the late nineteenth century, political economy remained a sci-
ence of the ‘economic’ aspects of human action, a theory of wealth and
selfishness.”

But the realisation that value was something subjectively attributed by
human minds “converted the theory of market prices into a general theory of
human choice.” In consequence, “modern subjectivist economics” has a far
broader reach than the narrower preoccupations of the classicals:

“the general theory of choice and preference goes far beyond. . .the scope
of economic problems as circumscribed by the economists from Cantil-
lon, Hume, and Adam Smith down to John Stuart Mill. It is much more
than merely a theory of the ‘economic side’ of human endeavours and of
man’s striving for. . .and improvement in his material well-being, It is the
science of every kind of human action.”

Subjectivism 1s founded on the fact that individuals rank all their ends,
material and non-material, on their value-scales, — ie for each individual, the
one value-scale ranks all ends. This means that
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“Nothing that men aim at or want to avoid remains outside of this
arrangement into a unique scale of graduation and preference”.

Thus both material and non-material values affect the demand for and
supply of, all goods and services. Therefore the analysis now has to be of the
general and universal category of human action: the use of means to achieve
ends, in the most general sense, abstracting from the concrete context alto-
gether. Exchange activity is now recognised to be only a part of a far wider,
comprehensive range of human actions. Consistently with all the above, Mises
said flatly (twice) that the analysis of praxeology “was not a contribution to phi-
losophy”; — in other words, it was an analysis of an aspect of reality %.

In developing this analysis, Mises was acutely aware that he

“had drawn the appropriate praxeological conclusion from the scien-
tific development that began during the eighteenth century with the
discovery of regularity in market phenomena.”

But he also realised the extent to which he was breaking wholly new
ground:

“For a long time I hesitated to present my investigations into episte-
mological problems to the public because I was aware that they went
far beyond the field of economics. In fact, we are dealing here with the

opening of a new field of epistemology and logic” '.

In sum: Mises is centrally concerned in all his analytical work with the
emergence and growth of the discipline of praxeology; the “economics” he
refers to 1s always subjectivist economics — a branch, and only one branch, of
this more comprehensive discipline, of which the other segment is history.

Organism and Organisation

3. Mises followed Menger in distinguishing between two kinds of social
phenomena: the deliberately-organised and the unintentionally-developed.
But Mises goes further: while emphatically rejecting the “absurdity” of all bio-
logical metaphors, he recognises that in both social and biological life, there is
life in a very real sense. Both social and biological entities manifested an orga-
nising principle which makes them all living organisms and therefore in fact
something more than the sum of their parts:

“...when organisms are formed, something which did not exist before
is created out of individuals. Vegetable and animal organisms are more
than conglomerations of single cells, and society is more than the sum
of the individuals of which it is composed. We have not yet grasped the
whole significance of this fact” %,
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Mises feels that to understand the principle of life it is necessary to break
with “the mechanical theory of the conservation of energy and of matter”,
which cannot tell us how a new living entity is created out of its component
parts. Here he feels the understanding of social life will have to lead ahead of
biology “. — As we shall see (below), Mises was the first to recognise that key
analytical ideas — evolution, the division of labour — were developed first to
explain social formations and only then used in biology, with a resulting trans-
formation in that field.

Mises compares the difference between an organisation and living social
organism — society — to the difference between an artificial and a natural
flower. The ordering principle of the one is hierarchy and command; of the
other, interdependence: “Organisation is an association based on authority,
organism is mutuality.” An organisation expresses the will and purpose of its
organiser, but this no more creates a living social organism than a maker of arti-
ficial flowers creates “a living rose”. So an organisation falls apart when its
organising force is withdrawn. To convert the living organism, society, into an
organisation means killing the living thing first:

“To seek to organise society 1s just as crazy as it would be to tear a liv-
ing plant to bits in order to make a new one out of the dead parts”.

Society is not only larger than any organisation it contains, its social forces
are ineradicable. If any attempt is made to turn a living society into a deliberate
organisation, social forces both limit and defeat this attempt. And so “The col-
lectivist movements were. . .fore-doomed to failure” *.

From Evolution to its Negation, Social Darwinism

In the recognition of the principle of unintentional growth, Mises sees the
crucial breakthrough which made proper scientific explanation possible in all
fields. Initially, people explained natural phenomena animistically, after the
model of their own purposive actions, as in the making of an arrow. Then God
or Nature was called in, but the explanation remained anthropomorphic. Only
after this approach was dropped, could natural science progress. Similarly
with social phenomena: at first people regarded all social formations as delib-
erate organisations. Then, from the eighteenth century onwards, “Classical
Political Economy and its immediate precursors” realised that social and eco-
nomic phenomena manifested not the hierarchy of command, but the organic
principles of unintentional development — viz., evolution and the division of
labour. Biology then adopted this explanation, thus eliminating animistic and
hierarchical interpretations in its field, and great progress followed .
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But society remained “so mysterious and incomprehensible a formation”
that the notion of a divine outside force persisted, far longer than with natural
phenomena, to account for the “origin and nature” of society. The “last great
expressions” of this approach are in “Kant’s Nature, which leads humanity
towards a special aim, Hegel’s World Spirit, and the Darwinian Natural Selec-
tion.” Then later, the explanatory principles that had passed from the study of
society to that of biology, “reverted to Social Science” in the form of “that mon-
strosity, sociological Darwinism”. The latter “is unable to explain the phenom-
ena of society”. In fact, this view is profoundly anti-social: because it “ends in a
romantic glorification of war and murder”, Social Darwinism is held by Mises
to be “peculiarly responsible” for the ideological environment which led to the
First World War and the continuing social strife in the period after ®. In other
words, Mises was constantly aware that ideas — whether inchoate, implicit or
explicit — determine people’s actions; thus ideas determine whether the social
bond amongst individuals is strengthened progressively or gradually weakened
(see below).

The Complexity of History

4. The socioeconomic formations that were recognised in the historical
data by the classicals and Menger, are all historical developments. This means
they are integral parts of a complex historical environment produced as human
beings, influenced by a variety of ideas, values, etc, utilise various specific mate-
rial means to achieve a variety of ends, both material and non-material. In other
words, all historical contexts are the outcome of a complex of influences.

Thus “history is the record of human action”: it “deals with unique and
unrepeatable events, with the irreversible flux of human affairs”. Its “scope”
1s “all the data of experience concerning human action.” This means that all
historical developments are the joint and unique results of multiple causes; so
such developments occur at a specific time and place:

“...history, that is, the description of a complex phenomenon that
happened at a definite place on our globe at a definite date as the con-
sequence of combined operations of a multitude of factors.”

Historical data are thus distinguished from natural data by belonging to a
specific historical context:

“A historical event cannot be described without reference to the per-
sons involved and the place and date of its occurrence. As far as a
happening can be narrated without such a reference, it is not a histori-

cal event but a fact of the natural sciences” 9.
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The complex and unique combinations of influences found in history can-
not be used to test a theorys it is rather the other way about: independently-
developed theories are needed to sort and organise the historical data:

“Every experience concerning human action is historical, ie an experi-
ence of complex phenomena, of changes produced by the joint opera-
tion of a multitude of factors. Such an experience...can neither ver-
ify nor falsify any theorem. It would remain an inexplicable puzzle of
it could not be interpreted by dint of a theory that had been derived
from other sources than historical experience”.

So the historian needs to use a wide variety of non-historical disciplines
in his work, according to the problem under consideration. These disciplines
would include logic, mathematics, the natural sciences and other specialisms
according to topic:

“The historian must regard all other sciences as auxiliary to his own
and must be as thoroughly familiar with as much of them as 1s required
by the particular tasks he has set himself. .. Whoever writes a history of
bridge-building will need a thorough knowledge of bridge-building;
whoever writes a history of strategy will need a thorough knowledge

of strategy” %.

Mises follows Menger in seeing that the various non-historical disciplines
are “indispensable auxiliaries” for the historian’s work. But if theory 1s insuffi-
cient for the problem at hand, or the historian selects the wrong theory or has
an inadequate grasp of theory, “the result of [the historian’s| examination and
analysis of the material will be vitiated” .

The Simple Data of the Natural Sciences

Mises contrasts such complex historical experience with the experience
of the natural sciences, which he sees as data that can be ultimately reduced to
and reproduced in, laboratory experiments, which reveal the numerical con-
stants in these data. Initially, Mises thought scientific hypotheses were reached
inductively and then verified. Then he added the alternative of falsification or
disproof; and finally he referred only to falsification. But he saw the laboratory
experiment as the distinguishing feature of analysis in the natural sciences, and
experimentally-established laboratory facts as the building-bricks of scientific
hypotheses. Against this, he contrasted the complex historical phenomena stud-
ied by the sciences of human action. In other words, the data of the natural sci-
ences could be broken down into relatively simple laboratory facts with numeri-
cal constants, whereas historical experience remained irreducibly complex”.
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Mises’ grasp of the philosophy and methodology of the natural sciences
clearly lagged far behind the latest developments in that field; but it does not fol-
low that he could not, therefore, have a penetrating and comprehensive insight
into the problems of studying human action. Mises’ distinction between the
relative simplicity of the facts of the natural sciences and the inherent, ineradi-
cable complexity of socioeconomic formations was developed much further by

Hayek (see below).

How Theory Shapes History

The common thread that makes history intelligible is that it is the actions
of human beings:

“although unique and unrepeatable, historical events have one com-
mon feature: they are human action””'.

The historian therefore needs the appropriate analytical tools to grasp this,
the root cause of the reality he studies. Here Mises again rejects the anti-theo-
retical stance of the Historical School and the Institutionalists. He emphasises
that it is impossible to simply register ‘facts’; any report or organisation of the
historical data implies a theory. For human action, this means praxeology:

“The Historical School and the Institutionalists want to...occupy
themselves merely with the registration of the data... But no statement
concerning these data can be made without reference to a definite set of
economic theorems. When an institutionalist ascribes a definite event
to a definite cause, eg. mass unemployment to the alleged deficiencies
of the capitalist mode of production, he resorts to an economic theo-
rem... There is no such thing as a mere recording of unadulterated
facts apart from any reference to theories. As soon as two events are
recorded together or integrated into a class of events, a theory is opera-
tive. The question whether there is any connection between them can
only be answered by a theory, ie. in the case of human action by praxe-
ology” 72'

In their work historians implicitly and unavoidably use concepts concern-
ing human action — the use of means to achieve ends. Ideas about human
action are ineradicably embedded in our thinking and so our language:

“Theories about action are implicit in the very words we use in acting,
and still more in these we use in speaking about action.”

Thus to use language is to use concepts, albeit untutored:

“the terms employed are themselves the outcome of definite theories
held in common-sense thinking...a theory is already contained in
the very linguistic terms involved in every act of thought. To apply
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language, with its words and concepts, to anything is at the same time
to approach it with a theory.”

For many purposes, the theoretical concepts needed and used are rela-
tively simple:
“The study of history always presupposes a measure of universally

valid knowledge. This knowledge which constitutes the conceptual
tool of the historian, may sometimes seem platitudinous”.

Uncomplicated general concepts are utilised in virtually every historical
statement, but these concepts remain non-historical ie applicable across his-
torical contexts. For example, even the

“simple sentence, ‘the defeated king found himself forced to conclude
peace under unfavourable conditions’,” contains “simple and scarcely
disputed theories, which by their very character, are non-scientific, but
this does not change the fact that they are still theories, ie statements

understood as universally valid” 7.

But the concepts must be held before historical research can be carried
out:

“...concepts are always logically prior to the understanding of the indi-
vidual, the unique, and the non-repeatable. It is impossible to speak of
war and peace unless one has a definite conception of war and peace

before one turns to the sources” 7.

In short, as mentioned before, although the development of the analytical
tools to study human action came temporally — historically — after the his-
torical growth of the socioeconomic phenomena that called for such analysis,
nevertheless in logical terms, praxeological theory cannot be derived from the
complex phenomena of history, but needs to be worked out independently and
separately, as with all the other disciplines used in historical analysis. How this
is possible is examined further below.

Since the historian perforce utilises theoretical concepts concerning human
action, the choice is between the unexamined, untutored, everyday ideas found
in common-sense thinking, or using conceptual tools that have been systemati-
cally worked out and examined:

“The only question is whether one wants to have recourse to causal
explanations that have been elaborated and critically examined by sci-
entific thought or to uncritical, popular, prescientific ‘dogmas™.

Mises feels that history is too important a task to pursue with anything less
than the best available theories of action, while dropping unexamined ideas:

“History cannot fulfil its task if it does not employ the most precise
logic. At every step of the way it must make use of universally valid
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concepts and propositions. ..it must, whether it wants to or not, theo-
rise. ..t is obvious that nothing but the best theory 1s good enough for
it. The historian is not warranted in uncritically accepting any concept
or proposition from the stock of naive popular habits of thought.”

The historian should “subject all concepts and propositions to a sharp
critical examination.” All ideas have to be thought through, questioned and
examined for consistency, coherence, and to remove “unessential elements that
imprecise reasoning may have mixed in with them.” In short, the historian
has to either “practice theorising” or “accept theory where it is developed in a
scientific way.” Thus the historian “in order more than ever to discharge” the
“proper tasks” of history, needs “the intellectual tools provided by the theory
of human action.” Mises puts Sombart forward as a warning:

“He does not ask what exchange and price are. He unconcernedly

employs these terms as everyday, unscientific usage presents them” 7.

Systematic thinking about human action begins with ordinary concepts,
but these are refined and all their implications clearly thought through. This
applies especially to the remote and less obvious consequences. These con-
ceptual tools are worked into a coherent system which links certain implica-
tions together while separating others (again, see below). Mises points out that
a proper economic history only became possible when classical economics
produced a systematic analytical apparatus; before then, it had been possible
only to compile memoranda, as with the history of trade. In short, economic
history can be written “only because there is an economic theory capable of
throwing light upon economic actions.” Without such a theory,

“reports concerning economic facts would be nothing more than a col-

lection of unconnected data open to any arbitrary interpretation” ’°.

The Scope of History

It should be mentioned that Mises regards a wide range of disciplines to
have as their common object the actual doings of actual people — which is
what he means by “history.” Thus history — the study of the actual content of
human action — encompasses

“history proper, philology, ethnology, anthropology — as far as it is not
a part of biology, and psychology as far as it is neither physiology nor
epistemology nor philosophy. Economic history, descriptive econom-
ics, and economic statistics are, of course, history”.

It includes “descriptive sociology” which
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“deals with those historical phenomena of human action which are
not viewed in descriptive economics; it overlaps to some extent the

field [of ] ethnology and anthropology.”

General sociology too — as Max Weber developed it — is a branch of his-
tory, which “approaches historical experience from a more nearly universal
viewpoint...” Linguistics is included “as far as it is neither logic nor the physi-
ology of speech”. Thus history “embraces every aspect of human activities,” so
it is possible to study the history of

“political and military action, ideas and philosophys,. ..economic activ-
ities. . .technology,. . literature, art and science, [and] religion. . .mores
and customs, and of many other realms of human life” 7.

The Role of ‘Understanding’

The various non-historical disciplines that the historian needs to use are
auxiliaries only; they do not themselves “suffice for his task.” That is because
the “historian’s genuine problem is always to interpret things as they hap-
pened.” But the non-historical disciplines cannot deal with them: “there
always remains at the bottom of each of the historian’s problems something
which resists analysis” by these other disciplines. The historian has to exercise
a specific skill:

“it 1s these individual and unique characteristics of each event which
are studied by ... understanding.”

The historian can exercise understanding “because he 1s himself a human
being.” Once again, the historian refines and systematises an activity which is
part of every human being’s mental apparatus: “Understanding is not a ...
procedure peculiar to historians”. Rather, it is practiced by everyone:

“It 1s applied by everybody in daily intercourse with all his fellows. It
is a technique employed in all inter-human relations. Itis practised by
children in the nursery...by businessmen in trade, by politicians and
statesmen...”

But the historian “removes inconsistencies and contradictions” in his (or
her) practice.

Mises 1s emphatic that “understanding” is not empathy or approval, nor
1s it “a free charter for nonsense”. To understand historically is to appreci-
ate the uniqueness of the data and to assess the relevance of the action being
studied, “ie its bearing upon the course of events.” Thus it involves historical
judgment, of the relative importance of the various historical influences at work
in the problem or issue being examined. Understanding (verstehen) does not
mean justification or emotional appreciation, as of an artwork.
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The Analysis of Human Action: the Foundations

5. We now come to the theoretical side of human action: that aspect which
cannot be grasped through historical study, including understanding, but
which has to be comprehended through theoretical categories. The starting
point for the development of praxeology is the recognition that the study of
historical materials is only possible because all human beings have minds with
the same logical structure. This does NOT mean that everyone thinks alike or
that everyone is a rational, cool, calculator or that everyone has an identical psy-
chological make up. It means that we can grasp people’s actions: — compre-
hend that they are using means to arrive at some end or other, not that people
rationally sit down and consciously set out to do this. If people were not act-
ing beings, with a similar mind structure, then it would be impossible to study
them in different historical contexts:

“If thinking and action were really conditioned by place, time, race,
nationality, climate, class, etc., then it would be impossible for a Ger-
man of the twentieth century to understand anything of the logic and
action of a Greek of the age of Pericles” .

Clearly Mises is not saying that a Greek of the fifth century BC is simply a
twentieth-century German wearing an eccentric costume, nor is he saying that
the world of a Periclean Greek 1s instantaneously accessible because everyone
there is human too. Rather, Mises is moving on a much deeper, more funda-
mental level: underneath their vast historical differences, ancient Greek and
twentieth-century German are human beings — and that is why it is possible
to comprehend that both regard some ends as worth pursuing and others as
worth sacrificing, with all the abstract, general implications that follow. The
concrete content of these ends and of the implications of their pursuit, is of
course vastly different, but the subjective action is the same: acting on a scale
of values. It is because people have the same abstract mental structure, that it
is possible for a twentieth-century historian to comprehend and historically
understand the historical context, Periclean Athens, — or indeed, any other
historical context.

Mises was again tilting at the Historical School here: they deny that there
are regularities in human action, independent “of place, time, race, or national-
ity”” But to prove this they

“would have had to show that the logical structure of human thinking
and the categorical nature of human action change in the course of his-

tory and are different for particular peoples, races, classes, etc” .

But the Historical School “could never demonstrate” *' this and if they
had, as Mises has just argued, they would have cut the ground out from under
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their own feet: where there is no human mind involved, there the natural sci-
ences have to come into play.

Mises went on to further develop the observation that the categories of
human action are what makes human beings human: Suppose “a traveller from
the Germany of ‘high capitalism’ [was] drive off his course” and fetched up on
an island with tribal inhabitants. Initially their behaviour would be “incom-
prehensible and unintelligible” to him. But when he suddenly realised they
were exchanging goods, he would have comprehended the meaning of their
actions — even though up to then, he would have been “familiar only with the
exchange [activities] of ‘high capitalism’.” Again Mises’ point is that such com-
prehension is of the subjective meaning common to all people of what are oth-
erwise vastly different activities in outward appearance: but this means that all
peoples have the same abstract mental categories. This is what makes possible
“the comprehension of an event that otherwise cannot be grasped at all...”

Ethnography and the Study of Action

Mises examined ethnographic data to conclude that the differences dis-
played were in content of thought only — the underlying logical structure was
the same in all cases:

“No facts provided by ethnology or history contradict the assertion
that the logical structure of mind is uniform with all men of all races,
ages, and countries.”

Thus in earliest times, agricultural cultivation was treated as a sacred or
magical rite; only later was it realised that the methods involved were fechn-
cally valuable. But, as Mises points out, this merely says that “the technological
notions of primitive ages were different from ours.” Similarly, a “peasant eager
to get a rich crop “may “perform magical rites,” go on pilgrimage, light a candle
before a saint, or use “more and better fertiliser.” All these are action: using
means to achieve ends; so “magic is in a broader sense a variety of technology.”
Mises reiterates that “action “ means only that “the performer believes. . .the
means. ..will produce the desired effect.” Action does nof mean using only a
correct theory or improved technology ¥.

Ethnological studies also demonstrate only that tribal peoples think about
different things from the “intellectual interests” of “a narrow circle of intellec-
tually distinguished men” in other countries. Tribal peoples see “magical or
mystical connections” where others see none, or fail to see links that others see
— but this 1s a difference in the “content of [their] reasoning”, not in its “logi-
cal structure”. It is reported of such peoples that they “stop short at [their]
earliest perceptions...and never reason if [they] can...avoid it”. Mises says
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“European and American educators sometimes report the same of their stu-
dents”. He also says if these ethnologists had “looked about...among Euro-
pean economists and politicians,” they would never have attributed “the prac-
tice of never thinking matters out and never reasoning” to tribal peoples alone.
Again, it is said of such peoples their “conversation. . .turns only upon women,
food and...crops.” Mises asks caustically, “What other subjects did many con-
temporaries and neighbours of Newton [and] Kant. .. prefer?”*

What All Human Minds Have in Common

Mises brought out further the reality that everyone’s mind was of the same
logical structure: We all manifest this reality in our daily actions: we act, and act
successfully, on the principle that we are surrounded by fellow-humans, whose
minds are similar in general structure to ours. (This does 7ot mean ‘with iden-
tical mental contents’ or “psychologically identical!) Thus:

“everybody in his daily behaviour again and again bears witness to the
immutability and universality of the categories of thought and action.
He who addresses his fellow men, who wants to inform and convince
them, who asks questions and answers other people’s questions, can
proceed in this way only because he can appeal to something common
to all men — namely, the logical structure of human reason”*.

Everyone’s experience demonstrates that their fellow-humans also act —
ie. use means to achieve ends:

“If we do not transcend the realm of reason and experience, we cannot
help acknowledging that our fellow men act. We are not free to disre-
gard this fact...Daily experience proves. . .convincingly that our fellow
men are acting beings as we ourselves are.”

When we act on the assumption that our fellow humans are as human as
we are, this practice turns out successfully

“It is beyond doubt that the practice of considering fellow men as
beings who think and act as I...do has turned out well...”.

In research as in daily life, we find we can successfully treat people as if
they were humans like ourselves

“...it is beyond doubt that the principle according to which [I deal]
with every human being as if the other were a thinking and acting
being like [myself] has evidenced its usefulness both in mundane life
and scientific research. It cannot be denied that it works” *’.

If it 1s postulated that people should be treated as if they were natural
objects, then how would we get the same sort of empirical verification of this
hypothesis? Agreed, it is “impossible to provide conclusive evidence” that
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“my logic and...the categories of my action” are those of every other human
being. But it is a fact that “in addressing [our] fellow men [we presuppose]
... the inter-subjective validity of logic and thereby the reality of...[the] emi-
nent human character” of everyone else. In short, we know about the funda-
mental category of action — using means to achieve ends — both through our
own actions and through “understanding. . .other peoples’ conduct.” To act is
to grasp the fact that others act as well: “Action implies understanding other
men’s reactions.”

Subjective Categories Make the Reality

6. Mises here radically extends the subjectivism first discerned by Menger.
As Menger was a pioneer, he saw only that the rank value that individuals attrib-
uted subjectively to various ends ultimately determined how much of which
goods and services they would give up in exchange and also the quantities of
the particular goods and services they would seek to obtain in exchange. Mises
now realised that all social and economic phenomena are subjective in nature —
ie., to say these phenomena are ultimately intelligible is to say there are human
minds behind them. This means the intelligibility of these phenomena consists
in the general meaning attributed to them by some human mind or minds:

“...all experience concerning human action is conditioned by the
praxeological categories and becomes possible only through their
application. If we had not in our minds the schemes provided by
praxeological reasoning, we should never be in a position to discern
and grasp any action. We would perceive motions, but neither buying
nor selling, nor prices, wage rates, interest rates and so on. It is only
through the utilisation of the praxeological scheme that we become
able to have an experience concerning an act of buying and selling. ..
Unaided by praxeological knowledge we would never learn about
media of exchange. If we approach coins without such pre-existing
knowledge, we would see in them only round plates of metal, noth-
ing more. Experience concerning money requires familiarity with the

praxeological category medium of exchange” ™.

Thus the logical categories that create meaning are part of our mental
structure, they are not gained through experience, nor could they be obtained
thus:

“What we know about the fundamental categories of action — action,
economising, preferring, the relationship of means and ends, and every-
thing else that. . .constitutes the system of human action — is not derived
from experience. We conceive all this from within. . .a priori, without
reference to any experience. Nor could experience lead anyone to the
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knowledge of these things if he did not comprehend them from within
himself” .

Mises emphasises that these mental categories are specifically human —
they are not obtainable by other means:

“No special experience is needed ... to comprehend these theorems,
and no experience, however rich, could disclose them to a being who

did not know a priori what human action is” **.

Mises is particularly emphatic that to have logical categories in one’s mind
does not mean that one is a rational, cool, calculating thinker:

“economics does not deal with an imaginary homo oeconomicus. . .but
with fomo agens as the really is, often weak, stupid, inconsiderate, and
badly instructed.”

By mental categories, Mises means the specifically human capacity to
acquire and use concepts; he is not saying that any particular concepts are
somehow obtained through heredity

“The a priori categories are not innate ideas. What the normal. . .child
inherits. ..are not any categories, ideas or concepts, but the human
mind that has the capacity to learn and to conceive ideas, the capacity

to make its bearer behave as a human being; ie, to act”*.

Thus experience requires a mind: “Experience is a mental act on the part
of thinking and acting men.” So too, historical understanding is of human
beings:

“understanding presupposes and implies the logical structure of the
human mind with all the priori a categories” *.

