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EDITOR’S NOTE

ARL MENGER’S Grundsitze, in many respects the locus

classicus of the Austrian School of economic theory, was

unavailable in English translation for almost eighty years
after its appearance in German. Now that this translation has
fallen out of print, the Institute for Humane Studies and the New
York University Press are pleased to reprint it.

The continued availability of the Principles at this time is espe-
cially useful inasmuch as our contemporaries—after a long period
of relative neglect—are showing renewed interest in the alter-
native insights of the Austrian approach to economic issues and
their analysis.

As an introduction to the work of Menger, it is most appropri-
ate to reprint here also the splendid appreciation of Menger’s
place in the development of economic thought by Professor
Friedrich A. Hayek, himself the outstanding living exponent of
Austrian economics. We wish to express our thanks for his kind
permission to include his essay here.

Our thanks go, too, to Richard Ebeling for preparing a brief
selected bibliography which is included in the prefatory matter.

Lours M. SPADARO
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INTRODUCTION

CARL MENGER

By FA. Hayek

he history of economics is full of tales of forgotten forerunners,
men whose work had no effect and was only rediscovered after
their main ideas had been made popular by others, of remark-
able coincidences of simultaneous discoveries, and of the peculiar fate
of individual books. But there must be few instances, in economics or
any other branch of knowledge, where the works of an author who rev-
olutionised the body of an already well-developed science and who has
been generally recognised to have done so, have remained so little

I This biographical study was written as an Introduction to the Reprint of Menger’s
Grundsiitze der Volkswirtschaftslehre which constitutes the first of a series of four Reprints
embodying Menger’s chief published contributions to Economic Science and which
were published by the London School of Economics as Numbers 17 to 20 of its Series of
Reprints of Scarce Works in Economics and Political Science.
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12 Principles of Economics

known as those of Carl Menger. It is difficult to think of a parallel case
where a work such as the Grundsiitze has exercised a lasting and per-
sistent influence but has yet, as a result of purely accidental circum-
stances, had so extremely restricted a circulation.

There can be no doubt among competent historians that if, during
the last sixty years, the Austrian School has occupied an almost
unique position in the development of economic science, this is
entirely due to the foundations laid by this one man. The reputation
of the School in the outside world and the development of its system
at important points were due to the efforts of his brilliant followers,
Eugen von Bohm-Bawerk and Friedrich von Wieser. But it is not
unduly to detract from the merits of these writers to say that its fun-
damental ideas belong fully and wholly to Carl Menger. If he had not
found these principles he might have remained comparatively
unknown, might even have shared the fate of the many brilliant men
who anticipated him and were forgotten, and almost certainly would
for a long time have remained little known outside the countries of the
German tongue. But what is common to the members of the Austrian
School, what constitutes their peculiarity and provided the founda-
tions for their later contributions is their acceptance of the teaching of
Carl Menger.

The independent and practically simultaneous discovery of the
principle of marginal utility by William Stanley Jevons, Carl Menger,
and Léon Walras is too well known to require retelling. The year 1871,
in which both Jevons’ Theory of Political Economy and Menger’s Grund-
sitze appeared, is now generally and with justice regarded as the
beginning of the modern period in the development of economics.
Jevons had outlined his fundamental ideas nine years earlier in a lec-
ture (published in 1866) which, however, attracted little attention, and
Walras began to publish his contribution only in 1874, but the com-
plete independence of the work of the three founders is quite certain.
And indeed, although their central positions, the point in their system
to which they and their contemporaries naturally attached the great-
est importance, are the same, their work is so clearly distinct in gen-
eral character and background that the most interesting problem is
really how so different routes should have led to such similar results.

To understand the intellectual background of the work of Carl
Menger, a few words on the general position of economics at that time
are required. Although the quarter of a century between about 1848,
the date of ].S. Mill’s Principles, and the emergence of the new school
saw in many ways the greatest triumphs of the classical political
economy in the applied fields, its foundations, particularly its theory
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of value, had become more and more discredited. Perhaps the sys-
tematic exposition in J.S. Mill’s Principles itself, in spite or because of
his complacent satisfaction about the perfected state of the theory of
value, together with his later retractions on other essential points of
the doctrine, did as much as anything else to show the deficiencies of
the classical system. In any case, critical attacks and attempts at recon-
struction multiplied in most countries.

Nowhere, however, had the decline of the classical school of econ-
omists been more rapid and complete than in Germany. Under the
onslaughts of the Historical School not only were the classical doc-
trines completely abandoned—they had never taken very firm root in
that part of the world—but any attempt at theoretical analysis came to
be regarded with deep distrust. This was partly due to methodologi-
cal considerations. But even more it was due to an intense dislike of
the practical conclusions of the classical English School—which stood
in the way of the reforming zeal of the new group which prided itself
on the name of the “ethical school.” In England the progress of eco-
nomic theory only stagnated. In Germany a second generation of his-
torical economists grew up who had not only never become really
acquainted with the one well-developed system of theory that existed,
but had also learnt to regard theoretical speculations of any sort as
useless if not positively harmful.

The doctrines of the classical school were probably too much dis-
credited to provide a possible basis of reconstruction for those who
were still interested in problems of theory. But there were elements in
the writings of the German economists of the first half of the century
which contained the germs for a possible new clevelopment.1 One of
the reasons why the classical doctrines had never firmly established
themselves in Germany was that German economists had always
remained conscious of certain contradictions inherent in any cost or,
labour theory of value. Owing, perhaps, partly to the influence of
Condillac and other French and Italian authors of the eighteenth cen-
tury a tradition had been kept alive which refused to separate value
entirely from utility. From the early years of the century into the
‘fifties and ‘sixties a succession of writers, of whom Hermann was
probably the outstanding and most influential figure (the wholly suc-
cessful Gossen remaining unnoticed), tried to combine the ideas of
utility and scarcity into an explanation of value, often coming very

IThe same is largely true of France. Even in England there was a kind of unortho-
dox tradition, of which the same may be said, but it was completely obscured by the
dominant classical school. It is, however, important here because the work of its out-
standing representative, Longfield, had through the intermediary ship of Hearn no
doubt some influence on Jevons.
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near to the solution provided by Menger. It is to these speculations,
which to the more practical minds of the contemporary English econ-
omists must have appeared useless excursions into philosophy, that
Menger owed most. A glance through the extensive footnotes in his
Grundsiitze, or the author’s index which has been added to the present
edition, will show how extraordinarily wide a knowledge he pos-
sessed of these German authors and also of the French and Italian
writers, and how small a role the writers of the classical English school
plays in comparison.

But while Menger probably surpassed all his fellow-founders of the
marginal utility doctrine in the width of his knowledge of the litera-
ture—and only from a passionate book collector inspired by the exam-
ple of the encyclopaedic Roscher could one expect a similar knowledge
at the early age the Grundsiitze was written—there are curious gaps in
the list of authors to whom he refers which go far to explain the differ-
ence of his approach from that of Jevons and Walras. 1 Particularly sig-
nificant is his apparent ignorance, at the time when he wrote the Grund-
sitze, of the work of Cournot, to whom all the other founders of mod-
ern economics, Walras, Marshall, and very possibly ]evonsz, seem to
have been directly or indirectly indebted. Even more surprising, how-
ever, is the fact that at that time Menger does not seem to have known
the work of von Thiinen, which one would have expected him to find
particularly congenial. While it can be said, therefore, that he worked in
an atmosphere distinctly favourable to an analysis on utility lines, he
had nothing so definite on which to build a modern theory of price as
his fellows in the same field, all of whom came under the influence of
Cournot, to which must be added, in the case of Walras, that of Dupui’c3
and, in the case of Marshall, that of von Thiinen.

It is an interesting speculation to think what direction the devel-
opment of Menger’s thought would have taken if he had been
acquainted with these founders of mathematical analysis. It is a curious

Iit is hardly surprising that he did not know his immediate German predecessor
H.H. Gossen, but neither did Jevons or Walras when they first published their ideas.
The first book which did justice at all to Gossen’s work, F.A. Lange’s Arbeiterfrage (2nd
ed.), appeared in 1870 when Menger’s Grundsiitze was probably already being set up in
print.

2Dr. Hicks tells me that he has some reason to believe that Lardner’s diagrammatic
exposition of the theory of monopoly, by which Jevons according to his own testimony was
mainly influenced, derives from Cournot. On this point see Dr. Hicks’s article on Léon Wal-
ras which is to appear in one of the next issues of Econometrica.

3Menger did, however, know the work of Léon Walras’s father, A.A.Walras, whom
he quotes on p. 54 of the Grundsiitze.
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fact that, so far as I am aware, he has nowhere commented on the
value of mathematics as a tool of economic analysis. There is no rea-
son to assume that he lacked either the technical equipment or the
inclination. On the contrary, his interest in the natural sciences is
beyond doubt, and a strong bias in favour of their methods is evident
throughout his work. And the fact that his brothers, particularly
Anton, are known to have been intensely interested in mathematics,
and that his son Karl became a noted mathematician, may probably be
taken as evidence of a definite mathematical strain in the family. But
although he knew later not only the work of Jevons and Walras, but
also that of his compatriots Auspitz and Lieben, he does not even refer
to the mathematical method in any of his writings on rnethodology.1
Must we conclude that he felt rather sceptical about its usefulness?

Among the influences to which Menger must have been subject
during the formative period of his thought there is a complete absence
of influence of Austrian economists, for the simple reason that, in the
earlier part of the nineteenth century in Austria, there were practically
no native economists. At the universities where Menger studied, polit-
ical economy was taught as part of the law curriculum, mostly by
economists imported from Germany. And though Menger, like all the
later Austrian economists, proceeded to the degree of Doctor of Law,
there is no reason to believe that he was really stimulated by his teach-
ers in economics. This, however, leads us to his personal history.

Born on February 28, 1840, in Neu-Sandec, Galicia, the territory of
the present Poland, the son of a lawyer, he came from an old family of
Austrian craftsmen, musicians, civil servants and army officers, who
had, only a generation before, moved from the German parts of
Bohemia to the Eastern provinces. His mother’s father,? a Bohemian
merchant who had made a fortune during the Napoleonic wars,

IThe only exception to this statement, a review of R. Auspitz and R. Lieben, Unter-
suchungen iiber die Theorie des Preises, in a daily newspaper (the Wiener Zeitung of July
8th, 1889), can hardly be called an exception, as he expressly says that he does not want
to comment there on the value of mathematical exposition of economic doctrines. The
general tone of the review as well as his objection to the fact that the authors in his opin-
ion “use the mathematical method not only as a means of exposition but as a means of
research” confirms the general impression that he did not consider it as particularly
useful.

2 Anton Menger, the father of Carl, was the son of another Anton Menger, who came
from an old German family that had in 1623 emigrated to Eger in Bohemia, and of Anna
née Muller. His wife, Caroline, was the daughter of Josef Gerzabek, merchant in Hohen-
maut, and of Therese, née Kalaus, whose ancestors can be traced in the register of bap-
tism of Hohenmaut back into the 17th and 18th centuries respectively.
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bought a large estate in Western Galicia where Carl Menger spent a
great part of his boyhood, and before 1848 still saw the conditions of
semi-servitude of the peasants which, in this part of Austria had per-
sisted longer than in any part of Europe outside Russia. With his two
brothers, Anton, later the well-known writer on law and socialism,
author of the Right to the Whole Produce of Labour, and Carl’s colleague at
the faculty of law of the University of Vienna, and Max, in his days a
well-known Austrian parliamentarian and writer on social problems,
he went to the Universities of Vienna (1859-60) and Prague (1860-3).
After taking his doctor’s degree at the University of Cracow he devoted
himself first to journalism, writing for papers in Lemberg and later in
Vienna, on economic questions. After a few years he entered the Civil
Service in the press department of the Austrian “Ministerratsprasid-
ium,” an office which had always retained a very special position in the
Austrian Civil Service and attracted many men of great talent.

Wieser reports that Menger once told him that it was one of his
duties to write surveys of the state of the markets for an official news-
paper, the Wiener Zeitung, and that it was in studying the market
reports that he was struck by the glaring contrast between the tradi-
tional theories of price and the facts which experienced practical men
considered as decisive for the determination of prices. Whether this
was really the original cause which led Menger to the study of the
determination of prices or whether, which seems more likely, it only
gave a definite direction to studies which he had been pursuing since
he had left the university, we do not know. There can be little doubt,
however, that during the years intervening between the date when he
left the university and the publication of the Grundsiitze he must have
worked intensely on these problems, delaying publication until his
system was fully worked out in his mind.

He is said to have once remarked that he wrote the Grundsiitze in a
state of morbid excitement. This can hardly mean that this book was
the product of a sudden inspiration, planned and written in great
haste. Few books can have been more carefully planned; rarely has the
first exposition of an idea been more painstakingly developed and fol-
lowed up in all its ramifications. The slender volume which appeared
early in 1871 was intended as a first, introductory part of a compre-
hensive treatise. It dealt with the fundamental questions, on which he
disagreed with accepted opinion, with the exhaustiveness neces-
sary to satisfy the author that he was building on absolutely firm
ground. The problems treated in this “First, General Part,” as it is

IThe earliest manuscript notes on the theory of value which have been preserved
date from the year 1867.



Introduction 17

described on the title page, were the general conditions which led to
economic activity, value exchange, price, and money. From manu-
script notes communicated by his son more than fifty years later, in
the introduction to the second edition, we know that the second part
was to treat “interest, wages, rent, income, credit, and paper money,”
a third “applied” part the theory of production and commerce, while
a fourth part was to discuss criticism of the present economic system
and proposals for economic reform.

