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FOREWORD

My husband wrote the essays in this book in the early
1920s, more than fifty years ago. They were collected and
published as an anthology in 1929 by Gustav Fischer, for-
merly in Jena, now in Stuttgart, under the title Kritik des In-
terventionismus. Although these articles deal with the eco-
nomic problems d that day, the same problems are still with
us, perhaps in an even more serious and menacing way than
ever.

The book has recently been republished in Germany by
the Wissenschaftliche Buchgesellschaft in Darmstadt, with a
preface by my husband's friend and former student, the il-
lustrious Professor F. A. von Hayek, 1974 Nobel laureate in
economics. The new German edition includes the essay
"The Nationalization o Credit?" which also appearsin this
translation.

| am very happy that this book is now being made avail-
ablein English. | am no economist, but | have gone over the
German and English textsd these essays, and | congratul ate
Professor Hans F. Sennholz, whom | asked to do the transla-
tion, for his brilliant work. He has done a remarkable job o
transposing the lengthy, complicated sentences— so typical
d the German language o the 1920s—into fluent and ele-
gant English. | am proud to see my husband's work pre-
sented in thisform to a new audience, and | hopeit will be
read widely.

MARGIT VON Miskes






INTRODUCTION

We may grow in knowledge o truth, but its great princi-
plesareforever the same. The economic principles that Lud-
wig von Mises expounded in these six essays during the
1920s have endured the test d time, being as valid today as
they were in the past. Surely, the names and places have
changed, but the inescapable interdependence d market
phenomena is the same today, during the 1970s, asit was
during the 1920s, and asvalid for present-day Americans as
it was for the Germans d the Weimar Republic.

And yet, most social scientists today are as ignorant of
this interdependence d economic phenomena as they were
during the 1920s. They are statists, or as Professor Mises
preferred to cal them, " etatists," who are calling upon gov-
ernment to assume ever more responsibilities for the eco-
nomic well-being d its citizens. No matter what modern
economists have written about the general validity o eco-
nomic laws, the statists prefer their ethical judgments over
economic principles, and political power over voluntary
cooperation. Without government control and regulation,
central planning and authority, they are convinced, eco-
nomic life would be brutal and chaotic.

In this collection o essays Ludwig von Mises emphasizes
again and again that society must choose between two sys-
temsd social organization: either it can create asocial order
that is built on private property in the means o production,
or it can establish a command system in which government
owns or manages al production and distribution. There is
no logical third system d aprivate property order subject to
government regulation. The ""middle d the road' leads to
socialism because government intervention is not only su-
perfluous and useless, but also harmful. It is superfluous be-

9




cause the interdependence d market phenomena narrowly
circumscribesindividual action and economicrelations. Itis
useless because government regulation cannot achieve the
objectives it is supposed to achieve. And it is harmful be-
cause it hampers man's productive efforts where, from the
consumers viewpoint, they are most useful and valuable. It
lowers labor productivity and redirects production along
lines o political command, rather than consumer satisfac-
tion.

And yet, most American economists tenaciously cling to
their faith in the middle o the road with dl its government
regulations and controls. Like the German ' Socidistsd the
Chair," whose doctrines face Professor von Mises incisive
critiquein these pages, American " mainstream' economists
are seeking the safety o an impartial middle position be-
tween classical liberalism and communism. But while they
may feel safe on the middle d the road, hopefully equally
distant from the competing systems, they are actually pav-
ing the way for socialism.

Paul A. Samuelson, the " mainstream economist™ par ex-
cellence, devotes his Economics (New York: McGraw-Hill
Book Co., 1976), the textbook for millions o students, to
modern post-Keynesian political economy, whosefruits, ac-
cording to the author, are ' the better working d the mixed
economy" (p. 845). Like the Socialists o the Chair long be-
fore him, he simply ignores " conservative counterattacks
against mainstream economics.” He neither defines nor de-
scribes these attacks, which he repels with afour-line ges-
ture d disgust after he announces them in a boldface title.
With selfishness, ignornace, and malice'' there is not much
intellectual arguing that can be done™ (p. 847).

He devotes hdf a page to the " Chicago School Libertar-
lanism" d men like Frank Knight, Henry C. Simons, Fried-
rich Hayek, and Milton Friedman. And like the Socialists of
the Chair, he merely labels pleasfor individual freedom and
the private property order as ' provocative negations." His
favorite target, Milton Friedman, is dispatched with an ugly
joke: "'If Milton Friedman had never existed, it would have
been necessary to invent him™ (p. 848).