Mind — ie, action — separates humanity inexorably from all entities that
lack such a mind:
“There is nothing in between a being driven exclusively by instincts
and physiological impulses and a being that chooses ends and the

means for the attainment of these ends” .

The gulf between acting and non-acting beings is unbridgeable:

“There is no evolution which would lead from non-action to action...
There is only acting and non-acting” *°.

Failing to act where action was possible expresses a choice: “Action is not
only doing but no less omitting to do what possibly could be done”. Habit-
ual behaviour is action since habits can be changed. The opposite of action,
in other words, is an instinctive, involuntary reaction, where there 1s no mind
operative. Thus action is peculiarly and specifically human:
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“Thinking and acting are the specific human features of man. They
are peculiar to all human beings. They are....the characteristic mark

of man as man”.

Mises here generalises to @/l human activities, Adam Smith’s observation
that exchange and property were specifically human traits, not found amongst
animals.

Thus it 1s the human mind which projects subjective meaning onto physi-
cal objects or processes. When something is called a “means”, this refers to
the meaning attributed by a human mind, not any physical characteristic of the
object:

“...1n this universe there exists only things. A thing becomes a means
when human reason plans to employ it for ... some end and human
action really employs it for this purpose...It is of primary importance
to realise that parts of the external world become means only through
the operation of the human mind and its offshoot, human action.
External objects are ... only phenomena of the physical universe and
the subject matter of the natural sciences. It is human meaning and
action which transform them into means. Praxeology does not deal
with the external world, but with man’s conduct with regards to it...
Economics is not about things and tangible material objects; it is about
men, their meanings and actions. Goods, commodities and wealth...
are not elements of nature; they are elements of human meaning and
conduct. He who wants to deal with them must not look to the exter-
nal world; he must search for them in the meaning of acting men” %.

Mises here extensively develops Menger’s point that “goods-character”

1s not inherent in things, but expresses a relationship between people and the
objects they consider useful. And so, as against behaviourism, Mises insists
that actions have meaning:

“It is impossible to describe any human action if one does not refer
to the meaning the actor sees in the stimulus as well as in the end his

response is aiming at” .

Thus it is the human mind which creates the reality of human action. As
Mises says:

“to the obvious question, how a purely logical deduction from aprior-
istic principles can tell us anything about reality, we have to reply that
both human thought and human action stem from the same root...
they are both products of the human mind” ',



176 Early Modern England | Sudha Shenoy

Subjectivism Has Nothing To Do With Psychology

It should be obvious by now that this consistent subjectivism is analytical
only: it has nothing whatsoever to do with psychology. Mises is again quite
explicit and definite on this point. Psychology is concerned with the “internal
events” that result in action; praxeology analyses action per se:

“Praxeology deals with choice and action and with their outcome.
Psychology deals with the internal processes determining the various
choices in their concreteness. ..[Psychological] explanation has noth-
ing to do with a branch of knowledge for which the concrete choices
are data not needing further explanation or analysis. Not what a man

chooses but that he chooses counts for praxeology” ''.

Psychological processes are entirely distinct from action:

“Economics is distinguished from psychology by the fact that it con-
siders action alone and that the psychic events that have led to an

action are without importance for it” 12,

Subjective value is erroneously linked to psychologys; in fact the study of
human action is a separate and independent field:

“[Psychology] has no special relation to praxeology and economics.
The popular belief that modern subjective economics, the marginal
utility school, 1s founded on or closely connected with ‘psychology’ is
mistaken”.

Praxeology analyses action and its implications, not the preceding psycho-
logical happenings:
“The very act of valuing is a [psychological] phenomena. But proxe-
ology and economics do not deal with the [psychological] aspects of
valuation. Their theme is acting in accordance with the choices made

by the actor” ',

Mises sums up: “Economics begins [where] psychology leaves off.”

Mises thus recognises that while psychology may discuss the psychologi-
cal influences on the concrete content of peoples’ choices, action itself — using
means to achieve ends — is an entirely different and distinct aspect of reality.
The historian investigates “what [actual, concrete] ends people aim at and what
[actual, concrete] means they apply...” ' Such investigation requires insight
into action per se; so the historian needs the appropriate analytical framework
for this. In other words, psychology is clearly one of the disciplines the his-
torian would need, according to the issue being studied. But as all history is

human action, the historian would need praxeology for all his (or her) studies.
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Human Action is Not Found in the Natural World

Thus the presence of human purpose makes off the social world from the
natural world, investigated by the natural sciences:

“action 1s a category the natural sciences do not take into account...
[I]n the orbit of natural events of the external world.. .there is no such
thing as action...there is nothing that would suggest aiming at ends
sought; there is no ascertainable purpose” '*.

Where there is no human mind and human action, there we find natural
phenomena: so “meaning” and “purpose” in historical investigation always
refers to human meaning and purpose: “the ends sought by acting men in pur-
suit of their own designs” and the meaning attached to their actions by “the
actors themselves and those affected by their actions” or by historians '*’.

Action Is A Fact

7. Thus the fact that people act is something which 1s known to all humans
because they are human: “As thinking and acting men, we grasp the concept of
action”. Our common humanity gives us “a knowledge of what goes on within
acting men”. But this knowledge is general and abstract only: we can see that
people “wish to change their conditions” because some felt unease and that
they attach meaning to their actions '®. Thus by beginning “with the act of
choice”, catallactics starts from

“a fact whose existence can be established in a manner that admits of
not doubt — a fact that every human being knows...because he him-
selfacts...” 1%,

And since the historian is a human being studying other human beings, he
can also understand their actions, in all their uniqueness. Mises sums up with a
quotation from Empedocles [c. 5th century BC]: “Knowledge is of like by like”.

II

The Great Society: Extending the Division of Labour

Now we take a somewhat more detailed look at the praxeological framework
which Mises developed:- We re-examine some key points in a little more detail.

Mises sets out the central object to be analysed: “that great human soci-
ety”, which covers “all nations” and embraces “all men in all of their activities”.
To clear the analytical decks, Mises emphasises that this Great Society 1s not
any of the following:

1. God-given, and therefore mysterious and beyond analysis.
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2. produced through a social instinct or urge — this is circular and there-
fore explains nothing,

3. the result of a social contract, rationally and deliberately entered
upon,

4. an overarching and superhuman but anthropomorphic entity or
being'’.

Menger pointed out that the “final elements” of social phenomena are act-
ing individuals — ie facts already known, unlike in the natural sciences. Mises
builds extensively and massively on this founding insight. It is impossible to
deny (he says) that “collective wholes”, such as “nations, states...religious
communities”, are “real factors” that determine the course of human events.
But such collectives are invisible, and manifestly no-one observes “society as
a whole”. We have “direct cognition” only of individuals’ actions. Therefore,
“[e]verything social must in some way be recognisable in the action of the indi-
vidual”, and “[e]very form of society is operative” there. Thus “[a] collective
whole is a particular aspect of the actions of various individuals” and therefore
a “real thing” influencing real-world happenings. The “evolution of reason,
language” and of “social cooperation under the division of labour”, the emer-
gence and growth of nations, churches and other collective entities — all are
discernible only in what people actually do, and in changes in their actions. In
sum: it is in and through the content of people’s actions and through changes
in these actions, that social phenomena are constituted, change, and develop.
These social phenomena are perceived mentally, through appropriate analyti-
cal lenses, not physically with the eyes ''.

Mises asks the next logical question: what makes human society possible?
Why do humans not live in colonies like ants (for example)? Or as animals do
in herds, quasi-‘family’ groups, or as solitary and self-sufficient creatures? The
answer (he says) lies in certain facts of the real world. Overwhelmingly the most
important such fact is the greater productivity of the division of labour. This
in turn rests on the wide variety in people’s abilities and in geographical condi-
tions. Thus as people specialise and exchange, ie cooperate with one another,
in however small a group, — they each gain, in terms of material outputs, ser-
vices and/or leisure. That people are mentally capable of making these con-
nections — between particular actions and returns — is another fact, equally
fundamental to the maintenance and extension of the division of labour'"*.

Mises emphasises that when people act, their actions are nof an automatic
reflex or some other involuntary process. Ideas — mental acts — precede
action:
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“Before a man aids his fellows in cutting a tree, such cooperation must
be thought out. Before an act of barter takes place, the idea of mutual
exchange of goods and services must be conceived” ',

In fact, of course, as Mises underlines, people act on custom and habit.
But such action is nof immutable, as are one’s bodily processes (for example):
people act thus because it mostly never occurs to them to do otherwise; they
can, and do on occasion, change a habit or custom or adopt a new one '**.

To sum up so far: Only acting human beings can perceive that as they alter
their actions to provide material means to other people, the return obtained
from these actions is likewise improved supplies of material means for their
own ends — these “means” and “ends” as seen to be such in everyone’s own
subjective reckoning, of course.

Thus as they mutually supply each other, people find, and see, that from
these actions their several ends are better achieved, and/or they obtain other
ends (observes Mises) ''°. Moreover, as the division of labour is extended and
intensified, certain consequences follow. Firstly, people’s skills improve con-
tinually, with continued specialisation. Secondly, more and more opportunities
open up: for the use of different kinds of tools; for these tools to be improved,
and increased in quantity and range; and then for the introduction of machin-
ery of various types ''°. This machinery is then improved, diversified, changed
and developed, while being produced in larger and large quantities. Concomi-
tantly, new occupations — new specialisms — open up. Thus people’s sup-
plies of goods and services are increased in quantity, improved, and diversified.
Population grows as infant mortality drops and life expectancy increases. But
peaceful conditions are the sine qua non for specialisation and exchange to be
maintained, let alone extended 7.

Thus it is only in and through extending the division of labour on a massive
scale that people can gain such a massive improvement in the material means at
their disposal, and so increase their numbers and life expectancy. Only human
beings can so change their actions as to extend and intensify the division of labour.
This can proceed only step-by-step, of course; and only as people, at each step,
first perceive and take advantage of new possibilities, and then experience initially,
at least some material or non-material improvement — as they regard it. Again,
people are not automatons (says Mises); they may feel that the various changes in
their actions and in other circumstances that would need to be made first, far out-
welgh whatever new conditions would follow afterwards. In fact, of course, people
have generally acted to extend and intensify the division of labour '*®.

In other words, very few people have become ascetics. And, when the occa-
sion has arisen, very few people have reduced their participation in specialisation and
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exchange, while increasing their own level of autarky. In fact people overwhelmingly
have done the opposite — they have almost all acted to reduce autarky and to intensify
specialisation and exchange, above the degree previously reached. Thus in people’s
actions, the division of labour has been extended through the millennia, so that from
the small face-to-face group, it grew eventually to cover the globe — this last from the
late seventeenth century onwards. And so population was enabled to expand to its
present level, in the later twentieth century.

This specialisation and exchange are mutuality and peaceful interdependence
— all participants indirectly but mutually assist each other to attain their several
goals (says Mises). It will be seen that Mises has extended and amplified Mandev-
ille’s insights.  Each can succeed only as everyone succeeds. As specialisation
and exchange grow — as the division of labour becomes ever-more intensified
and extended — interdependence and mutuality become ever greater and ever
tighter (not that anyone sees it that way). In sum: to participate in the division
of labour is to enter into and maintain a “complex” of peaceful “mutual rela-
tions”, direct and indirect, with other human beings. This entire “totality of
inter-human relations” is what underlies the term ‘society’. Thus the division
oflabour 1s social cooperation, the social tie par excellence:

“...it makes friends out of enemies, peace out of war, society out of
individuals” ",

People Are Social Beings

Mises points out that archaeological evidence, the earliest documents,
and reports made about remote tribes all show that even at a very early date
and even in social isolation, humanity appears as “already highly differentiated
societal groups” ', practising some degree of the division of labour. Mises
first published this observation in 1949 (in the first edition of Human Action).
Since then, there has been considerable further archaeological work. This has
brought out a major break and transition from around 35,000 B.P. into the
Upper Palaeolithic. In this period, certain items travel over much longer dis-
tances from their origins than previously — these goods include certain types
of stone (for tools), different kinds of shells, and beads (or tusks). Stone points
are now hafted into wooden holders; there is evidence for woodworking and
textile-making. Flutes and iconic figurines are also now made, as also some
kinds of shelters'*!. — In other words, the division of labour, both within the
face-to-face group and amongst such groups, had grown far beyond its previ-
ous levels.

Mises underlines the fact that reason, language and the division of
labour are the quintessentially human attributes. (Here he follows Smith
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and Ferguson). These features are social — ie inter-individual; so humans are
human precisely because they are social beings, interacting, interdependent,
and mutually assisting one another through specialisation and exchange. It
is through the appearance of such human, ie inter-individual attributes that
humans emerged from their non-human past (Mises points out)'*. — Asa
human being, therefore, everyone is born into and acts within, a specific set of
historical circumstances: “These circumstances are determined by all the ideas
and events of the preceding ages as well as by those of his own age” '*. People
are not abstract entities: they live as members of their families, of cultural and
social groups. People follow various occupations, and certain religious, meta-
physical, political, social ideas. By their actions, they manifest membership of
avariety of social, political, religious and other groups — ie, they associate with
one another for a variety of purposes. Thus people’s actions are directed by
“[1]nheritance and environment... They suggest to [them] both the ends and
the means”, as also values and ideas. People influence one another in their
thinking and acting, and some individuals link together more closely in this
respect. This “tremendous power of consuetude” also determines “the course
of events” '*,

But social change there 1s. Changes in customs, habits, ideas, and fashions
always originate with one or a few individuals, and then spread as others accept
these innovations and initiate them. Thus repetition and imitation are “funda-
mental factors in social evolution”. Changes in ideas are always responses to
some pre-existing ideas. Such changes result in dropping some views and add-
ing others to a given stock (observes Mises) .

Acting on the Rules of Social Cooperation

Now, society — the division of labour — is not an end in itself. Rather, it is
“the great means for the attainment of all ends” for practically everyone '*°. —
Mises reiterates this insight more often perhaps than any other. — Mises also
sees that the division of labour 1s therefore ends-independent:

“As social cooperation is for acting man a means. . ., no unanimity with
regard to value judgements is required to make it work” '#’.

Specialisation and exchange bring peace without agreement on ends:

“The market economy makes peaceful cooperation among people
possible in spite of the fact that they disagree with regard to their value
Jjudgements”.

Society and division of labour develop only as people follow appropri-
ate rules in their actions, ie they observe “the moral rules which the establish-
ment, preservation and intensification of social cooperation require”. Mises
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includes here the common law, of course, as the foundation of long-term eco-
nomic development. He observes that changing business conditions lead to
the development of “new branches of law” from “older business customs and
practices”. Because society is a means, the moral and legal rules that create
and preserve society are likewise means for the achievement of people’s ends.
To violate those “rules that make life within society possible” is to contrib-
ute to social disintegration, in however small a way, — and people can and do,
of course “act antisocially”. Social bonds survive because people mostly do
observe the “rules of conduct indispensable for life within society”. ‘Justice’
therefor can only refer to life lived with other humans: it “refers always to social
cooperation”, and to some established set of rules. The only test of rules of
conduct 1s how far they support and promote the division of labour — ie social
cooperation amongst people. Thus “[s]ocial utility is the only standard of jus-
tice”. — It will be noted that Mises here adopts the Burkean standard — vide
Burke’s observations on the anti-Popery laws '%.

Evolution: From Society to Biology — and Back

Mises was the first to observe that the principle of evolution was first enun-
ciated in the study of social phenomena and only later taken over by biology
(through Milne Edwards in 1827). Mises also emphasises that “evolution sig-
nifies the process which led from past conditions to the present”. Itis a “fatal
error” (he says) to confuse “change with improvement and evolution with evo-
lution toward higher forms of life”. When Darwin’s ideas returned to the social
sciences, the origin of the idea of evolution was forgotten, and so there “arose
that monstrosity, social Darwinism”. The latter doctrine cannot see that soci-
ety 1s peaceful collaboration; ie “[e]very struggle suspends in effect the social
community” %,

The Rise and Fall of Civilisations

From the above we may see why Mises finds that “The history of mankind is
the record of a progressive intensification of the division of labour”. Thus there
proceeds an “evolution from the economic self-sufficiency of households, vil-
lages, districts, and countries, to the world-embracing market system of the nine-
teenth century...” Parallel with this economic interdependence, goes the devel-
opment of law and peace: “The circle of those who combined to keep the peace
amongst themselves was at first very limited. The circle widened. . .through mil-
lennia, until the community of international law and the union of peace extended
over the greatest part of humanity...” The various civilisations are the differ-
ing attempts made by different groups to cope with the fundamental problem of
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scarcity — the various ways people have found, for improving their conditions,
and surviving better °'.

Mises underlines the fact that Western civilisation is a latecomer: “the
early foundations of civilisation were laid by peoples of other races”. These
older Eastern civilisations “developed philosophy and science long before the
ancestors” of the Western Europeans “emerged from primitive barbarism”.
The Greeks built their astronomy and mathematics after learning from Eastern
accomplishments. Later “a remarkable Muslim culture [flourished] in Per-
sia, Mesopotamia and Spain. Up to the thirteenth century, Arabian learning”
equalled “the contemporary achievements of the West”. In the days when the
ancient civilisations of China and India “excelled in philosophy and poetry”,
they were also ahead of or equal to, “any of their contemporaries” in material
achievements '*2.

But these last “were followed by periods of material decay or...stand-
still”. The Roman Empire, too, reached “a high level of the division of labour”
and then “sank back into an almost money-less economy”. As the “economic
order” became “less productive”, classical civilisation disintegrated: technol-
ogy, art and science all decayed far below the high levels achieved once; many
advanced skills and techniques could no longer be practised '**.

Thus Mises emphasises that history and the division of labour do not
move in a straight line: “there was neither uniformity nor continuity in the
succession of historical events”. In history “we can clearly discern periods of
decay...when the division of labour has retrogressed”. Thus “social stand-
still and...retrogression are historical facts...” In addition, peace is not easily
attained: “one of the determinants of the present state of mankind is that there
were thousands of years of armed conflicts”. Predatory groups such as “Huns
and Tatars, Vandals and Vikings, Normans and conquistadors [have] played an
enormous part in history”. But such anti-social groups as could not be tamed,
disappeared: “Those barbarian groups who did not substitute working for
plundering disappeared from the historical scene” **.

Mises stresses that in all advanced civilisations of both West and East,
social cooperation is carried out through contracts, whether between individ-
uals or families. Beyond this, he asks pertinently: “Why did the peoples of
Western Europe adjust themselves to the scarcity of all things on which human
well-being depends in a way entirely different” from the Eastern civilisations?
His answer: the Western Europeans developed “a legal and constitutional sys-
tem which...provided the opportunity for large-scale capital accumulation”.
In sum, “the key stone of Western civilisation™1s a secure “sphere of spontane-
ous action” for the individual '*°.
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Analysis and Historical Experience

To sum up so far: Mises analyses how the world-wide Great Society devel-
oped, in and through people’s actions. As people acted so as to manifest and
extend the division of labour, they experienced the resulting material and non-
material returns. As they (mostly) evaluated these returns to be worthy trying
for, they developed and followed the legal and moral rules that extended and
intensified the division of labour. Thus people peacefully and unwittingly (in
Mises’ own words) '* continued to extend and deeper the division of labour —
in effect strengthening continually the bonds of interdependence and mutuality
that are the outcome of specialisation and exchange. Mises emphasises that the
Great Society’s development could not be and was not, designed or planned in
advance. Nor does he say anywhere that people are completely and fully aware
of this process. Rather, they each know only what they undertake themselves;
and in pursuing their several ends, people utilise legal and moral rules, and the
ties created through the division of labour, amongst their means. Thus Mises
points to what is demonstrated in people’s activities: the actual situation which
has resulted from their actions over the generations.

How is the division of labour extended? What is the inter-individual pro-
cess involved? — One person or (more likely) a number of people gradually
extend the division of labour, beyond the level previously attained. This means
they have to consider first, however vaguely and dimly, the possibility of chang-
ing their actions, however slightly. Others then copy this innovation — but here
too there has to be at least a vague preliminary notion of trying out this change,
however small it might be. Thus for the overwhelming bulk of people, par-
ticipation in the division of labour, whatever its level, is a matter of doing what
others do — of following custom and habit, and simply taking in the underly-
ing ideas with very little thought, if any at all. In different historical contexts,
the division of labour has proceeded at very different rates: it came to a virtual
standstill in many situations; in others it decayed to a lower level; in some it
progressed far beyond the levels ever reached elsewhere or at other times.

Thus the world-wide Great Society develops only as and when people’s
ideas and actions conduce towards its evolution through history. This process
cannot be automatic therefore, nor can it be deliberately planned or designed
to follow an advance blueprint. The global division of labour — mutuality and
inter-dependence — is an historical development. — It will be noted here that
Mises has systematically generalised Menger’s analysis of the gradual evolution
of money and indirect exchange in people’s actions. Here too people were
concerned with their own aims — to reach their goals more ‘economically’.
But in doing so, they also — in the same actions — gradually evolved a new
usage, which spread through imitation and repetition (to use Mises’ phrase).
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This new practice eventually facilitated the extension of the division of labour
far beyond anything that could have been envisaged. This then massively facil-
itated the achievement of people’s aims — including new ones that no-one
could even have imagined before they emerged.

Mises emphasises that the existence of the social phenomena being stud-
ied 1s learnt only from experience: He points out that “only experience can
show whether the division of labour and language exist in fact”. He underlines
that “the division of labour...1s a datum”. So too “experience alone can tell us
that different linguistic systems are to be found...” "¥’. And again,

“It cannot be deduced a priori that between the totality constituted by
humanity...on the one hand, and the individual, on the other, stand
the totalities constituted by people, race, state, and linguistic commu-
nity; this can be ascertained only through experience” %.

And also:

“Only experience can teach us that there are lions and microbes and
that their existence can present definite problems to acting man...”

In sum: “The existence of the external world is given through experi-

ence...” ',

Thus the objects of study are the products of historical experience — they
are the real actions of actual people. These actions are historical circumstances
that can be specified only by reference to time, place and people involved (this
last does not mean ‘named and known persons’). In certain historical circum-
stances, people’s actions changed over time, so as to manifest certain socio-
economic formations — among them, the common law and the market order.
Only after these formations appeared in people’s actions — ie in history —
could they first be discerned tout court and then the analytical problems they
presented be recognised:

“The mental grasp and analysis of the problems present in a calculat-
ing market system were the starting point of economic thinking which
97 140

finally led to general praxeological cognition

Historical phenomena are ‘complex’ — the compound outcome of many
analytically — distinct and historical influences. Therefore their analysis has
certain components, of necessity.

Mises begins from the insight that historical particulars can make sense
only in terms of general concepts about action. These general categories can-
not come from the historical materials themselves, since it is they that have to
be arranged and elucidated. Rather, in organising these materials, historians
utilise analytical categories and concepts that have been already developed:
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“It 1s impossible to speak of war and peace unless one has a definite

conception of war and peace before one turns to the historical sources”
141

Even if new 1deas have to be used, these are developed first, then utilised in
re-examining the historical materials. (Mises goes on) Many organising ideas
are “simple and scarcely disputed theories”. These “by their very character, are
non-scientific” but they remain general statements, covering all cases. Other
ideas are “platitudinous” on the surface, but summarise key analytical con-
cepts: a s in the term “land hunger” which contains in it — once the implicit
reasoning has been made explicit — the law of diminishing returns. But with
more complicated situations, as with German reparations in the inter-war
period, ordinary reasoning is inadequate: any links it might suggest between
happenings will be logically unsustainable (Mises underlines). — Not that the
historical materials will demonstrate this — they cannot, being complex phe-
nomena awaiting analysis. Rather it is the reasons for bringing various develop-
ments together as part of the same historical phenomenon, that will turn out to
be erroneous. This means the historian may also miss some other key chain of
influence also operating at the same time and place (Mises points out) '*2.

Thus historians definitely need systematically-developed concepts that
enable them to go far beyond the obvious:

“...the historian needs all the knowledge provided by the other dis-

ciplines, by logic, mathematics, praxeology, and the natural sciences”
143

Each of the disciplines can help to analyse only one aspect of the historical
reality, ie a reality which consists of the specific actions of particular people in
a particular context of time and place. All these (non-historical) disciplines, in
other words, can be only auxiliary to the study of history, ie of various histori-
cal contexts. Thus if these theories are inadequate, or historians’ knowledge of
them 1s insufficient, or historians select “an erroneous theory”, either through
“ignorance or...[because] it enjoys greater popularity”, their “examination
and analysis of the material will be vitiated”. In short, Mises emphasises that
historians need a sound grasp of all these disciplines before they investigate the
historical materials, if their investigation is to be at all fruitful '*.

Now, historical research is humans inquiring systematically into the
actions of other human beings, in a particular historical context. Historical
study, Mises points out, is one example of Empedocles’ observation: “knowl-
edge is of like by like” '**. — As human action itself is the element common to
all actual historical actions of all people, these concrete historical actions are
classifiable into one or other general category of action. In other words, all
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concrete actions are specific instances of some general type of action. There-
fore, the most important auxiliary discipline of all for historians, is the general
abstract analysis of action — ‘praxeology’, in Mises’ term.

What does a general analysis of action involve? How is such a general anal-
ysis developed? As we shall see, the systematic analysis &as to start from the
ideas and perceptions already present in all human minds. These perceptions
and ideas, common to all, are systematically refined and clarified to provide
a set of analytical tools which has been thoroughly worked out, to penetrate
well beyond the obvious surface appearances of, and links amongst, people’s
actions.