His main aim, as he says in the preface, was a uniform theory of
price which would explain all price phenomena and in particular also
interest, wages, and rent by one leading idea. But more than half of the
volume is devoted to matters which only prepare the way for that
main task—to the concept which gave the new school its special char-
acter, i.e. value in its subjective, personal sense. And even this is not
reached before a thorough examination of the main concepts with
which economic analysis has to work.

The influence of the earlier German writers with their predilection
for somewhat pedantic classifications and long-winded definitions of
concepts is here clearly noticeable. But in Menger’s hands the time-
honoured “fundamental concepts” of the traditional German textbook
assume new life. Instead of a dry enumeration and definition they
become the powerful instrument of an analysis in which every step
seems to result with inevitable necessity from the preceding one. And
though Menger’s exposition still lacks many of the more impressive
phrases and elegant formulations of the writings of Bohm-Bawerk
and Wieser, it is in substance hardly inferior and in many respects def-
initely superior to these later works.

It is not the purpose of the present introduction to give a connected
outline of Menger’s argument. But there are certain less known, some-
what surprising, aspects of his treatment which deserve special men-
tion. The careful initial investigation of the causal relationship
between human needs and the means for their satisfaction, which
within the first few pages leads him to the now celebrated distinction
between goods of the first, second, third and higher orders, and the
now equally familiar concept of complementarity between different
goods, is typical of the particular attention which, the widespread
impression to the contrary notwithstanding, the Austrian School has
always given to the technical structure of production—an attention
which finds its clearest systematic expression in the elaborate “vor-
werttheoretischer Teil” which precedes the discussion of the theory of
value in Wieser’s late work, the Theory of Social Economy, 1914.

Even more remarkable is the prominent role which the element of
time plays from the very beginning. There is a very general impres-
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sion that the earlier representatives of modern economics were
inclined to neglect this factor. In so far as the originators of the mathe-
matical exposition of modern equilibrium theory are concerned, this
impression is probably justified. Not so with Menger. To him economic
activity is essentially planning for the future, and his discussion of the
period, or rather different periods, to which human forethought
extends as regards different wants has a definitely modern ring.

It is somewhat difficult to believe now that Menger was the first to
base the distinction between free and economic goods on the idea of
scarcity. But, as he himself says, while the very concept was not
known in the English literature, the German authors who had used it
before him, and particularly Hermann, had all been trying to base the
distinction on the presence or absence of cost in the sense of effort.
But, very characteristically, while all of Menger’s analysis is grounded
on the idea of scarcity, this simple term is nowhere used. “Insufficient
quantity” or “das 6konomische Mengenverhiltnis” are the very exact
but somewhat cumbersome expressions which he uses instead.

It is characteristic of his work as a whole that he attaches more
importance to a careful description of a phenomenon than to giving it
a short and fitting name. This frequently prevents his exposition from
being as effective as might have been wished. But it also protects him
against a certain one-sidedness and a tendency towards oversimplifi-
cation to which a brief formula so easily leads. The classic instance of
this is, of course, the fact that Menger did not originate—nor, so far as
I know, ever use—the term marginal utility introduced by Wieser, but
always explained value by the somewhat clumsy but precise phrase,
“the importance which concrete goods, or quantities of goods, receive
for us from the fact that we are conscious of being dependent on our
disposal over them for the satisfaction of our wants,” and describes
the magnitude of this value as equal to the importance which attached
to the least important satisfaction which is secured by a single unit of
the available quantity of the commodity.

Another, perhaps less important but not insignificant instance of
Menger’s refusal to condense explanations in a single formula, occurs
even earlier in the discussion of the decreasing intensity of individual
wants with increasing satisfaction. This physiological fact, which later
under the name of “Gossen’s law of the satisfaction of wants” was to
assume a somewhat disproportionate position in the exposition of the
theory of value, and was even hailed by Wieser as Menger’s main dis-
covery, takes in Menger’s system the more appropriate minor position
as one of the factors which enable us to arrange the different individ-
ual sensations of want in order of their importance.
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On yet another and a more interesting point in connection with the
pure theory of subjective value Menger’s views are remarkably mod-
ern. Although he speaks occasionally of value as measurable, his expo-
sition makes it quite clear that by this he means no more than that the
value of any one commodity can be expressed by naming another com-
modity of equal value. Of the figures which he uses to represent the
scales of utility he says expressly that they are not intended to represent
the absolute, but only the relative importance of the wants, and the very
examples he gives when he first introduces them makes it perfectly
clear that he thinks of them not as cardinal but as ordinal figures.1

Next to the general principle which enabled him to base the expla-
nation of value on utility the most important of Menger’s contribu-
tions is probably the application of this principle to the case where
more than one good is required to secure the satisfaction of any want.
It is here that the painstaking analysis of the causal relationship
between goods and wants in the opening chapters and the concepts of
complementarity and of goods or different orders bears its fruits.
Even to-day it is hardly recognised that Menger answered the prob-
lem of the distribution of the utility of a final product between the sev-
eral co-operating commodities of a higher order—the problem of
imputation as it was later called by Wieser—by a fairly developed the-
ory of marginal productivity. He distinguishes clearly between the
case where the proportions in which two or more factors can be used
in the production of any commodity are variable and the case where
they are fixed. He answers the problem of imputation in the first case
by saying that such quantities of the different factors as can be substi-
tuted for each other in order to get the same additional quantity of the
product must have equal value, while in the case of fixed proportions
he points out that the value of the different factors is determined by
their utility in alternative uses.

In this first part of his book, which is devoted to the theory of sub-
jective value, and compares well with the later exposition by Wieser,
Bohm-Bawerk and others, there is really only one major point on
which Menger’s exposition leaves a serious gap. A theory of value
can hardly be called complete and will certainly never be quite con-
vincing if the role that cost of production plays in determining the
relative value of different commodities is not explicitly explained.

IFurther aspects of Menger’s treatment of the general theory of value which might
be mentioned are his persistent emphasis on the necessity to classify the different com-
modities on economic rather than technical grounds, his distinct anticipation of the
Bohm-Bawerkian doctrine of the underestimation of future wants, and his careful
analysis of the process by which the accumulation of capital turns gradually more and
more of the originally free factors into scarce goods.
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At an early point of his exposition Menger indicates that he sees the
problem and promises a later answer. But this promise is never ful-
filled It was left to Wieser to develop what later became known as the
principle of Opportunity cost or “Wieser’s Law,” i.e. the principle that
the other uses computing for the factors will limit the quantity avail-
able for any one line of production in such a way that the value of the
product will not fall below the sum of the value which all the factors
used in its production obtain in these competing uses.

It has sometimes been suggested that Menger and his school were
so pleased with their discovery of the principles governing value in
the economy of an individual that they were inclined to apply the
same principles in an all too rapid and over-simplified way to the
explanation of price There may be some justification for such a sug-
gestion so far as the works of some of Menger’s followers, particularly
the younger Wieser, are concerned. But it certainly cannot be said of
Menger’s own work. His exposition completely conforms to the rule
later so much emphasized by Bohm-Bawerk, that any satisfactory
explanation of price would have to consist of two distinct and sepa-
rate stages of which the explanation of subjective value is only the
first. It only provides the basis for an explanation of the causes and
limits of exchanges between two or more persons Menger’s arrange-
ment in the Grundsitze is exemplary in this respect. The chapter on
exchange which precedes that on price makes the influence of value in
the subjective sense on the objective exchange relationships quite clear
without postulating any greater degree of correspondence than is
actually justified by the assumptions.

The chapter on price itself, with its careful investigation of how the
relative valuations of the individual participants in the exchange
themselves will affect the ratios of exchange in the case of an isolated
exchange of two individuals, under conditions of monopoly and
finally under conditions of competition, is the third and probably the
least known of the main contributions of the Grundsitze. Yet it is only
in reading this chapter that one realises the essential unity of his
thought, the clear aim which directs his exposition from the beginning
to this crowning achievement.

On the final chapters, which deal with the effects of production
for a market, the technical meaning of the term “commodity” (Ware)
as distinguished from the simple “good,” their different degrees of
saleability leading up to the introduction and discussion of money,
little need be said at this point. The ideas contained here and the
fragmentary remarks on capital contained in earlier sections are the
only sections of this first work which were developed further in
his printed work later on. Although they embody contributions of
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lasting influence, it was mainly in their later, more elaborate exposi-
tion that they became known.

The considerable space devoted here to the discussion of the con-
tents of the Grundsiitze is justified by the outstanding character of this
work among Menger’s publications and, indeed, among all the books
which have laid the foundations of modern economics. It is, perhaps,
appropriate to quote in this connection the judgment of the scholar
best qualified to assess the relative merits of the different variants of
the modern school, of Knut Wicksell who was the first, and hitherto
the most successful, to combine what is best in the teaching of the dif-
ferent groups. “His fame,” he says, “rests on this work and through it
his name will go down to posterity, for one can safely say that since
Ricardo’s Principles there has been no book—not even excepting
Jevon’s brilliant if rather aphoristic achievement andWalras’s unfortu-
nately difficult work—which has exercised such great influence on the
development of economics as Menger’s Grundsiitze.”1

But the immediate reception of the book can hardly be called
encouraging. None of the reviewers in the German journals seem to
have realised the nature of its main contribution.? At home Menger’s
attempt to obtain, on the strength of this work, a lectureship (Privat-
dozentur) at the University of Vienna succeeded only after some diffi-
culty. He can scarcely have known that, just before he began his lec-
tures, there had just left the University two young men who immedi-
ately recognised that his work provided the “Archimedian point,” as
Wieser called it, by which the existing systems of economic theory
could be lifted out of their hinges. Bohm-Bawerk and Wieser, his first
and most enthusiastic disciples, were never his direct pupils, and
their attempt to popularise Menger’s doctrines in the seminars of the
leaders of the older historical school, Knies, Roscher, and Hilde-
brand was fruitless.> But Menger gradually succeeded in gaining
considerable influence at home. Soon after his promotion to the rank

LEkonomisk Tidskrift, 1921, p. 118.

ZAn exception should, perhaps, be made for Hack’s review in the Zeitschrift fiir die
gesamte Staatswissenschaft, 1872, who not only emphasized the excellence of the book
and the novelty of its method of approach, but also pointed out as opposed to Menger
that the economically relevant relationship between commodities and wants was not
that of cause and effect but one of means and end.

3t might not be altogether out of place to correct a wrong impression which may be
created by A. Marshall’s assertion that between the years 1870 and 1874, when he devel-
oped the details of his theoretical position, “Bohm-Bawerk and Wieser were still lads at
school or college. . . .” (Memorials of Alfred Marshall, p. 417). Both had left the University
together and entered civil service in 1872, and in 1876 were already in a position to expound
in reports to Knies’s seminar in Heidelberg the main elements of their later contribution.
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of professor extraordinarius in 1873 he resigned from his position in the
prime minister’s office, to the great surprise of his chief, Prince
Auersperg, who found it difficult to understand that anybody should
want to exchange a position with prospects to satisfy the greatest ambi-
tion for an academic career.! But this did not yet mean Menger’s final
adieu to the world of affairs, in 1876 he was appointed one of the tutors
to the ill-fated Crown Prince Rudolph, then eighteen years of age, and
accompanied him during the next two years on his extensive travels
through the greater part of Europe, including England, Scotland, Ire-
land, France and Germany. After his return he was appointed in 1879
to the chair of political economy in Vienna, and thenceforward he set-
tled down to the secluded and quiet life of the scholar which was to be
so characteristic of the second half of his long life.

By this time the doctrines of his first book—apart from a few short
reviews of books he had published nothing in the intervening
period—were beginning to attract wider attention. Rightly or
wrongly, with Jevons and Walras it was the mathematical form rather
than the substance of their teaching which appeared to be their main
innovation, and which contributed the chief obstacle to their accept-
ance. But there were no obstacles of this sort to an understanding of
Menger’s exposition of the new theory of value. During the second
decade after the publication of the book, its influence began to extend
with great rapidity. At the same time Menger began to acquire con-
siderable reputation as a teacher, and to attract to his lectures and
seminars an increasing number of students, many of whom soon
became economists of considerable reputation. In addition to those
already noted, among the early members of his school his contempo-
raries Emil Sax and Johann von Komorzynski, and his students
Robery Meyer, Robert Zuckerkandl, Gustav Gross, and—at a some-
what later date—H. von Schullern-Schrattenhofen, Richard Reisch
and Richard Schiiller deserve special mention.

But, while at home a definite school was forming, in Germany,
even more than in other foreign countries, economists maintained a
hostile attitude. It was at this time that the younger Historical School,
under the leadership of Schmoller, was gaining the greatest influence
in that country. The “Volkswirtschaftliche Kongress,” which had pre-
served the classical tradition, was superseded by the newly founded
“Verein fiir Sozialpolitik,” Indeed the teaching of economic theory
was more and more excluded from German universities. Thus

1Menger had at that time already declined the offer of professorships in Karlsruhe
(1872), Basel (1873), and a little later also declined an offer of a professorship in the
Zurich Polytechnic with prospects to a simultaneous professorship at the University.
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Menger’s work was neglected, not because the German economists
thought that he was wrong, but because they considered the kind of
analysis he attempted was useless.

Under these conditions it was only natural that Menger should
consider it more important to defend the method he had adopted
against the claims of the Historical School to possess the only appro-
priate instrument of research, than to continue the work on the Grund-
sitze. It is to this situation that his second great work, the Unter-
suchungen iiber die Methode der Socialwissenschaften und der politischen
Oekonomie insbesondere is due. It is well to remember that in 1875 when
Menger started to work on that book, and even in 1883 when it was
published, the rich crop of works by his disciples which definitely
established the position of the school, had not yet begun to mature,
and that he might well have thought that it would be wasted effort to
continue while the question of principle was not decided.