But the champions d all-round government ownership or
control in the means d production are treated with utmost
courtesy and respect. He devotes eight pages d text supple-
mented by eight pages d appendix to "*eminent,'" “compe-
tent,” and "eloquent: advocates d radical economics from
Kal Max to John G. Gurley. He quotes extensively from
their writings without refuting any d their arguments. To
Samuelson, as to the Socialistsd the Chair, Karl Marx "'was
as much a philosopher, historian, sociologist, and revolu-
tionist. And make no mistake. He was a learned man- (p.
855). In fact, Samuel son echoes Engdls. ""Marx was a genius
. . . therest d us were talented at best” (p. 853).

If thisisthe middle d the road, or '* mainstream econom-
ics,"" the future d the American private property system is
overshadowed by the dark clouds d Marxian doctrine and
policy. Thisis why Ludwig von Mises Critique d Interven-
tionism IS as pertinent and timely today as it was hdf a cen-

tury ago.

Hans F. SENNHOLZ

11



PREFACE

The fighting between nations and states, and domesti-
cdly between political parties, pressure groups, and
cliques, so greatly occupies our attention that we tend to
overlook thefact that dl thefighting parties, in spited their
furious battling, pursue identical economic objectives. We
must include here even the advocates d a socialization d
the means d production who, as partisans d the Second In-
ternational and then the Third International with its ap-
proval of the New Economic Policy (NEP), at least for the
present and near future renounced the realization o their
program. Nearly dl writers on economic policy and nearly
dl statesmen and party leaders are seeking an ideal system
which, in their belief, is neither capitalistic nor socialistic,
Is based neither on private property in the meansof produc-
tion nor on public property. They are searching for a system
d private property that is hampered, regulated, and di-
rected through government intervention and other social
forces, such as labor unions. We cadl such an economic
policy interventionism, the system itself the hampered market
order.

Communism and fascism are in agreement on this pro-
gram. The Christian churches and various sects concur with
the Moslems o the Middle East and India, the Hindus,
Buddhists, and the followers d other Asiatic cultures. And
anyone reflecting upon the programs and actions d the
political parties d Germany, Great Britain, and the United
States must conclude that differences exist only in the
methods o interventionism, not in its rationale.

In their entirety thefollowing five essays and articles con-
stitute acritique d interventionist policies and their under-
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lying ideologies. Four o them have been published in
recent years—three in journais and one in the Handbook of

Social Sciences. The second essay deals with Professor
Schmalenbach’s recent theories, among other things, and is

published here for thefirst time.

Lupwic voN Mises

Vienna
June 1929
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INTERVENTIONISM'

1.

| nter ventioniam as an
Economic System

Ever since the Bolshevists abandoned their attempt to
realizethe socialist ideal d asocia order dl at oncein Rus
siaand, instead, adopted the New Economic Policy, or NEP,
the whole world has had only one real system o economic
policy: interventionism. Somed itsfollowers and advocates
are thinking d it as a temporary system that is to be re-
placed sooner or later with another order d the socialist va-
riety. All Marxian socialists, including the Bolshevists, to-
gether with the democratic socialistsd various persuasions,
belong to this group. Others are holding to the bdief that
we are dealing with interventionism as a permanent eco-
nomic order. But at the present thisdifferencein opinion on
theduration d interventionist policy has only academicsig-
nificance. All its followers and advocates fully agree that it
IS the correct policy for the coming decades, yea, even the
cominggenerations. And dl agree that interventionism con-
stitutes an economic policy that will prevail in theforseeable
future.

Interventionism seeks to retain private property in the
means d production, but authoritative commands, espe-

1 Archiv fur Sozialwissenschaft und Sozialpolitik [Archives for social science and so-
cial policy], vol. 36, 1926.
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cialy prohibitions, are to restrict the actions d private own-
ers. If thisrestriction reaches the point that dl important de-
cisions are made along lines d authoritative command, if it
is no longer the profit motive d landowners, capitalists, and
entrepreneurs, but reasonsd state, that decidewhat isto be
produced and how it is produced, then we have socialism
even if we retain the private property label. Othmar Spann
Is completely correct when he cals such a system "'a private
property order in a formal sense, but socialism in sub-
stance.”2 Public ownership in the means of production is
nothing but socialism or communism.