Action Is Subjective

Now, the objects of analysis — historical developments generally and,
amongst these, social formations in particular — consist of the actual actions
of real human beings. But “action” is not, and cannot be, a physical category:
it does not, and cannot, refer to the materiality of physical movements and of
physical objects. Action becomes action only because a human minds is pres-
ent: it is the meaning infused by a mind into physical motions and things that
make them actions utilising means to achieve ends (I repeat here the quotation
used earlier, for reinforcement):

“...all experience concerning human action is conditioned by the
praxeological categories and becomes possible only through their
application. If we had not in our mind the schemes provided by
praxeological reasoning, we should never be in a position to discern
and to grasp any action. We would perceive motions, but neither
buying nor selling, nor prices, wage rates, interest rates, and so on.
It is only through the utilisation of the praxeological scheme that we
become able to have an experience concerning an act of buying and
selling. ...Unaided by praxeological knowledge, we would never learn
anything about media of exchange. If we approach coins without such
pre-existing knowledge, we would see in them only round plates of
metal, nothing more. Experience concerning money requires familiar-
ity with the praxeological category medium of exchange” '*°.

In every historical context there is a larger or smaller array of physical
objects that people use as means. But these objects become means of various
kinds only through people’s subjective appraisal. (Again I re-use a quotation,
but now somewhat truncated):

“means are not in the given universe, in this universe there exist only

things. A thing becomes a means when human reason plans to employ
it for the attainment of some end and human action really employs it
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for this purpose....It is of primary importance to realise that parts of
the external world become means only through the operation of the
human mind and its offshoot, human action. External objects are as
such only phenomena of the physical universe and the subject matter
of the natural sciences. It is human meaning and action which trans-
form them into means. Praxeology does not deal with the external
world, but with man’s conduct with regard to it” '*".

Mises cites the example of free and scarce goods. External — historical —
experience provides the objects; the categories in which they are classified and
made meaningful are already present in human minds:

“only experience tells us that not all things in the external world are
free goods. However, it is not experience but reason, which is prior
to experience, which tells us what is a free and what is an economic
[scarce] good” .

Concrete acts not experienced so far are rendered intelligible only because
they can be classified into some general meaningful category. Mises gives the
example (which we’ve met before) of a traveller from the ‘high capitalism’
(Sombart’s phrase) of early twentieth-century Germany, who comes across a
remote tribe. In due course he recognises that their “strange behaviour” '
is really exchange of goods and services — even though he has hitherto expe-
rienced only the sort of exchange found with a far more extensive division of
labour. Mises points out that it is the — pre-existing — general abstract cate-
gory of exchange which makes this (mental) comprehension possible: the new
circumstances are comprehended by being classified ‘correctly’, no matter how
greatly they differ ¢n concreto from the previous instances experienced. It must
be emphasised here, as Mises does elsewhere, that this refers to a grasp of peo-
ple’s actions — ie what they are doing, the subjective meaning of their actions.
This last is quite distinct and separate from, people’s emotions and psychology
generally. An impulsive or random purchase, and one carefully considered, are
all alike purchases, with identical ramifications and implications. Only analysis
will bring out these effects and their extent; they are entirely separate and dis-
tinct from the emotional and psychological events that preceded the actions.

To continue: in the real world there are found only concrete historical
actions — of particular people, undertaken at a specific time and place. The
subjective meanings that classify actions, and that alone make these happenings
intelligible — are found only in human minds; these fundamental categories
cannot be learnt (a last re-quotation):

“What we know about the fundamental categories of acting — action,
economising, preferring, the relationship of means and ends, and
everything else that...constitutes the system of human action — is not
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derived from experience. We conceive all this from within....a priori,
without reference to any experience. Nor could experience ever lead
anyone to the knowledge of these things, if he did not comprehend
them from within himself” 1°,

In short, we think of, and act towards, other humans as if they too were act-
ing beings:
“Our thinking about men and their conduct, and our conduct toward

men and toward our surroundings in general, presuppose the category
of action” ',

Comprehension and Understanding: the Everyday Level

Thus people already have certain general ideas about action. But since
people are concerned only with daily living, not the professional, systematic
study of human action, these ideas are vague, inchoate, unrefined — in a word,
these ideas have not been systematically thought through. Nevertheless, it is
through these — somewhat murky — conceptual lenses that people, sufficiently
for their purpose, classify and categorise the actions of their fellow-humans,
and so ‘comprehend’ the general aspects of these actions '*%.

But besides their analytical side, actions also have a non-analytical aspect:
their concrete content, their specific and unique features. Precisely because
the uniqueness of actual — historical — actions are beyond the reach of general
analytical categories, the non-analytical aspects of people’s actions have to be
and are, ‘understood’:

“...understanding is the mental grasp of something we are unable to
bring under rules and explain through them” '%*.

“understanding does not deal with the praxeological side of human
action” [italics added] '**.

Thus ‘understanding’ — verstehen — is the grasp of the concrete, the spe-
cific, the particular, — as concrete, specific and particular, as itself and nothing
else.

Mises points out that ‘understanding’ has two components: Firstly, “[1]t is
the knowledge of the social environment in which a man lives and acts”. Thus
“[1]t 1s what everybody learns from intercourse with his fellows”. Therefore
understanding “is a precipitate of historical experience”. But ‘understanding’
is also “an offshoot of introspection”. In putting both together, understanding
gives insights that “[a]ll people are eager to get”, insights into “people’s valua-
tions and plans” — ie into the confent of people’s actions '»°. Mises emphasises
that, because of this, every human being practices ‘understanding’, of necessity,
from infancy onwards:
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“Itis a technique employed in all inter-human relations. Itis practiced

by children...by businessmen...by politicians and statesmen...” '*.

In short, “[i]n observing the conditions of his environment, everybody is
an historian” ',

To sum up: in their everyday interaction with each other, people already:

1. ‘comprehend’ their fellow-humans’ actions in some fashion — ie classify
and categories these actions, using some sort of general concepts, abstract con-
cepts common to all human beings;

#i. ‘understand’ what their fellow-humans are doing — ie people appre-
hend the unique content of these actions, the specific value-judgements
mvolved, the particular aims desired.

Comprehension: the Professional Level

For purposes of systematic analysis, these everyday perceptions and ideas,
as commonly-held, can only be a starting-point, of course. That is because
the ordinary “daily thinking of everyone” accepts ideas uncritically; it con-
tains “prejudices and misunderstandings of all kinds, fallacies and errors...”
Clearly “scientific reasoning” has to “go further”, pushing the analysis as far
as it will go; it has to build on solid foundations. Mises points out how the
general analysis of human action is built up: Everyday ideas about action are
analysed, defined precisely, all their implications are brought out, and they are
“purg[ed]...of all the unessential[sic] elements that imprecise reasoning may
have mixed in...” Thus “the procedures applied by everybody” in their daily
interaction with fellow-humans, are systematised and clarified, to then become
“methods of scientific inquiry” '*%.

The Demarcation of Action from Non-action

Analytically speaking, this means that the area under study has to be clearly
demarcated. In other words, the field of action has to be clearly distinguished
from that of non-action. Thus the critical distinction is between “a being that
chooses ends and the means for the attainment of those ends” and “a being
driven exclusively by instincts and physiological impulses”. The chasm is
unbridgeable: “There are no transitory stages between action and non-action”.
A number of implications follow — implications that clarify and sharpen the
boundary between action and instinctive/ physiological processes: a. This
means that: “The opposite of action is not irrational behaviour” [italics in
original], but rather that which “cannot be controlled by...volition” — viz.,
“self-acting impulses, instincts, physiological processes. Or, in other words,
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the opposite of action is whatever requires to be studied through the natural
sciences of physiology, biology, neurology, etc. b. It also follows that “wherever
the conditions for human interference are present”, there “to refrain from inter-
fering” also “determine([s] the course of events”. Thus in all situations where
it was known that action could have had some influence on the outcome, there
the failure to act zs a matter of volition (if there is coercion, then obviously the
volition 1s that of the coercer). In such situations, therefore, not-acting has to
be classified — for analytical purposes — as a form of action: because it also
helps to bring about the outcome. ¢. It further follows that: “He who acts
under an emotional impulse also acts”- ie the consequences and ramifications
are attached to the act which is undertaken; these results appear regardless of
the presence or absence of emotions surrounding the action. E.g. whether a
purchase or sale is deliberate or impulsive, all the same consequences follow,
independent of the emotion involved. — Analytically, it is these interrelated
consequences and ramifications that historians have to know, in order to dis-
cern the hidden, less obvious links amongst people’s actions. d. The analy-
sis of action has to abstract from the content of ends, and the motives behind
actions "’ — because analysis is concerned with action as an abstract, general
characteristic. Action is using means to achieve ends, so in abstracto,

“action involving the exchange of material goods against immate-
rial goods differs in no significant respect from action involving the
exchange of material goods alone” '®.

In all instances, there is “both taking and renunciation”; the difference
1s in the concrete content of what is actually aimed at and what actually sacri-
ficed, not in the abstract nature of the action itself. The conservative farmer
who sticks to old, tried-and-true methods, and the aristocratic landowner who
refuses to use his coat-of-arms in differentiating the products of his estate —
both act '%": they give up that which they value less for that which they value
more. Both sacrifice money income to retain non-material values; tradition in
both cases, and family dignity additionally, with the landowner. Both actions
affect the allocation of material resources. Thus, for analytical purposes, the
term “end”, means ‘whatever people aim at — whether material or non-mate-
rial’; it does nof mean only material values, “expressed in money”. Indeed,
Mises points out that any attempt to distinguish analytically between “eco-

nomic” and “non-economic” ends is “ridiculous” '%.

— To vary an example
which he uses: To buy special clothing for a religious ritual and to purchase
gaudy clothes for a grand night out — are both alike the use of means to achieve
ends. Both alike represent the foregoing of other ends considered worth sacri-

ficing. Therefore, both have the same abstract general consequences; it is the
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factual content which differs. (The pipeline network is the same, but different
materials are sent through under different circumstances).

So too unsuccessful or mistaken actions still use means and aim at ends:
“the concept of action does not imply that the action is guided by a
correct theory...and that it attains the end aimed at. It only implies
that the performer of the action believes that the means applied will

produce the desired effect” .

(A knowledge of how the pipeline network operates is still essential,
whether the materials sent through are sent in error or not, or to the wrong des-
tination). Thus because there have been, and still are, people who believe its

efficacy, “[m]agic is in a broader sense a variety of technology” '*.

In short, praxeology’s “subject matter is erring man”. And because action
is subjective, therefore:

“An end 1s everything which men aim at. A means is everything which

acting men consider as such” '®.

e. Mises points out that even with those individuals regarded as mentally
and emotionally disordered, it can be seen that they use means to pursue ends
— except that, in the eyes of those “who consider [themselves] normal and
sane”, the means selected are “contrary to purpose” and “the reasoning deter-
mining [the] choice of ends [is] nonsensical” '®.

Mises also stresses that there remain puzzles still in animal and plant
behaviour: “animals and even plants react in a quasi-purposive way; while the
“mstinctive behaviour of animals. . .raises questions which nobody can answer
satisfactorily”. But these issues are quite separate and distinct from the analysis
of human action: the use of means to attain ends, with all the general implica-
tions following '%’.

J- Anything which is not a concrete, historical action of some person, is
part of the natural world '®. Thus the category of action also clearly demar-
cates the social world — the field of praxeological analysis and historical study
— from the natural world, studied through the natural sciences. And so Mises
analytically separates non-action: instinctual behaviour, responses to stimuli,
reflex actions — from human actions: which are volition, the use of means
to achieve ends. The former, to repeat, are in the sphere of the natural sci-
ences, such as neurology, physiology, biology, etc. The specific area of action
1s demarcated and covered by the analytical categories developed for com-
prehending the analytical aspects of the various concrete historical actions of
actual human beings.
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Everyday Ideas and Analytical Concepts

We may note here the differences between the everyday sense of two terms,
and the analytical demarcation which Mises identifies with the same terms.

In ordinary usage, ‘rational’ means ‘cold, calculating, controlled, emotion-
less, bloodless’; while ‘conscious’, as an adjective, means ‘deliberate, carefully-
considered, fully aware’. The opposite of both, in everyday use, is: ‘emotional,
impulsive, careless, unconsidered, unaware’, etc. For Mises, on the other hand,
the terms ‘rational’, ‘conscious action’, are used in opposition to: ‘Instinctive/
reflexive behaviour’, ‘involuntary bodily processes’.

This demarcation serves for analytical purposes only, it has no practical
function. — In daily life, it does matter whether people are impulsive and scat-
ter-brained, or have some mental or emotional disorder, or whether, on the con-
trary, they seem to be reasonably sane, and they are careful, cool and reticent.
It also makes a difference whether people are greedy, selfish and materialistic,
or abstinent, selfless and high-minded, and whether they succeed in achieving
their objectives or not. Similarly, doing nothing is, for everyday purposes, the
opposite of being active. All this is because, in our ordinary affairs, we deal and
live with the concrete content of our own and other people’s actions.

But analysis /as to distinguish between the abstract, general aspects of peo-
ple’s actions, and the concrete, historical content of those same actions. Thus
Mises 1s concerned to separate out — mentally — the analytical side of peo-
ple’s actions from all these other aspects. From here the analysis can proceed,
step-by-step, to unfold all the general, abstract relationships and interconnec-
tions amongst actions, bringing out the less immediate, less obvious, more dis-
tant links and results. This process builds up the general categories into which
actual, historical actions can be fitted.

Praxeology: The General Analysis of Action

That is, what does the general analysis of human action involve? How are
these general categories arrived at?

a. Mises points out that praxeology “does not deal in vague terms with
human action in general...” Rather it “begins its investigation from the indi-
vidual action” — ie from a “concrete action which a definite man has per-
formed at a definite time and place”. This act is thought through — not as
an historical circumstance of time and place, but as a particular instance of
a general category: the investigator studies “what is necessary and universal
in its performance”, ie its abstract, general aspect. Thus “the starting point
of praxeology is...reflection about the essence of action” '. This last 1s that
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which is common to all actual historical actions, the category of action itself,
stripped of all concrete historical content. — Itis absolutely essential to remem-
ber this is what follows. The general analysis of action, it cannot be repeated
too often, analyses only one aspect of people’s real actions.

All historical actions have in common the one subjective meaning;: they
are all instances of people acting — using means to achieve ends. That is why
all concrete actions fall logically into the one, the most general, category —
that of action per se. But action in abstracto itself has further subjective attri-
butes: which means there are further general aspects of historical actions to
be brought out. These general abstract features do not proclaim themselves:
analysis s required, to make explicit and to spell out fully all that is implicit, and
contained in the abstract, general characteristic, ‘action’. When these implicit
attributes — the further implications of the category of action — are worked
through, they form a set of additional abstract, general meanings to be ascer-
tained in particular historical actions — meanings that are found there because
all these actions ultimately have the general subjective meaning, ‘action’. So
historical actions can be further classified into additional categories, according
to which subjective implication(s) of action they manifest. And where these
abstract subjective attributes are linked together, there the historian has point-
ers to links in people’s actual actions.

b. Now in logical terms, and for purposes of analysis only, the general clas-
sifying categories precede the particular items to be classified. That is, one
must first have some set of categories in mind, before asking: which category
does this item fit into? Hence Mises points out:

“...the category of action is logically antecedent to any concrete act”
[italics added] '°.

This category is the broadest of all; it therefore contains further sub-cate-
gories — ie abstract aspects of concrete acts:

“The very category or concept of action comprehends the concepts
of means and ends, of preferring and putting aside, viz., of valuing, of

success and failure, of profit and loss, of costs” '"".

“In dealing with every action we encounter [these| fundamental con-
cepts...” 72,

Thinking through the implications brings out a systematic set of interre-
lated classifications, to help categorise actual historical actions:

“As thinking and acting men, we grasp the concept of action. In grasp-
ing this concept, we simultaneously grasp the closely correlated con-
cepts of value, wealth, exchange, profit, and cost. They are all nec-
essarily implied in the concept of action and together with them the



Early Modern England | Sudha Shenoy 195

concepts of valuing, scale of value and importance, scarcity and abun-
dance, advantage and disadvantage, success, profit, and loss. The logi-
cal unfolding of all these concepts and categories in systematic deriva-
tion from the fundamental concept of action and the demonstration
of the necessary relations among them constitutes the first task of our

science” 7%,

The further implications of action include the categories of autarky, barter,
indirect exchange and money. Mises underlines that it is from historical study
that the concrete historical actions to be classified are obtained:

“whether or not [these conditions] are present in a particular case can

be shown by experience only” '74.

In other words, it is not the actual content of people’s actions which is
being studied here — but the categories into which they fit.

¢. Mises is adamant that praxeology is strictly the analysis of human action
only; praxeology is not simply an exercise in deduction from some selected
axiom:
“The starting-point of praxeology is not a choice of axioms and a deci-
sion about methods of procedure...”[italics added] .

He is emphatic that any theorem purporting to relate to action must be sol-
idly anchored in the fundamental category of abstract human action, through
a chain of faultless reasoning; otherwise, it is just a pronouncement in a
vacuum:

“Praxeology. . .draws its strength from the starting-point of; its deduc-
tions,...the category of action. No economic theorem can be consid-
ered sound that is not solidly fastened upon this foundation by an irre-
futable chain of reasoning. A statement proclaimed without such a

connection Is arbitrary and floats in mid air” 76,

Mises’ point is clear: selecting an axiom and deducing conclusions from it
1s just an intellectual exercise. In opposition to this, praxeology is demarcated
by the reality of its content and aim: the content is (the study of) the general,
abstract aspect of the social reality; the aim is the deeper analysis and compre-
hension of this aspect. Thus in both content and aim, praxeology is one thing;
the building of intellectual castles in the air, is another.

The implications of action in abstracto — the various classifications of his-
torical actions — are made explicit through deduction from the abstract fact
that people use means to achieve ends. Mises points out that deduction does
tell us something more than hitherto:
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“cognition from purely deductive reasoning...opens for our mind
access to previously barred spheres”. It “render(s] manifest and obvi-
ous what was hidden and unknown before” .

Thus the quantity theory, for example, provides knowledge which
becomes available only after systematic inquiry; this knowledge has been very
hardly won:

“in the concept of money all the theorems of monetary theory are
already implied. The quantity theory does not add to our knowledge
anything which is not virtually contained in the concept of money.
It transforms, develops, unfolds[;]...However, nobody would deny
the cognitive value of the quantity theory. To a mind not enlightened
by economic reasoning it remains unknown. A long line of abortive
attempts to solve the problems...shows that it was certainly not easy
to attain the present state of knowledge” '7%.

Since action is real, Mises characterises the implications — when cor-
rectly and faultlessly drawn — as “perfectly certain and incontestable”. How-
ever, mistakes are inevitable and inquiries may be misled '”. Hence, Mises is
emphatic that all analysis /as to be grounded on the bedrock of action:

“[m]an is not fallible...[h]e can never be absolutely certain...that
what he considers as certain truth is not error. All that man can do
1s submit all his theories again and again to the most critical re-exam-
ination. This means for the economist to trace back all theorems to
their unquestionable and certain ultimate basis, the category of human
action, and to test by the most careful scrutiny all assumptions and
inferences leading from this basis to the theorem under examination. ..
this procedure is [not] a guarantee against error. But it is undoubtedly

the most effective method of avoiding error” '*.

Thus Mises makes it crystal-clear that he 1s concerned only with the gen-
eral abstract aspects of historical actions. Hence, 1t is also clear that he 1s not
saying anything about any philosophical position on the search for absolute
truth. Indeed, he says bluntly in the very first sentence of his last work: “This
essay 1s not a contribution to philosophy”. He also points out that. .. “philoso-
phers. . .have ignored the sciences of human action. Their contributions have
been useless for praxeology” '*'.

d. To recognise that people’s actions in general have meaning, is to take a
step away from everyday perceptions of action, in the direction of an analytical
comprehension. To proceed down this path is to develop a systematic analy-
sis of action, such as historical study needs. Mises emphasises (as mentioned
before) that historians, being human, use general ideas about action to organ-
ise their research, whether they realise this or not: like
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“M. Jourdain [who] was astonished to learn that what he had always
been speaking was prose” %2,

In sum: Three sorts of ideas are available to professional students of
people’s historical actions. 1. Everyday, unexamined, unrefined, unclarified,
uncritically-accepted perceptions, not developed for purposes of systematic
analysis. 2. Popular and widely-accepted ideas, also immediately obvious, but
which can be shown on systematic examination, to be “logically untenable”
and “contradictory” '*’. 3. Systematically-elaborated categories of human
action, not necessarily obvious, as they serve to bring out precisely what is not
manifest, and requires extensive further thought.

As mentioned previously, in many cases the interconnections and relation-
ships amongst historical developments are manifest. But where such links do
not appear at once, or where further analysis would show that the visible links
are in fact misleading, there the £inds of ideas about human action that histori-
ans use, crucially shape the picture drawn. This may then be incomplete, dis-
torted, or defective in some other way. These problems are not visible; they
appear when the general ideas used are brought to the surface and examined
181, The object of praxeological analysis is, as before, to help bring out relation-
ships that would be otherwise hidden.

e. Praxeology is not, of course, the study of history; praxeology is auxiliary
only. Therefore its abstract analysis “does not convey to us the full knowledge
of reality” Praxeological “concepts and theorems” are “not in themselves. ..
the totality of factual knowledge about all things”. Analysis provides only the
“mental tools opening the approach to a complete grasp of reality” '*.

‘Understanding'’: the Specific Tool of History

The historical reality consists, of course, of unique historical circum-
stances: the particular actions of particular people at specific times and places,
actions that make up various unique combinations and complexes of histori-
cal circumstances. Investigation of this historical reality requires therefore a
thorough and critical knowledge of the sources — the residues left behind by
human action. These residues are variously archaeological, geographical, doc-
umentary, literary, architectural, industrial, artefactual, statistical, etc, according
to the context being studied. It is through these residues that historians learn

what people actually did and thought.

The analytical disciplines can help to elucidate only the analytical aspects
of these actions, of course. As Mises states, analysis is “indispensable”, but in
itself it “do[es] not make it possible to answer those questions” the historian
“has to deal ~with” '®. After the analysis is finished, historians still have to
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‘understand’ the uniqueness of the actions and circumstances they are studying
(he points out). Thus ‘understanding’ is the historian’s specific skill — it

“is precisely the method that the historical sciences. ..employ in deal-
ing with the unique, the non-repeatable, that is...the simply histori-
cal” 187.

Historians can ‘understand’ because they are themselves human beings.
Mises is emphatic that ‘understanding’ is a “scientific grasp” of actions — it is
decidedly neither approval nor empathy:

“To understand an individual case does not mean to justify or to
excuse 1t”.

“Empathy (Eznfiihlung) and understanding are two radically different

attitudes” %5,

Empathy is emotional, as in the “aesthetic appreciation” of a work of art.
Understanding places it in its historical context. Once the analytical disciplines
have reached their limit, understanding takes over. When historians learn about
a “foreign milieu” through the study of “special sources”, they practice ‘under-
standing’. Economic history “above all” requires ‘understanding’ '®.

Finally, ‘understanding’ tries to estimate the relative significance of the vari-
ous influences and factors acting on and in a particular complex of historical
circumstances. Historians may agree on the facts, as found in the sources, and
in their general understanding of a case, but disagree about the ‘relevance’ of
the individual components at work. Thus “[t]he fullness of reality can be men-
tally mastered only by...resorting both to” praxeological comprehension and

historical understanding, as well as “the teachings of the natural sciences” '*°.

Mises has the highest regard for historical study: it is both practical and
enlightening: “...history is not a useless pastime but a study of the utmost
practical importance”. It makes us “understand the situation in which [we

have] to act” .

And it further:

“opens the mind toward an understanding of human nature and destiny.
It increases wisdom. Itis the very essence of...a liberal education”*.

Mises sets high standards for the historian — detachment, impartiality and
truth-seeking:

“History...looks upon events with the eyes of an unaffected
observer””.

“A historian must first of all aim at cognition. He must free himself
99 194

from any partiality



Early Modern England | Sudha Shenoy 199

“The freedom of the historian is limited by his endeavour to provide a
satisfactory explanation of reality. His guiding star must be the search
for truth” ',

Elton and Loyn on Historical Investigation

It 1s well worth comparing what Mises says with the observations of two
senior and highly-respected historians: Prof Sir Geoffrey Elton and Prof H.R
Loyn.

Elton notes that people’s intentions and actions are what produce histori-
cal evidence:

“...all evaluation of all historical evidence must start from one basic
question: how and with what end in mind did this come into exis-
tence?” 19

People’s actions create the materials that historians examine:

“...the bulk of our evidence...is produced by people doing
thjngs”m.

1storical sources are the residues of people’s actions:
Hist 1 th d f le’s acti

“...the true sources [of history]...are all the deposits of past human
action...in all its forms” ',

“History deals with “the extant deposits of human experience (action
and thought)...” .

Elton agrees that the historian’s humanity does play a role in studying
other human beings:

“...Iaccept that being human gives one a better chance to understand

other humans than being in-, sub-, or super-human would do” **.