In their way the Untersuchungen are hardly less an achievement
than the Grundsiitze. As a polemic against the claims of the Historical
School to an exclusive right to treat economic problems the book can
hardly be surpassed. Whether the merits of its positive exposition of
the nature of theoretical analysis can be rated as high is, perhaps, not
quite certain. If this were, indeed, its main title to fame there might be
something in the suggestion occasionally heard among Menger’s
admirers that it was unfortunate that he was drawn away from his
works on the concrete problems of economics. This is not to mean that
what he said on the character of the theoretical or abstract method is
not of very great importance or that it had not very great influence.
Probably it did more than any other single book to make clear the
peculiar character of the scientific method in the social sciences, and it
had a very considerable effect on professional “methodologists”
among German philosophers. But to me, at any rate, its main interest
to the economist in our days seems to lie in the extraordinary insight
into the nature of social phenomena which is revealed incidentally in
the discussion of problems mentioned to exemplify different methods
of approach, and in the light shed by his discussion of the develop-
ment of the concepts with which the social sciences have to work. Dis-
cussions of somewhat obsolete views, as that of the organic or perhaps
better physiological interpretation of social phenomena, give him an
opportunity for an elucidation of the origin and character of social
institutions which might, with advantage, be read by present-day
economists and sociologists.

Of the central contentions of the book only one may be singled
out for further comment; his emphasis on the necessity of a strictly
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individualistic or, as he generally says, atomistic method of analysis. It
has been said of him by one of his most distinguished followers that
“he himself always remained an individualist in the sense of the clas-
sical economists. His successors ceased to be so.” It is doubtful
whether this statement is true of more than one or two instances. But
in any case it fails signally to give Menger full credit for the method he
actually employed. What with the classical economists had remained
something of a mixture between an ethical postulate and a method-
ological tool, was developed by him systematically in the latter direc-
tion. And if emphasis on the subjective element has been fuller and
more convincing in the writings of the members of the Austrian School
than in those of any other of the founders of modern economics, this
is largely due to Menger’s brilliant vindication in this book.

Menger had failed to arouse the German economists with his first
book. But he could not complain of neglect of his second. The direct
attack on what was the only approved doctrine attracted immediate
attention and provoked, among other hostile reviews, a magisterial
rebuke from Gustav Schmoller, the head of the school—a rebuke
couched in a tone more than usually offensive.l Menger accepted the
challenge and replied in a passionate pamphlet, Irrthiimer des His-
torismus in der deutschen Nationalokonomie, written in the form of let-
ters to a friend, in which he ruthlessly demolished Schmoller’s posi-
tion. The pamphlet adds little in substance to the Untersuchungen. But
it is the best instance of the extraordinary power and brilliance of
expression which Menger could achieve when he was engaged, not
on building up an academic and complicated argument, but on driv-
ing home the points of a straightforward debate.

The encounter between the masters was soon imitated by their
disciples. A degree of hostility not often equalled in scientific contro-
versy was created. The crowning offence from the Austrian point of
view was given by Schmoller himself who, on the appearance of
Menger’s pamphlet, took the probably unprecedented step of
announcing in his journal that, although he had received a copy of the
book for review, he was unable to review it because he had immedi-
ately returned it to the author, and reprinting the insulting letter with
which the returned copy had been accompanied.

It is necessary to realise fully the passion which this controversy
aroused, and what the break with the ruling school in Germany

1“Zur Methodologie der Staats-und Sozialwissenschaften,” in Jahrbuch fiir Gesetz-
gebung, Verwaltung und Volkswirtschaft im deutschen Reich, 1883. In the reprint of this arti-
cle in Schmoller’s Zur Litteraturgeschichte der Staats-und Sozialwissenschaften, 1888, the
most offensive passages have been mitigated.
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meant to Menger and his followers, if we are to understand why the
problem of the adequate methods remained the dominating concern
of most of Menger’s later life. Schmoller, indeed, went so far as to
declare publicly that members of the “abstract” school were unfit to
fill a teaching position in a German university, and his influence was
quite sufficient to make this equivalent to a complete exclusion of all
adherents to Menger’s doctrines from academic positions in Germany.
Even thirty years after the close of the controversy Germany was still
less affected by the new ideas now triumphant elsewhere, than any
other important country in the world.

In spite of these attacks, however, in the six years from 1884 to 1889
there appeared in rapid succession the books which finally established
the reputation of the Austrian School the world over. Bohm-Bawerk,
indeed, had already in 1881 published his small but important study
on Rechte und Verhiiltnisse vom Standpunkt der wirtschaftlichen Giiterlehre,
but it was only with the simultaneous publications of the first part of
his work on capital, the Geschichte und Kritik der Kapitalzinstheorien, and
of Wieser’s Ursprung und Haupigesetze des wirtschaftlichen Wertes in 1884
that it became apparent how powerful a support to Menger’s doctrines
had arisen in this quarter. Of these two works Wieser’s was undoubt-
edly the more important for the further development of Menger’s fun-
damental ideas, since it contained the essential application to the cost
phenomenon, now known as Wieser’s law of cost, to which reference
has already been made. But two years later appeared Bchm-Bawerk’s
Grundziige einer Theorie des wirtschaftlichen Giiterwertes! which,
although it adds little except by way of casuistic elaboration to the
work of Menger and Wieser, by the great lucidity and force of its argu-
ment has probably done more than any other single work to popu-
larise the marginal utility doctrine. In the year 1884 two of Menger’s
immediate pupils, V. Mataja and G. Gross, had published their inter-
esting books on profits, and E. Sax contributed a small but acute
study on the question of method in which he supported Menger in
his fundamental attitude but criticised him on some points of
detail.? In 1887 Sax made his main contribution to the development
of the Austrian School by the publication of his Grundlegqung der
theoretischen Staatswirtschaft, the first and most exhaustive attempt

1Originally a series of articles in (Conrad’s) Jahrbiicher it has recently been reprinted
as No. 11 of the Series of Reprints of Scarce Tracts in Economics and Political Science, pub-
lished by the London School of Economics (1932).

2y, Mataja, Der Unternehmergewinn, Vienna, 1884; G. Gross, Lehre vom
Unternehmergewinn, Leipzig, 1884; E. Sax, Das Wesen und die Aufgaben der Nation-
alokonomie, Vienna, 1884.
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to apply the marginal utility principle to the problems of public
finance, and in the same year another of Menger’s early students,
Robert Meyer, entered the field with his investigation of the some-
what cognate problem of the nature of income. !

But the richest crop was that of the year 1889. In this year was pub-
lished Bohm-Bawerk’s Positive Theorie des Kapitalzinses, Wieser’s
Natiirlicher Wert, Zuckerkandl’s Zur Theorie des Preises, Komorzynski’s
Wert in der isolierten Wirtschaft, Sax’s Neueste Fortschritte der nation-
alokonomischen Theorie, and H. von Schullern-Schrattenhofen’s Unter-
suchungen iiber Begriff und Wesen der Grundrente.?

Perhaps the most successful early exposition of the doctrines of
the Austrian School in a foreign language was M. Pantalconi’s Pure
Economics which appeared first in the same yealr.3 Of other Italian
economists L. Cossa, A. Graziani and G. Mazzola accepted most or all
of Menger’s doctrines. Similar success attended these doctrines in
Holland where the acceptance by the great Dutch economist, N.G.
Pierson, of the marginal utility doctrine in his textbook (1884-1889),
published later in English under the title Principles of Economics, had
also considerable influence. In France Ch. Gide, E. Villey, Ch. Secré-
tan and M. Block spread the new doctrine, and in the United States
S.N. Patten and Professor Richard Ely had received it with great sym-
pathy. Even the first edition of A. Marshall’s Principles, which
appeared in 1890, showed a considerably stronger influence of
Menger and his group than readers of the later editions of that great
work would suspect. And in the next few years Smart and Dr. Bonar,
who had already earlier shown their adherence to the school, widely
popularised the work of the Austrian School in the English-speaking

IRobert Meyer, Das Wesen des Einkommens, Berlin, 1887.

2In the same year two other Viennese economists, R. Auspitz and R. Lieben, pub-
lished their Untersuchungen iiber die Theorie des Preises, still one of the most important
works of mathematical economics. But although they were strongly influenced by the
work of Menger and his group, they build rather on the foundations laid by Cournot
and Thiinen, Gossen, Jevons and Walras than on the work of their compatriots.

3Maffeo Pantaleoni, Principii di Economia Pura, Firenze, 1889 (2nd ed. 1894), English
translation, London, 1894. An unjust remark in the Italian edition accusing Menger of
plagiarism of Cournot, Gossen, Jennings, and Jevons was eliminated in the English edi-
tion and Pantaleoni later made amends by editing, with an introduction from his pen,
an Italian translation of the Grundsitze, cf. C. Menger, Principii fondamentali di economia
pura, con prefazione di Maffeo Pantaleoni, Imola, 1909 (first published as a supplement
to the Giornale degli Economisti in 1906 and 1907 without the preface of Pantaleoni). The
preface is also reprinted in the Italian translation of the second edition of the Grundsiitze
(to be mentioned below) which was published at Bari, 1925.
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world.! But, and this brings us back to the special position of
Menger’s work, it was now not so much his writings as those of his
pupils which continuously gained in popularity. The main reason for
this was simply that Menger’s Grundsitze had for some time been out
of print and difficult to procure, and that Menger refused to permit
either a reprint or a translation. He hoped to replace it soon by a much
more elaborate “system” of economics and was, in any case, unwill-
ing to have the work republished without considerable revision. But
other tasks claimed his prior attention, and for years led to a contin-
ual postponement of this plan.

Menger’s direct controversy with Schmoller had come to an abrupt
end in 1884. But the Methodenstreit was carried on by others, and the
problems involved continued to claim his main attention. The next
occasion which induced him to make a public pronouncement on these
questions was the publication, in 1885 and 1886, of a new edition of
Schonberg’s Handbuch der politischen Oekonomie, a collective work in
which a number of German economists, most of them not convinced
adherents to the Historical School, had combined to produce a system-
atic exposition of the whole field of political economy. Menger
reviewed the work for a Viennese legal journal in an article which also
appeared as a separate pamphlet under the title Zur Kritik der politis-
chen Oekonomie (1887).2 Its second half is largely devoted to the dis-
cussion of the classification of the different disciplines commonly
grouped together under the name of political economy, a theme which,
two years later, he treated more exhaustively in another article entitled
Grundziige einer Klassifikation der Wirt‘schaﬂ‘swz’ssenschaften.3 In the inter-
vening year, however, he published one of his two further contribu-
tions to the substance—as distinguished from the methodology—of
economic theory, his important study, Zur Theorie des Kapitals.4

It is pretty certain that we owe this article to the fact that Menger
did not quite agree with the definition of the term capital which was
implied in the first, historical part of Bohm-Bawerk’s Capital and
Interest. The discussion is not polemical. Bohm-Bawerk’s book is

It particularly ]. Bonar, “The Austrian Economists and their Views on Value.”
Quarterly Journal of Economics, 1888, and “The Positive Theory of Capital,” ibid, 1889.

2The original review article appeared in (Griinhut’s) Zeitschrift fiir das Privatund
dffentliche Recht der Gegenwart, vol. xiv, the separate pamphlet, Vienna, 1887.

3See (Conrad’s) Jahrbiicher fur Nationalokonomie und Statistik, N.F., vol. xiv, Jena, 1889.

4In the same journal, N.E, vol. xvii, Jena, 1888. An abridged French translation, by
Ch. Secrétan appeared in the same year in the Revue d’Economie Politique under the title
“Contribution a la théorie du capital.”
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mentioned only to commend it. But its main aim is clearly to rehabil-
itate the abstract concept of capital as the money value of the property
devoted to acquisitive purposes against the Smithian concept of the
“produced means of production.” His main argument that the dis-
tinction of the historical origin of a commodity is irrelevant from an
economic point of view, as well as his emphasis on the necessity of
clearly distinguishing between the rent obtained from already existing
instruments of production and interest proper, refer to points which,
even to-day, have not yet received quite the attention they deserve.

It was at about the same time, in 1889, that Menger was almost per-
suaded by his friends not to postpone further the publication of a new
edition of the Grundsitz. But although he actually wrote a new preface
to that new edition (excerpts from which have been printed more than
thirty years later by his son in the introduction to the actual second
edition), nevertheless publication was again postponed. Soon after a
new set of publications emerged, which absorbed his main attention
and occupied him for the next two years.

Towards the end of the ‘eighties the perennial Austrian currency
problem had assumed a form where a drastic final reform seemed to
become both possible and necessary. In 1878 and 1879 the fall of the
price of silver had first brought the depreciated paper currency back
to its silver parity and soon afterwards made it necessary to discon-
tinue the free coinage of silver; since then the Austrian paper money
had gradually appreciated in terms of silver and fluctuated in terms
of gold. The situation during that period—in many respects one of the
most interesting in monetary history—was more and more regarded
as unsatisfactory, and as the financial position of Austria seemed for
the first time for a long period strong enough to promise a period of
stability, the Government was generally expected to take matters in
hand. Moreover, the treaty concluded with Hungary in 1887 actually
provided that a commission should immediately be appointed to dis-
cuss the preparatory measures necessary to make the resumption of
specie payments possible. After considerable delay, due to the usual
political difficulties between the two parts of the dual monarchy, the
commission, or rather commissions, one for Austria and one for Hun-
gary, were appointed and met in March 1892, in Vienna and Budapest
respectively.