However, interventionism does not want to go that far. It
does not seek to abolish private property in production; it
merely wants to limit it. On the one hand, it considers un-
limited private property harmful to society, and on the other
hand, it deems the public property order unrealizable com-
pletely, at least for the present. Therefore, it seeks to create
a third order: a social system that occupies the center be-
tween the private property order and the public property
order. Thus, it seeks to avoid the “excesses” and evils o
capitalism, but to retain the advantages d individual initia-
tive and industry which socialism cannot bring forth.

The champions o this private property order, which is
guided, regulated, and controlled by the state and other so-
cia organizations, are making demands that have always
been made by political leaders and masses d people. When
economics was yet unknown, and man was unaware that
goods prices cannot be"" set'* arbitrarily but are narrowly de-
termined by the market situation, government commands
sought to regulate economic life. Only classical economics
revealed that al such interventions in thefunctioning o the
market can never achieve the objectives which the authori-
ties am to achieve. The old liberalism which built its eco-
nomic policies on the teachings o classical economics there-
fore categorically regjected dl such interventions. Laissez faire
et laissez passer! Even Marxian socialists have not judged in-
terventionism any differently from the classical liberals.

2. Othmar Spann, Der wahre Staat [Thetrue state], Leipzig, 1921, p. 249.
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They sought to demonstrate the absurdity o al interven-
tionist proposals and labeled them contemptuously as
“bourgeois.” The ideology that is swaying the world today
Is recommending the very system d economic policy that is
rejected equally by classical liberalism and older Marxism.

2,

The Nature d
| nter vention

The problem d interventionism must not be confused
with that d socialism. We are not dealing here with the
question d whether or not socialismin any form is conceiv-
able or realizable. We are not here seeking an answer to the
question d whether human society can be built on public
property in the means o production. The problem at hand
IS, What are the consequences o government and other in-
terventions in the private property order? Can they achieve
the result they are supposed to achieve?

A precise definition d the concept ' intervention- is now
in order.

1. Measures that are taken for the purpose o preserving
and securing the private property order are not interventions
in this sense. Thisis so self-evident that it should need no
special emphasis. And yet it is not completely redundant,
as our problem is often confused with the problem o
anarchism. It is argued that if the state must protect the
private property order, it follows that further government
interventions should also be permissible. The anarchist who
rejects any kind d state activity issaid to be consistent. But
he who correctly perceives the impracticability o anarchism
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and seeks a state organization with its apparatus o coercion
in order to secure social cooperation is said to be inconsis-
tent when he limits government to a narrow function.

Obvioudly, this reasoning completely misses the point.
We are not here discussing the question d whether or not
social cooperation can do without the organization d coer-
cion, which is the state, or government. The sole point under
discussion is whether there are only two concelvable possi-
bilitiesd socia organization with division d labor, that is,
the public property order and the private property order—
disregarding syndicaism—or whether there is yet a third
system as assumed by interventionists, namely, a private
property order that is regulated through government inter-
vention. Incidentally, we must carefully distinguish be-
tween the question d whether or not government is nec-
essary and the question & where and how government
authority isin order. Thefact that socid life cannot do with-
out the government apparatus d coercion cannot be used
to conclude aso that restraint & conscience, book censor-
ship, and similar measures are desirable, or that certain
€economic measures are necessary, useful, or merdy fea
sible.

Regulations for the preservation d competition do not at
dl belong to those measures preserving the private property
order. It is a popular mistake to view competition between
severa producers d the same product as the substance d
the ideal liberal economic order. In reality, the central no-
tion o classicd liberalismis private property, and not a cer-
tain misunderstood concept d free competition. It does not
matter that there are many recording studios, but it does
matter that the means d record production are owned pri-
vately rather than by government. This misunderstanding,
together with an interpretation d freedom that is influenced
by the natural rights philosophy, has led to attempts at
preventing the development d large enterprises through
laws against cartelsand trusts. We need not here discuss the
desirability d such a policy. But we should observe that
nothing is less important for an understanding d the eco-
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nomic effectsd a certain measure than its justificationor re-
jection by some juristic theory.