Elton emphasises that history is an expert discipline in its own right:

“the historian. . .is not a philosopher, scientist of imaginative artist but
simply an historian working by the rules and standards of his own
craft”!,

Prof H.R. Loyn also insists that history is in fact a highly technical disci-
pline, which aims at getting as close to the historical truth as possible:

“...this discipline is more exacting and more technical than often
appears to be the case...The techniques involved in the framing
of proper questions,...the collection and assessment of historical
evidence, above all in the subtle relationship between evidence and
the propriety of the question, are complex and learnt only through
hard experience...The techniques required in the writing of his-
tory...are equally complex...bound to absolute ideas relating to the



200 Early Modern England | Sudha Shenoy

critical handling of evidence,...the possibility of achieving satisfac-
tory answers to historical questions, and above all to the possibility of
achieving something approaching historical truth” **2.

It will be seen that Mises’ work complements the appraisals made by these
leading historians. Mises articulates historians’ practice, and systematically
expounds both the analytics and the non-analytical aspects involved. Thus
Mises has developed, extensively and thoroughly, both of Menger’s observa-
tions: theory deals with certain aspects of all phenomena; history deals with
all aspects of certain phenomena.

The Economic System

We saw above (Chap 3) that Menger, using the term, ‘the national econ-
omy’, identifies an economic formation which is 7ot an economy at all. Rather,
economies proper (firms, households, etc) are the elements that form this larger
order through their interactions. In other words, Menger sees that individual
‘economies’ — production and consumption units — integrate themselves into
an overall formation which includes all such units. He is nowhere concerned
with single, isolated ‘markets’ — ie groups of businessmen dealing in a single,
1solated commodity or service.

Mises too recognises this overall economic formation — which he
describes rather than names. He too nowhere deals with ‘markets’ — single
detached groups of businessmen buying and selling a single detached product.
He consistently analyses the all-inclusive market order and the comprehensive
price structure — as all-embracing formations, the outcome of the participation
of all people engaging in the division of labour. For this reason he is emphatic
that equilibrium is an “imaginary state”; it is “hypothetical” and a “purely
imaginary construction”; itis “unreal” and “self-contradictory”. The assump-
tion of “stationary economic conditions” is an “expedient. ..not an attempt to
describe reality”. In reality there is constant change: “In life everything is con-
tinually in flux” 2. With real-world circumstances, equilibrium can never be
reached:

“In the world of reality there is no stationary state, for the conditions
under which economic activity takes place are subject to perpetual
alterations. . .beyond human capacity to limit” >,
The “evenly-rotating economy” requires a world which 1s “perfectly rigid
and immutable”. Therefore, it can be achieved only in a lifeless world:

“this tendency [towards an ERE] can never attain its goal...in a uni-
verse which is living and not dead” .

In short, people’s actions produce real prices, not equilibrium prices:
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“The activities of...entrepreneurs or of any other actors on the eco-
nomic scene are not guided by. . .any such things as equilibrium prices
and the evenly rotating economy...entrepreneurs take into account
anticipated future prices, not final prices or equilibrium prices” 2%.

In opposition to equilibrium and the ERE, the market order actually mani-
fests itself in people’s actions, and binds them together:

“The market process is the adjustment of the...actions of the vari-
ous members of the market society to the requirements of mutual co-

operation” *”.

Because the market order is human action, it is not mechanistic:

“There is nothing automatic or mechanical in the operation of the
market” 2%,

As the division of labour is extended in people’s actions, the market pro-
cess appears there; market phenomena, such as prices, are thus the composite
outcome of the actions of all participants in the exchange process, compound
reflections of their valuations:

“The market is not...a thing, or a collective entity. The market is a
process, actuated by the interplay of the actions of the various individ-
uals cooperating under the division of labour. The forces determining
the — continually changing — state of the market are the value judge-
ments of these individuals and their actions as directed by these value
judgements. The state of the market at any instant is the price struc-
ture, ie the totality of the exchange ratios or established by the interac-
tion of those eager to buy and...to sell. There is nothing inhumane or
mystical...The market process is entirely resultant of human actions.
Every market phenomenon can be traced back to definite choices of
the members of the market society” 2*.

Mises insists on:

“the fact that prices are not a product of the activities of a special group
of people, but the result of an interplay of all members of the market
society” *'°.

Although prices reflect in composite the several valuations of all partici-
pants in the market process, this cannot be obvious, of course, to single indi-
viduals, taken in isolation. To such individuals, it seems plain that prices are
simply given — their own actions can have no influence:

“[Prices] are social phenomena as they are brought about by the inter-
play of the valuations of all individuals participating in the operation of
the market. Each individual, in buying or not buying and in selling or
not selling, contributes his share to the formation of the market price.
But the larger the market is, the smaller is the weight of each individual’s
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contribution. Thus the structure of market prices appears to the indi-

vidual as a datum to which he must adjust his own conduct” *"'.

A range of ‘economic’ phenomena are the complex outcome of the interac-
tions of all people in the market process. But again for each individual in isola-
tion, these phenomena appear to be quite external to their own actions:

“conditions of work...are, like the height of wage rates itself,...com-
modity prices, and...articles produced for mass consumption, the
product of the interaction of innumerable people participating in the
social process of the market. They are...mass phenomena which
are. . .little subject to modification on the part of a single individual” .

The one integrated process of interaction amongst people achieves three
outcomes simultaneously: (z) the relative price structure; (%) the allocation of
resources to the production of the different final outputs; (#z) the incomes of
the various participants:

“The pricing process is a social process. It is consummated by an
interaction of all members of the society. All collaborate and cooper-
ate, each in the particular role he has chosen. ..in the framework of the
division of labour. Competing in cooperation and cooperating in com-
petition, all people are instrumental in bringing about the result, viz.,
the price structure of the market, the allocation of the factors of pro-
duction to the various lines of want-satisfaction, and the determination
of the share of each individual. These three...are different aspects of
one indivisible phenomenon which our. . .scrutiny separates into three
parts. In the market process they are accomplished uno actu”*".

Thus prices are not self-contained, isolated units:

“It would be absurd to look upon a definite price as if it were an iso-
lated object in itself...In this collection of things considered valuable
by...acting men, each particle’s place is inter-related with those of all
other particles. What is called a price is always a relationship within an

integrated system. . .the composite effect of human relations” ?'.

Thus only interactions amongst individuals can yield prices:

“Prices are market phenomena. They are generated by the market pro-
cess and are the pith of the market economy. There is no such thing
as prices outside the market. Prices cannot be constructed syntheti-
cally...They are the resultant of a certain constellation of market data,
of actions and reactions of the members of a market society” *'°.

To sum up, in Mises’ words:

“The market is a social body; it is the foremost social body. The mar-

ket phenomena are social phenomena™ 'S
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Therefore, Mises repeatedly emphasises “the general interconnection of
market phenomena” *"”. This is in-built in human action:

“an inexorable interconnectedness of phenomena is present...in the
field of human action as such...” 28,

Fundamental economic issues are only seen when the interconnections
amongst activities are realised:
“Economics does not allow of any breaking up into special branches.
It invariably deals with the interconnectedness of all the phenomena

of action. The catallactic problems cannot become visible if one deals
with each branch of production separately” ?*.

The analyst must remember the economic system is in fact a seamless
web; it is only analytically — mentally — that it has to be broken up for better
comprehension:

“The market process is...indivisible. It is an indissoluble intertwine-
ment of actions and reactions, of moves and counter-moves...the
insufficiency of our mental abilities enjoins upon us the necessity of
dividing it into parts and analysing each...separately. In resorting to
such artificial cleavages we must never forget that the seemingly auton-
omous existence of these parts 1s an imaginary makeshift of our minds.
They are only parts...they cannot even be thought of as existing out-
side the structure of which they are parts”**.

The economist has to place every issue within the economic system as a
whole:

“The economist must never be a specialist. In dealing with any prob-
lem he must always fix his glance upon the whole system” #'.

‘Competition’ and the Role of Businessmen

Consistent with his concentration on analysing the market order, Mises
discerns an inter-individual process diffused throughout this “system of mutual
cooperation”; this general process he terms ‘competition’. It has three main
aspects. Firstly, it solves the problem of selecting people to fulfil the various
productive functions found in this system:

“Where there is social cooperation, then some variety of selection
must be applied” #2.

Combativeness is the opposite of ‘competition’. This process discovers
the people most suited to each job to be performed:
“competitors aim at excellence and prominence in accomplish-

ments. .. The function of competition is to assign to every member of
a social system that position in which he can best serve the whole of
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society and all its members. It is a method of selecting the most able
man for each performance” *.

In the system of widespread division of labour this cannot mean everyone
has a “guaranteed right” to “choose...the place in...the division of labour he
likes best” #**. Job openings, and success in performing any job, both depend
on ultimately producing final products that are purchased by consumers,
ie people in their aspect as final buyers. As the market process is continual
change, jobs follow inexorably:

“None of these [consumer] decisions is made once and for all; they
are revocable every day. The selective process never stops. It goes
on adjusting the social apparatus of production to the changes...It
reviews again and again its previous decisions and forces everybody to
submit to a new examination of his case. There 1s no security and no
such thing as a right to preserve any position acquired in the past” ***.

‘Competition’ is also the process which solves the problem of discovering
and filling consumer requirements. This cannot be done through mindless
copying of successful businessmen:

“competition does not mean that anybody can prosper by simply imi-
tating what other people do. It means the opportunity to serve the
consumers in a better or cheaper way...to fill the most urgent of the
unsatisfied wants of the consumers or to purvey to them at a cheaper
price than their old purveyors...” 2.

‘Competition’ requires that the newcomer can atfempt all this

“without being restrained by privileges guaranteed to those whose

vested interests the innovation hurts” %2’

Since consumers purchase a range of final products, and since all chains of
production ultimately yield final outputs, ‘competition’is the other side of scar-
city and is therefore all-pervasive:

“In the world-embracing public sale called the market...[e]ach entre-
preneur represents a different aspect of...consumers’ wants, either
a different commodity or another way of producing the same com-
modity. The competition among... entrepreneurs is ultimately a com-
petition among the various possibilities open to men to remove their
uneasiness as far as possible by the acquisition of consumers’ goods. ..
The competition between. . .entrepreneurs reflects the prices of con-
sumers’ goods in the formation of...prices of...factors of production.
It reflects in the external world the conflict which the inexorable scar-

city of...factors of production brings about in the soul of each indi-
vidual” 2%,
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Scarcity inescapably limits the numbers who can enter any single line of
production:

“...competition is always restricted by the inexorable scarcity of...
goods and services. Even in the absence of institutional barriers...
to restrict the number of those competing, the state of affairs 1s never
such as to enable everyone to compete in all sectors of the market. In
each sector only comparatively small groups can engage in competi-

ti on” 229

If existing capacity in a line of production can meet demand, then scarce
resources are wasted in building more capacity in that line:

“If the existing plants are sufficient, it would be wasteful to invest more

capital in the same industry” *°.

Scarcity therefore pushes investment into those lines that ultimately “fill

the most urgent among the as yet unsatisfied needs of the consumers” *'.

And so, since productive resources are always scarce, all goods have to
‘compete’ to maintain their relative position:

“There 1s always catallactic competition on the market...every com-

modity competes with all other commodities” **2.

From all the above it follows that producers who were successful in the
past, if they wish to maintain the value of their investments, have to limit the
range of new alternatives offered by other producers to people as consumers:

“The rich, the owners of...already operating plants, have no particu-
lar...interest in free competition. They are opposed to confiscation and
appropriation of their fortunes, but their vested interests are...in favour
of measures preventing newcomers from challenging their position” .

In sum:

“Itis precisely the fact that the market does not respect vested interests
that makes the people concerned ask for government interference” ***.

Finally, Mises 1s explicit that the market process takes people as they really
are; it is not necessary to posit they are perfect beings:

“It must be emphasised. . .that the market is peopled by men who are
not omniscient and have only a more or less defective knowledge of
prevailing conditions” *.

It is now clear that the functioning of the market process cannot occupy
the same dimension as neoclassical notions of perfect competition, perfect
markets, Pareto-optimality, et foc genus omne. Once again, Mises is analysing
an aspect of the historical reality, ie of people’s actual actions.
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It is also now crystal-clear that business behaviour cannot explain the
emergence and functioning of the market order. What ties the latter together
is the production of a range of final outputs in the face of a scarcity of resources
(since, to repeat, all production chains eventually turn out final goods and ser-
vices). Mises denies explicitly that ‘economics’ — the study of human action in
abstracto — 1s concerned with business activities. As he puts the view which
he then opposes:

“A popular opinion considers economics as the science of business
transactions. .. The businessman is the doer of things about which the
economist merely talks and writes. Hence, a businessman has. ..a bet-
ter founded and more realistic knowledge, inside information, about

the problems of economics. ..” **¢

Mises goes on: “However, economics is not specifically about business. ..”
Human action deals with everyone’s conduct; therefore ‘economics’ covers
“all market phenomena”. The latter are the outcome of everyone’s participa-
tion: “The economist...deals with matters that are present and operative in
every man” *’. So it follows that

“[t]he businessman is, in his capacity as a businessman, not more
closely related to or involved in the process that produces market phe-
nomena than anybody else” [italics added] ***.

Mises points out that businessmen and union officials are considered to
have superior economic insight, because of their status: “it is assumed...the
trade union official and the entrepreneur are qualified by...their office alone”
to explain and decide economic questions. But the analysis of the market order
(Mises goes on) “requires a process of thought” which can “comprehend the
general interconnection of economic phenomena”. Without this, one gets
bogged down in the details, in “the particular and the accidental”; one cannot
see “the general and the essential”. So far as businessmen and union officials
go, Mises does not mince his words: they “enjoy a spurious prestige which

should at all costs be destroyed...It is time these amateurs were unmasked”
239

Prices, Quantities and Statistics are Complex Historical Facts

We now come to the question: What role do statistical and price data and
other quantities of the historical reality, play in the study of human action?

In the historical reality, people utilise various quantities of various real
goods and other products. People’s — historical — actions thus establish spe-
cific exchange ratios for those particular things, as we saw above. These prices
and quantities are actual prices and actual specific quantities of specific real
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goods and services, exchanged by particular people at a particular time and
place, ie they are historical data. In the historical reality, there are only such
specific concrete exchanges; taken together, they form the price structure:

“A market price is a real historical phenomenon, the quantitative ratio
a which at a definite place and. . .date two individuals exchanged defi-
nite quantities of two definite goods...It is ultimately determined by
the value judgements of the individuals involved. It is not derived
from the general price structure...What is called the price structure
1s an abstract notion derived from a multiplicity of individual con-
crete prices. The market does not generate prices of land or motorcars
in general nor wage rates in general, but prices for a certain piece of
land and for a certain car and wage rates for a performance of a certain
kind” 240'

Not only prices but all quantitative magnitudes are particular features of a
particular historical environment:

“All measurable magnitudes that the sciences of human action encoun-
ter are quantities of the environment in which man lives and acts. They
are historical facts...” ?*!,

The one-way historical flow encompasses prices and other quantities
along with its other components:

“The prices of the market are historical facts expressive of a state of
affairs that prevailed at a definite instant of the irreversible historical
process” **2,

Because actual prices and quantities are among the concrete contents of
human action, they can provide local information only:

“In the field of human action all quantitatively determined magni-
tudes. . .do not convey any knowledge. . .beyond the specific historical
constellation that generated them” **.

So statistics too are historical materials — the outcome of what particu-
lar people did or what happened to them, in a particular historical context, ie
at a specific time and place. These historical data too are numerical in char-
acter: “Statistics provides numerical information about historical facts” #*.
Being historical, these materials are concrete and specific to a particular con-
text: “Statistical figures relating to economic events...tell us what happened
in a non-repeatable historical case” **. Statistical sources complement other
historical sources in providing the facts of a particular historical situation. His-

torians have to know and utilise both kinds of data:

“Statistics is one of the resources of historical research. There are in
the field of human action certain occurrences and events characteristic
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features of which can be described in numerical terms. Thus eg the
impact of a definite doctrine upon the minds of people does not per-
mit of a numerical expression. Its “quantity” can be ascertained only
by the method of...understanding of the historical disciplines. But the
number of people who lost their lives in struggles to arrange, by means
of wars, revolutions and assassinations, social conditions in agreement
with a definite doctrine can be precisely determined in figures if all the
documentation. ..is available” **°.

Numerical constants in the natural world are in direct contrast to sta-
tistical data, which are “limited to certain geographical areas and historical
periods™**’:

“Whatever can be established [from statistical investigations] has only

historical significance, whereas the ascertainment of the specific grav-
ity of different substances, for example, has universal validity” **%.

Prices and other quantities embody perpetually changing historical cir-
cumstances, not fixed physical features:

“exchange ratios. . .are permanently fluctuating. There is nothing con-
stant and invariable in them. .. They are not facts in the sense in which
a physicist calls the establishment of the weight of a quantity of copper
a fact. They are historical events, expressive of what happened once at

a definite instant and under definite circumstances” 2.

It is not certain that the same exchange ratio may appear again, but if it
does, then the question is: do the same circumstances still prevail® Or have
they recurred once more? Or is this ratio —

“the outcome of the interplay of a very different constellation of price-
determining factors”? 2

In sum: prices and quantities are historical circumstances, the outcome
of concrete human actions, whether these actions are past or yet to come: “A
price is necessarily a historical fact either of the past or of the future” *'. We
may now see why Mises says:

“Statistics 1s a method for the presentation of historical facts concern-
ing prices and other relevant data of human action. It is not econom-

ics... The statistics of prices is economic history” *2.

We may remind ourselves that by ‘economics’ Mises means the analytical
study of human action, — the other side of this coin is the study of concrete
human action, ie history. — Now, actual prices, quantities and statistics are spe-
cific to the historical circumstances that produced them. These circumstances,
including their quantitative side, change as people change the content of their
actions — ie the concrete means used and/or the concrete ends pursued. But
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to analyse human action, the categories and classifications utilised have to be
empty of all concrete historical content, leaving only the abstract, general mean-
ing. Thus these general categories are not quantitative; rather, the historical
data classified include quantitative materials.

It should now be clear that when Mises contrasts quantitative historical
materials with natural measurements and constants, he is not setting apart — in
neoclassical terms — the exact measurements of the natural sciences from the
mere approximations and estimates that are the most the social sciences can
aspire to. Rather, he points to a fundamental divide between the natural world
and the social world: “In the orbit of natural events. . .there is no such thing as
action” *?. It follows that the natural sciences cannot analyse that which does
not exist in their world: “Action is a category that the natural sciences do not
take into account” **.

To extend this line of reasoning: as natural scientists do not study human
action professionally, they naturally have no knowledge of the historical nature
of the social reality. Therefore, neither do philosophers of science, neoclassi-
cal economists or philosophers of economics. And so for neoclassicals, date
and place are merely identifying marks to distinguish one quantitative data-set
from another. From the historian’s standpoint we may add: from the mid-
nineteenth century onwards, two great historical developments occurred, that
were the pre-conditions for neo-classical economics to become a (self-styled)
science. First, there was the dramatic and continuing success of the natural sci-
ences. Then there was the outstanding expansion and development of global
economic activity, as well as in the US. The result was the generation of vast
amounts of quantitative materials — millions upon millions of goods and com-
modities of all types and grades, and therefore equal millions of prices and
quantities and statistics of all kinds. Naturally neoclassical economics put the
two together — quantitative techniques and quantitative data, exactly as the
sciences did. So now neoclassical economics can, at a minimum, aspire to fol-
low the hard sciences. As the latter do not know human action, the distinction
between the analytics of action and concrete action, history, is either incompre-
hensible or verbal quibbling. Therefore, it is the same for the neoclassicals.

Capital Goods and Capital Accumulation

Since Mises 1s providing analytical tools to help comprehend people’s real
activities — their actual use of real means to pursue actual ends, Mises cannot
see ‘capital’ as a lump of plasticine:

“There is no such thing as an abstract or ideal capital that exists apart
from concrete capital goods...capital is always embodied in definite
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capital goods and is affected by everything that happens...to them”

255

New capital likewise consists in concrete goods:

“The additional capital is already in the very moment of its coming
99 256

into existence embodied in concrete capital goods

a. Mises’ analysis of capital goods follows Menger. Mises too points out
that goods are classified according to the actual rise to which people put them:
“The same goods can be looked upon as capital goods or as consumers’ goods”
#7. 1If a quantity of final goods is used to sustain workers while they finish a
project, then these final outputs are in fact capital goods.

Following Menger, Mises too divides “[e]conomic goods” into “orders”

according to the way they are used “to satisfy human wants”. Goods that do so
directly, without “[depending] on the cooperation of other economic goods”
are “consumers’ goods or goods of the first order”. Other “[m]eans...can sat-
isfy wants only indirectly when complemented by the cooperation of other
goods”. Such means are “producers’ goods or factors of production or goods
of a remoter or higher order”. A capital good, in “cooperation [with] comple-
mentary producers’ goods”, turns out either a final output, or another capital
good which then has to “[combine] with other producers’ goods [to] finally
bring about a consumers’ good” ***. Thus Mises too recognises that capital
goods have to form capital combinations in order to produce anything at all.
With Menger, Mises too sees that capital goods can be classified according to
their ‘distance’ from the final outputs they contribute to producing;:

“It 1s possible to think of...producers’ goods as arranged in orders
according to their proximity to the consumers’ good for whose pro-
duction they can be used” #*.

Just as Menger does, Mises too sees in people’s subjective valuations the mov-
ing spirit of capital accumulation, but he develops this insight much further. —
Once people have satisfied those wants they regard as immediately most urgent,
they wish to provide for later periods in the future (Mises begins). Such provi-
sion, in other words, is an end which (some) people wish to pursue. Now look-
ing beyond the immediate instant, people value consumption in the nearer future
more highly than in later periods. If they did not, they would be eternally post-
poning consumption: since every ‘day’ they are faced with the same choice: con-
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sumption in a nearer or a some later instant of time **. In short, people have some

particular future in mind, for which they wish to provide:

“Action is not concerned with the future in general but with a definite
and limited fraction of the future” 2!,
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Different people have different ideas about the ‘nearer’ future for which
they wish to start making provision ‘today’. Many, like the grasshopper, are
content to let tomorrow look after itself. Others are concerned with the next
few weeks, months, years; still others prepare for their descendants. Everyone
strikes their own balance, which of course changes as circumstances and valu-
ations change. In short: people’s varied valuations of ‘future’ consumption,
and the various time-periods they severally aim at, determine the overall extent
to which they allocate their resources for this purpose: “What restricts the
amount of saving and investment is time preference” %2,

Mises is emphatic that selection of some level and type of “future’ consump-
tion is a choice exactly in line with the selection of various types and quantities
of final outputs for ‘current’ consumption. Both sets of choices are valuations
made in the context of an irremediable scarcity; both kinds represent the use
of means to achieve particular ends. There is nothing psychological here: no
over-estimation (of the ‘present’), no under-estimation (of the ‘future’) — peo-
ple simply make some choice about utilising their scarce means to obtain cer-
tain ends — in certain later time periods:

“...psychology can never determine the validity of a praxeological

theorem” 2%,

b. Production processes take various periods of time to yield final outputs.
‘Lengthier’ processes yield ¢ more outputs, ¢ new outputs that cannot be pro-
duced in ‘shorter’ processes ¢ enable provision to be made further into the future.
With “shorter’ processes, the opposite is the case. All production processes utilise
such capital goods as have been already produced, together with current inputs. It
1s the composite aims of savers with respect to ¢ the periods of future provision and
therefore the production time taken, and # the durability of the final goods pro-
duced, that determine @ fow the existing capital investments are used in what sorts
of production processes and b the extent to which they are maintamed and new
capital goods produced ***. In short:

“When...wants or...opinions concerning. ..methods of want-satisfac-
tion change, the value of.. . capital goods is changed accordingly”*®.

Menger saw earlier that the various production processes yielding final
goods were subdivided amongst numbers of workshops and factories, each
turning out only a very small part of the ultimate product. Mises extends this
picture to sketch a general picture of production processes in the mid-twen-
tieth century, “the age of electricity”. He too recognises that these processes
cover the entire economic system:

“In the market economy production is a continuous, never-ending pur-
suit split up into an immense variety of partial processes. Innumerable
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processes of production with different periods of production are in
progress simultaneously. .. Production is distributed among numerous
individual plants, farms, workshops, and enterprises, each of which
serves only limited purposes...At each instant numberless processes
are in progress some of which are nearer to, some remoter from, the
achievement of their special tasks™ 2.

Goods move without ceasing through this complex network of produc-
tion units: “The social process of production never stops”. Capital goods are
gradually transformed by various firms into their final shape as consumption
goods:

“The intermediary products or capital goods, the produced factors
of further production, change hands in the course of events, they pass
from one plant to another until finally the consumers’ goods reach

those who use and enjoy them” %7,

In short, capital goods are interim means, en route to an end:

“Capital goods are intermediary stations on the way...from the very
beginning of production to its final goal, the turning out of consumers’
g00d577 268‘

Since capital goods eventually yield final outputs, the various production
processes obviously “complement one another” in doing so. But the heterog-
enous capital goods involved must also form capital combinations (as we saw
above) — utilising versatile resources and current inputs. Thus production
processes also “[compete] for scarce factors of production” *®. — Mises does
not say so explicitly, but it follows that as people’s circumstances and ends
change, different capital combinations become (or remain) viable, while oth-
ers have to operate with fewer or different versatile resources and inputs, and
others are dropped altogether. (Hayek develops this insight much further, see

Chapter 5).