The discussions of the Austrian “Wahrungs-Enquete-Commis-
sion,” of which Menger was the most eminent member, are of con-
siderable interest quite apart from the special historical situation
with which they had to deal. As the basis of their transactions the
Austrian Ministry of Finance had prepared with extraordinary care
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three voluminous memoranda, which contain probably the most com-
plete collection available of documentary material for monetary his-
tory of the preceding period which has appeared in any publica‘cion.1
Among the members besides Menger there were other well-known
economists, such as Sax, Lieben and Mataja, and a number of journal-
ists, bankers and industrialists, such as Benedikt, Hertzka and Taus-
sig, all of whom had a more than ordinary knowledge of monetary
problems, while Bohm-Bawerk, then in the Ministry of Finance, was
one of the Government representatives and vice-chairman. The task of
the commission was not to prepare a report, but to hear and discuss
the views of its members on a number of questions put to them by the
Government.? These questions concerned the basis of the future cur-
rency, the retention, in the case of the adoption of the Gold Standard,
of the existing silver and paper circulation, the ratio of exchange
between the existing paper florin and gold, and the nature of the new
unit to be adopted.

Menger’s mastery of the problem, no less than his gift of clear
exposition, gave him immediately a leading position in the commis-
sion and his statement attracted the widest attention. It even achieved
what, for an economist, was perhaps the unique distinction of causing
a temporary slump on the stock exchange. His contribution consisted
not so much in his discussion of the general question of the choice of
the standard—here he agreed with practically all the members of the
commission that the adoption of the Gold Standard was the only prac-
tical course—but in his careful discussion on the practical problems of
the exact parity to be chosen and the moment of time to be selected for
the transition. It is mainly for his evaluation of these practical diffi-
culties connected with any transition to a new standard of currency,
and the survey of the different considerations that have to be taken
into account, that his evidence is rightly celebrated. It has extraordi-
narily topical interest to-day, where similar problems have to be faced
by almost all countries.

1Denkschrift iiber den Gang der Wihrungsfrage seit dem Jahre 1867.—Denkschrift iiber
das Papiergeidwesen der Osterreichisch-ungarischen Monarchie.—Statistische Tabellen zur
Wihrungsfrage der 0Osterreichisch-ungarischen Monarchie. All published by the k.k.
Finanzministerium, Vienna, 1892.

2ct, Stenographische Protokolle iiber die vom 8. bis 17. Miirz 1892 abgehaltenen Sitzun-
gen der nach Wien einberufenen Wihrungs-Enquete-Commission. Wien, k.k. Hof- und
Staatsdruckerei, 1892. Shortly before the commission met Menger had already outlined
the main problems in a public lecture, “Von unserer Valuta,” which appeared in the All-
gemeine Juristen Zeitung, Nos. 12 and 13 of the volume for 1892.

3t is unfortunately impossible, within the scope of this introduction, to devote to
this important episode in currency history the space it deserves because of its close
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This evidence, the first of a series of contributions to monetary prob-
lems, was the final and mature product of several years of concentration
on these questions. The results of these were published in rapid succes-
sion in the course of the same year—a year during which there
appeared a greater number of publications from Menger’s hand than at
any other period of his life. The results of his investigations into the spe-
cial problems of Austria appeared as two separate pamphlets. The first,
entitled Beitrige zur Wihrungsfrage in Oesterreich-Ungarn, and dealing
with the history and the peculiarities of the Austrian currency problem
and the general question of the standard to be adopted, is a revised
reprint of a series of articles which appeared earlier in the year in Con-
rad’s Jahrbiicher under a different title.] The second, called Der Ueber-
gang zur Goldwihrung. Untersuchungen iiber die Wertprobleme der Osterre-
ichisch-ungarischen Valutareform (Vienna, 1892), treats essentially the
technical problems connected with the adoption of a Gold Standard,
particularly the choice of the appropriate parity and the factors likely to
affect the value of the currency once the transition had been made.

But the same year also saw the publication of a much more gen-
eral treatment of the problems of money which was not directly con-
cerned with the special question of the day, and which must be
ranked as the third and last of Menger’s main contributions to eco-
nomic theory. This was the article on money in volume iii of the first
edition of the Handwdrterbuch der Staatswissenschaften which was
then in the process of publication. It was his preoccupation with the
extensive investigations carried out in connection with the prepara-
tion of this elaborate exposition of the general theory of money,
investigations which must have occupied him for the preceding two
or three years, which brought it about that the beginning of the dis-
cussion of the special Austrian problems found Menger so singularly
equipped to deal with them. He had, of course, always been strongly
interested in monetary problems. The last chapter of the Grundsiitze
and parts of the Untersuchungen iiber die Methode contain important
contributions, particularly on the question of the origin of money. It
should also be noted that, among the numerous review articles which
Menger used to write for daily newspapers, particularly in his early

connection with Menger and his school and because of the general interest of the prob-
lems which were discussed. It would be well worth a special study and it is very regret-
table that no history of the discussions and measures of that period exists. In addition
to the official publications mentioned before, the writings of Menger provide the most
important material for such a study.

LDie Valutaregulierung in Oesterreich-Ungarn,” (Conrad’s) Jahrbiicher fiir Nation-
alokonomie und Statistik, 111, F., vols. iii and iv, 1892.
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years, there are two in 1873 which deal in great detail with J.E.
Cairnes’s Essays on the effects of the gold discoveries: in some respects
Menger’s later views are nearly related to those of Cairnes.! But while
Menger’s earlier contributions, particularly the introduction of the
concepts of the different degrees of “saleability” of commodities as the
basis for the understanding of the functions of money, would have
secured him an honourable position in the history of monetary doc-
trines, it was only in this last major publication that he made his main
contribution to the central problem of the value of money. Until the
work of Professor Mises twenty years later, the direct continuation of
Menger’s work, this article remained the main contribution of the
“Austrian School” to the theory of money. It is worth while dwelling
a little on the nature of this contribution, for it is a matter on which
there is still much misunderstanding. It is often thought that the Aus-
trian contribution consists only of a somewhat mechanical attempt to
apply the marginal utility principle to the problem of the value of
money. But this is not so. The main Austrian achievement in this field
is the consistent application to the theory of money of the peculiar
subjective or individualistic approach which, indeed, underlies the
marginal utility analysis, but which has a much wider and more uni-
versal significance. Such an achievement springs directly from
Menger. His exposition of the meaning of the different concepts of the
value of money, the causes of changes and the possibility of a meas-
urement of this value, as well as his discussion of the factors deter-
mining the demand for money, all seem to me to represent a most sig-
nificant advance beyond the traditional treatment of the quantity the-
ory in terms of aggregates and averages. And even where, as in the
case of his familiar distinction between the “inner” and the “outer”
value (innerer und dusserer Tauschwert) of money, the actual terms
employed are somewhat misleading—the distinction does not, as
would appear from the terms, refer to different kinds of value but to
the different forces which affect prices—the underlying concept of the
problem is extraordinarily modern.

With the publications of the year 18922 the list of Menger’s major
works which appeared during his lifetime comes to an abrupt end.

IThese articles appeared in the Wiener Abendpost (a supplement to the Wiener
Zeitung) of April 30th and June 19th, 1873. As is the case with all the early journalistic
work of Menger, they are anonymous.

2In addition to those already mentioned there appeared in the same year a French
article, “La Monnaie Mesure de la Valeur,” in the Revue d’Economie Politique (vol. vi) and
an English article, “On the Origin of Money,” in the Economic Journal (vol. ii).
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During the remaining three decades of his life he only published occa-
sional small articles, a complete list of which will be found in the bib-
liography of his writings at the end of the last volume of the present
edition of his collected works. For a few years these publications were
still mainly concerned with money. Of these, his lecture on Das Golda-
gio und der heutige Stand der Valutareform (1893), his article on money
and coinage in Austria since 1857 in the Oesterreichische Staatswarter-
buch (1897), and particularly the thoroughly revised edition of his arti-
cle on money in volume four of the second edition of the Handwdrter-
buch der Staatswissenschaften (1900),1 ought to be specially mentioned.
The latter publications are mainly of the character of reviews, biogra-
phical notes or introductions to works published, by his pupils. His
last published article is an obituary of his disciple Bohm-Bawerk, who
died in 1914.

The reason for this apparent inactivity is clear. Menger now wanted
to concentrate entirely on the major tasks which he had set himself—
the long postponed systematic work on economics, and beyond this a
comprehensive treatise on the character and methods of the social sci-
ences in general. It was to the completion of this work that his main
energy was devoted and in the late ‘nineties he looked forward to a
publication in the near future and considerable parts were ready in a
definite form. But his interests and the scope of the proposed work
continued to expand to wider and wider circles. He found it necessary
to go far in the study of other disciplines. Philosophy, psychology and
ethnography claimed more and more of his time, and the publication
of the work was again and again postponed. In 1903 he went so far as
to resign from his chair at the comparatively early age of 63 in order to
be able to devote himself entirely to his work.# But he was never satis-
fied and seems to have continued to work on it in the increasing seclu-
sion of his old age until he died in 1921 at the advanced age of 81. An
inspection of his manuscript has shown that, at one time, considerable
parts of the work must have been ready for publication. But even after
his powers had begun to fail he continued to revise and rearrange the
manuscripts to such an extent that any attempt to reconstruct this
would be a very difficult, if not an impossible task. Some of the
material dealing with the subject-matter of the Grundsitze and partly

IThe reprint of the same article in vol. iv of the third edition of the Handworterbuch
(1909) contains only small stylistic changes compared with the second edition.

2In consequence, almost all the living representatives of the “Austrian School,” like
Professors H. Mayer, L. von Mises and J. Schumpeter, were not direct pupils of Menger
but of Bohm-Bawerk or Wieser.
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intended for a new edition of this work, has been incorporated by his
son in a second edition of this work, published in 1923.1 Much more,
however, remains in the form of voluminous but fragmentary and dis-
ordered manuscripts, which only the prolonged and patient efforts of a
very skillful editor could make accessible. For the present, at any rate,
the results of the work of Menger’s later years must be regarded as lost.

k ok okoskok

For one who can hardly claim to have known Carl Menger in per-
son it is a hazardous undertaking to add to this sketch of his scientific
career an appreciation of his character and personality. But as so little
about him is generally known to the present generation of economists,
and since there is no comprehensive literary portrait available,2 an
attempt to piece together some of the impressions recorded by his
friends and students, or preserved by the oral tradition in Vienna,
may not be altogether out of place. Such impressions naturally relate
to the second half of his life, to the period when he had ceased to be
in active contact with the world of affairs, and when he had already
taken to the quiet and retired life of the scholar, divided only between
his teaching and his research.

The impression left on a young man by one of those rare occasions
when the almost legendary figure became accessible is well repro-
duced in the well-known engraving of F. Schmutzer. It is possible,
indeed, that one’s image of Menger owes as much to this masterly
portrait as to memory. The massive, well-modelled head, with the
colossal forehead and the strong but clear lines there delineated are
not easily forgotten. Tall, with a wealth of hair and full beard, in his
prime Menger must have been a man of extraordinarily impressive
appearance.

In the years after his retirement it became a tradition that young
economists entering upon an academic career undertook the pilgrim-
age to his home. They would be genially received by Menger among
his books and drawn into conversation about the life which he had
known so well, and from which he had withdrawn after it had given
him all he had wanted. In a detached way he preserved a keen interest

LGrundiitze der Volkswirtschaftslehre von Carl Menger, Zweite Auflage mit einem
Geleitwort von Richard Schiiller aus dem Nachlass herausgegeben von Karl Menger,
Wien, 1923. A full discussion of the changes and additions made in this edition will be
found in EX. Weiss, “Zur zweiten Auflage von Carl Mengers Grundsatzen,” Zeitschrift
fiir Volkswirtschaft und Sozialpolitik, N.E,, vol. iv, 1924.

20f shorter sketches those by E. von Wieser in the Neue Osterreichische Biographie,
1923, and by R. Zuckerkand]l in the Zeitschrift fiir Volkswirtschaft, Sozialpolitik und Ver-
waltung, vol. xix, 1911, ought to be specially mentioned.
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in economics and university life to the end and when, in the later
years, failing eyesight had defeated the indefatigable reader, he would
expect to be informed by the visitor about the work he had done. In
these late years he gave the impression of a man who, after a long
active life, continued his pursuits not to carry out any duty or self-
imposed task, but for the sheer intellectual pleasure of moving in the
element which had become his own. In his later life, perhaps, he con-
formed somewhat to the popular conception of the scholar who has
no contact with real life. But this was not due to any limitation of his
outlook. It was the result of a deliberate choice at a mature age and
after rich and varied experience.