Jurisprudence, political science, and the scientific branch
d politics cannot offer any information that could be used
for adecision on the pros and cons d acertain policy. Itis
rather unimportant that this pro or that con corresponds to
somelaw or constitutional document, even if it should be as
venerable and famous as the Constitution o the United
States o America. f human legidation proves to be ill-
suited to the end in view, it must be changed. A discussion
d the suitability d policy can never accept the argument
that it runs counter to statute, law, or constitution. Thisis
so obviousthat it would need no mention wereit not for the
fact that it is forgotten time and again. German writers
sought to deduce socia policy from the character d the
Prussian state and ""socid royadty."” In the United States,
economic discussion now uses arguments that are derived
from the Constitution or an interpretation d the conceptsd
freedom and democracy. A noteworthy theory d interven-
tionism set forth by Professor J. R. Commonsis largely built
on this rationaleand has great practical significance because
It representsthe philosophy o the La Follette party and the
policy d the state & Wisconsin. Theauthority d the Ameri-
can Constitution is limited to the Union. But locdly the
ideals d democracy, liberty, and equality reign supreme
and giverise, aswe can observe everywhere, to the demand
for abolition o private property or its" limitation.” All this
Is insignificant for our discussion and, therefore, does not
concern us here.

2. Partia socialization d the means d production is no
intervention in our sense- The concept d intervention as-
sumes that private property is not abolished, but that it still
existsin substancerather t han merely in name. Nationaliza-
tion d a railroad constitutes no intervention; but a decree
that orders an enterprise to charge lower freight rates than
it otherwise would is intervention.

3. Government measures that use market means, that is,
seek to influence demand and supply through changes d
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market factors, are not included in this concept d interven-
tion. If government buys milk in the market in order to sl
it inexpensively to destitute mothers or even to distribute it
without charge, or if government subsidizes educational in-
stitutions, there is no intervention. (Weshall return to the
question d whether the method by which government ac-
quires the means for such actions constitutes " interven-
tion."") However, the imposition o price ceilings for milk
signifies intervention.

Intervention isa limited order by a social authority forcing the
owners of the means of production and entrepreneursto employ
their meansin a different manner than they otherwise would. A
"limited order' is an order that is no part d a socialist
scheme o orders, i.e., a scheme d orders regulating al o
production and distribution, thus replacing private prop-
erty in the means d production with public property. Par-
ticular orders may be quite numerous, but as long as they
do not aim at directing the whole economy and replacing
the profit motive d individuals with obedience as the driv-
ing force o human action they must be regarded as limited
orders. By "means d production we mean al goods o
higher order, including the merchants' inventories d ready
goods which have not yet reached the consumers.

We must distinguish between two groups d such orders.
One group directly reduces or impedes economic produc-
tion (in the broadest sense d the word including the loca-
tion o economic goods). The other group seeks tofix prices
that differ from those o the market. The former may be
called "restrictions o production™; the latter, generaly
known as price controls, we are calling "' interference with
the structure d prices.”” 3

3. There may be some doubt about the suitability d a third group: interference
by taxation which consistsd expropriation d some wealth or income. We did not
alow for such agroup because the effectsd such intervention may in part beiden-
tical with those d production restrictions, and in part consist o influencing the
distribution d production income without redirecting production itself.
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3.

Regrictionsd
Production

Economics need not say much about the immediate effect
d production restrictions. Government or any organization
d coercion can at first achieve what it sets out to achieve
through intervention. But whether it can achieve the re-
moter objectives sought indirectly by the intervention is a
different question. And it must further be determined
whether the result is worth the cost, that is, whether the in-
tervening authority would embark upon the intervention if
it were fully aware d the costs. An import duty, for in-
stance, is surely practical, and its immediate effect may
correspond to the government's objective. But it does not
follow at dl that the import duty can realize the govern-
ment's ultimate objective. At this point the economist's
work commences. The purpose d the theorists o free trade
was not to demonstrate that tariffs are impractical or harm-
ful, but that they have unforeseen consequences and do not,
nor can they, achieve what their advocates expect d them.
What is even more significant, as they observed, protective
tariffsas well as dl other production restrictions reduce the
productivity d human labor. The result is always the same:
agiven expenditure d capital and labor yields less with the
restriction than without it, or from the beginning less capi-
tal and labor is invested in production. This is true with
protective tariffs that cause grain to be grown in lessfertile
soil while morefertileland islyingfallow, with classrestric-
tions d trade and occupation (such as the certificates d
qualification for certain occupations in Austria, or the fa-
vored tax treatment d small enterprises) which promote less
productive businesses at the expense d more productive ac-
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tivity, and, finally, with the limitation d labor time and d
the employment d certain labor (women and children),
which diminishes the quantity of available labor.