¢ We have seen that as people’s circumstances and/or ends change, capital
goods are correspondingly utilised in different ways, in different production
processes. Thus the relative ease or difficulty with which these goods can be
shifted between uses in changing situations, is a key element in their changing
valuations.

Capital goods, whether ‘fixed’ or ‘circulating’, range along a spectrum of
versatility, from the completely or highly specific at one end, to the highly ver-
satile and general purpose at the other. Equally, “convertibility” is determined
by the uses to which a good might be put. A capital good may be, in general,
very useful for some purposes, less useful for others, and quite unusable for still
other aims. Circumstances can alter the degree of “convertibility”. Goods that



Early Modern England | Sudha Shenoy 213

are relatively versatile under one set of circumstances, may be rendered much
less so, and vice versa, as conditions change. Mises again is emphatic that “con-
vertibility” is not a fixed intrinsic physical characteristic of the good, but fol-
lows from changes in the “data” — the market situation. These changes, actual
or expected, alter the actual or potential uses for particular capital goods, and
therefore the extent of their versatility — in relation to these changed opportu-
nities *°.

Any change in circumstances — any adaptation — imposes costs. Some
capital goods may “become absolutely useless”, and the resources invested in
them a waste. Other goods may be useable “after...a process of adjustment”,
which means added cost. A third group may “be employed in the new pro-
cess without any alteration”, but they could have been produced at lower alter-
nate cost, had they been produced specifically for this new purpose in the first
place. A fourth group is equally useful for both the new and the old projects.
Finally, goods that are technically or geographically immobile are simply not
replaced when circumstances change. Instead ¢ technically different goods are
produced, ¢ goods are installed elsewhere as needed.

As production processes become lengthier, the capital goods involved
become less versatile and more specific: “the more the accumulation of capital
proceeds, the greater becomes the problem of convertibility” *2.

Mises compares here handicraft tools and activities with industrial machin-
ery and processes. Also, in the latter case, as goods move closer to final con-
sumption, they become less and less “convertible”: compare iron, iron tubes,
and iron machine-parts. Greater and greater difficulty is experienced in switch-
ing to alternative products, “the nearer [a process of production] has come
to its termination, the turning out of consumers’ goods” *°. — Again Mises
underlines that the analysis is of the categories of human action, not “the physi-
cal properties of things”.

Capital goods are means for the pursuit of various ends, and some of the
potential classifications of these means are analysed.

d All capital goods, whether “perishable or not, wear out or lose their value
“through a change in the market data”. Thus “[t]here is no question of keep-
ing a stock of capital goods intact. They are transient”. In due course all capi-
tal investments are used up and converted into final outputs: “All capital goods
sooner or later enter into final products and cease to exist...” *. Capital goods
have to be deliberately maintained and repaired, and eventually other invest-
ments have to be produced; they do ot do this automatically, as a minor detail
in their permanent existence. In short, capital investments are consumed con-
tinuously, but a larger or smaller process of capital accumulation also continues:
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given that some people do wish to continue providing for future consumption
275

e As and when capital goods are accumulated continually, lengthier’ pro-
duction processes can be adopted. Such ‘lengthening’:

¢ increases the productivity of current input;
i increases the quantities of final outputs produced;

¢ most importantly, makes available goods that simply could not be pro-
duced otherwise; and so v magnifies the incentive to save *°.

Mises emphatically rejects the notion of an average period of production;
what matters to people is the time now required to produce the various final
outputs:

“[‘current’] capital goods are valued only with regard to their use-
fulness for future want-satisfaction. The “average period of produc-
tion” is an empty concept. What determines action is the fact that in
choosing among various ways which can remove future uneasiness the

length of the waiting time in each cases Is a necessary element”*”’.

To the extent that capital goods are already available, it is easier to imple-
ment lengthier production processes. Thus people are ahead by the time
needed to save and produce these capital investments. In short, capital accu-
mulation makes it possible to achieve ends sooner than otherwise; capital
goods are, as it were, “labour, nature and time stored up”. Time is the differ-
ence between production with and without the assistance of capital. Thus

“[h]e who proceeds with the aid of capital goods enjoys one great advan-
tage...; heis nearer in time to the ultimate goal of his endeavours” #’%.

Conversely, with a smaller accumulation of capital the time required to
reach better provision of final outputs is that much longer:

“shortage of capital means that one is further away from...a goal...
than if one had started. . .at an earlier date” *”.

In other words, “capital shortage is dearth of time”. Additional capital
mvestments allow ends further removed in time to be reached with a smaller
decline in consumption:

“An increment in capital goods...makes it possible to attain tempo-
rally remoter ends without being forced to restrict consumption” [ie
restrict it further than otherwise] *°.

Jf All production ‘today’ — in the mid-twentieth century and later, rests on
the capital accumulated in the past. Had previous generations consumed in due
course whatever they saved, “the process of saving and capital accumulation
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would have had to start afresh” each time — each generation would have started
from scratch. But in fact people in the past continued to save and invest; we
still benefit from this:

“We favourite children of the age of electricity still derive advantage
from the original saving of the primitive fishermen who, in producing
the first nets and canoes, devoted a part of their working time to provi-
sion for a remoter future” .

As people continued to accumulate capital investments through time, pro-
duction processes were lengthened further and further, so the material pros-
perity of the mid-twentieth century is mostly inherited.

“Every single performance in this ceaseless pursuit of wealth produc-
tion is based upon the saving and the preparatory work of earlier gen-
erations. We are the lucky heirs of our fathers and forefathers whose
saving has accumulated the capital goods with the aid of which we are
working today...We are better off than earlier generations because we
99 282

are equipped with the capital goods they have accumulated for us

Capital accumulation doesn’t just yield material goods. It also makes
possible and easier the pursuit of non-material aims and thus the growth of
cwvilisation:

“saving and the resulting accumulation of capital goods are at the begin-
ning of every attempt to improve the material conditions of man; they are
the foundation of human civilisation. Without saving and capital accu-

mulation, there could not be any striving toward non-material ends”*.

Again, Mises follows Menger here as well.

Why did capital accumulation progress so very much further in the West-
ern developed countries? Because “they succeeded better in checking the
spirit of predatory militarism”. Hence, there grew up, over a far longer period
than elsewhere, “the political...conditions” and “social institutions required
for large-scale saving and investment on a broader scale”. Capital accumula-
tion over long periods of time was “by and large uninterrupted”. Therefore,
by the mid-nineteenth century “the peoples of the West. ..had already attained
a state of well-being which far surpassed that of...nations” that had not pro-
ceeded as far “in substituting the ideas of acquisitive capitalism for predatory
militarism” **,

Mises lays great stress [as he should] on “the conditions of the later nine-
teenth century”. This period saw “the internationalisation of the capital mar-
ket, together with free trade and...freedom of migration”. Virtually all areas
with “known natural resources” had joined the global economic order:
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“the greater part of the earth’s surface could be considered as inte-

grated into a uniform, world-embracing market system” **.

Mises analyses the effects of the international lending of capital in the nine-
teenth century. The less developed areas, in particular,

“have been able, thanks to the foreign capital imported, to reap the
fruits of modern industry at an earlier date. They were to some extent
relieved from the necessity of restricting their consumption in order to
accumulate a sufficient stock of capital goods”.

Thus the peoples of these countries saved time and came closer to the
results of capital accumulation **°. The LDCs obtained communication, pro-
duction and transport facilities far sooner than the “scores of decades [that]
would have passed” otherwise. Because of “this larger scale transfer of cap-
ital”, the LDCs received “the capital goods needed for an immediate appli-
cation” of the “technological and therapeutical knowledge” developed in the
West **’. Thus real incomes and agricultural output rose:

“Real wage rates and farm yields are higher...than they would have
been in the absence of foreign capital”.

Many DCs also gained from capital imports:

“European capital accelerated considerably the marvellous economic
evolution of the United States and the British Dominions”**.

In sum: over the centuries, as social institutions changed appropriately,
capital accumulation accelerated in Western Europe, so by the middle of the
nineteenth century, supplies of various capital goods were immensely greater
and production processes vastly ‘longer’ than in the LDCs. A global economic
order grew further in the nineteenth century, so capital goods were transferred
from Western Europe to the other developed areas that were expanding rapidly
— North America and Australasia, as well as to the LDCs. Politically speak-
ing, parts of the latter “joined the community of the international capital mar-
ket” only because “colonial regimes” brought about “the institutional setting
indispensable for the importation of capital”. Other regions, like “Eastern and
Southern Europe”, joined “of their own accord” **.

Thus in the DCs especially, but in all other areas too, it is because the
means — the capital goods — were built up in the past, that today’s goals are
achievable.

g Because in the past capital investments were made, maintained and mod-
ified such that production processes were changed and lengthened repeatedly,
therefore today, in the mid-twentieth century (and later) people can provide
that much further into the future, and have the range, quality and quantities
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of final outputs that they do. But because this process occurs in the historical
reality, it too is historical, ie contingent and circumstantial, as we see now.

We use today to achieve our goals, the means produced by action in the
past:

“The intermediary products available today were manufactured in the
past by out ancestors and ourselves” **°.

But these inherited investments are not malleable clay, able to be instantly
and infinitely re-shaped; they are particular facts:

“All material wealth is a residuum of past activities and is embodied in

concrete capital goods of limited convertibility” *.

Thus past actions inevitably influence — but do not determine — the selec-
tion of ends and therefore of means in the present. In other words, people can
never write on a completely clean slate:

“The capital goods accumulated direct the actions of the living into
lives which they would not have chosen if their discretion had not been
restricted by binding action accomplished in the past. The choice of

ends and of the means. . is influenced by the past” *%.

Here, as on numerous other occasions, people have two alternatives: they
can obtain their ends and apply desired production methods sooner, or they
can do both at some period more distant in the future *”.

To obtain ends and use new methods sooner, requires that existing capital
investments, and therefore production processes, are adjusted and modified as
much as possible, while minimising the extent to which goods and process are
totally abandoned. This in turn requires that these new ends and new meth-
ods are themselves modified and adjusted to some extent at least. The greater
the extent to which new ends and new production methods require that exist-
ing investments and processes are totally dropped, to that extent the longer the
time taken to accumulate the greater varieties and larger quantities of new capi-
tal goods needed for these new ends and methods.

To sum up in Mises’ words: When circumstances change

“We must either leave unused a great part of the capital goods avail-
able...or we must adjust our production processes as far as possible to
the specific character of the capital goods available” **.

This is because

“We are not rich enough to renounce the services which still utilisable
capital goods could provide” *”.

Thus past actions — and irremovable scarcity — create the conditions
under which people act today:
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“Capital goods are a conservative element. They force us to adjust our
actions to conditions brought about by our own conduct in earlier days

and by the thinking, choosing and acting of bygone generations™**,

So people generally find they have to adapt the changes they wish to make
to the scarcity of resources — ie, to such existing capital resources as are use-
able for their purposes. Existing investments are

“a factor that forces men not to deviate too hastily from the course
chose by their forebears” *”’.

The quantities, types and location of investments all embody ¢ the knowl-
edge prevailing at the time each investment was made: knowledge with respect
to “natural resources, geography, technology and hygienics”; ¢ Production
plans based on ideas “concerning ends and technological procedures”, again
as prevalent at the time of investment.

In sum: actual concrete capital goods are historical entities — they are spe-
cific historical facts, produced in a particular historical context, embodying the
specific ends pursued, the technical knowledge available, and the specific natu-
ral resources utilised in that context. — Labour skills should be added here. —
That actual investments ¢ fit into ‘shorter’ or ‘longer’ production processes; &
are used in stages nearer to, or further from, final consumption; ¢ are aimed at
providing for consumption in time periods nearer or more distant in the future;
v raise labour productivity — all these are the general abstract characteristics
of a particular collection or set of actual investments. In any historical context,
the actions of consumer-savers — whoever they are — determine in composite:
¢ how far existing investments are re-used for new purposes, in new/modified
capital combinations. ¢ how far existing investments are run down and new
capital goods produced — goods that reflect newer historical circumstances
with respect to: ends pursued; the length of production processes; natural
resources and technology used; etc.

Thus capital accumulation — extension of the capital structure — is an
historical process, among the particular developments in a particular historical
context. In all circumstances, production units adjust to the overall inter-firm
production processes of which they are the compositive elements: “[e]very
enterprise has to adapt itself to the given situation...” 2%,

In the next chapter, we shall see Hayek’s extension and deepening of this
analysis. He examines the ‘capital structure’ more closely. Hayek analyses: ¢
the desired time-shape of people’s consumption as the key to the utilisation of
capital goods — so that the central question is: ‘in what way and how far do
these capital goods — newly-produced or already existing — help to provide
the desired time-shape?’ ¢ how this time-shape rests on the heterogeneity
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of all capital investments, whether ‘“fixed’ or ‘circulating’ #¢ how the overall
‘capital structure’ — the composite of all production processes — is ‘length-
ened’ or ‘shortened’ — as versatile resources are shifted amongst stages, chang-
ing the capital combinations used in each stage. Thus ‘fixed’ investments are
also affected, as are the kinds of ‘fixed” and ‘circulating’ investments produced.
tv the kinds of price relationships — ie changes in returns, both negative and
positive, and in capital gains and loses — that induce and reflect changes in the
overall capital structure, the composite of all inter-firm chains of investments.

Mises and Laissez-faire

Mises is held to be pre-eminently a political writer, both by those who
favour and those who oppose, ‘laissez-faire capitalism’ and the ‘“free market’.
Thus his works are seen as a mine of arguments to support this political posi-
tion — ie a storehouse of attacks to be used against the activities of government
officials — viz., taxation; the issue of orders, decrees, directives to government
subjects; expenditure of revenues under strictly prescribed heads.

Mises’ writing style is plain and transparent — so much so that his breadth
and depth are well hidden. But he is also abrasive, pungent, withering and
caustic, and it is abundantly clear that he does not suffer fools gladly. Any seri-
ous student of Mises’ analysis faces a number of difficulties; we may see how
Hayek sets these out.

Hayek points to Mises’ “pellucid and deceptively simple prose style”.
Despite this, “Mises’ arguments [in Socialism] were not easily apprehended”.
They “tacitly presuppose an understanding of economic processes”. In gen-
eral, Mises “often” does not spell out his arguments fully, so that it is only “after
some reflection [that] a justification could be found that he had not made
explicit”*”. Hayek also feels that after the publication of Socialism, Mises

“became so strongly convinced that socialist aspirations were based
on...a failure to comprehend the task which the economic system had to
perform that his later attempts to develop social theory and his defence
of a libertarian political order often became inextricably intertwined” >,

The two, however, have to be separated: since the social analysis 1s abso-
lutely indispensable for comprehending the nature of the developments expe-
rienced in the historical reality. For the historian, his writings contain com-
mentaries on the major doctrines and government policies relating to society
and the ‘economic’ order, found from the late nineteenth to the mid-twentieth
century. It will be seen that the touchstone which Mises applies to these doc-
trines and policies 1s whether they support and elucidate the fabric of social
cooperation, or whether they disparage, obfuscate, undermine and destroy the
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ideas and the practice of the “social division of labour”. Similarly, Mises places
his analysis of the pricing process, money, exchange, wages, capital and other
“market phenomena” squarely in the framework of an overall market order.

Such analysis is a quite separate and distinct enterprise from the
following:

a. supporting/undermining the activities of government officials towards
taxpayers and other government subjects.

b. praising/condemning the personal qualities of businessmen and their
conduct of business.

In both cases, the criterion used is: how strong/effective/persuasive are the
arguments being advanced?

Historians face a completely different set of issues. Historians begin with
the historical materials under study. The question then is: What additional
light does this analysis throw on these historical developments? What hidden
interconnections does it bring out? How does it extend our comprehension
of what happened? — Mises’ works contain not only analytical lenses but also
sharp and unsparing commentaries on the views and ideas that were widely
held up to the mid-twentieth century, on the nature and functioning of the kind
of economic order which is inseparable from the growth of ‘Western’ — now
international — civilisation.
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x, x1v,5). The preface to the German edition of the book is dated January 1933, and
he still uses the term ‘sociology’ in chap. 1 (first published only in the book). — so the
inference is that it was only after the preface was finished that Mises realised that the
term ‘sociology’ could not be used to refer to the general study of human action.

33. Subjectivism gained from classical economics: Epistemological.., p. 213. “greatest
benefit...”: p.214. “that brilliant...”: Human Action,p.231.

34. “aumversal, timeless...”; “could not...”: Epistemological..,p. 180.

35. Epustemological.., pp. 93, 174-76; Human Action, pp. 62-63; Ludwig von Mises,
The Ultimate Foundation of Economic Science (Princeton, N.J: Van Nostrand 1962)
pp- 74-76.

36. “comprehending the most...”: Epistemological.., p. 175. “the act of...”: p. 179.
“the classical economist...”: p. 175. “whatever did not...”: p.93. “were unable
to...”; “the regarded...”: p.175. “with [this] scheme...”: p. 180.

37. “pertinently described”; “over-simplified formula”: Ultimate, p. 75; “economic
and non-economic action”: Epistemological.., p. 175; “business-like conduct...”;
“this...classification...”: Ultimate, p. 75; consumer is “everybody”: Epistemo-
logical.., p. 93; Human Action, p. 62; Ultimate, p. 77. “removed economics...”;
“a phantom...”: Ultimate, p. 77. Homo economics cannot be used for historical
research: Human Action, p. 62 (“various aims and desires”); not based on “concrete
data”: Epistemological.., p. 180; “fictitious”: Human Action, p. 64; “complex phe-
nomena...”; notan “ideal type”: Human Action, p. 62. In relation to the komo eco-
nomics, Mises refers to “the absurdity of this doctrine™: Ultimate, p. 75; he also says:
“The maxims of the businessman cannot be applied to the action of the consumers,
which, in the last analysis, governs all business” (Epistemological.., p. 176).

38. Epistemological.., p. 161 (all quotes).

39. “the transition...”, Epistemological.., p. 124 fn. 5; “propositions...”, p. 167;

“great...” “ploneers” p- 171; “ramifications”, p. 167 “details”, “elaboration”, p.
141; “basm” ,p-167.
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40.
41.
42.
43.
44.

45.

46.

47.

48.
49.

50.
51.
52.

53.

54.
55.

56.

57.

58.

59.

60.

61.
62.

63.

Epistemological.., p. 174: all quotes and ‘Bohm-Bawerk’s analysis’.
Epistemological.., p. 178.

Epistemological..,p. 177.

Epistemological.., pp. 177-78. Quotes from p. 178.

Mises’ criticism of Menger: Epistemological.., pp. 167, 171-74; “imaginary” p. 167;
“psychologism” to “pioneering”: p. 23 fn 27; “subjectivist...”, p. 124 fn 5; early
passages: Menger, Problems, p. 36, also quotes; “observation/experience” to “untyp-
1cal”? Notes and Recollections, pp. 121-22.

Epistemological.., p. 119.

Epistemological.., p. 78 (“possibility”); p. 72 (“the character”); Human Action, p.
405 (Mises recognised; “praxeological”); p. 408 (“the fundamental”; also later
quotes).

Menger, Problems,p. 142 fn. 51 (“atoms”, “the social”, “the human™); Principles, pp.
46-47 (“empirical”).

Menger, Principles, p. 48 fn 4 (translators); Mises, Ultimate, p. 77 (motives).
Menger, Principles, p. 108 (“man”); p. 52n4 (“good”); p. 58 (“higher-order™); p. 89
(“knowledge”).

Menger, Principles, p. 89 (“in planning”, “without”).

Menger, Principles, pp. 63, 86-87 (subdivided).

Mises, Soctalism, p. 46 (“Law”); Human Action, p. 654 (“Property”); Socialism,
pp- 43-46 (social contract); p. 74 (“Marxism’s”); p. 297 (“Bolshevists”); Human
Action p. 194 (“conscious™); p. 267 (“the market”); p. 195 (“the emergence™); p.
407 (“indirect”); p. 267 (“began”); p. 265 (“from savagery™); p. 468 (“evolution”).
Ultimate, p. 61 (“Political”); Theory and History pp. 195-96 (“the historical”);
Human Action, p. 319 (“their fathers”, “unwittingly”); Socialism, pp. 46-47 (private
law); Soctalism, pp.512-513 (“All this”).

Human Action, p. 506.

Human Action, p. 760 (“isolated™); Ultimate, p. 86 (Gresham’s Law); Human
Action, p. 760 (“philosophers”); Socialism pp. 298-99 (Kant); Money, Method, p. 41
(“discovery”).

Human Action, p. 199 (“historical”, “The mental”); p. 65 (“could”); Epistemologi-
cal,p. 25 (“all its”).

Epistemological, p. 12.

Epistemological, p. 1 (“It is”); Money, Method, p. 3 (historians); p. 37 (“regulari-
ties”); p. 3 (“clarify”); p. 37 (“extraneous”, “inherent”); pp. 3, 37 (Historians);
Human Action, p. 2 (“With righteous”); Epestemological,p. 3 (“scattered”); also see
Money, Method, p. 3; Human Action,p. 1 (“sequence”); p. 2 (“human action”); p. 1
(“economics”).

Human Action, p.2 (“normative”); Epustemological, p. 4 (“discoveries”); also see
Money, Method, p. 38; Human Action, p. 1 (“logic”); Money, Method p. 4 (“were
compelled”); also see Epestemological p. 3.

Human Action, pp. 2-3 (“forced”); p. 2 (“only”); p.3 (“Until”; “converted”; “mod-
ern”; “general”; “Nothing”); pp. 232-234 (general and universal); Ultimate, pp. v,
54 (“not a contribution”).

Notes, p. 123 (“had drawn”, “For a long™).

Socialism, pp. 295-97 (organism and organisation); pp. 289-90 (“absurdity™); also
Money, Method p. 5; Soctalism p. 292 (“when organisms™).

Socialism,p. 292.
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64. Socialism,pp.295-96; p.296 (“organisation”); p. 295 (“aliving rose”); p. 296 (“To
seek”); p. 295 (“The collectivist”).

65. Ultimate, p. 365 Socialism, pp. 296,290, 291; quote: p. 296 (“Classical”).

66. Soctalism,p.513 (“So mysterious”; “Kant’s Nature”); p. 316 (“reverted”); pp. 318-
319 (“unable”); p. 316 (“ends in”, “peculiarly”).

67. Ultimate, p. 45 (“history”); Human Action,p. 59 (“scope”); p. 47 (“all the data”);
Epistemological, p.vi (“history, that 1s”); Human Action, p. 59 (“A historical”).

68. Money, Method, p. 40 (“Every”); Epistemological, p. 100 (“The historian”).

69. Human Action, p. 49 (“indispensable”); Theory and History, pp. 292, 301, also see
p-296. Quote from p. 292.

70.  Epustemological, pp. 99-100, p. v; Money, Method, p. 5; Ultimate, p. 42. Simple vs
complex: Epustemological, pp. 99-100; Money, Method, pp. 4-6, 18, 40; Epestemo-
logical, p. v.

71. Human Action,p. 59.

72. Human Action,p. 647.

73.  Epistemological, p. 101; p. 28 (“Theories”, “the terms™); p. 2 (“The study™); p. 99
(“simple sentence”).

74.  Epustemological,p. 1.

75.  Epustemological, pp. 99-102, 105, 122-24. Quotes: p. 99 (“The only”); pp. 122-23
(“History cannot”); p. 123 (“subject”); p. 140 (“unessential”); p. 123 (“practice);
p. 124 (“in order”); p. 139 (Sombart).

76.  Epistemological, pp. 28,101; Human Action, pp. 51,653; Money, Method, pp. 9-10.
Quote: Human Action,p.51.

77. Money, Method, pp. 17-18 (all quotes up to Linguistics); Human Action, p. 30 (Lin-
guistics to end of para).

78. Human Action, p. 49 (“suffice”; “historians™; “There always™; “Itis”); pp. 49-60
(“because”); Ultimate, p. 48 (“Understanding”); Theory and History, p. 265 (“It
1s”).

79. Money, Method, pp. 26-32, also see pp. 9, 12-13; Epistemological, pp. 12, 130-37;
Ulimate,p.50; Human Action, pp.57,55,50. Quotes: Money, Method, p. 13 (“a full
charter”); p.27 (“its bearing”).

80. Epistemological,p.27.

81. Epistemological, p. 27 (all quotes).

82. Epistemological, p. 140 (all quotes).

83. Human Action, p. 38 (“No facts”); Epistemological, p. 64 (“technological”), also see
pp. 62-65; Human Action, p. 37 (“A peasant” and following quotes); also se pp.
36-38.

84. Epistemological, pp. 102-104; Human Action,p. 37. Quotes: Epistemological,p. 103
(“intellectual interests” down to “stop short”); Human Action, p. 37 (“European”);

9,

Epistemological, p. 103 (“the practice”; “conversation”); p. 104 (“what other”), also
Human Action,p. 37.

85. Human Action,p. 35.

86. Human Action,p. 26.

87. Human Action, p. 24 (all quotes).

88. Human Action, p. 24 (“impossible”; “in addressing”); Ultimate, p. 71 (“under-
standing™); p. 49 (“Action”).

89. Human Action, p. 40.
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90.
9l.
92.
93.
94.
95.
96.
97.

98.

99.

100.
101.
102.
103.
104.
105.
106.

107.

108.

109.
110.

111.

112.

113.

Epistemological, pp. 13-14.

Human Action, p. 64.

Money, Method, p. 24.

Ultimate, p. 16.

Ultvmate,p. 15 (“Experience”); p. 48 (“Understanding”).

Ultimate,p. 8.