For Menger had lacked neither the opportunity nor the external
signs of distinction to make him a most influential figure in public
life, if he had cared. In 1900 he had been made a life member of the
upper chamber of the Austrian Parliament. But he did not care suf-
ficiently to take a very active part in its deliberations. To him the
world was a subject for study much more than for action, and it was
for this reason only that he had intensely enjoyed watching it at close
range. In his written work one can search in vain for any expressions
of his political views. Actually, he tended to conservatism or liberal-
ism of the old type. He was not without sympathy for the movement
for social reform, but social enthusiasm would never interfere with
his cold reasoning. In this, as in other respects, he seems to have
presented a curious contrast to his more passionate brother Anton.!
Hence it is mainly as one of the most successful teachers at the

IThe two brothers were regular members of a group which met in the ‘eighties and
‘nineties almost daily in a coffee-house opposite the University and which consisted
originally mainly of journalists and business men, but later increasingly of Carl
Menger’s former pupils and students. It was through this circle that, at least until his
retirement from the University, he mainly retained contact with, and exercised some
influence on, current affairs. The contrast between the two brothers is well described by
one of his most distinguished pupils, R. Sieghart. (Cf. the latter’s Die letzen Jahrzehnte
einer Grossmacht, Berlin, 1932, p. 21): “Wahrlich ein seltsames und seltenes Briiderpaar
die beiden Menger; Carl, Begriinder der Osterreichischen Schule der Nation-
alokonomie, Entdecker des wirtschaftspsychologischen Gesetzes vom Grenznutzen,
Lehrer des Kronprinzen Rudolf, in den Anfangen seiner Laufbahn auch Journalist, die
grosse Welt kennend wenn auch fliehend, seine Wissenschaft revolutionierend, aber als
Politiker eher konservativ; auf der anderen Seite Anton, weltfremd, seinem eigenen
Fach, dem biirgerlichen Recht und Zivilprozess, bei glinzender Beherrschung der
Materie immer mehr abgewandt, dafiir zunehmend mit sozialen Problemen und ihrer
Losung durch den Staat befasst, glithend eingenommen von den Fragen des Sozialis-
mus. Carl vollig klar, jederman verstdndlich, nach Ranke’s Art abgekldrt; Anton
schwieriger zu verfolgen, aber sozialen Problemen in allen ihren Erscheinungsfor-
men—im biirgerlichen Recht, in Wirtschaft und Staat—zugewandt. Ich habe von Carl
Menger die nationalokonomische Methode gelernt, aber die Probleme, die ich mir
stellte, kamen aus Anton Mengers Hand.”
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University that Menger is best remembered by generations of students,
and that he has indirectly had enormous influence on Austrian public
life.l All reports agree in the praise of his transparent lucidity of expo-
sition. The following account of his impression by a young American
economist who attended Menger’s lectures in the winter 1892-93 may
be reproduced here as representative: “Professor Menger carries his
fifty-three years lightly enough. In lecturing he rarely uses his notes
except to verify a quotation or a date. His ideas seem to come to him
as he speaks and are expressed in language so clear and simple, and
emphasised with gestures so appropriate, that it is a pleasure to follow
him. The student feels that he is being led instead of driven, and when
a conclusion is reached it comes into his mind not as something from
without, but as the obvious consequence of his own mental process. It
is said that those who attend Professor Menger’s lectures regularly
need no other preparation for their final examination in political econ-
omy, and I can readily believe it. I have seldom, if ever, heard a lecturer
who possessed the same talent for combining clearness and simplicity
of statement with philosophical breadth of view. His lectures are sel-
dom ‘over the heads’ of his dullest students, and yet always contain
instruction for the blrigh’cest.”2 All his students retain a particularly
vivid memory of the sympathetic and thorough treatment of the his-
tory of economic doctrines, and mimeographed copies of his lectures
on public finance were still sought after by the student twenty years
after he had retired, as the best preparation for the examinations.

His great gifts as a teacher were, however, best shown in his sem-
inar where a select circle of advanced students and many men who
had long ago taken their doctor’s degree assembled. Sometimes,
when practical questions were discussed, the seminar was organised
on parliamentary lines with appointed main speakers pro and contra
a measure. More frequently, however, a carefully prepared paper by
one of the members was the basis of long discussions. Menger left the
students to do most of the talking, but he took infinite pains in assist-
ing in the preparations of the papers. Not only would he put his
library completely at the disposal of the students, and even bought for

IThe number of men who at one time or another, belonged to the more intimate cir-
cle of Menger’s pupils and later made a mark in Austrian public life is extraordinarily
large. To mention only a few of those who have also contributed some form to the tech-
nical literature of economics, the names of K. Adler, St. Bauer, M. Dub, M. Ettinger, M.
Garr, V. Graetz, I. von Gruber-Menninger, A. Krasny, G. Kunwald, J. Landesberger, W.
Rosenberg, H. Schwarzwald, E. Schwiedland, R. Sieghart, E. Seidler and R. Thurnwald
may be added to those mentioned earlier in the text.

ZHR. Seager, “Economics at Berlin and Vienna,” Journal of Political Economy, vol. i,
March, 1893, reprinted in Labor and other Essays, New York, 1931.
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them books specially needed, but he would go through the manu-
script with them many times, discussing not only the main questions
and the organisation of the paper, but even “teaching them elocution
and the technique of breathing.”1

For newcomers it was, at first, difficult to get into closer contact
with Menger. But once he had recognised a special talent and
received the student into the select circle of the seminar he would
spare no pains to help him on with his work. The contact between
Menger and his seminar was not confined to academic discussions.
He frequently invited the seminar to a Sunday excursion into the
country or asked individual students to accompany him on his fish-
ing expeditions. Fishing, in fact, was the only pastime in which he
indulged. Even here he approached the subject in the scientific spirit
he brought to everything else, trying to master every detail of its tech-
nique and to be familiar with its literature.

It would be difficult to think of Menger as having a real passion
which was not in some way connected with the dominating purpose
of his life, the study of economics. Outside the direct study of his sub-
ject, however, there was a further preoccupation hardly less absorbing,
the collection and preservation of his library. So far as its economic
section is concerned this library must be ranked as one of the three or
four greatest libraries ever formed by a private collector. But it com-
prised by no means only economics, and its collections on ethnogra-
phy and philosophy were nearly as rich. After his death the greater
part of this library, including all economics and ethnography, went to
Japan and is now preserved as a separate part of the library of the
school of economics in Tokyo. That part of the published catalogue
which deals with economics alone contains more than 20,000 entries.2

It was not given to Menger to realise the ambition of his later years
and to finish the great treatise which, he hoped, would be the crown-
ing achievement of his work. But he had the satisfaction of seeing his
great early work bearing the richest fruit, and to the end he retained
an intense and never flagging enthusiasm for the chosen object of his
study. The man who is able to say, as it is reported he once said, that
if he had seven sons, they should all study economics, must have
been extraordinarily happy in his work. That he had the gift to inspire
a similar enthusiasm in his pupils is witnessed by the host of distin-
guished economists who were proud to call him their master.

Ict. v, Graetz, “Carl Menger,” Neues Wiener Tagblatt, February 27th, 1921.

2Katalog der Carl Menger-Bibliothek in der Handelsuniverstit Tokio. Erster Teil. Sozial-
wissenschaften. Tokio, 1926 (731 pp).



TRANSLATOR’S
PREFACE

o anyone barely acquainted with the development of

present-day economic theory we need hardly explain

why we undertook the task of translating Carl Menger’s
Grundsitze der Volkwirthschaftslehre. In this work Menger first
stated the central propositions that were to form the theoretical
core around which the economics of the Austrian School devel-
oped. His work served as the basic text of successive generations
of Austrian students and scholars. That economists in Sweden
and Italy found direct inspiration in the Grundsitze (both in the
original German and in translation) goes some distance, more-
over, toward explaining the excellence of economic theorizing
in these two countries. But English-speaking economists were
not so fortunate in this respect. Relying upon second-hand ex-
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positions of Menger’s ideas, and lacking direct contact with his
treatise in a language that could be read by more than a few, they
failed to obtain the full benefit of his innovations. From the van-
tage point of the present day, this fact must be regretted. Menger’s
chief contribution to economics was his statement of marginal util-
ity theory and his integration of it into value and price theory, and
it is readily granted that this function was performed in England
largely by the works of Jevons and Marshall. But some of the blind
spots of English economics might have been avoided if Menger’s
treatment of bilateral monopoly, of the relation of monopoly to
competition, and of the marketability of commodities as a founda-
tion for the theory of money had been easily available to English-
speaking scholars. As it was, imperfect competition and the role of
liquidity in monetary theory became explicit theoretical concerns
of English-speaking writers only in the 1930’s.

The fact that the Grundsiitze has remained untranslated into
English for almost 80 years must therefore be considered a mys-
tery. While we are unable to offer a complete solution to this mys-
tery, we nevertheless feel (and most acutely!) that we have earned
the right to offer at least a partial solution. For Menger’s book is
more than normally difficult to translate, and it seems possible, to
us at any rate, that this fact may well have discouraged earlier
attempts to translate it.

The difficulties we have encountered may be attributed in part
to the fact that Menger was a pioneer attempting to express ideas
and concepts for which he could find no exact words in the German
economic literature of his day. He therefore coined a considerable
number of new expressions, many of which have been superseded
by more modern terms—this is not to imply that his ideas had only
a transitory influence, but merely that a more apt terminology for
their expression was later devised. In a number of instances these
expressions were untranslatable compounds or words for which no
exact English equivalents exist. A more serious difficulty was the
fact that Menger’s style is unusually cumbersome, even for Ger-
man. His constructions form complicated patterns of clauses within
clauses; they are filled with pronominal referents to these clauses;
and they abound in agglomerations of adverbial fillers. Many
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of his sentences run half a page or more and expound several inde-
pendent thoughts which, due to the tight grammatical fusion, can
be separated by a translator only with the expenditure of much
effort and ingenuity. It is suggested that these peculiarities of
Menger’s style may in part be attributed to his exposure to the
heavy officialese current in his day among Austrian civil servants.

The translation presented here is a complete rendering of the
tirst edition of the Grundsitze which was published in Vienna in
1871. A second German edition was published in Vienna in 1923,
two years after Menger’s death. We rejected the possibility of a var-
iorum translation because it was the first edition only that influ-
enced the development of economic doctrine, because of the
posthumous character of the second edition, and because the
numerous differences between the two editions make a variorum
translation impractical.

While our translation is complete, we have eliminated
Menger’s excessively long footnotes (several of which occupy
from three to five pages each) by transferring the material of these
notes either to appendices or to the text itself. All such transfers
have been indicated in notes at the appropriate points. In general,
we have placed footnotes of a bibliographical character in appen-
dices, and have placed in the text only material that is really an
integral part of it. There were no appendices in the original. The
titles of the appendices have been supplied by us.

Menger’s bibliographical references and citations posed a
special problem. In his time, not only was there no standardized
method of giving citations, but a quite general spirit of careless-
ness prevailed. Menger was neither more nor less guilty in this
respect than the bulk of his contemporaries. If we had given his
citations without verification and without change, they would
have been unreliable and to some extent useless. Moreover, the
editions of standard authors used by Menger are now, in many
instances, unavailable or extremely scarce. We have checked all
citations and references, and were successful in verifying all
but some half dozen which we have noted as they occur. We
have substituted references to modern standard editions for
all references given by Menger to inaccessible editions. Thus
all references to Adam Smith, Ricardo, and Roscher are given in
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terms of the Modern Library edition of the Wealth of Nations, the
Gonner edition of Ricardo’s Principles, and the twentieth edition of
Roscher’s System.

Another problem was posed by the fact that Menger gives ver-
batim quotations from other writers in several different languages,
principally German, French, and Latin. We have preferred to leave
these quotations in the original languages in which they were
given, but have supplied English translations in footnotes when-
ever it appeared that a translation might prove helpful.

Translators’ footnotes have all been labeled as such in order to
avoid any possible confusion between Menger’s notes and our
own. We have attempted to keep our own notes to a minimum.
Most of them record the transfers already mentioned of material
from the overlong footnotes of the original to appendices or to the
text, or explain the translations we have given to especially trou-
blesome words. In only a few instances have we taken the liberty
of commenting upon the text, and in these instances we did so
because we felt that some obscurity could thereby be eliminated.

We have prepared an index which we hope may prove useful.
Although we have in general used Menger’s terms in the selection
of entry headings, there were a number of instances in which we
felt that strict adherence to this rule would unduly limit the use-
fulness of the index to present-day readers. We do not, therefore,
necessarily represent any index heading as a term used by Menger
himself.

We wish to thank Professor Frank H. Knight for his introduc-
tion to our translation and Professor Friedrich A. von Hayek for
his constant encouragement. We are indebted to Mrs. Edna Dom-
brovsky, Mr. E.L. Pattullo, and Miss Elizabeth Sterenberg for the
typing of the manuscript, to Miss Elizabeth Sterenberg in addition
for her assistance in the location of references, and to the Social Sci-
ence Research Committee of the University of Chicago for a grant
to finance the typing of the manuscript.

JAMES DINGWALL
BerT F. HOSELITZ
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PREFACE

he impartial observer can have no doubt about the reason

our generation pays general and enthusiastic tribute to

progress in the field of the natural sciences, while eco-
nomic science receives little attention and its value is seriously
questioned by the very men in society to whom it should provide
a guide for practical action.

Never was there an age that placed economic interests
higher than does our own. Never was the need of a scientific
foundation for economic affairs felt more generally or more
acutely. And never was the ability of practical men to utilize the
achievements of science, in all fields of human activity, greater
than in our day. If practical men, therefore, rely wholly on
their own experience, and disregard our science in its present
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state of development, it cannot be due to a lack of serious interest
or ability on their part. Nor can their disregard be the result of a
haughty rejection of the deeper insight a true science would give
into the circumstances and relationships determining the outcome
of their activity. The cause of such remarkable indifference must
not be sought elsewhere than in the present state of our science
itself, in the sterility of all past endeavors to find its empirical foun-
dations.

Every new attempt in this direction, however modest the effort,
contains its own justification. To aim at the discovery of the fun-
damentals of our science is to devote one’s abilities to the solution
of a problem that is directly related to human welfare, to serve a
public interest of the highest importance, and to enter a path where
even error is not entirely without merit.

In order to avoid any justifiable doubts on the part of experts,
we must not, in such an enterprise, neglect to pay careful attention
to past work in all the fields of our science thus far explored. Nor
can we abstain from applying criticism, with full independence of
judgment, to the opinions of our predecessors, and even to doc-
trines until now considered definitive attainments of our science.
Were we to fail in the first task, we would abandon lightly the
whole sum of experience collected by the many excellent minds of
all peoples and of all times who have attempted to achieve the
same end. Should we fail in the second, we would renounce from
the beginning any hope of a fundamental reform of the founda-
tions of our science. These dangers can be evaded by making the
views of our predecessors our own, though only after an unhesi-
tating examination, and by appealing from doctrine to experience,
from the thoughts of men to the nature of things.