It may very well be that government would have inter-
vened even with full knowledge o the consequences. It may
intervene in the beief that it will achieve other, not purely
economic, objectives, which are thought to be more impor-
tant than the expected reduction in output. But we doubt
very much that this would ever be the case. Thefact is that
al production restrictions are supported wholly or partially
by arguments that are to prove that they raise productivity,
not lower it. Even the legislation that reduces the labor d
women and children was enacted because it was believed
that only entrepreneurs and capitalists would be handi-
capped while the protected labor groups would have to
work less.

The writings d the " Socidists o the Chair: have been
rightly criticized in that, in thefinal analysis, there can be no
objective concept d productivity and that al judgments on
economic goals are subjective. But when we assert that pro-
duction restrictions reduce labor productivity, we do not yet
enter the field where differences in subjective judgments
prohibit observations on the goals and means d action.
When the formation o nearly autarkic economic blocs
hampers the international division d labor, preventing the
advantages o specialized large-scale production and the
employment o labor at the most advantageous|ocations, we
face undesirable consequences on which the opinions o
most inhabitants d the earth should not differ. To be sure,
some may believe that the advantages d autarky outweigh
its disadvantages. In the discussion d the pros and consits
advocates brazenly assert that autarky does not diminish the
quantity and quality o economic goods, or else they do not
speak about it openly and clearly. Obvioudly, they arefully
aware that their propaganda would be less effective if they
were to admit the whole truth d the consegquences.

All production restrictions directly hamper some produc-
tion inasmuch as they prevent certain employment oppor-
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tunities that are open to the goods o higher order (land,
capital, labor). By its very nature, a government decree that

"It be'" cannot create anything that has not been created be-
fore. Only the naive inflationists could believe that govern-
ment could enrich mankind through fiat money. Govern-
ment cannot create anything; its orders cannot even evict
anything from the world d reality, but they can evict from
theworld d the permissible. Government cannot make man
richer, but it can make him poorer.

With most production restrictionsthisis so clear that their
sponsors rarely dare openly claim credit for the restrictions.
Many generations o writers, therefore, sought in vain to
demonstrate that production restrictions do not reduce the
quantity and quality d output. There is no need to deal
again with the protective tariff arguments that are raised
from a purely economic point o view. Theonly case that can
be made on behalf d protective tariffsis this: the sacrifices
they impose could be offset by other, noneconomic advan-
tages—for instance, from a national and military point o
view it could be desirable to more or less isolate a country
from the world.4

Indeed, it is difficult to ignore thefact that production re-
strictions always reduce the productivity o human labor
and thus the social dividend. Therefore, no one dares de-
fend the restrictions as a separate system d economic pol-
icy. Their advocates—at least the mgjority d them—are now
promoting them as mere supplements to government in-
terference with the structure o prices. The emphasis d the
system d interventionism is on price intervention.

4. For acritique o these notions see my Nation, Staat und Wirtschaft [Nation, state
and economy], Vienna, 1919, p. 56 et seq., especially with regard to German poli-
cies since the 1870s.
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4.
| nter ference with Prices

Price intervention aims at setting goods prices that differ
from those the unhampered market would set.

When the unhampered market determines prices, or
would determine prices if government had not interfered,
the proceeds cover the cost o production. If government
sets alower price, proceeds fall below cost. Merchants and
producers will now desist from sdlling—excepting perish-
able goods that quickly lose value—in order to save the
goods for more favorable times when, hopefully, the control
will be lifted. If government now endeavors to prevent a
good's disappearance from the market, a consequence d its
own intervention, it cannot limit itself to setting its price,
but must simultaneously order that dl available supplies be
sold at the regulated price.

Even thisis inadequate. At the ideal market price supply
and demand would coincide. Sincegovernment has decreed
alower price the demand has risen while the supply has re-
mained unchanged. The available supply now does not suf-
fice to satisfy the demand at thefixed price. Part d the de-
mand will remain unsatisfied. The market mechanism,
which normally brings demand and supply together
through changes in price, ceases to function. Customers
who were willing to pay the officia price turn away in dis-
appointment because the early purchasersor thosewho per-
sonally knew the sellers had bought the whole supply. If
government wishes to avoid the consequences o itsown in-
tervention, which after dl are contrary to its own intention,
It must resort to rationing as a supplement to price controls
and selling orders. In this way government determines the
quantity that may be sold to each buyer at the regulated
price.