Ultimate,p. 44. Also see Human Action, pp. 198, 40.

Human Action, p. 13 (“Action”); also see Money, Method, p. 195 Human Action, p. 25
(“Thinking”); Habit: Human Action, p. 47, also see Money, Method, p. 20; Opposite
of action: Human Action, p. 20; Epistemological, pp. 65,122; Money, Method, p. 23.
Human Action, p. 92.

Ultimate, p. 40.

Money, Method, p. 11.

Human Action, pp. 11-12; quote: Money, Method,p. 21.

Epistemological, p. 208.

Theory and History,p. 271 (both quotes).

Epistemological,p. 3.

Money, Method, p. 24.

Ultimate, pp. 43-44; quote for p. 44. Also see: Human Action, p. 59; Theory and
History,p. 161.

Ultimate, pp. 43-44; quote for p. 44. Also see: Human Action, p. 59; Theory and
History, p. 161.

Epistemological, p. 24 (“As thinking”); Money, Method, p. 8 (“a knowledge™; “people
wish”).

Epistemological, p. 211 (both quotes).

Human Action, p. 158 (“great human society”; “all men...”); p. 170 (“all nations”);
p- 169 (Great Society). Society is not God-given or the result of a social urge/con-
tract: Socialism,p. 515 (also see pp. 290-91, 298-99); Human Action, p. 143, 160;
Epistemological, pp. 57-58. Society is not an anthropomorphic super-being: Lud-
wig von Mises, Epistemological Problems of Economics (1933; Princeton, N.J.: Van
Nostrand 1960) pp. 40-43 (also: society is not God-created); idem, The Ultimate
Foundation of Economic Science (Princeton, N.J.: Van Nostrand 1962) pp. 78-83,
105-109; Human Action, pp 145-47,151,52; Theory and History, pp. 58-61, 250-
51,254-56; Money, Method, pp. 32-34. — For Mises’ own analysis, see Socialism, pp.
289-311, Theory and History, pp. 250-59.

Menger: Problems, p. 143fn. “collective wholes” etc: Human Action, p. 42. Collec-
tives are invisible: ¢bid, p.43. “Society as a whole”: Theory and History,p.253; also
see pp. 253-54. “Direct cognition™: Epistemological, p. 43. “Everything social” and
“Every form...”: loc. cit. “A collective whole” etc: Human Action, p. 43. Also see:
bid, pp. 143, 188; Ultimate, pp. 79, 81.

Socialism, p. 291 (ants); Herds etc: Theory and History, p. 234; Human Action, p.
160. Greater productivity: Theory and History, p. 234; Epistemological, pp. 42,
110, 113; Human Action, p. 144, 145, 179; Socialism, pp. 293-94, 299, 306. Vari-
ety: Human Action, pp. 160-61; Socialism,p. 301: “society starts from the smallest
associations”. People make connections: Human Action, p. 144; Theory and His-
tory,p. 234.

Actions not reflex: Human Action, p. 20; Epistemological, p. 65; quote: Human
Action,p. 188.
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114. Human Action, p.47.

115. Human Action, p. 144 (return from actions; better achieved).

116. Human Action, pp. 164-65; Socialism,p.303; Theory and History,p.111.

117. Human Action, pp. 176, 197; Socialism, p. 44. Population growth etc: Theory and
History, pp. 173, 343; Human Action, pp. 155,165,171, 264-65, 616, 864-66, 837;
Socialism, p. 293fn.

118. Human Action, pp. 146, 160; Epistemological,p.112.

119. Human Action, pp. 194, 197; Socialism, pp. 297-98, 306-307; Ultimate, p. 79;
quotes: Human Action,p. 143 (“complex”); Theory and History, p. 251 (“totality™);

Socialism, p. 295 (“it makes”); also see p. 316: “society is peaceful collaboration”;
and Human Action, p. 273.

120. Human Action, p. 160.

121. Clive Gamble, The Palaeolithic Societies of Europe (Cambridge University Press,
1999) pp. 287, 314-322,329-337,387-414.

122. Human Action, pp. 43, 165; also see pp. 177, 184; Socialism, pp. 291-92, 322, 398;
Theory and History, pp. 252, 56; Ultvmate, pp. 104-105.

123. Theory and History, pp. 159-60; quote: p. 18;6.

124. Theory and History, pp. 190, 191, 257-58; Human Action, p. 46; quotes: Human
Action, p. 46 (“inheritance and environment”); Theory and History, p. 195
(“tremendous”).

125. Theory and History, pp. 160,192, 188; also see p. 188 and Ultimate, p. 82. Quote:
Theory and History, p. 261 (“fundamental”)>

126. Socialism, p. 297 (“great means™); society is a means: Human Action, pp. 148, 165,
176,179,184, 205,262,265, 319, etc; Theory and History, pp.51,52,58,61.

127. Theory and History, p. 56.

128. Human Action, p. 693.

129. Human Action, p. 883 (“moral rules”); also see Ultimate, p. 105. Common law:
Socialism, p. 44. Ultimate, p. 110 (New branches”); Human Action, p. 80 (“rules”);
p- 149 (“mles of conduct”); p. 721 (“refers”); Theory and History, p. 54 (“social”).
Rules are means: Human Action, pp. 720, 761; Ultimate, p. 105. Also see Human
Action, pp. 720-21; Theory and History, p-b4.

130. Socialism, p. 291; Human Action, p. 192 (“evolution”, “fatal error”); Socialism p.
316 (“arose™; “every”); also see p. 314.

131. Theory and Hustory, p. 234 (“The history”); Human Action (“an evolution”); also
see p. 476, and Socialism, pp. 69, 314; Money, Method, p. 33. Socialism, p. 69 (“The
circle”); Theory and History, p. 220 (various civilisations).

132. Human Action, p. 89 (“the early”); Theory and History, p. 375 (“developed”, “a
remarkable”); p. 338 (“excelled”).

133. Theory and History, p. 369 (“were followed”); Socialism,p. 309 (“a high”, “less pro-
ductive”). Social regression: Socialism,pp.306-311; Human Action, p. 767-69.
134. Theory and Hustory, p. 368 (“there was™); Socialism, pp. 301, 309-310; quote: p.
301 (“we can”); p. 310 (“social); Human Action,p.650 (“on of”,“Huns”, “those™);

Epistemological, p. 113.

135. Human Action,p. 197; Theory and History, p. 245 (“Why”, “alegal”); p. 374 (“the
keystone™).

136. Human Action, p. ; also see Socialism,p.512.

137. Epistemological, p. 43 (all quotes).

138. Epistemological, p. 14.
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139.
140.
141.
142.

143.
144.

145.
146.
147.
148.
149.
150.
151.
152.

153.
154.
155.
156.
157.
158.

159.

160.
161.
162.

163.
164.
165.
166.
167.
168.
169.
170.
171.
172.
173.
174.

Epistemological, p. 13 (both quotes).

Human Action,p. 199.

Epistemological,p. 1.

Epistemological,p. 1 (“simple™); p. 99 (“by their”); p. 2 (“platitudinous”, “land hun-
ger”); pp. 98-99 (Dawes Plan).

Theory and History, p. 301.

Auxiliary: Epustemological, pp. 100, 105, 124; also see p. 2; Human Action, pp. 49,
61; Theory and History pp. 301-302 (“an erroneous”, “ignorance”); also see pp.
292-93,296.

Epistemological, p. 134; Ultimate, p. 42.

Human Action, p. 40; also see p. 35.

Human Action, p. 92.

Epistemological, p. 14.

Epistemological, p 140.

Epistemological, pp. 13-14. Also see Theory and History, p. 293.

Epistemological, p. 14.

Comprehension; pre-existing ideas: Ultimate, p. 48; Epistemological, pp. 28, 130-
45.

Epistemological, p. 12.

Ultimate, p. 50.

Theory and History, p. 266 (“Itis the” down to “offshoot™); p. 265 (“all people™).
Theory and History, p. 265.

Human Action, p. 58.

Epistemological, p. 28 (“daily” down to “go further”); p. 140 (“purged”); Ultimate,
p- 48 (“the procedures™). Also see Human Action,p. 58.

Ultimate, p. 8 (“abeing”); Human Action, p. 198 (“There are”); also see Ultimate, p.
44; Human Action, p. 20 (“The opposite”); Ultimate, p. 11 (“self-acting™); also see
Epistemological, pp. 65, 122; Human Action, p. 13 (“wherever™), also Epustemologi-
cal, p. 34; Emotions: Human Action, p. 16 (“He who”); also pp. 11-12, Epistemo-
logical, p. 34 (also motives).

Epistemological, pp. 147-48.

Human Action, p. 12 (“taking”); Epistemological, pp. 84-85.

Epistemological, p. 84 (“expressed”); also see pp. 34, 61,94 and Ultimate, pp. 75-76;
Epistemological, p. 176 (“economic”).

Human Action,p. 37.

Human Action, p. 37.

Human Action, p.93. Also see Epistemological, pp. 62-65.

Human Action,p. 12.

Human Action, p. 28 (“animals”); Ultimate, pp. 9,34 (action).

Ultimate,p. 42.

Human Action, p. 44 (“does not” down to “whatis”); p. 39 (“the starting”).
Human Action, p. 35.

Ultimate,p. 8.

Ultimate, p. 44.

Epistemological, p. 24. Also see Human Action, pp. 40,64; Ultimate, pp. 8,44, 64.
Epistemological, p. 24. Also see pp. 13,14, 20, 43-44; Ultvmate,pp. 41,44.
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175. Human Action, p. 39.

176. Human Action, p. 68.

177. Human Action, p. 38.

178. Human Action, p. 38.

179. Human Action, p. 68 (“perfectly”); p. 39 (mistakes).

180. Human Action, p. 68.

181. Ultimate, p.v (“This essay™), also p. 54. Human Action, p. 39 (“philosophers”).

182. Epistemological, p. 101. For previous para: pp.99-102,105,122-23.

183. Epistemological, p. 101.

184. Theory and History, pp. 208, 292-93,296-98, 301-02.

185. Human Action, p. 38 (all quotes).

186. Human Action, p. 49.

187. Epestemological, p. 12.

188. Human Action,p. 50 (both quotes).

189. Human Action, p. 50 (“aesthetic”); Theory and History, p. 266 (“foreign”); Episte-
mological, p. 12 (Economic history).

190. Human Action, pp. 50, 55,57, 68 (relative significance); pp. 646-47 (“the fullness”).

191. Theory and History, p. 291 (“history”), p. 293 (“understand”).

192. Theory and History,p. 293.

193. Theory and History,p. 298.

194. Theory and History, p. 48.

195. Human Action,p.57. Also see p. 49, Theory and History, pp. 274,277.

196. G.R. Elton, “Two Kinds of History” in R.W. Fogel and G.R. Elton, Which Road to the
Past? (New Haven, Conn: Yale University Press 1983), p. 92.

197. “Two Kinds”, p. 92.
198. “Two Kinds”, p. 91.
199. “Two Kinds”, p. 92.
200. “Two Kinds”, p. 96fn.
201. “Two Kinds”, p. 102.

202. H.R. Loyn, “Anglo-Saxon England: Reflections and Insights”, Hestory, Vol. 64
(1979) p. 171.

203. Socialism, p. 163; Human Action, pp. 710, 711, 2565 Socialism, p. 163
(“stationary™).

204. Socralism,p. 196. Also see p. 122; Human Action,p. 711.

205. Human Action, p. 258 (“perfectly”); p.250 (“this tendency”). — hereafter HA.

206. HA,p. 329

207. HA,p. 258.

208. HA,p. 335.

209. HA, pp. 257-58.

210. HA, p. 62.

211. HA,p.331; also see p. 397.

212. HA,p. 613.

913. HA, p. 338.

214. HA,p. 392.

215. HA,p. 395.
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216. HA,p. 315.

217. Socialism, p. 23; also see HA, pp. 390,614, 760, 873.
218. HA,p. 761.

219. HA, p. 874.

220. HA,p. 333.

221. HA, p. 69.

222. HA,p. 117 (both quotes).

223. HA,p. 117.

224. HA,p. 275.

225. HA,p. 311.

226. HA,p. 276.

227. HA,p. 276.

228. HA,p. 338.

229. HA,p. 275.

230. HA,p. 275.

231. HA,p.275.

232. HA,p. 278.

233. HA,p. 82.

234. HA,p. 337.

235. HA,p. 379.

236. Ultimate,p.77.

237. Ultimate,p. 78 (all quotes).

238. Ultimate,p.77. Also see HA, pp. 232-34.

239. Socialism, p. 23 (all quotes).

240. HA, p. 393.

241. Ultimate,p. 62. Also see HA,p.351; Theory and History, pp.9-11.
242. HA,p. 233.

243. Ultimate, p. 64.

244. Ultimate, p. 56. Also see p. 63; Theory and History, p. 89.
245. HA, p. 56.

246. Ultimate,p.55. Also see Theory and History, p. 89.
247. HA,p. 352. Also see Theory and History, pp. 9-11.
248. Epistemological, pp. 117-118. Footnote omitted.
249. HA, p. 210.

250. HA, p. 210.

251. HA,p.217.

252. HA,p. 351.

253. Ultimate,p. 7.

254. Ultvmate, p. 6.

255. HA,p. 503.

256. HA, p. 504.

257. HA, p. 495.

99 4

258. Socialism, p. 37 (“economic goods”, “orders”); HA, p. 93 (“cooperation”; “other

9,

means”; “producers goods™); p. 94 (“cooperation with”; “combine with”).
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259. HA, p. 94.

260. HA, pp. 479-86 (future provision); p. 490 (immediately); p. 484 (postponing).
261. HA,p. 480-81.

262. HA,p. 491.

263. HA, p. 488.

964. HA, p. 498-99.

265. HA, p. 504.

266. HA,p.491; earlier quote: p.492.

267. HA,p. 491.

268. HA,p. 493; also see pp. 503, 514; Epustemological, p. 218.
269. HA,p. 491 (“complement™); p. 94 (capital combinations); p. 492 (“complete”).
270. HA,p. 503-504; Epustemological,p.218.

271. HA,p. 503; Epistemological,p. 218.

272. HA,p. 505.

273. HA,p. 504; quote: 494.

274. HA,p. 514 (“perishable”, “there is”); p. 517 (“All capital”).
275. HA, p. 492.

276. HA, pp. 482,490, 529, 530.

277. HA, p. 489.

278. HA,p. 493 (both quotes); also see p.497.

279. HA,p. 497.

280. HA,p. 497 (both quotes).

281. HA,p. 492.

282. HA,p. 492.

283. HA, p. 260.

284. HA,p. 497 — all quotes except “social” — p. 500.

285. HA,p. 501 (all quotes).

286. HA, pp. 497-98 (quote: 498).

287. HA,pp.497,502; quote: 498.

288. HA, p. 502 (both quotes).

289. HA,p. 501 (all quotes).

290. HA, p. 507.

291. HA, p. 506.

292. HA,p. 506.

293. HA,p. 507.

294. HA,p. 507.

295. HA,p. 513.

296. HA,p. 506.

297. HA, p. 506.

298. HA,p. 506 (“natural”); p. 507 (“concerning”).

299. Epistemological, p. 229.

300. Fortunes,p. 140 (“pellucid”, “arguments”, “tacitly”); p. 158 (“after”).
301. Fortunes,p.127.



The Analysis Developed: Hayek

Hayek at University

Like Mises, Hayek read law at the University of Vienna. As he went there
immediately after the First World War, he was allowed to finish in three years
instead of four. He read law “in order . . . to do economics”, but his degree
included psychology, in which he was “about equally interested” at the time.
The single remaining lecturer in psychology came back seriously ill from the
War; after his death, Hayek had to teach himself from reading the literature.
He finally settled on economics for practical reasons: it held the opportunity
forajob .

Hayek had “more or less decided to do economics” during his war ser-
vice in Italy. His first serious reading was of “two volumes ... which were as
poor specimens of economics as can be imagined.” He later marvelled that
they did not put him off the subject permanently. Then, like Mises, Hayek
became an economist only after reading Menger: “Mises says ... this book
[Menger’s Principles| made him an economist. Having gone through the same
experience, I know what he means.” Hayek was apparently directed to both of
Menger’s books by Othmar Spann (from whose seminar he was shortly thrown
out.) Hayek also found Spann’s own book somewhat helpful in grasping the
significance of the logical analysis of means and ends in economics. But he
“really got hooked” through Menger’s Principles: “Such a fascinating book,
so satisfying.” In retrospect, Hayek recognised that both the Principles and the
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Investigations into Method had exerted a “decisive influence” on him, which he
did not realise at the time. He “probably derived more” from these two works,
particularly the general sociological analysis of the Investigations:

“This conception of the spontaneous generation of institutions is worked

out more beautifully there than in any other book I know” *.

Thus all four of the major Austrian economists were directly influenced
and changed through Menger’s writings — not only Bohm-Bawerk and Wieser
but also Mises and Hayek. In Hayek’s case, this was because Wieser was tem-
porarily absent from the University, as a member of the Austrian cabinet, up
to 1919. It was during the final year of his degree (1920-21) that Hayek first
studied under Wieser. Since Hayek’s was a law degree, economics constituted
only a small part: one subject in one of the major exams. In Wieser’s absence,
economics was taught by the same Karl Grunberg — the “Marxist economic
historian” and follower of the Younger German School — who had supervised
Mises. Later Spann also taught the subject. When Wieser returned, he lec-
tured mainly to the law students, who had only this one course in economics.
Otherwise, Hayek reports that “any professional competence we had largely to
acquire by our own reading and from the teaching of men for whom this was
a part-time labour of love”>. Amongst these last was Mises, but Hayek met
Mises for the first time only after his degree (see further).

Of his legal subjects, Hayek says he retained some of his study of mod-
ern law, but it was the extensive course on legal history, especially Roman law,
which provided such “legal knowledge” as remained with him. Hayek later
said that he was “by original training ... a lawyer.” This was in 1954; but in
1967, in an essay on Mach, Hayek stated, “... during the three years that I was
officially enrolled as a law student, I divided my time about equally between
economics and psychology, while my law studies were merely a sideline” *.
Nevertheless, these legal studies helped profoundly to determine his view of

the role of economics in analysing the real world (see further).

But apart from the three subjects of law, economics and psychology (the
last mostly self-taught, and also much of the second), Hayek attended a huge
variety of lectures at the University, on an enormous range of other subjects,
including the history of art and classical Greek drama. He was also an “out-
standing member” of a number of seminars. Despite studying “half a dozen
other subjects”, Hayek got a first in his law degree, which he obtained a few
weeks ahead of his closest friends (he passed the final exam in October 1921).
He wrote the thesis for his higher doctorate under Wieser, obtaining this higher
degree in early 1923 °.
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Hayek’s Years with Mises

But as soon as Hayek passed his exams, he set out to find a job. The story
of his first encounter with Mises is well-known. Mises had charge of a tempo-
rary government office which handled the settlement of international private
debts between Austria and her erstwhile opponents (debts dating from before
1914.) Hayek arrived with a note from Wieser, who described Hayek as a
“promising young economist.” Having read this, Mises looked at Hayek: “I’ve

never seen you at my lectures!” Mises gave Hayek a job nonetheless and later

assisted him significantly to visit the U.S. (for 14 months). When the office was
wound up, Mises tried to get Hayek into the Austrian Chamber of Commerce
[purely an advisory body to government] to form an economic research unit.
When this failed, Mises set about securing the funding for the Austrian Insti-
tute of Business Cycle Research, which he founded in January 1927, mainly
“because he had to help Hayek find the right start in life.” Hayek dealt with the
organisational details, but Mises persuaded government departments and trade
bodies, among others, to provide the funds. Thus Hayek worked with Mises
for some ten years, during which he saw Mises almost daily. In May 1924 (after
his return from America) Hayek was admitted into Mises’ famous Privatsema-
nar, surely one of the most influential such groups this century °. Hayek left
Vienna in 1931 to take up a visiting post and then the Tooke Chair at the LSE.

Mises on Hayek

Mises’ opinion of Hayek is clearly gauged from Mrs von Mises’ observation
made during Mises’ final teaching years at New York University: “Lu[dwig]
met every new student hopeful that one of them might develop mto a second
Hayek”’. Three inferences are clear: One, Mises regarded Hayek as the stan-
dard against whom he assessed all his students thereafter. Two, Mises hoped
one day to find someone to equal Hayek, not surpass him. Three, Mises was
still searching as his teaching career ended.

Hayek on Mises

Hayek, on the other hand, is more explicit and categorical in his assess-
ment of Mises. He finds Mises to be “one of the most original thinkers of our
time 1n the field of economics and social philosophy.” Hayek sees in Mises “a
width of view and an intellectual spaciousness”, akin to that of an eighteenth-
century philosopher. Mises (says Hayek) “must be compared to ... Voltaire
or Montesquieu, Tocqueville and John Stuart Mill.” Hayek is emphatic that
Mises “was ... never a real specialist”, hence the Viennese academics were
right in their instinct that “he would not quite fit into their circle”, even though
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he knew more about economics than most holders of university chairs in the
subject. Hayek sums up Mises thus:

“Mises’ work as a whole covers far more than economics in the nar-
rower sense. His penetrating studies of the philosophical foundations
of the social sciences and his remarkable historical knowledge place
his work much closer to that of the great eighteenth-century moral
philosophers than to the writings of contemporary economists.”

Hayek himself refers to “my great master, Ludwig von Mises” (and more
often, in interviews, to “my master, Mises”.) In 1978, he summed up Mises’
lasting influence on him: “I am to the present moment pursuing the ques-
tions which he made me see, and that, I believe, 1s the greatest benefit one sci-
entist can confer on one of the next generation.” Hayek also says of Mises:
“There is no single man to whom I owe more intellectually ...” He describes
his ten years under Mises as “a long, close collaboration”, during which Mises
“became the chief guide in the development of my ideas”. Although Mises was
never his teacher formally, Hayek counts himself a “pupil” and a “close disci-
ple” of Mises, stating: “I have probably learnt more [from him] than from any
other man.” Mises’ Socialism had the most profound impact on Hayek: after
he read the book, “the world was [never]| the same again.” Hayek underscores
this influence repeatedly. He estimates that Human Action will produce simi-
lar intellectual results in due course, through the work of those who read it at a
decisive moment in their intellectual development ®.

Hayek’s Criticism of Mises

Hayek made one criticism of Mises on a number of occasions: that he was
a rationalist utiliarian, who pushed the “a priori character of economic theory”
too far. Hayek felt this last was the outcome of Mises’ professional isolation:
Mises first had to battle the German historicists; then he found himself in reac-
tion to the “dominant scientistic positivism,” prevailing especially in Amer-
ica. So Mises “was driven to certain exaggerations”, as with his “teaching that
all economic theory had a logically deductive a priori character.” Hayek said
(some four and a half decades later) that he wrote ‘Economics and Knowledge’
to persuade Mises that the whole of economic theory could not be worked
out a priori — only the pure logic of choice, 1.e. of individual action, could be
so deduced. But with many people interacting through the market, “the cru-
cial processes were those by which information was transmitted among indi-
viduals.” These processes were “purely empirical”. Hayek says he was “then
largely unaware that he was developing a rather neglected part of the Menge-
rian tradition.” Mises did not take criticism kindly at all, but unexpectedly he
“even approved the article”, seemingly unaware that “it was a criticism of his
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views”. Hayek feels that Mises took this silently, “but no longer was prepared
to reconstruct his by then fully developed system...””.

Hayek made the above statements some 46 years after he first wrote “Eco-
nomics and Knowledge” (it was his presential address to the London Eco-
nomic Club on 10 November 1936; published in Economica, 1937). At an
informal gathering organised by the present writer (in Menlo Park, California,
in June 1975) Hayek was reminded he had actually made the point in 1933, in
his article on “Price Expectations,...” He then remarked that once his work
had been published he never read it again. So Hayek, in the 1980s, was clearly
unaware that his article, written in late 1936, in fact developed Muses’ refer-
ence to the “division of knowledge” which paralleled the division of labour in
a market order. Mises first observed this in his 1920 article on socialist calcu-
lation which was incorporated into Socialism. Hayek’s 1936 article not only
acknowledges the latter (in a footnote), it italicises the phrase (in the text) and
uses it twice. Hayek later referred (in a footnote to his essays on Scientism) to
“the division of knowledge on which impersonal social processes rest” and
then (in 1945) to “a co-ordinated utilisation of resources based on ...divided
knowledge.” So the same Mengerian influence in fact reached Hayek both
directly and via Mises *°.

Furthermore, Mises did modify his own position: in Human Action (p.66)
he says that “the only elaborated part of praxeology” so far — subjectivist eco-
nomics — concentrates on those problems useful for “the comprehension of
reality.” Therefore “[e]conomics does not follow the procedure of logic and
mathematics.” Rather it combines aprioristic reasoning with “the application
ofits theorems to ... concrete historical and political problems.” In presenting
its results, “aprioristic theory and the interpretation of historical phenomena
are intertwined.” Mises points out that its “subject matter” enjoins this “sin-
gular and logically somewhat strange” procedure upon economics. It requires
“caution and subtlety” and Mises warns against “a careless confusion of the
two epistemologically different methods implied.” — This reads like at least
an attempt to incorporate Hayek’s point, although Mises does not mention
Hayek’s article.