This is the ground on which I! stand. In what follows I have
endeavored to reduce the complex phenomena of human eco-
nomic activity to the simplest elements that can still be sub-
jected to accurate observation, to apply to these elements the
measure corresponding to their nature, and constantly adher-
ing to this measure, to investigate the manner in which the

IMenger uses an editorial “we” throughout. In conformity with modern
usage, we have converted Menger’s references to himself from the first person plu-
ral to the first person singular—TR.
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more complex economic phenomena evolve from their elements
according to definite principles.

This method of research, attaining universal acceptance in the
natural sciences, led to very great results, and on this account came
mistakenly to be called the natural-scientific method. It is, in real-
ity, a method common to all fields of empirical knowledge, and
should properly be called the empirical method. The distinction is
important because every method of investigation acquires its own
specific character from the nature of the field of knowledge to
which it is applied. It would be improper, accordingly, to attempt
a natural-scientific orientation of our science.

Past attempts to carry over the peculiarities of the natural-sci-
entific method of investigation uncritically into economics have
led to most serious methodological errors, and to idle play with
external analogies between the phenomena of economics and
those of nature. Bacon said of scholars of this description: “Magna
cum vanitate et desipientia manes similitudines et sympathies
rerum describunt atque etiam quandoque affingunt,”23 a state-
ment which, strangely enough, is still true today of precisely those
writers on economic subjects who continue to call themselves dis-
ciples of Bacon while they completely misunderstand the spirit of
his method.

If it is stated, in justification of these efforts, that the task of our
age is to establish the interconnections between all fields of science
and to unify their most important principles, I should like to ques-
tion seriously the qualifications of our contemporaries to solve this
problem. I believe that scholars in the various fields of science can
never lose sight of this common goal of their endeavors without
damage to their research. But the solution of this problem can be
taken up successfully only when the several fields of knowledge
have been examined most carefully, and when the laws peculiar to
each field have been discovered.

2Francis Bacon, Novum Organum, 11, 27.

3In The Philosophical Works of Francis Bacon, translated by Ellis and Spedding,
edited by John M. Robertson, London, 1905, pp. 334-5, this passage reads as fol-
lows: “similitudes and sympathies of things that have no reality, . . . they describe
and sometimes invent with great vanity and folly.”—TR.
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It is now the task of the reader to judge to what results the
method of investigation I have adopted has led, and whether I
have been able to demonstrate successfully that the phenomena of
economic life, like those of nature, are ordered strictly in accor-
dance with definite laws. Before closing, however, I wish to contest
the opinion of those who question the existence of laws of eco-
nomic behavior by referring to human free will, since their argu-
ment would deny economics altogether the status of an exact sci-
ence.

Whether and under what conditions a thing is useful to me,
whether and under what conditions it is a good, whether and under
what conditions it is an economic good, whether and under what
conditions it possesses value for me and how large the measure of
this value is for me, whether and under what conditions an eco-
nomic exchange of goods will take place between two economizing
individuals, and the limits within which a price can be established
if an exchange does occur—these and many other matters are fully
as independent of my will as any law of chemistry is of the will of
the practicing chemist. The view adopted by these persons rests,
therefore, on an easily discernible error about the proper field of
our science. For economic theory is concerned, not with practical
rules for economic activity, but with the conditions under which
men engage in provident activity directed to the satisfaction of
their needs.

Economic theory is related to the practical activities of econ-
omizing men* in much the same way that chemistry is related
to the operations of the practical chemist. Although reference to
freedom of the human will may well be legitimate as an objec-
tion to the complete predictability of economic activity, it can
never have force as a denial of the conformity to definite laws
of phenomena that condition the outcome of the economic
activity of men and are entirely independent of the human will.

4The terms “wirtschaftender Mensch,” “wirtschaftendes Individuum,” and
“wirtschaftende Person” occur continually throughout the work. The adjective
“wirtschaftend” does not refer to the properties or motives of individuals but to the
activity in which they are engaged. More specifically, it does not refer to “the profit
motive” or to “the pursuit of self-interest,” but to the act of economizing.—TR.
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It is precisely phenomena of this description, however, which are
the objects of study in our science.

I have devoted special attention to the investigation of the
causal connections between economic phenomena involving prod-
ucts and the corresponding agents of production, not only for the
purpose of establishing a price theory based upon reality and plac-
ing all price phenomena (including interest, wages, ground rent,
etc.) together under one unified point of view, but also because of
the important insights we thereby gain into many other economic
processes heretofore completely misunderstood. This is the very
branch of our science, moreover, in which the events of economic
life most distinctly appear to obey regular laws.

It was a special pleasure to me that the field here treated, com-
prising the most general principles of our science, is in no small
degree so truly the product of recent development in German
political economy, and that the reform of the most important prin-
ciples of our science here attempted is therefore built upon a foun-
dation laid by previous work that was produced almost entirely by
the industry of German scholars.

Let this work be regarded, therefore, as a friendly greeting from
a collaborator in Austria, and as a faint echo of the scientific sug-
gestions so abundantly lavished on us Austrians by Germany
through the many outstanding scholars she has sent us and
through her excellent publications.

DR. CARL MENGER






CHAPTER |

THE GENERAL THEORY
OF THE GOoD

The General Theory of the Good

11 things are subject to the law of cause and effect. This

great principle knows no exception, and we would

search in vain in the realm of experience for an example

to the contrary. Human progress has no tendency to cast it in
doubt, but rather the effect of confirming it and of always further
widening knowledge of the scope of its validity. Its continued and
growing recognition is therefore closely linked to human progress.
One’s own person, moreover, and any of its states are links

in this great universal structure of relationships. It is impossible
to conceive of a change of one’s person from one state to
another in any way other than one subject to the law of causal-
ity. If, therefore, one passes from a state of need to a state in which
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the need is satisfied, sufficient causes for this change must exist.
There must be forces in operation within one’s organism that rem-
edy the disturbed state, or there must be external things acting
upon it that by their nature are capable of producing the state we
call satisfaction of our needs.

Things that can be placed in a causal connection with the satis-
faction of human needs we term useful things.! If, however, we both
recognize this causal connection, and have the power actually to
direct the useful things to the satisfaction of our needs, we call
them goods.2

If a thing is to become a good, or in other words, if it is to
acquire goods-character, all four of the following prerequisites
must be simultaneously present:

1. A human need.

2. Such properties as render the thing capable of being brought
into a causal connection with the satisfaction of this need.

3. Human knowledge of this causal connection.

4. Command of the thing sufficient to direct it to the satisfaction
of the need.

Only when all four of these prerequisites are present simulta-
neously can a thing become a good. When even one of them is
absent, a thing cannot acquire goods-character, and a thing
already possessing goods-character would lose it at once if but one
of the four prerequisites ceased to be present.4

Hence a thing loses its goods-character: (1) if, owing to a
change in human needs, the particular needs disappear that the

L“Niitzlichkeiten.”—TR.

2See the first three paragraphs of Appendix A (p. 286) for the material origi-
nally appearing here as a footnote.—TR.

3Giiterqualitit. Later Menger uses such terms as “Waarencharakter” (commod-
ity-character), “konomischer Charakter” (economic character), “nichtokonomischer
Charakter” (noneconomic character), “Geldcharakter” (money-character), etc. It is
only in the present instance that he uses “Qualitit” instead of “Charakter.” Since the
meanings are the same, we have chosen the translation “goods-character” to make
the constructions parallel. —TR

4From this it is evident that goods-character is nothing inherent in goods and
not a property of goods, but merely a relationship between certain things and men,
the things obviously ceasing to be goods with the disappearance of this relation-
ship.
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thing is capable of satisfying, (2) whenever the capacity of the
thing to be placed in a causal connection with the satisfaction of
human needs is lost as the result of a change in its own properties,
(3) if knowledge of the causal connection between the thing and
the satisfaction of human needs disappears, or (4) if men lose
command of it so completely that they can no longer apply it
directly to the satisfaction of their needs and have no means of
reestablishing their power to do so.

A special situation can be observed whenever things that are
incapable of being placed in any kind of causal connection with the
satisfaction of human needs are nevertheless treated by men as
goods. This occurs (1) when attributes, and therefore capacities,
are erroneously ascribed to things that do not really possess them,
or (2) when non-existent human needs are mistakenly assumed to
exist. In both cases we have to deal with things that do not, in real-
ity, stand in the relationship already described as determining the
goods-character of things, but do so only in the opinions of people.
Among things of the first class are most cosmetics, all charms, the
majority of medicines administered to the sick by peoples of early
civilizations and by primitives even today, divining rods, love
potions, etc. For all these things are incapable of actually satisfying
the needs they are supposed to serve. Among things of the second
class are medicines for diseases that do not actually exist, the
implements, statues, buildings, etc., used by pagan people for the
worship of idols, instruments of torture, and the like. Such things,
therefore, as derive their goods-character merely from properties
they are imagined to possess or from needs merely imagined by
men may appropriately be called imaginary goods.5

As a people attains higher levels of civilization, and as men
penetrate more deeply into the true constitution of things and
of their own nature, the number of true goods becomes con-
stantly larger, and as can easily be understood, the number of
imaginary goods becomes progressively smaller. It is not unim-
portant evidence of the connection between accurate knowl-
edge and human welfare that the number of so-called imagi-

SAristotle (De Anima iii.10. 4332 25-38) already distinguished between true
and imaginary goods according to whether the needs arise from rational delibera-
tion or are irrational.
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nary goods is shown by experience to be usually greatest among
peoples who are poorest in true goods.

Of special scientific interest are the goods that have been
treated by some writers in our discipline as a special class of goods
called “relationships.”¢ In this category are firms, good-will,
monopolies, copyrights, patents, trade licenses, authors’ rights,
and also, according to some writers, family connections, friend-
ship, love, religious and scientific fellowships, etc. It may readily
be conceded that a number of these relationships do not allow a
rigorous test of their goods-character. But that many of them, such
as firms, monopolies, copyrights, customer good-will, and the like,
are actually goods is shown, even without appeal to further proof,
by the fact that we often encounter them as objects of commerce.
Nevertheless, if the theorist who has devoted himself most closely
to this topic78 admits that the classification of these relationships
as goods has something strange about it, and appears to the
unprejudiced eye as an anomaly, there must, in my opinion, be a
somewhat deeper reason for such doubts than the unconscious
working of the materialistic bias of our time which regards only
materials and forces (tangible objects and labor services) as things
and, therefore, also as goods.

It has been pointed out several times by students of law that
our language has no term for “useful actions” in general, but
only one for “labor services.” Yet there is a whole series of
actions, and even of mere inactions, which cannot be called labor
services but which are nevertheless decidedly useful to certain
persons, for whom they may even have considerable economic
value. That someone buys commodities from me, or uses my
legal services, is certainly no labor service on his part, but it is

6“Verhiltnisse.” There is no English word or phrase that is capable of express-
ing the same meaning as “Verhiltnisse” in this context. The English terms “intan-
gibles” and “claims” are closest, but less broad in meaning. We have chosen the
English word “relationships” as corresponding most closely to the primary mean-
ing of “Verhiltnisse.” The reader can obtain the full meaning of the term, however,
only from the text itself —TR.

"A.E.F Schiffle, Die national-6konomische Theorie der ausschliessenden Absazver-
hiltnisse, Tiibingen, 1867, p. 2.

8See the last paragraph of Appendix A (p. 288) for the material originally
appearing here as a footnote.—TR.
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nevertheless an action beneficial to me. That a well-to-do doctor
ceases the practice of medicine in a small country town in which
there is only one other doctor in addition to himself can with still
less justice be called a labor service. But it is certainly an inaction
of considerable benefit to the remaining doctor who thereby
becomes a monopolist.

Whether a larger or smaller number of persons regularly per-
forms actions that are beneficial to someone (a number of cus-
tomers with respect to a merchant, for instance) does not alter the
nature of these actions. And whether certain inactions on the part
of some or all of the inhabitants of a city or state which are useful
to someone come about voluntarily or through legal compulsion
(natural or legal monopolies, copyrights, trade marks, etc.), does
not alter in any way the nature of these useful inactions. From an
economic standpoint, therefore, what, are called clienteles, good-
will, monopolies, etc., are the useful actions or inactions of other
people, or (as in the case of firms, for example) aggregates of mate-
rial goods, labor services, and other useful actions and inactions.
Even relationships of friendship and love, religious fellowships,
and the like, consist obviously of actions or inactions of other per-
sons that are beneficial to us.

If, as is true of customer good-will, firms, monopoly rights, etc.,
these useful actions or inactions are of such a kind that we can dis-
pose of them, there is no reason why we should not classify them
as goods, without finding it necessary to resort to the obscure con-
cept of “relationships,” and without bringing these “relationships”
into contrast with all other goods as a special category. On the con-
trary, all goods can, I think, be divided into the two classes of mate-
rial goods (including all forces of nature insofar as they are goods)
and of useful human actions (and inactions), the most important of
which are labor services.

2.

The Causal Connections Between Goods

Before proceeding to other topics, it appears to me to be of
preéminent importance to our science that we should become
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clear about the causal connections between goods. In our own, as
in all other sciences, true and lasting progress will be made only
when we no longer regard the objects of our scientific observations
merely as unrelated occurrences, but attempt to discover their
causal connections and the laws to which they are subject. The bread
we eat, the flour from which we bake the bread, the grain that we
mill into flour, and the field on which the grain is grown—all these
things are goods. But knowledge of this fact is not sufficient for our
purposes. On the contrary, it is necessary in the manner of all other
empirical sciences, to attempt to classify the various goods accord-
ing to their inherent characteristics, to learn the place that each
good occupies in the causal nexus of goods, and finally, to discover
the economic laws to which they are subject.

Our well-being at any given time, to the extent that it depends
upon the satisfaction of our needs, is assured if we have at our dis-
posal the goods required for their direct satisfaction. If, for exam-
ple, we have the necessary amount of bread, we are in a position
to satisfy our need for food directly. The causal connection
between bread and the satisfaction of one of our needs is thus a
direct one, and a testing of the goods-character of bread according
to the principles laid down in the preceding section presents no
difficulty. The same applies to all other goods that may be used
directly for the satisfaction of our needs, such as beverages,
clothes, jewelry, etc.