A much more difficult problem arises when the supplies
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that were available at the moment d price intervention are
used up. Since production is no longer profitable at the reg-
ulated price, it is curtailed or even halted. f government
would like production to continue, it must force the produc-
ers to continue, and it must also control the prices o raw
materials, semifinished products, and wages. But such con-
trols must not be limited to afew industries which govern-
ment meant to control because their products are believed
to be especially important. The controls must encompass al
branches d production, the prices d dl goods and dl
wages, and the economic actions o dal entrepreneurs, capi-
talists, landowners, and workers. If any industry should re-
main free, capital and labor will movetoit and thusfrustrate
the purpose d government's earlier intervention. Surely,
government would like an ample supply d those products
it deemed so important and therefore sought to regulate. It
never intended that they should now be neglected on ac-
count d the intervention.s

Our analysis thus reveals that in a private property order
isolated intervention fails to achieve what its sponsors
hoped to achieve. From their point d view, intervention is
not only useless, but wholly unsuitable because it aggra-
vates the "evil" it meant to alleviate. Before the price was
regulated, the economic good was too expensive in the
opinion d the authority; now it disappearsfrom the market.
But this was not the intention d the authority seeking to
lower the price for consumers. On the contrary, from its
own point d view, thescarcity and inability tofind asupply
must appear as the far greater evil. In this sense it may be
said that limited intervention is illogical and unsuitable,
that the economic system that works through such interven-
tions is unworkable and unsuitable, and that it contradicts
economic logic.

5. Ontheeffectiveness o price controls versus monopolistic prices see my “Theo-
rie der Preistaxen' [Theory of price controls] in Handworterbuch der Staatswissen-
schaften [Handbook o social sciences], 4th ed., vol. VI, p. 1061 et seq. The essay
appears below in this collection. To understand price controls as they are directed
at monopolistic prices, we must not be influenced by popular terminology that
detects ""monopolies” everywhere, but work rather with the strictly economic
concepts o monopoly.
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If government is not inclined to alleviate the situation
through removing its limited intervention and lifting its
price control, its first step must be followed by others. Its
decree that set price ceilings must be followed not only by
decrees on thesaled dl availablesupplies and theintroduc-
tion o rationing, but also price controls on the goods o
higher order and wage controls and, finally, mandatory la-
bor for businessmen and workers. And such decrees must
not belimited to asingle or afew industries, but must cover
al branchesd production. Thereis no other choice: govern-
ment either abstainsfrom limited interference with the mar-
ket forces, or it assumes total control over production and
distribution. Either capitalism or socialism; thereis no mid-
dle d the road.

Let us take yet another example: the minimum wage,
wage control. It is unimportant whether government im-
poses the control directly, or labor unions through physical
coercion or threats prevent employers from hiring workers
who are willing to work for lower wages.6 Aswagesrise, so
must the costs d production and also prices. If the wage
earners were the only consumersas buyersd thefinal prod-
ucts, an increase in real wages by this method would be in-
conceivable. The workers would lose as consumers what
they gained as wage earners. But there are also consumers
whose income is derived from property and entrepreneurial
activity. The wage boost does not raise their incomes; they
cannot pay the higher prices and, therefore, must curtail
their consumption. The decline in demand leads to dis-
missal o workers. If the labor union coercion were ineffec-
tive, the unemployed would exert a labor market pressure
that would reduce the artificially raised wages to the nat-
ural market rate. But this escape has been closed. Unem-
ployment, afriction phenomenon that soon disappearsin an

6. It should be noted that we are not dealing here with the question o whether or
not wage rates can be raised permanently and universally through collective bar-
gaining, but with the consequences d a general wage boost achieved artificially
through physical coercion. To avoid a theoretical difficulty pertaining to money,
namely that ageneral risein pricesisimpossible without a changein theratio be-
tween the quantity d money and its demand, we may assume that together with
the boost i n wages a corresponding reduction i n the demand for money takes place
through a reduction in cash holdings (e.g., as aresult d additional paydays).
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unhampered market order, becomes a permanent institu-
tion in interventionism.