Hayek felt that Mises’ rationalist utilitarianism was not entirely compat-
ible with the latter’s “basic subjectivism” and conceded more to the Anglo-
American position than the “Austrian methodological tradition” warranted.
But Hayek also described Mises as “a child of the rationalist age of enlighten-
ment” who could never shake loose from the view that reason could always do
better than “mere habit.” Hayek says Mises remained a rationalist utilitarian to
the end. On two occasions, Hayek cites specific passages from Mises. One is



236 Early Modern England | Sudha Shenoy

taken from Theory and History (p._); Mises says there [I omit a couple of sen-
tences not germane here]:

“The ultimate yardstick of justice is conduciveness to the preservation
of social co-operation. Conduct suited to preserve social co-operation
is just, conduct detrimental to the preservation of society is unjust ...
The problem is to organise society for the best possible realisation of
those ends which men want to attain by social co-operation. Social
utility 1s the only standard of justice...”

Hayek comments: “Though this is more rationalistically expressed than I
would care to do, it clearly expresses an essential idea.” He immediately adds:
“But Mises was of course a rationalist utilitarian in which direction ... I cannot
follow him” ',

We may note here that Burke had earlier linked justice and social utility.
For Burke there were “only two [,] foundations of Law [;] ... equity and util-
ity”. By the latter Burke says explicitly he means “general and publick utility”
which is “derived directly from [,] our rational nature”, and from everyone’s
interest as “a member of the commonwealth.” To this, Burke puts in opposi-
tion a “partial and limited” utility, such as that of “a robber” — 1.e., a “dome-
stick enemy.” '* — Even with the substantial differences in historical circum-
stances and therefore in expression, it seems quite clear that both Burke and
Mises are extremely close in the content of their ideas here.

To continue: As an instance of “extreme rationalism”, Hayek cites a pas-
sage from Socialism in which Mises says that ‘all social co-operation’ emanates
from ‘rationally recognised utility’. Hayek feels this statement is “factually mis-
taken”: the socioeconomic order which so benefits humans was never designed
by anyone, nor were its benefits seen in advance. Rather (says Hayek), people
learnt to prefer something which had already been long in operation. But at
this point Hayek says that this indeed is what Mises’ analysis has shown; and
so “Mises as much as anybody has helped us to understand something which
we have not designed.” Hayek feels that Mises, to his great credit, did emanci-
pate himself from “that rationalist-constructivist starting-point” *. Thus even
as Hayek characterises Mises as a utilitarian rationalist, he is impelled to qualify
this assessment, to recognise that Mises’ work carries on Menger’s analysis of
social formations. We have seen earlier just how Mises does this.

II

In the late twentieth century, political philosophers, legal theorists, the sepa-
rate sections of neoclassical economics — all move in self-contained airtight com-
partments. Therefore Hayek’s work is conventionally broken up into a number
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of hermetically-sealed boxes, such as capital theory, monetary theory, trade cycle
theory, the socialist calculation debate, political philosophy, jurisprudence, legal
theory, methodology, the history of ideas and so on. (And no doubt as further
subdivisions appear in due course, Hayek’s work will be further fragmented). Itis
the historian specifically who has to recognise that the work of Menger, Mises and
Hayek constitutes an analytical and historical unity, as we saw earlier: — they all
three investigate the analytics of individuals’ actions, the interconnections amongst
these actions and the resulting social and economic formations that develop his-
torically. We now note Hayek’s contributions.

Menger on Capital

We begin with the production structure. Menger, Mises and Hayek all saw
that the analytical unit consisted of: a@. the entire range of final goods and ser-
vices being turned out in a particular historical context and therefore b. all the
various production chains, made up of specific investments (in both “fixed”
and “working” capital) yielding this particular range of first-order goods. In
what follows I shall first set out the general abstract components of the analy-
sis, then illustrate how these analytical components actually appear in concrete,
historical materials (these illustrations are my own).

Menger (as noted earlier) saw that even in the simplest hunting-gathering
societies, people deliberately provided for their future requirements; 1.e., they
allocated resources to production processes yielding a range of different con-
sumption services in some future period, close though this “future” might be.
Then people began producing goods of slightly higher orders, further from
final consumption. Over time, they moved into the production of goods of
ever higher orders, continuing progressively to move ever further from the
consumption stage, until, in the late nineteenth century, the existing inter-firm
production chains were lengthy enough to provide for consumption up to a

decade ahead ™.

In sum, Menger says people specifically allocate resources “now” to pro-
duction processes that will yield a variety of consumption services in future
periods. Thus people gradually build up production chains consisting of goods
of successively higher orders, that correspondingly yield first order goods fur-
ther and further into the future. To illustrate the principle: A small handmade
fishing net, thrown from the shore, 1s made relatively quickly, “produces” small
quantities of fish rapidly and wears out as fast. A fishing boat requires a vastly
greater range of complementary inputs and skills, takes much longer to build,
and provides more fish over a far longer period of time. These however, are
only two 1solated capital items, separated for purposes of exposition from the
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investment chains in which they are links; and fish are only one of a range of
consumption goods produced from an array of investment chains. These
chains, as Menger saw, are made up of specific investments in combination.
Some investment goods are more versatile: they can be moved to stages closer
to, or further from, final consumption. Other capital goods are more specific
(in this sense). The outputs of any single firm are clearly only a small portion
of any production chain, which consists of complementary outputs from innu-
merable firms. Menger described a sequential division of labour here, which
can be extended through time (or contracted, according to circumstance).

Mises (as we saw above) stressed that all such production chains are adap-
tations to a particular set of historical circumstances. Scarcity of resources
means the slate can never be wiped clean. As circumstances change, particular
existing investments have to be re-adapted; new investments have to be adjusted
to those already existing. Thus every capital structure is inescapably an histor-
ical formation, made by continuous adjustments to changing situations'’.

The Average Period of Production

Hayek elaborates on and extends all these insights into the time-structure
of production. The question arises: Did Hayek work first with the notion of
the average period of production and then abandon it for a multiperiod the-
ory? When did he first analyse an enfer-firm production process of the type
that Menger and Mises analysed? When did he realise that the investments
of various firms actually formed investment chains that led to final outputs?
The answer: In fact, from his essay on imputation (for his higher doctorate;
published in 1928) to The Pure Theory of Capital (1940), Hayek consistently
developed Menger’s and Mises’ analysis of an inter-firm production process
leading to a collection of final outputs; Hayek says explicitly that he is build-
ing on Mises '°. Hayek’s writings contain only a few passing references to an
average period of production, all from the years 1929-34. The concept is only
mentioned — it plays no part in the analysis, which is concerned throughout
with inter-firm investment chains. Thus in the second edition of Prices and
Production, 36 pages (in Lecture IIT) are devoted to analysing such inter-firm
investment processes; there is one mention (p. 42) of an average period of pro-
duction, which is never used V7.

The Capital Structure

Taking therefore a composite picture from Hayek’s various analyses'®:
The time-“length” of this inter-firm production structure determines semulta-
neously: 1. the range, quantities, qualities and types of final goods and services
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produced ¢i. how far into the future this same flow of final outputs can con-
tinue #s. the extent to which this time-shape of consumption can be varied, if
consumer-savers so desire (in composite). In other words: the “existing” pro-
duction structure, whatever its time-“length” (“shorter” or “longer”), makes
available certain supplies of goods over certain time-periods. Within these lim-
its, people can set, and change, their preferred time-shape of consumption. 1.
They can continue as is or 2. Within the limits mentioned, they can increase
consumption in the near future, beyond the level already provided for. To do
this, the provision “now” being made for later time-periods has to be reduced.
In which case: a. in these periods, a restricted range and smaller quantities
of final outputs will be available; b. they will be available for a shorter overall
period into the future than previously provided for. This means a “shortening”
of the existing production structure. Or 3. people can reduce the provision
being made “now” for consumption in nearer time-periods, below the level
previously made. Such a reduction concomitantly releases versatile resources,
to go into production stages furthest from final consumption. Thus more
resources are moved into those inter-firm production chains that yield final
outputs in yet later time-periods, i.e. periods extending even further into the
future than already provided for. This further “lengthening” of the produc-
tion structure also improves provision at these later dates — a wider and better
range of first-order goods in larger quantities are made available then, together
with new such goods.

Clearly, the “shorter” the existing capital structure, the narrower are the
limits within which these preferences can be realised. Conversely, the “length-
ier” the structure, the greater the achievable variation in the time-pattern of
consumption.

Any production structure is an historical phenomenon, part of the specific
and changing circumstances forming a particular historical context. These
circumstances include consumer-savers’ desired changes in the future time-
shape of their consumption. Adjusting the existing complex of investment
chains to all such changes is a continuing historical process; it involves con-
tinuing changes in all these various investments: many are modified and/or
re-positioned; others are dropped; new investments are added. It is through
such alterations in the actual chains of concrete exusting capital goods that, for
example, a desire to provide further into the future than currently allowed for,
is fulfilled. Thus the “length” of any production structure and any changes in
it, are historical developments.
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The Capital Structure in Anglo-Saxon England

To clarify these and other key aspects of the production structure, I now
set out two 1llustrations, putting these abstract points into more concrete form.
Let us begin with the relatively “short” production chains found in an Anglo-
Saxon village living primarily on subsistence agriculture. Households rely on
their current crops and livestock to carry them to the next harvest. Any food
stocks might cover one or two bad harvests at most. Village craftsmen — black-
smith, potter, woodcutter/charcoal-burner, ironworker, cobbler, leatherworker,
carpenter — are all part-time farmers as well, while also producing craft goods
for immediate barter or sale in the village or nearby market. As compared
with the global production chains of the late twentieth century, final outputs
are extremely simple, narrow in range, and scant in quantity. They consist of
coarse foodgrains; simple, coarse, handmade clothing and footwear; and only a
few or more household items such as coarse woollen blankets; wooden stools,
benches, bowls, platters; perhaps a knife or two. Only a very few, relatively
unspecialised, intermediate goods are produced — intermittently, in very small
quantities: eg iron ore, from surface mining; charcoal, small iron bars, clay,
fences, yarn, leather, and the like. These are produced with a few simple hand-
tools, made by the blacksmith. Production processes are extremely “short”
and many occur in the household itself — eg the output of cloth, clothing, sim-
ple footwear. The most important such process, subsistence agriculture, uses
only simple tools: eg wooden ploughs, hoes, spades, etc; all produced inter-
mittently, in ones and twos. The division of labour 1s also comparatively nar-
row; specialisation and exchange are highly limited, relative to later historical
periods with a more extended production structure.

Furthermore, if these “existing” flows of final outputs are to be maintained,
the various investments composing even so short a production structure would
have to be replenished or replaced. Livestock herds would need to be kept up,
grain stocks and seed grain set aside, agricultural and craft tools and imple-
ments repaired and then replaced, labour and other inputs re-invested at the
time needed in agricultural and craft production, and so on.

“Extending” this capital structure would involve principally agricul-
tural investments: better crop rotations, more and/or better implements (for
ploughing, weeding, harrowing, harvesting etc), better seed, more and better
fertiliser, more ploughing, more weeding etc. These investments require more
resources 1n stages somewhat further removed from final consumption. For
example, more/improved implements require more iron, charcoal, etc, plus
more craft labour (blacksmith, ironsmith, etc.). This means higher payments
than before — whether in grain or some other good(s), which means a bigger
reduction than otherwise in “current” grain consumption or stocks, on the
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farmer’s part. If grain output is close to subsistence, then any further reduction
is highly risky. If, however, using these better implements allows grain output
to be maintained at a higher level, #en some of the additional grain can be set
aside to exchange for the larger quantities of craft outputs and services needed
for repairs and replacements. And craftsmen, in turn, will have to use more
resources to repair and replace their own tools, furnaces, etc.

Continued higher output of grain then allows better crop rotations includ-
ing more fodder crops and the diversion of more land to meadow and pasture
for more and better-fed livestock. — Meadows require haying implements and
skilled labour. — This increases the supply of fertiliser and livestock products
which allows further specialisation and exchange and so on. Thus: extend-
ing the capital structure and increasing specialisation are two sides of the same
coin.

The above is an oversimplified account but I believe it illustrates the gen-
eral principle.

In sum: in comparison with the world-wide production processes of the
late twentieth century: this relatively “short” production structure of the Anglo-
Saxon period supplies only a tiny range of first-order goods in very small quan-
tities and for only a very short time-period into the future. Household produc-
tion is very significant; correspondingly the division of labour is relatively lim-
ited. There is very little scope for varying the time-shape of consumption; in
particular to extend provision beyond one or two seasons ahead.

The Global Capital Structure

Consider now the global capital structure which began developing from
around the mid-eighteenth century onwards, which now binds all peoples
firmly together. To get an idea of the historical phenomenon involved, imagine
the vast array of specific goods and services available in the nearest shopping
centre. Now think of all the goods and services in all shopping centres through-
out the developed world from North America through Western Europe, parts
of South Africa, then Australasia and Japan. Take any one good and mentally
trace through every single production process, input and skill needed to pro-
vide that one final good, including all land and sea transport, insurance and
legal services. There is no stopping point other than the entire world capital
structure. Some comments nevertheless:

The production chains involved are obviously incomparably “lengthier”
than in Anglo-Saxon England, with an immensely vaster range of final con-
sumption goods. These last include hundreds of thousands — perhaps mil-
lions — of items available only through such “lengthier” investment chains:
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— to name only one or two, there are CDs, TVs, dishwashers, cars, electrical
home tools, mass produced books, magazines, pianos, etc. etc. The production
processes likewise are composed of hundreds of thousands of various kinds of
“intermediate” goods and “fixed” assets eg retail shops, stocks of retail goods,
lorries, warehouses with stocks, an immense variety of machinery, equipment,
goods-in-progress, containers and packaging, spare parts and components,
steel, other metals, raw materials, steel mills, etc, etc. All outputs are unimagin-
ably better in quality and produced in quantities unthinkable in earlier histori-
cal circumstances when production chains were far “shorter”.

It is impossible to enumerate all the various outputs produced as com-
ponents and final products of this world-wide capital structure. It is equally
impossible to list all the varieties and types of distinct occupations and special-
isms that are necessarily part of all the production processes involved, down
to the final consumption stage. For each individual firm or production unit,
their various outputs (goods and/or services) are only tiny segments of links in
a particular succession of production processes leading to some final output(s).
All these activities of the innumerable firms and individuals involved are linked
together and coordinated through prices and returns, on the various items pro-
duced or producible.

The Time-Shape of Consumption

Now to analyse the time-shape of consumption in this global production
structure: As we go from the final consumption stage to production stages suc-
cessively more distant, the intermediate goods-in-progress can be expected to
issue in due course as finished consumer goods at time periods that move suc-
cessively further into the future. Thus consumer goods now in warehouses
can be expected to move into the retail stage fairly soon. Consumer goods still
being worked on in factories will be ready for final consumption only at a later
“date” than the goods in warehouses now: the goods still in factories need fin-
ishing, then they have to be distributed.

Moving back, stage by stage, further and further away from final consump-
tion: various inputs and intermediate goods are now being prepared to go into
factories; inputs are now passing through steel mills, sawmills and the like; iron
ore, coal and other minerals are currently being mined while timber is growing
in forests and plantations. The goods in each of these sequential stages can be
expected to issue as final consumption goods at periods successively more dis-
tant in the future: The intermediate goods being readied now for the factory
have to go through the manufacturing, finishing and distribution processes.
The inputs now passing through steel mills, sawmills, etc have to be further
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worked on and converted into intermediate products, then pass through the
various manufacturing and finishing stages, then be distributed. The iron
ore, coal, timber, etc. have to go through steel mills, sawmills etc, then the vari-
ous preparation, manufacturing, finishing and distributive stages. Thus in a
“lengthy” production structure, intermediate products passing successively
through various stages emerge as consumption goods in successive future peri-
ods. Clearly the “lengthier” the capital structure, the further into the future will
consumer goods continue emerging,.

In due course, #f nothing else intervenes, all the intermediate goods now
being worked on in all production stages will have finished their progress to
final consumption. This means that to maintain the “current” quantities, qual-
ities, range and time-shape of consumption outputs, investments must continue
to be made to continuously replenish the various flows of inputs and interme-
diate products in each successive stage. For instance, mining and timber-cut-
ting have to continue, to provide a continuing flow of coal, iron ore, other min-
erals and timber. Such investment processes are even further removed from
final consumption; they too are integral to maintaining the “current” time-
shape of consumption. Furthermore, the different kinds and varieties of pro-
duction equipment, the machinery of all types, such as machine tools, min-
ing machinery, steel-making equipment, machines for producing cars, fridges,
washing machines, TVs, CDs, tinned fruit, soap, cereals, clothing.....et hoc
genus omne, will all wear out, each in due course. So, to maintain the “cur-
rent” flows and time-shape of consumption beyond this point, all these mani-
fold types of machinery and equipment have to be not only repaired and main-
tained, but replaced eventually as needed. To do all this, such production pro-
cesses have to be going on “currently” that will provide, at the times needed in
the future, the specific sorts of capital items — the particular kinds of machin-
ery — required. With such an extended capital structure, technical changes
can be tried out and successful ones embodied in new machinery quickly, so
such change is rapid. Thus over time, the capital structure incorporates tech-
nical developments amongst all its other historical features. Finally, buildings,
of course, need repairs, maintenance, replacement, including technical and
design changes, as they occur.

To summarise: in the “lengthy” production structure here outlined, from
the late twentieth century, in every production stage en route to final consump-
tion, there are immense quantities of innumerable types of goods-in-progress
and other inputs being worked on and moved into the next succeeding stage.
Thus each “stage” also uses massive investments in a vast variety of plant,
equipment and machinery. At all stages, a range of transport services are used,
which means further substantial investments in a range of vehicles, ships, etc,
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to be utilised as needed. Finally, production is under-way “now”: firstly, to
continue the flow of goods-in-progress, secondly, to provide a continuing flow,
through future periods, of plant, equipment and machinery, including techni-
cal changes, and new types. All these production processes are subdivided
amongst all the innumerable firms involved, and lead ultimately to a vast vari-
ety of final outputs, including leisure. Concomitantly, this extremely “lengthy”
capital structure generates a minutely subdivided division of labour, with an
immense array of particular and changing functions. — Table 5.1 gives an
attempt to visualise some of the features outlined above.

Table 5.1

The Time-shape of Consumption

Stage of Services/inputs Being

Production Goods Passing Through | Added/Used Up

Retail shops Huge range of consumer Transport, buildings, shop-fit-
goods — ready to go tings, shelving, offices, equip-
home. ment, etc.

Warehouses Consumer goods waiting Buildings, fittings, shelving,

to go to retail shops. forklifts, lighting, offices,

phones, etc, etc.

Finishing stages | Goods-in-progress — fin-

ished, packed.

Workshops/buildings; finish-
ing, packing materials.

Factories Goods-in-progress being Machinery — huge variety of
(consumer produced, worked on, inputs of all kinds.
goods) taken to finishing stages.

Rolling mills, Intermediate prod-
machine shops, | ucts being prepared for
etc next stage of produc-

Machinery of various descrip-
tions; inputs being used up;
eg steel products, other inter-

Woodworking
shops

tion. Machine parts being
prepared.

Wood products being
worked on.

mediate metal products.

Wood products being used
up.

Kilns Drying timber.

Steel mills Iron ore, coal, other ores, Mills, machinery, furnaces,
etc being converted into fuel, etc; offices and equip-
steel products. ment. Mineral inputs.

Sawmills Timber being worked on. Machinery etc.

Mines Iron ore, coal, other Mining machinery, lighting,
minerals. ventilating, equipment to

remove ores, coal.

Timber Growing timber. Saws etc to cut timber as

plantations

needed.
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Various facto- Replacements for: Various inputs being used up.
ries, workshops,

mills, etc. Retail shop fittings

Warehouse fittings

Machinery for finishing
stages

Machinery for consumer
goods factories

Machinery for rolling mills,
machine shops, woodwork-
ing shops, etc

Machinery for steel mills,
sawmills

Mining and ventilating
machinery

Machinery to replace
machines producing
replacement machinery.

Other items: various rub-
ber items, lubricating oils,
fuels, bricks, brick kilns,
transport, legal services,
insurance, etc, etc, etc.

Notes:
1. All the above production processes are being carried on ‘now’.

2. But the goods being worked on will issue forth as final outputs at time-
periods successively further into the future. Thus goods in retail shops will
go home in a few days; the timber now being planted will become furniture
only much further into the future. But the trees must be planted ‘¢oday’ for
this future output to appear in future time-periods. Similarly, the replacement
machinery now being prepared for future renewal of (eg) a steel mill, will con-
tribute to the emergence of final goods at time-periods even further distant into
the future. But these preparations must be made ‘today’, ¢f the steel mill is to be
renewed at the time determined upon.

3. The ‘current’level/range/quality of final goods is the outcome of simi-
lar production processes set in train in past time-periods.

4. All this reflects the composite preferred time-shape of consumption
of the body of consumer-savers. As these preferences change, versatile inputs
are shifted into stages further from/close to the consumption stages; and the
rates at which goods-in-progress flow through these stages are correspond-
ingly speeded up/slowed down, within the possible limits.
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5. New technology is incorporated into machines as they are replaced;
the pace of renewal/replacement depends on the time-preferences of consumer-
savers.

Gains and Losses are Essential

This whole complex of production chains is formed, maintained and
changed in accordance with returns — operating profits and losses, capital
gains and losses — on the various specific investments (“fixed” and “circu-
lating”) making up each of the “links” in every “chain”. Since each individ-
ual investment 1s only part of a link in an investment chain, profit and loss are
equally essential: it 1s through these that the various separate investments in
separate firms are linked together to form a chain ending with final consump-
tion. As — historical — circumstances change, particular investments will have
to be altered to maintain the chain and its contribution to the range of final out-
puts, themselves changing. So, capital and operating losses remove the mal-
investments that no longer “fit”, while better adapted investments, including
new ones, earn profits and capital gains.

To maintain the ‘current’ range, quantities, qualities and time-shape of final
goods and services, means maintaining the inter-linked price-cost relationship
— the chains of returns — on all the various and changing investments — inter-
mediate products, equipment, buildings etc — making up just those produc-
tion chains yielding just this collection and type of consumption services.

Clearly, such a production structure has very substantial scope for vary-
ing the flow of final outputs in different time-periods, according to the chang-
ing preferences of consumer-savers. Its immensely greater “length” provides
immense quantities of final goods and services. Correspondingly, this permits
far wider limits within which the time-shape of consumption can be varied.
Putting this first in abstract terms: changing to a different time-shape of con-
sumption means changes in the “length” of the overall production structure
(making it “longer” or “shorter” than “currently”). This means concomitant
changes in returns in different production stages, so as to bring about corre-
sponding shifts in investments, both “fixed” and “circulating”.

Lengthening the Capital Structure

Suppose consumer-savers wish to increase provision in time-periods more
distant into the future, above the level already provided for. This means in these
more distant periods, they seek to raise the quantities, qualities, and range of
final outputs, including new ones, beyond what had been hitherto allowed for.
To achieve this goal requires an additional “lengthening” of the production
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process involved — additional, that is, to that already embarked upon. These
further processes have to be added on “today”, ie investments have to be fur-
ther expanded now in stages furthest from final consumption, with new links
added to the various investment chains.

Changes in returns — in cost-price relationships — in the different produc-
tion stages, bring about these adjustments. Initially, the desire to provide more
“today” for additional and improved consumption in more distant time-peri-
ods manifests as a relative slowing in “current” purchases of final outputs (that
1s, “saving” rises above previous, expected, levels). This slowdown is smaller or
larger, according to consumer-savers’ changed time-preferences. Thus, returns
are reduced correspondingly in stages closest to final consumption — the
price-cost gap is narrowed, below producer expectations, on those processes
bringing final outputs forward in the relatively closer future. There is now a
slower rate of flow of consumer outputs in nearer time-periods: eg retailers
and wholesalers now find stocks lasting longer and begin to reduce them, the
rate of production slows in consumer goods factories. Rather more quantities
of versatile resources (eg. steel, labour, raw materials, etc) are released. Corre-
spondingly, in stages further from final consumption, returns rise, as (alternate)
costs are reduced, in line with the additional versatile resources now available.

To put all these in somewhat more concrete form: as returns fall on pro-
duction processes nearest final consumption, there is a concomitant reduction
in the flows of steel, intermediate products, raw materials, labour, fuel and other
versatile resources into these processes. This in turn means a reduced rate-of-
flow of final goods, eg TVs, CDs, washing machines, furniture, etc, in the near
or very near future. Instead, rather more steel, raw materials, fuel, labour and
intermediate goods, than previously allowed for, go into areas remoter from
final consumption, eg the production of mining machinery, steel-making equip-
ment, machine tools, other types of machinery and equipment, etc. New types
of capital goods are produced. More bricks go into factories and plants in these
stages, rather fewer go into consumer goods factories, shops, warehouses, etc.
More/larger brickworks are built. More timber is used for pit props, and in
factories and workshops, relatively less for furniture, bird tables etc. Timber
is left to grow longer; more trees are planted to mature later. Mining and other
mvestments are increased, to provide an enhanced flow of minerals in future.

In time: as timber plantations yield more trees, more timber is available to
help produce additional furniture and the like. More bricks mean more hous-
ing. A larger flow of minerals goes into larger and/or more numerous steel and
other plants, with more and/or better equipment. Outputs go from there to
more and/or larger factories, again better equipped.
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There are more and newer types of intermediate products, as well as more
and better production machinery of all kinds. Some investment goods are
much reduced in use; others are dropped altogether. Taking one example only:
consider what happens so that accelerating quantities of CDs and CD play-
ers are produced while output of records and record players is severely cut
back; or when computers replace typewriters. A large number of inter-related
changes have to occur in all production stages — from those far removed from
the final output, right down to the retail stage. Many investments become eco-
nomically unusable; new investments and intermediate goods are produced.
Plants, factories, equipment, machinery: some types are no longer useable;
new types are produced and expanded considerably; many are modified.