But we have not yet exhausted the list of things whose goods-
character we recognize. For in addition to goods that serve our
needs directly (and which will, for the sake of brevity, hence-
forth be called “goods of first order”) we find a large number of
other things in our economy that cannot be put in any direct
causal connection with the satisfaction of our needs, but which
possess goods-character no less certainly than goods of first
order. In our markets, next to bread and other goods capable of
satisfying human needs directly, we also see quantities of flour,
fuel, and salt. We find that implements and tools for the produc-
tion of bread, and the skilled labor services necessary for their
use, are regularly traded. All these things, or at any rate by far
the greater number of them, are incapable of satisfying human
needs in any direct way—for what human need could be satis-
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fied by a specific labor service of a journeyman baker, by a baking
utensil, or even by a quantity of ordinary flour? That these things
are nevertheless treated as goods in human economy, just like
goods of first order, is due to the fact that they serve to produce
bread and other goods of first order, and hence are indirectly, even
if not directly, capable of satisfying human needs. The same is true
of thousands of other things that do not have the capacity to sat-
isfy human needs directly, but which are nevertheless used for the
production of goods of first order, and can thus be put in an indi-
rect causal connection with the satisfaction of human needs. These
considerations prove that the relationship responsible for the
goods-character of these things, which we will call goods of second
order, is fundamentally the same as that of goods of first order. The
fact that goods of first order have a direct and goods of second
order an indirect causal relation with the satisfaction of our needs
gives rise to no difference in the essence of that relationship, since
the requirement for the acquisition of goods-character is the exis-
tence of some causal connection, but not necessarily one that is
direct, between things and the satisfaction of human needs.

At this point, it could easily be shown that even with these
goods we have not exhausted the list of things whose goods-char-
acter we recognize, and that, to continue our earlier example, the
grain mills, wheat, rye, and labor services applied to the produc-
tion of flour, etc., appear as goods of third order, while the fields,
the instruments and appliances necessary for their cultivation, and
the specific labor services of farmers, appear as goods of fourth
order. I think, however, that the idea I have been presenting is
already sufficiently clear.

In the previous section, we saw that a causal relationship
between a thing and the satisfaction of human needs is one of
the prerequisites of its goods-character. The thought developed
in this section may be summarized in the proposition that it is
not a requirement of the goods-character of a thing that it be
capable of being placed in direct causal connection with the sat-
isfaction of human needs. It has been shown that goods having
an indirect causal relationship with the satisfaction of human
needs differ in the closeness of this relationship. But it has also
been shown that this difference does not affect the essence of



58 Principles of Economics

goods-character in any way. In this connection, a distinction was
made between goods of first, second, third, fourth, and higher
orders.

Again it is necessary that we guard ourselves, from the begin-
ning, from a faulty interpretation of what has been said. In the gen-
eral discussion of goods-character, I have already pointed out that
goods-character is not a property inherent in the goods them-
selves. The same warning must also be given here, where we are
dealing with the order or place that a good occupies in the causal
nexus of goods. To designate the order of a particular good is to
indicate only that this good, in some particular employment, has a
closer or more distant causal relationship with the satisfaction of a
human need. Hence the order of a good is nothing inherent in the
good itself and still less a property of it.

Thus I do not attach any special weight to the orders assigned
to goods, either here or in the following exposition of the laws
governing goods, although the assignment of there orders will,
if they are correctly understood, become an important aid in the
exposition of a difficult and important subject. But I do wish
especially to stress the importance of understanding the causal
relation between goods and the satisfaction of human needs and,
depending upon the nature of this relation in particular cases,
the more or less direct causal connection of the goods with these
needs.

3.
The Laws Governing Goods-Character

A. The goods-character of goods of higher order is dependent on
command of corresponding complementary goods.

When we have goods of first order at our disposal, it is in
our power to use them directly for the satisfaction of our needs.
If we have the corresponding goods of second order at our dis-
posal, it is in our power to transform them into goods of first
order, and thus to make use of them in an indirect manner for
the satisfaction of our needs. Similarly, should we have only
goods of third order at our disposal, we would have the power
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to transform them into the corresponding goods of second order,
and these in turn into corresponding goods of first order. Hence
we would have the power to utilize goods of third order for the
satisfaction of our needs, even though this power must be exer-
cised by transforming them into goods of successively lower
orders. The same proposition holds true with all goods of higher
order, and we cannot doubt that they possess goods-character if it
is in our power actually to utilize them for the satisfaction of our
needs.

This last requirement, however, contains a limitation of no
slight importance with respect to goods of higher order. For it is
never in our power to make use of any particular good of higher
order for the satisfaction of our needs unless we also have com-
mand of the other (complementary) goods of higher order.

Let us assume, for instance, that an economizing individual
possesses no bread directly, but has at his command all the goods
of second order necessary to produce it. There can be no doubt that
he will nevertheless have the power to satisfy his need for bread.
Suppose, however, that the same person has command of the flour,
salt, yeast, labor services, and even all the tools and appliances
necessary for the production of bread, but lacks both fuel and
water. In this second case, it is clear that he no longer has the
power to utilize the goods of second order in his possession for the
satisfaction of his need, since bread cannot be made without fuel
and water, even if all the other necessary goods are at hand. Hence
the goods of second order will, in this case, immediately lose their
goods-character with respect to the need for bread, since one of the
four prerequisites for the existence of their goods-character (in this
case the fourth prerequisite) is lacking.

It is possible for the things whose goods-character has been
lost with respect to the need for bread to retain their goods-
character with respect to other needs if their owner has the
power to utilize them for the satisfaction of other needs than his
need for bread, or if they are capable, by themselves, of directly
or indirectly satisfying a human need in spite of the lack of one
or more complementary goods. But if the lack of one or more
complementary goods makes it impossible for the availa-



60 Principles of Economics

ble goods of second order to be utilized, either by themselves alone
or in combination with other available goods, for the satisfaction of
any human need whatsoever, they will lose their goods-character
completely. For economizing men will no longer have the power to
direct the goods in question to the satisfaction of their needs, and
one of the essential prerequisites of their goods-character is there-
fore missing.

Our investigation thus far yields, as a first result, the proposi-
tion that the goods-character of goods of second order is dependent
upon complementary goods of the same order being available to
men with respect to the production of at least one good of first
order.

The question of the dependence of the goods-character of goods
of higher order than the second upon the availability of comple-
mentary goods is more complex. But the additional complexity by
no means lies in the relationship of the goods of higher order to the
corresponding goods of the next lower order (the relationship of
goods of third order to the corresponding goods of second order,
or of goods of fifth order to those of fourth order, for example). For
the briefest consideration of the causal relationship between these
goods provides a complete analogy to the relationship just demon-
strated between goods of second order and goods of the next lower
(first) order. The principle of the previous paragraph may be
extended quite naturally to the proposition that the goods-charac-
ter of goods of higher order is directly dependent upon comple-
mentary goods of the same order being available with respect to
the production of at least one good of the next lower order.

The additional complexity arising with goods of higher
than second order lies rather in the fact that even command of
all the goods required for the production of a good of the next
lower order does not necessarily establish their goods-charac-
ter unless men also have command of all their complementary
goods of this next and of all still lower orders. Assume that
someone has command of all the goods of third order that are
required to produce a good of second order, but does not have
the other complementary goods of second order at his com-
mand. In this case, even command of all the goods of third
order required for the production of a single good of second
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order will not give him the power actually to direct these goods of
third order to the satisfaction of human needs. Although he has the
power to transform the goods of third order (whose goods-charac-
ter is here in question) into goods of second order, he does not have
the power to transform the goods of second order into the corre-
sponding goods of first order. He will therefore not have the power
to direct the goods of third order to the satisfaction of his needs,
and because he has lost this power, the goods of third order lose
their goods-character immediately.

It is evident, therefore, that the principle stated above—the
goods-character of goods of higher order is directly dependent
upon complementary goods of the same order being available
with respect to the production of at least one good of the next
lower order—does not include all the prerequisites for the estab-
lishment of the goods-character of things, since command of all
complementary goods of the same order does not by itself give us
the power to direct these things to the satisfaction of our needs. If
we have goods of third order at our disposal, their goods-charac-
ter is indeed directly dependent on our being able to transform
them into goods of second order. But a further requirement for
their goods-character is our ability to transform the goods of sec-
ond order in turn into goods of first order, which involves the still
further requirement that we must have command of certain com-
plementary goods of second order.

The relationships of goods of fourth, fifth, and still higher orders
are quite analogous. Here again the goods-character of things so
remote from the satisfaction of human needs is directly dependent
on the availability of complementary goods of the same order. But it
is dependent also upon our having command of the complementary
goods of the next lower order, in turn of the complementary goods
of the order below this, and so on, in such a way that it is in our
power actually to direct the goods of higher order to the production
of a good of first order, and thereby finally to the satisfaction of a
human need. If we designate the whole sum of goods that are
required to utilize a good of higher order for the production of a good
of first order as its complementary goods in the wider sense of the
term, we obtain the general principle that the goods-character of goods
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of higher order depends on our being able to command their complemen-
tary goods in this wider sense of the term.

Nothing can place the great causal interconnection between
goods more vividly before our eyes than this principle of the
mutual interdependence of goods.

When, in 1862, the American Civil War dried up Europe’s most
important source of cotton, thousands of other goods that were
complementary to cotton lost their goods-character. I refer in par-
ticular to the labor services of English and continental cottonmill
workers who then, for the greater part, became unemployed and
were forced to ask public charity. The labor services (of which
these capable workers had command) remained the same, but
large quantities of them lost their goods-character since their com-
plementary good, cotton, was unavailable, and the specific labor
services could not by themselves, for the most part, be directed to
the satisfaction of any human need. But these labor services imme-
diately became goods again when their complementary good
again became available as the result of increased cotton imports,
partly from other sources of supply, and partly, after the end of the
American Civil War, from the old source.

Conversely, goods often lose their goods-character because men
do not have command of the necessary labor services, comple-
mentary to them. In sparsely populated countries, particularly in
countries raising one predominant crop such as wheat, a very seri-
ous shortage of labor services frequently occurs after especially
good harvests, both because agricultural workers, few in numbers
and living separately, find few incentives for hard work in times of
abundance, and because the harvesting work, as a result of the
exclusive cultivation of wheat, is concentrated into a very brief
period of time. Under such conditions (on the fertile plains of Hun-
gary, for instance), where the requirements for labor services,
within a short interval of time, are very great but where the avail-
able labor services are not sufficient, large quantities of grain often
spoil on the fields. The reason for this is that the goods comple-
mentary to the crops standing on the fields (the labor services nec-
essary for harvesting them) are missing, with the result that the
crops themselves lose their goods-character.
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When the economy of a people is highly developed, the various
complementary goods are generally in the hands of different per-
sons. The producers of each individual article usually carry on
their business in a mechanical way, while the producers of the
complementary goods realize just as little that the goods-character
of the things they produce or manufacture depends on the exis-
tence of other goods that are not in their possession. The error that
goods of higher order possess goods-character by themselves, and
without regard to the availability of complementary goods, arises
most easily in countries where, owing to active commerce and a
highly developed economy, almost every product comes into exis-
tence under the tacit, and as a rule quite unconscious, supposition
of the producer that other persons, linked to him by trade, will
provide the complementary goods at the right time. Only when
this tacit assumption is disappointed by such a change of condi-
tions that the laws governing goods make their operation mani-
festly apparent, are the usual mechanical business transactions
interrupted, and only then does public attention turn to these man-
ifestations and to their underlying causes.

B. The goods-character of goods of higher order is derived from that of
the corresponding goods of lower order.

Examination of the nature and causal connections of goods as I
have presented them in the first two sections leads to the recogni-
tion of a further law that goods obey as such—that is, without
regard to their economic character.

It has been shown that the existence of human needs is one of
the essential prerequisites of goods-character, and that if the
human needs with whose satisfaction a thing may be brought into
causal connection completely disappear, the goods-character of the
thing is immediately lost unless new needs for it arise.

From what has been said about the nature of goods, it is
directly evident that goods of first order lose their goods-charac-
ter immediately if the needs they previously served to satisfy all
disappear without new needs arising for them. The problem
becomes more complex when we turn to the entire range of goods
causally connected with the satisfaction of a human need, and
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inquire into the effect of the disappearance of this need on the
goods-character of the goods of higher order causally connected
with its satisfaction.

Suppose that the need for direct human consumption of
tobacco should disappear as the result of a change in tastes, and
that at the same time all other needs that the tobacco already pre-
pared for human consumption might serve to satisfy should also
disappear. In this event, it is certain that all tobacco products
already on hand, in the final form suited to human consumption,
would immediately lose their goods-character. But what would
happen to the corresponding goods of higher order? What would
be the situation with respect to raw tobacco leaves, the tools and
appliances used for the production of the various kinds of tobacco,
the specialized labor services employed in the industry, and in
short, with respect to all the goods of second order used for the
production of tobacco destined for human consumption? What,
furthermore, would be the situation with respect to tobacco seeds,
tobacco farms, the labor services and the tools and appliances
employed in the production of raw tobacco, and all the other
goods that may be regarded as goods of third order in relation to
the need for tobacco? What, finally, would be the situation with
respect to the corresponding goods of fourth, fifth, and higher
orders?

The goods-character of a thing is, as we have seen, dependent
on its being capable of being placed in a causal connection with the
satisfaction of human needs. But we have also seen that a direct
causal connection between a thing and the satisfaction of a need is
by no means a necessary prerequisite of its goods-character. On the
contrary, a large number of things derive their goods-character
from the fact that they stand only in a more or less indirect causal
relationship to the satisfaction of human needs.