As government did not mean to create such a condition,
it must intervene again. It forces employers either to rein-
state the unemployed workers and pay the fixed rate, or to
pay taxes that compensate the unemployed. Such a burden
consumes the owners income, or at least reducesit greatly.
It is even concelvable that the entrepreneurs and owners
income no longer can carry this burden, but that it must be
paid out d capital. But if nonlabor income is consumed by
such burdens we realize that it must lead to capital con-
sumption. Capitalists and entrepreneurs, too, want to con-
sume and liveeven when they are earning no incomes. They
will consume capital. Therefore, it is unsuitable and illogical
to deprive entrepreneurs, capitalists, and land owners o
their incomes and leave control over the means o produc-
tion in their hands. Obviously, the consumption o capital
in the end reduces wage rates. if the market wage structure
IS unacceptable the whole private property order must be
abolished. Wage controls can raise rates only temporarily,
and only at the price d future wage reductions.

The problem d wage controlsis d such great importance
today that we must analyze it in yet another way, taking
into consideration the international exchange o goods. Let
uS suppose that economic goods are exchanged between two
countries, Atlantis and Thule. Atlantis supplies industrial
products, Thule agricultural products. Under the influence
d Friedrich List,* Thule now deemsit necessary to build its
own industry by way d protective tariffs. Thefinal outcome
d Thules industrialization program can be no other than
that fewer industrial products are imported from Atlantis,
and fewer agricultural products exported to Atlantis. Both
countries now satisfy their wants to a greater degree from
domestic production, which leaves the social product
smaller than it used to be because production conditionsare
now less favorable.

This may be explained as follows: in reaction to the im-
port duties in Thule the Atlantean industry lowers its

*Editor’s note: A nineteenth century (1789-1846) German advocated theuse d pro-
tective tariffs to stimulate national industrial development.
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wages. But it isimpossible to offset the whole tariff burden
through lower wages. When wages begin to fdl it becomes
profitable to expand the production of raw materials. On the
other hand, the reduction in Thulean sales o agricultural
products to Atlantis tends to lower wages in the Thulean
raw material production, which will afford the Thulean in-
dustry the opportunity to compete with the Atlantean indus-
try through lower labor costs. It is obvious that in addition
to the declining capital return o industry in Atlantis, and
the declining land rent in Thule, wage rates in both coun-
tries must fall. The decline in income corresponds to the de-
clining social product.

But Atlantis is a''socia' country. Labor unions prevent
areduction in wage rates. Production costs o Atlantean in-
dustry remain at the old pre-import-duty levels. Assalesin
Thule decline Atlantean industry must discharge some
workers. Unemployment compensation prevents theflow d
unemployed labor to agriculture. Unemployment thus be-
comes a permanent institution.?

The exportation d coa from Great Britain has declined.
Inasmuch as the unneeded miners cannot emigrate— be-
cause other countries do not want them—they must move to
those British industries that are expanding in order to com-
pensate for the smaller imports that follow the declinein ex-
ports. A reduction in wage rates in coa mining may bring
about this movement. But labor unions may hamper this
unavoidable adjustment for years, albeit temporarily. In the
end, the decline in the international division d labor must
bring about a reduction in standards d living. And this re-
duction must be dl the greater, the more capital has been
consumed through "'social" intervention.

Austrian industry suffers from the fact that other coun-
tries are raising their import duties continually on Austrian
products and are imposing ever new import restrictions,

o

7. On the question o how collective bargaining can temporarily raise wage rates
see my essay ''Die allgemeine Teuerung im Lichte der theoretischen National-
okonomie™ [The high costsd livingin thelight d economic theory]invol. 37 Ar-
chiv, p.570¢et seq. Onthecausesd unemployment seeC. A. Verrijn Stuart, Die heu-
tige Arbeitslosigkeit i m Lichte der Weltwirtschaftslage [Contemporary unemployment
in thelight of the world economy], Jena, 1922, p. 1 et seq; L. Robbins, Wages,
London, 1926, p. 58 et seq.