All these increased/improved/new outputs are as yet moving through pro-
duction stages further removed from final consumption. These intermediate
products will be further worked on and reach the final stage — eventually, at
periods further in the future. For those stages near consumption: there is now
available an enhanced flow of better/new mtermediate products; the resources
necessary to enlarge/improve consumer goods factories are also being pro-
duced. Thus from these nearer stages, more/better/new types of final goods
flow into bigger wholesale and retail sectors. As all these larger/improved flows
of goods-in-progress move into stages close to consumption, costs are reduced
there, returns rise and so the rate of flow of final outputs rises. All this occurs at
dates later, into the future.

In the interim, while investment chains are being thus “lengthened”, the
rate of flow of final outputs is reduced relative to what it would have been oth-
erwise, as noted above. As these “longer” chains are “completed”, the larger/
improved flows of goods-in-progress in due course reach the retail stage and
being to issue forth as improved consumption services. For these chains to be
completed, the price-cost relationships — the pattern of relative returns in the
various stages — that bring about such a lengthening need to be maintained
throughout this interim period. So long as consumer-savers’ time-preferences
are unchanged, they will continue to “save” to the extent necessary in the
interim — ie they will do nothing to change this rate of flow and thus change
these price-cost relationships. It is clear that “saving” in the sense necessary
here cannot be a financial aggregate deflated by some price-index. “Saving”
rather refers to the maintenance of the price-cost relationships necessary to extend
the capital structure; which means acceptance of a necessarily reduced rate-of-
flow of final products during such an “extension”. Similarly, if this extended
structure 1s to be maintained — ie if the improved flows of final services are to
be retained — the production processes that produce all the new/added inter-
mediate products and “fixed” assets in all stages must continue. This means
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again: maintenance of the relevant price-cost relationships — ie a continuation
of “this” set of time-preferences on the part of consumer-savers.

Shortening the Capital Structure

Suppose now consumer-savers wish to bring consumption forward to
nearer periods in the future, again, above the level previously provided for. Then
all the processes outlined above would be reversed. As purchases of final
goods are speeded up, prices and returns rise above expectations while stocks
are reduced more rapidly than allowed for. Production flows are speeded up
in consumer goods factories. To do this, versatile resources are shifted into
processes that yield consumer outputs more rapidly in the nearer future. Con-
comitantly, costs rise in stages furthest from final consumption; returns are
squeezed in these areas. Outputs of machinery and “fixed” assets furthest from
JSinal consumption are slowed down (eg mining machinery, steel-making equip-
ment, etc). And so on: reversing the sketch drawn above. — Patently, there
are extremely wide limits within such an extended capital structure for vary-
ing the time-shape of consumption. But it is always the available resources, as
determined by the “existing” production structure, which sets the limits within
which such variations are achievable: scarcity, as always, limits choice.

Complexity of the Capital Structure

The above 1s, as said, only a bare sketch pointing to the extraordinarily
complex production flows and interconnections actually found in even the
most modest capital structure. Hayek himself said of his own attempt, in The
Pure Theory of Capital, to delineate the principles on which production struc-
tures are formed: “...the things become so damned complicated, it’s almost
impossible to follow it” .

Clearly, this abstract analysis of the capital structure 1s a tool for historical
study: to bring out the complex inter-connections amongst human activities
in real historical contexts. Such notions as “an average period of production”;
aging wine or growing timber; the average age of investments; even input-out-
put analysis and the theories of multi-period production processes — all fail
to bring out the key aspects of the historical reality that the capital structure is
built on: the range of final outputs that people seek to obtain (including lei-
sure) ; and the investment chains that produce this range, through time. Thus
each final good or service is only part of a wider range of such final outputs;
and with respect to all non-consumption outputs, the questions that need
asking are: which final output(s) does this good/service ultimately contrib-
ute to? What are the ofker investments in the investment chain(s) in which it
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helps to form a link? Where does it stand in relation to the final link — final
consumption?

As mentioned, Hayek works throughout on refining and extending this
abstract picture of the capital structure. We can now see why he explicitly repu-
diated the notion of an average period of production. Speaking in retrospect,
he is quite negative about it: “The average period of production is a beautiful
simplification, but doesn’t help you at all”. It is “crude”, and “so over-simpli-

fied as to mislead in the application” .

The Trade Cycle

Hayek’s analysis of the trade cycle is again explicitly a further development
from Mises *'. This analysis is not relevant here; it is only necessary to say that
the trade cycle is super-imposed on the production processes constituting the —
changing — capital structure in any particular historical context. The cycle is a
combination of: 1. an attempted further extension of the production structure,
beyond that which corresponds to consumer time-preferences. This attempt
1s in response to an acceleration in the money-supply. 2. This is followed by
a shortening which brings investment chains into line with consumer-savers’
desired time-shape of consumption. Thus the changes making up the trade
cycle are additional to all the other processes taking place; in particular, those
that reflect consumer-savers’ time-preferences and adjustments of investment
chains to ever-changing circumstances. In short, the primary analysis zas to be
of the production structure; the analysis of the trade cycle can only follow, as a
contingent corollary. (For a fiercely condensed outline, see footnote *).

In neoclassical economics, however, trade cycle theory is a self-contained
unit. Hence, Hayek’s account of the cycle is likewise seen as similarly com-
plete and independent. Sraffa’s noted exchange with Hayek, over the first edi-
tion of Prices and Production, is one of the earliest encounters between the
Anglo-American neoclassicals of the time and the “Austrian” approach. Sraffa
remains firmly within the Anglo-American framework. He, therefore, finds
the analysis of the capital structure to be both obstructive and unintelligible;
he is plainly irritated by such irrelevant “preliminaries”, whose “description
[obscures] the main issue”. Not surprisingly, Sraffa fas to focus on Hayek’s
auxiliary monetary assumption (that MV is constant) and his tentative com-
ments on monetary policy, and treat these as the central theory, fully-fledged
and self-sufficient. Sraffa’s conceptual prism, in other words, filters out the cat
and shows him only the grin — or perhaps a few whiskers. So Sraffa argues
that it is completely irrelevant whether inflated or uninflated money is used to
purchase “capital” [non-consumption] goods; consumption is still reduced
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and the goods are just as [automatically] productive. Where the funds are
inflated, there is class robbery: but the robbed party — the workers — cannot
force the robber-capitalists to give up the goods. Thus Sraffa excuses himself
from trying to grapple with the capital structure: “Hayek as it were builds up a
terrific steam-hammer in order to crack a nut — and then he does not crack it.”
So “we need not spend time criticising the hammer” *.

Thus, Sraffa explicitly refuses to tackle the vital issue: the analysis of the
interconnected investment chains that yield final outputs. Thus he cannot
see that only affer such an analysis is it possible to consider the effect of infla-
tion on the formation of such imvestment chains. He chooses rather to criti-
cise Hayek’s observations and comments on this effect, with no knowledge of
what is being affected and, therefore, how it 1s affected. Instead, Sraffa develops
some aspects of his own Ricardian theory *'.

Equilibrium

Hayek is generally considered an equilibrium theorist who then aban-
doned the concept, although some hold he remained true to the end. The his-
torian’s question is different: When did Hayek realise the real world needed
analysing? From this perspective, it is clear that Hayek never saw the depiction
of equilibrium as a ne plus ultra: he was aware from the start that such a picture
was only a tool, that beyond it still lay the analysis of reality.

Hayek’s observations on the preparatory role of equilibrium occur in the
course of his analysis of the production structure and the trade cycle, and in his
penetrating commentaries on the (im)practicalities of the various proposals for
socialist economic calculation. He differentiates sharply between the represen-
tation of equilibrium and “the true functioning of the price mechanism”; he
specifically investigates this last in separate essays (I examine these below).

Hayek’s ideas on the nature and role of equilibrium theorising are a direct
development from Mises’ideas. Mises refers to the “stationary state” as a neces-
sary conceptual aid. Butit could “never exist”; it was “a theoretical assumption
to which there is no counterpart in reality.” So too the ceteris paribus assump-
tion of the “static method” was an “indispensable fiction” *. Hayek’s com-
ments are similar: He refers to “an imagined static state of affairs.” Although
“the static approach” is “an indispensable theoretical tool”, the assumptions
necessary to use it “artificially create the data”. Equilibrium prices are “hypo-
thetical”. Equilibrium theory can only handle “such changes in data as are
predictable”, with “no deviation from the expected course of events”. If equi-
librium is to extend through time, a necessary assumption is that changes in
“wants and means of production” are all known to individuals at the outset.
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In such a situation, everyone achieves the ends they seek. Although “this will
never be seen in reality”, it allows the effects of change to be assessed. Equilib-
rium 1s thus “a foil” to highlight “the actual course of events”. Lastly, Hayek
identifies equilibrium with the “modern theory of the general interdependence

of all economic quantities”, as best exemplified by the Lausanne School *.

Concurrently with all these characterisations, Hayek repeatedly empha-
sises that such an equilibrium contains no money. Systematic analysis is still
needed of how the inclusion of money changes and influences individual
prices, especially when it takes the “alien” form of “bank credit”. One major
example of how money alters non-monetary “equilibrium” prices is the trade
cycle. The latter “show(s) empirically observed movements” that equilibrium
theory is still inadequate to explain. In the course of the cycle, price changes
mitially do not lead to equilibrating changes in quantities; price expectations
are falsified. Only later are all these rectified. In other words, people act on
the basis of individual money prices and price expectations. A purely statisti-
cal relationship between some price index and some monetary aggregate says
nothing about the individual actions that drive economic phenomena .

Parallel with the above, Hayek also refers to an “equilibrium” — a regular-
ity in economic inter-relationships, which is rooted in “the logic of economic
action”, — individuals trying to make the most of their resources. This allows
equilibrium analysis to be applied to all economic phenomena. Hayek emphat-
ically rejects any “far-reaching indeterminacy” resulting from monetary influ-
ences — ie economic explanation is still possible in a money economy. From
very early on, Hayek saw economic theory as Mises did: as a way of organising
concrete data: “the task of theory 1s...to provide the framework into which
any concrete assumptions” about individual actions “can be fitted”. Along
with Menger and Mises, Hayek sees these concrete data as historical in nature,
the “constantly changing object(s)” of theoretical explanation. Actual histor-
ical fluctuations contain a vast variety of features and differ greatly amongst
themselves. In the earliest of his (translated) articles, Hayek was well aware
that statistical indices did not capture the data corresponding to analytical cat-
egories. Two key changes in particular, could not be so caught: a. relative
shifts towards goods further removed from final consumption, b. how far these
shifts correspond to the actual release of resources from processes nearer con-
sumption for investment in processes further away. Even within the firm, man-
agement demarcations differ from theoretically significant categories. Hayek
also emphasises that the range of real-world interest rates does not correspond
to the “interest rate” of Austrian theory. The latter’s functions are performed
rather by returns in different production stages **. Thus Hayek, right from the
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outset, was concerned with developing analytical tools to study an historical

reality.
In The Pure Theory of Capital, Hayek distinguishes between ‘static’ and

‘dynamic’ equilibrium, the latter being a refinement and extension of the inter-
temporal equilibrium which he had set out in his 1928 article. Even at that
early date (as we just saw), he realised that it could handle the expected only,
and therefore it was only “a foil” for comprehending reality. Twelve years
later, in the Pure Theory, Hayek explicitly and repeatedly terms any picture
of equilibrium, whether “static” or “dynamic”, as “fictitious” or “purely ficti-
tious”. (There are nine such references in sixteen pages. Once, this “imagi-
nary” state is said to be a “foil”. Twice, the idea that it refers to reality is called
a “pretence”.) Hayek, in fact, feels that only two types of analysis are useful —a
hypothetical equilibrium and an historical sequence:

“the only relevant distinction is between two methods, that of logical
analysis of different plans existing at the one moment (*“equilibrium
analysis”) and that of causal analysis of a process in time. For this dis-
tinction, the terms statics and dynamics seem altogether inappropri-
ate, and it would probably be better if they were to disappear entirely

from economics” %,

Hayek emphasises that equilibrium is only an “intellectual tool”. Its func-
tion 1s to “analyse in isolation a set of relationships. ..relevant for the explana-
tion of actual events.” To explain “historical sequences...1s of course the ulti-
mate goal of all economic analysis”. Actual historical investments are adapta-
tions to “a series of unforeseen changes”, so in most cases different goods will
be produced instead, in due course. Thus, the real-world capital structure is in
“a process of continual change” .

The Wider Context

As mentioned previously, Hayek is seen as having left the airtight box of
economics for other sealed compartments, such as political philosophy, meth-
odology, etc, from around the late 1940s. But, as Hayek puts it (in retrospect),
he was “turn[ing] to general problems”*' somewhat later than Mises had done.
In other words, Hayek considers he moved into a broader part of the same field
of study. This is because Hayek continues throughout to develop the same
framework which Menger established and Mises extended. All the phenom-
ena that Hayek investigates lie within this framework — they are all analysed as
the unforeseen outcome of the interconnected actions of individuals over time:
the capital structure (above); the pricing system, the katallaxy, the common
law, moral rules (all below).
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Hayek’s writings on the production structure and the trade cycle were dis-
cussed extensively in the journals between 1931 and (February) 1936. But
these writings were part of a framework addressed to analytical issues that even
then lay definitively outside the contemporaneous Anglo-American theoretical
structure; his inaugural lecture on “The Trend of Economic Thinking” clearly
illustrates this (I consider it below). At the time, of course, such a gulf could
hardly be seen, if at all. From 1936 onwards, there is scarcely any reference
to his work in the journals. And Hayek’s writings from 1940 onwards, begin
to contain some indications he was becoming aware of a certain distance (see
below, on the economist’s role).

The Trend of Economic Thinking

Hayek’s inaugural lecture at the LSE, in May 1933, was addressed solely
to “general problems”, ie the general analysis of social phenomena. He built
solidly on Menger and Mises here; certain of its key points are extended some-
what in his first article on socialist calculation. Thus Menger (as we saw) dis-
tinguishes between “pragmatic” ie designed, orders and those that result unin-
tentionally from historical development — from people’s actions aiming at var-
1ous ends. Mises sets out the differences between an organisation, the out-
come of a single will, and an organism, which manifests “mutuality”. Hayek (in
his inaugural lecture) uses Mises’ terms and analysis: The lay mind identifies
order with deliberate organisation only (says Hayek). This attitude is “prob-
ably the last remnant” of a “primitive” animism and anthropomorphism, aban-
doned in the natural sciences. But “society is an organism... not an organisa-
tion”. So too are other “spontaneous institutions”, including the economic
system. With this, as with similar phenomena, “the spontaneous interplay of
the actions of individuals” produces an organism whose parts are functionally
interdependent. No human mind designed it, nor did people’s actions aim at it.
The economic system solves complex problems no-one realises exist; it func-
tioned long before it was understood; it co-ordinates people’s actions, through
a complex mechanism. Only after “intense...systematic inquiry”, are its exis-
tence and functions grasped, as the object of economic theory. Thus economic
analysis begins with elementary facts that everyone knows, but it then pursues
the implications systematically and comprehensively, far beyond the obvious,
to discover the workings of an “unsuspected order”, the “interdependence”
and “coherence of economic phenomena”. — These points are, of course,
developments from Mises *2.

Again with Menger and Mises, Hayek sees in the Younger German His-
torical School, the chief antagonist of this ‘economic’ analysis. This School’s
economic ideas are those of the man-in-the-street (he says). It seeks to derive
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regularities directly from historical materials. Naturally, failing in this, it then
denies that economic phenomena are orderly; they are only a succession of
independent historical events. Hayek goes on: the natural sciences have to
begin with complex phenomena, surmise their basic elements and establish
these through experiments. But the social sciences start from the directly and
indisputably “known empirical elements” that form complex (social) phenom-
ena; analysis then derives otherwise unobserved regularities. Thus, the social
sciences are “empirically deductive”, and the pricing system solves “permanent
economic problems [that are] independent of the historical framework”. —
Some comments are in order. Hayek here follows Menger and Mises. Menger
first pointed out this fundamental difference between natural and social phe-
nomena; he realised historical data were complex, as did Mises; for the latter,
“economic theory” means systematic reasoning about human action, reason-
ing which continues long past the immediately obvious **.

Furthermore, Hayek clearly 1s describing a specifically ‘Austrian’ position
here, which has always been entirely distinct from anything in Anglo-American
economics. In sum: for the older Austrians, economic theory studies social
phenomena that have a. functioned for very long periods of time, b. emerged
over these periods through the actions of unsuspecting individuals. Only after
these phenomena are investigated, are their existence and functioning be rec-
ognised. In short, Hayek and the older Austrians, were analysing actual —
abstract — features of actual historical developments. — Now clearly these are
not natural phenomena, so natural scientists need not study them or realise
what their analysis involves. Anglo-American economists, even by the 1930s,
had already reached this ‘scientific’ position, it became further entrenched from
the 1940s onwards. The development of neoclassical economics, as found in
the late twentieth century, and the development of analytical tools for histori-
ans, as done by the older Austrians, are the development of two historically dis-
tinct and separate phenomena.

We shall see how Hayek gradually developed and extended this ‘Austrian’
position. Now Hayek did not write with a view to making things easier for the
historian who followed; — his works have to be grouped thematically rather
than simply set out chronologically. Nevertheless, I shall try to put these dis-
tinct thematic groups into a roughly chronological order, to see how his ‘Aus-
trian’ analysis unfolded.

Socialist Calculation

We begin with his three essays on socialist calculation. In the first of these,
Hayek surveys the various attempts made (or, rather, not made) up to then
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(1935) to demonstrate sow exactly all economic activities of all people, firms,
etc, could be directed centrally, as if all were parts of a single organisation. In
the other two essays, (1935, 1940), he analyses thoroughly the more promi-
nent proposals offered.

Now Mises had earlier pointed out that, in analytical terms, ‘socialism’
meant a position of static equilibrium:

“...1t is quite easy to postulate a socialist economic order under sta-
tionary conditions. We need only avoid asking how this stationary
condition is achieved. If we do this there is no difficulty in examining
the statics of a socialist community. All socialist theories and Utopias
have always had only the stationary condition in mind”.

But — Mises underlines — equilibrium is an “imaginary state”, an “expe-
dient” for analysing economic change >*. Hayek develops his analysis out of
this essential distinction: between a purely imaginary picture, drawn to help
analyse the ever-changing reality, and the direct analysis of that constantly mov-
ing reality.

And so: for the socialist economists concerned, central direction meant
depicting an equilibrium situation, which would be maintained or changed as
necessary, through appropriate directives to the managers of the various eco-
nomic units. For Hayek, the key issue 1s practicality: it has nothing to do with
a “hypothetical equilibrium”, it has everything to do with “rapid and complete
adjustment to the daily changing conditions in different places and different
industries”. Hayek goes on to outline a host of practical problems that could
not be grasped within the purely theoretical scheme of either “stationary equi-
librium” or perfect competition *.

Thus Hayek emphasises that in order to decide how resources are to be
used, practical information is needed; the central directors would have to
know about the following: a. each and every item of ‘fixed’ capital and equip-
ment — plant, buildings, machinery, etc. Each item is unique, in terms of loca-
tion, state of wear, technical characteristics, etc. b. Each and every intermedi-
ate good — again each is unique with respect to: technical features; situations;
age; ‘distance’ from final consumption; costs of and potential for use else-
where; etc. ¢. Alternative technical possibilities of production in each plant,
firm, etc, including potential adaptations that could be made according to
changing circumstances. d. Types, quantities, etc, of all consumer goods and
continuing changes in consumer tastes. e. And then there are all the remain-
ing “special circumstances of time, place and quality”, also changing... As
Hayek notes, to centralise all this is already “beyond human capacity”. But
this is precisely the “amount and nature of concrete information required” to
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make the best possible use of resources, so it will all have to enter into any pro-
posed system of equations *°.

More than this: in the real world, there is incessant and unpredictable
change in all particular circumstances: eg in the weather, people’s health, the
availability of some natural resource, temporary scarcities, etc. Only cumula-
tive constant adjustments in all firms can maintain the flow of outputs. In a
decentralised system, the result is those “frequent and...varied price changes”
that are essential to “economic efficiency”. And further: since all prices are
inter-connected, a change in one price leads to changes in “hundred of other
prices”. But under centralisation, all this could “find no expression in prices”,
and price changes would have to be at longish intervals *’.

In short, Hayek is not referring purely and simply to the hundreds of thou-
sands of simultaneous differential equations involved in depicting some equi-
librium system. He is demonstrating a. all the constantly changing practical
information which must be utilised to extract the “maximum” from the “avail-
able” resources b. the impossibility of centralising all this ever-changing cir-
cumstantial information into the central authority’s equations ¢. the conse-
quent impossibility of making and communicating all the constant changes
in the concrete decisions needed **. It should be added that it was the social-
ist economists who identified “prices” and equation-solving; Hayek was
analysing the practicalities of this view. His three essays on socialist calcula-
tion cover some 89 pages; he devotes only about a page or so to the number of
equations implied, — ie some 88 pages are concerned with practical real-world
issues. — But these, of course, lie outside neoclassical economics.

Hayek analyses a further key function of prices: to determine “costs”. As
he points out, it 1s only in “a stationary state” that “costs” are precise, definite
and objectively given cost curves. In the real world: a. the problem is to dis-
cover, “sometimes almost from day-to-day”, the cheapest method of produc-
tion. Here, the crucial player is often the outsider who actually provides alter-
natives at lower cost. b. The critical question 1s: which costs does it seem
worthwhile to incur now? The answer depends on expected future prices,
and whether prices realised then actually cover the costs incurred. Thus even
the “current” organisation of production — eg how hard to run the machin-
ery — reflects views about the future. ¢. Key prices, as for many capital goods,
actually reflect product prices, since these instruments will never be physically
replaced. Again, how hard to run this machinery? The relevant “cost” here is
of alternative methods: but this in turn depends on returns in producing alter-
native products, ie their prices. d. Many capital goods are produced to order,
after tendering by a differing group of producers for each order. How will the
central authority fix these prices? *
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Hayek points out that the cumulative impact of all the continuous, mostly
unforeseeable changes outlined earlier is to constantly shift resources amongst
firms and to change the organisation of industries. The central socialist author-
ities would face the same changing circumstances; /ow resources are distrib-
uted amongst industries is “the difference between plenty and scarcity” *.

Hayek underlines the practical problems arising at the most fundamental
level, the firm; these include the following: a. the size of the firm, ie its plant
and equipment and their valuation — ie estimates of future earnings; b. rein-
vestment, and whether to retain or remove the capital goods to another firm;
¢. how much risk “should” managers take? — as “there [is] no objective test
of magnitude”. How far “should” losses be allowed to run? Could costs have
been lower? — Decisions on these matters are vital to both the firm and the sys-
tem’s overall functioning, but devotion to the greater good provides no criteria.
Who will decide, on what basis, and bear the burden of mistakes? In a social-
1st system, firm managers and central authorities are all salaried state officials:
what are the economic consequences of bureaucratic procedures and supervi-
sion? *!

With private property, Hayek points out, none of these problems appear:
capital and operating gains transfer resources to more successful entrepreneurs,
while the less successful lose their capital through losses. And the entrepre-
neur who obtains and keeps resources also decides how much to invest, and
selects the managers. Under socialism, on the other hand, successful managers
get bonuses while unsuccessful ones are demoted **. — We may further point
out here that these two are personal rewards and penalties, whereas the real
issue is the change in resource allocation brought about through capital and
operating gains and losses. — In other words, Hayek refers to an economic
process which transfers resources amongst production units, ot to purely per-
sonal incentives and disincentives.

Thus, Hayek compares the “results [achieved] by a competitive system
based on private property” with the various proposals for a centralised social-
ist system. These three essays are a sustained and systematic delineation of the
practical outcome of an actual functioning pricing process, and what might be
expected ¢n practice from a proposed socialist centralisation. It may be noted
that Hayek does see private property as the foundation of the pricing system,
despite the suggestion that only Mises realised this. And it is the socialist
economists who remain firmly attached to static equilibrium, which is why

Hayek insists on their “complete unawareness of the real problem” **.
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Earlier, Mises had noted the existence and the crucial role of an intermedi-
ary group of intellectuals who channelled ideas to the mass of the population —
including and especially, the concepts of socialism. Original ideas first reach

“the circle of those capable of grasping and understanding what others
have thought; through these intermediaries. ..ideas reach the masses
and there condense themselves into the public opinion of the time”.

Socialism “[1]ike every other great thought. ..has penetrated to the masses
only through the intellectual middle class” **. Hayek systematically elaborated
and extended this insight in his 1949 essay, “The Intellectuals and Socialism”.
His analysis of the emergence and pivotal role of intellectuals — “professional
secondhand dealers in ideas” ** is remarkably penetrating and prescient of

later developments.

Hayek had already seen that the kind of legal rules that prevailed, strongly
influenced the character of economic activity. In the first two of his essays on
socialist calculation, he denies that setting up a centralised administrative appa-
ratus for the central direction of economic activity is the only conceivable way
ahead. There is an alternative: assessing and improving the “permanent legal
framework” within which competition operates and individuals adapt to eco-
nomic change *°. I consider his further developme