If it is established that the existence of human needs capable
of satisfaction is a prerequisite of goods-character in all cases,
the principle that the goods-character of things is immediately
lost upon the disappearance of the needs they previously served
to satisfy is, at the same time, also proven. This principle is
valid whether the goods can be placed in direct causal connec-
tion with the satisfaction of human needs, or derive their goods-
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character from a more or less indirect causal connection with the
satisfaction of human needs. It is clear that with the disappearance
of the corresponding needs the entire foundation of the relation-
ship we have seen to be responsible for the goods-character of
things ceases to exist.

Thus quinine would cease to be a good if the diseases it serves
to cure should disappear, since the only need with the satisfaction
of which it is causally connected would no longer exist. But the
disappearance of the usefulness of quinine would have the fur-
ther consequence that a large part of the corresponding goods of
higher order would also be deprived of their goods-character. The
inhabitants of quinine-producing countries, who currently earn
their livings by cutting and peeling cinchona trees, would sud-
denly find that not only their stocks of cinchona bark, but also, in
consequence, their cinchona trees, the tools and appliances appli-
cable only to the production of quinine, and above all the special-
ized labor services, by means of which they previously earned
their livings, would at once lose their goods-character, since all
these things would, under the changed circumstances, no longer
have any causal relationship with the satisfaction of human
needs.

If, as the result of a change in tastes, the need for tobacco should
disappear completely, the first consequence would be that all stocks
of finished tobacco products on hand would be deprived of their
goods-character. A further consequence would be that the raw
tobacco leaves, the machines, tools, and implements applicable
exclusively to the processing of tobacco, the specialized labor serv-
ices employed in the production of tobacco products, the available
stocks of tobacco seeds, etc., would lose their goods-character. The
services, presently so well paid, of the agents who have so much
skill in the grading and merchandising of tobaccos in such places as
Cuba, Manila, Puerto Rico, and Havana, as well as the specialized
labor services of the many people, both in Europe and in those dis-
tant countries, who are employed in the manufacture of cigars,
would cease to be goods. Even tobacco boxes, humidors, all kinds
of tobacco pipes, pipe stems, etc., would lose their goods-character.
This apparently very complex phenomenon is explained by the
fact that all the goods enumerated above derive their goods-char-
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acter from their causal connection with the satisfaction of the
human need for tobacco. With the disappearance of this need, one
of the foundations underlying their goods-character is destroyed.

But goods of first order frequently, and goods of higher order as
a rule, derive their goods-character not merely from a single but
from more or less numerous causal connections with the satisfac-
tion of human needs. Goods of higher order thus do not lose their
goods-character if but one, or if, in general, but a part of these
needs ceases to be present. On the contrary, it is evident that this
effect will take place only if all the needs with the satisfaction of
which goods of higher order are causally related disappear, since
otherwise their goods-character would, in strict accordance with eco-
nomic law, continue to exist with respect to needs with the satisfac-
tion of which they have continued to be causally related even
under the changed conditions. But even in this case, their goods-
character continues to exist only to the extent to which they con-
tinue to maintain a causal relationship with the satisfaction of
human needs, and would disappear immediately if the remaining
needs should also cease to exist.

To continue the previous example, should the need of people
for the consumption of tobacco cease completely to exist, the
tobacco already manufactured into products suited to human con-
sumption, and probably also the stocks of raw tobacco leaves,
tobacco seeds, and many other goods of higher order having a
causal connection with the satisfaction of the need for tobacco,
would be completely deprived of their goods-character. But not all
the goods of higher order used by the tobacco industry would nec-
essarily meet this fate. The land and agricultural implements used
in the cultivation of tobacco, for instance, and perhaps also many
tools and machines used in the manufacture of tobacco products,
would retain their goods-character with respect to other human
needs since they can be placed in causal connection with these
other needs even after the disappearance of the need for tobacco.

The law that the goods-character of goods of higher order is
derived from the goods-character of the corresponding goods of
lower order in whose production they serve must not be
regarded as a modification affecting the substance of the primary
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principle, but merely as a restatement of that principle in a more
concrete form.

In what has preceded we have considered in general terms all
the goods that are causally connected both with one another and
with the satisfaction of human needs. The object of our investiga-
tion was the whole causal chain up to the last link, the satisfaction
of human needs. Having stated the principle of the present section,
we may now, in the section following, turn our attention to a few
links of the chain at a time—by disregarding the causal connection
between goods of third order for instance, and the satisfaction of
human needs for the time being, and by observing only the causal
connection of goods of that order with the corresponding goods of
any higher order of our choice.

4.

Time and Error

The process by which goods of higher order are progressively
transformed into goods of lower order and by which these are
directed finally to the satisfaction of human needs is, as we have
seen in the preceding sections, not irregular but subject, like all
other processes of change, to the law of causality. The idea of
causality, however, is inseparable from the idea of time. A process
of change involves a beginning and a becoming, and these are only
conceivable as processes in time. Hence it is certain that we can
never fully understand the causal interconnections of the various
occurrences in a process, or the process itself, unless we view it in
time and apply the measure of time to it. Thus, in the process of
change by which goods of higher order are gradually transformed
into goods of first order, until the latter finally bring about the state
called the satisfaction of human needs, time is an essential feature
of our observations.

When we have the complementary goods of some particular
higher order at our command, we must transform them first into
goods of the next lower order, and then by stages into goods of
successively still lower orders until they have been fashioned
into goods of first order, which alone can be utilized directly
for the satisfaction of our needs. However short the time
periods lying between the various phases of this process may
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often appear (and progress in technology and in the means of
transport tend continually to shorten them), their complete disap-
pearance is nevertheless inconceivable. It is impossible to trans-
form goods of any given order into the corresponding goods of
lower order by a mere wave of the hand. On the contrary, nothing
is more certain than that a person having goods of higher order at
his disposal will be in the actual position of having command of
goods of the next lower order only after an appreciable period of
time, which may, according to the particular circumstances
involved, sometimes be shorter and sometimes longer. But what
has been said here of a single link of the causal chain is even more
valid with respect to the whole process.

The period of time this process requires in particular instances
differs considerably according to the nature of the case. An indi-
vidual, having at his disposal all the land, labor services, tools, and
seed required for the production of an oak forest, will be com-
pelled to wait almost a hundred years before the timber is ready
for the axe, and in most cases actual possession of timber in this
condition will come only to his heirs or other assigns. On the other
hand, in some cases a person who has at his disposal the ingredi-
ents and the necessary tools, labor services, etc., required for the
production of foods or beverages, will be in a position to use the
foods or beverages themselves in only a few moments. Yet how-
ever great the difference between the various cases, one thing is
certain: the time period lying between command of goods of
higher order and possession of the corresponding goods of lower
order can never be completely eliminated. Goods of higher order
acquire and maintain their goods-character, therefore, not with
respect to needs of the immediate present, but as a result of human
foresight, only with respect to needs that will be experienced when
the process of production has been completed.

After what has been said, it is evident that command of
goods of higher order and command of the corresponding
goods of first order differ, with respect to a particular kind of
consumption, in that the latter can be consumed immediately
whereas the former represent an earlier stage in the formation of
consumption goods and hence can be utilized for direct consump-
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tion only after the passage of an appreciable period of time, which
is longer or shorter according to the nature of the case. But another
exceedingly important difference between immediate command of
a consumption good and indirect command of it (through posses-
sion of goods of higher order) demands our consideration.

A person with consumption goods directly at his disposal is
certain of their quantity and quality. But a person who has only
indirect command of them, through possession of the correspon-
ding goods of higher order, cannot determine with the same cer-
tainty the quantity and quality of the goods of first order that will
be at his disposal at the end of the production process.

A person who has a hundred bushels® of grain can plan his dis-
position of this good with that certainty, as to quantity and quality,
which the immediate possession of any good is generally able to
offer. But a person who has command of such quantities of land,
seed, fertilizer, labor services, agricultural implements, etc., as are
normally required for the production of a hundred bushels of
grain, faces the chance of harvesting more than that quantity of
grain, but also the chance of harvesting less. Nor can the possibil-
ity of a complete harvest failure be excluded. He is exposed, more-
over, to an appreciable uncertainty with respect to the quality of
the product.

This uncertainty with respect to the quantity and quality of
product one has at one’s disposal through possession of the cor-
responding goods of higher order is greater in some branches of
production than it is in others. An individual who has at his dis-
posal the materials, tools, and labor services necessary for the
production of shoes, will be able, from the quantity and quality
of goods of higher order on hand, to draw conclusions with a
considerable degree of precision about the quantity and quality
of shoes he will have at the end of the production process. But

9”Metzen.” One Metze is equal to 3.4 liters, or approximately 3 quarts. But
here as elsewhere in the translation we have chosen approximate modern equiva-
lents since the old Austrian units of weight and measure are unfamiliar not only
to English and American but even to present-day German-speaking readers. In
any case, the units are used only for illustrative purposes.—TR.
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a person with command of a field suitable for growing flax, the
corresponding agricultural implements, as well as the necessary
labor services, flaxseed, fertilizer, etc., will be unable to form a per-
fectly certain judgment about the quantity and quality of oilseed
he will harvest at the end of the production process. Yet he will be
exposed to less uncertainty with respect to the quantity and qual-
ity of his product than a grower of hops, a hunter, or even a pearl-
fisher. However great these differences between the various
branches of production may be, and even though the progress of
civilization tends to diminish the uncertainty involved, it is certain
that an appreciable degree of uncertainty regarding the quantity
and quality of a product finally to be obtained will always be pres-
ent, although sometimes to a greater and sometimes to a less
extent, according to the nature of the case.

The final reason for this phenomenon is found in the peculiar
position of man in relation to the causal process called production
of goods. Goods of higher order are transformed, in accordance
with the laws of causality, into goods of the next lower order; these
are further transformed until they become goods of first order, and
finally bring about the state we call satisfaction of human needs.
Goods of higher order are the most important elements of this
causal process, but they are by no means the only ones. There are
other elements, apart from those belonging to the world of goods,
that affect the quantity and quality of the outcome of the causal
process called production of goods. These other elements are
either of such a kind that we have not recognized their causal con-
nection with our well-being, or they are elements whose influence
on the product we well know but which are, for some reason,
beyond our control.

Thus, until a short time ago, men did not know the influence of the
different types of soils, chemicals, and fertilizers, on the growth of var-
ious plants, and hence did not know that these factors sometimes have
a more and sometimes a less favorable (or even an unfavorable) effect
on the outcome of the production process, with respect to both its
quantity and its quality. As a result of discoveries in the field of agri-
cultural chemistry, a certain portion of the uncertainties of agriculture
has already been eliminated, and man is in a position, to the extent per-
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mitted by the discoveries themselves, to induce the favorable
effects of the known factors in each case and to avoid those that are
detrimental.

Changes in weather offer an example from the second category.
Farmers are usually quite clear about the kind of weather most
favorable for the growth of plants. But since they do not have the
power to create favorable weather or to prevent weather injurious
to seedlings, they are dependent to no small extent on its influence
upon the quantity and quality of their harvested product.
Although weather, like all other natural forces, makes itself felt in
accordance with inexorable causal laws, it appears to economizing
men as a series of accidents, since it is outside their sphere of con-
trol.

The greater or less degree of certainty in predicting the qual-
ity and quantity of a product that men will have at their disposal
due to their possession of the goods of higher order required for
its production, depends upon the greater or less degree of com-
pleteness of their knowledge of the elements of the causal process
of production, and upon the greater or less degree of control they
can exercise over these elements. The degree of uncertainty in
predicting both the quantity and quality of a product is deter-
mined by opposite relationships. Human uncertainty about the
quantity and quality of the product (corresponding goods of first
order) of the whole causal process is greater the larger the num-
ber of elements involved in any way in the production of con-
sumption goods which we either do not understand or over
which, even understanding them, we have no control—that is,
the larger the number of elements that do not have goods-char-
acter.

This uncertainty is one of the most important factors in the eco-
nomic uncertainty of men, and, as we shall see in what follows, is
of the greatest practical significance in human economy.

5.

The Causes of Progress in Human Welfare

“The greatest improvement in the productive powers of
labour,” says Adam Smith, “and the greater part of the skill,
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dexterity, and judgment with which it is anywhere directed, or
applied, seem to have been the effects of the division of labour.”10
And: “It is the great multiplication of the productions of all the dif-
ferent arts, in consequence of the division of labour, which occa-
sions, in a well-governed society, that universal opulence which
extends itself to the lowest ranks of the people.”11

In such a manner Adam Smith has made the progressive divi-
sion of labor the central factor in the economic progress of
mankind—in harmony with the overwhelming importance he
attributes to labor as an element in human economy. I believe,
however, that the distinguished author I have just quoted has cast
light, in his chapter on the division of labor, on but a single cause
of progress in human welfare while other, no less efficient, causes
have escaped his attention.

We may assume that the tasks in the collecting economy of an
Australian tribe are, for the most part, divided in the most efficient
way among the various members of the tribe. Some are hunters;
others are fishermen; and still others are occupied exclusively with
collecting wild vegetable foods. Some of the women are wholly
engaged in the preparation of food, and others in the fabrication of
clothes. We may imagine the division of labor of the tribe to be car-
ried still further, so that each distinct task comes to be performed
by a particular specialized member of the tribe. Let us now ask
whether a division of labor carried so far, would have such an
effect on the increase of the quantity of consumable goods avail-
able to the members of the tribe as that regarded by Adam Smith
as being the consequence of the progressive division of labor.
Evidently, as the result of such a change, this tribe (or any other
people) will achieve either the same result from their labor with
less effort or, with the same effort, a greater result than before. It
will thus improve its condition, insofar as this is at all possi