28



such as foreign exchange control. Its answer to higher du-
ties, if its own tax burden is not reduced, can only be the
reduction in wages. All other production factors are inflexi-
ble. Raw materials and semifinished products must be
bought in the world market. Entrepreneurial profits and
interest rates must correspond to world market conditions
as moreforeign capital is invested in Austria than Austrian
capital isinvested abroad. Only wage rates are determined
nationally because emigration by Austrian workers is
largely prevented by ''socid' policies abroad. Only wage
rates can fall. Policies that support wages at artificially high
rates and grant unemployment compensation only create
unemployment.

It is absurd to demand that European wages must be
raised because wages are higher in the U.S. than in Europe.
if the immigration barriers to the U.S., Australia, et cetera,
would be removed, European workers could emigrate,
which would gradually lead to an international equalization
d wage rates.

The permanent unemployment o hundreds d thousands
and millions d people on the one hand, and the consump-
tion o capital on the other hand, are each consequences o
interventionism's artificial raising d wage rates by labor
unions and unemployment compensation.

9.

Destruction Resulting
fram I ntervention

The history d the last decades can be understood only
with a comprehension o the consequences d such inter-
vention in the economic operations o the private property



order. Since the demise d classical liberalism, intervention-
iIsm has been the gist of politicsin al countriesin Europe
and America

The economic layman only observes that " interested par-
ties'" succeed again and again in escaping the strictures o
law. Thefact that the system functions poorly is blamed ex-
clusively on thelaw that does not gofar enough, and on cor-
ruption that prevents its application. The very failure o
interventionism reinforces the layman's conviction that pri-
vate property must be controlled severely. The corruption o
‘the regulatory bodies does not shake his blind confidencein
theinfallibility and perfection d thestate; it merely fillshim
with moral aversion to entrepreneurs and capitalists.

But the violation d law is not an evil that merely needs
to be eradicated in order to create paradise on earth, an evil
that flows from human weakness so difficult to uproot, as
etatists so naively proclaim. If dl interventionist laws were
really to be observed they would soon lead to absurdity. A
wheels would come to a halt because the strong arm o gov-
ernment comes too close.

Our contemporaries view the matter like this: farmersand
milk dealers conspire to raise the price d milk. Then comes
the state, the welfare state, to bring relief, pitting common
interest against special interest, public economic view
against private point o view. The state dissolves the "*milk
cartel,”" sets ceiling prices, and embarks upon criminal
prosecution o the violators d its regulations. The fact that
milk does not become as cheap as the consumers had
wished is now blamed on the laws that are not strict
enough, and on their enforcement that is not severe enough.
It is not so easy to oppose the profit motive of pressure
groups that are injuriousto the public. Thelaws must there-
fore be strengthened and enforced without consideration
or mercy.

In redlity, the situation is quite different. If the price ceil-
ings were really enforced, the delivery o milk and dairy
products to the cities would soon come to a halt. Not more,
but less milk, or none at al, would come to the market. The
consumer still gets his milk only because the regulations are
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circumvented. if we accept the rather impermissible and fal-
lacious etatist antithesis o public and private interests, we
would have to draw this conclusion: the milk dealer who
violates the law is serving the public interest; the govern-
ment official who seeks to enforcethe ceiling priceisjeopar-
dizing it.

OF course, the businessman who violates the laws and
regulations in order to produce regardless d government
obstacles is not guided by considerations o publicinterest,
which the champions d the public interest belabor con-
tinually, but by the desire to earn a profit, or at least to
avoid thelosswhich hewould suffer complying with thereg-
ulation. Public opinion, which isindignant at the baseness
d such motivation and the wickedness o such action, can-
not comprehend that the impracticability o the decrees and
prohibitions would soon lead to a catastrophe wereit not for
this systematic disregard o government orders and prohibi-
tions. Public opinion expects salvation from strict com-
pliance with government regulations passed "'for the protec-
tion d the weak." It censures government only because it
IS not strong enough to pass al necessary regulations and
does not entrust their enforcement to more capable and in-
corruptibleindividuals. The basic problemsd intervention-
iIsm are not discussed at all. He who timidly dares to doubt
the justification d the restrictions on capitalists and entre-
preneurs is scorned as a hireling d injurious special inter-
ests or, at best, is treated with silent contempt. Even in a
discussion d the methods o interventionism, he who does
not want to jeopardize his reputation and, abovedl, hisca
reer must be very careful. One can easily fall under the sus-
picion d serving "capital."” Anyone using economic argu-
ments cannot escape this suspicion.

To be sure, public opinion is not mistakeri if it scents cor-
ruption everywhere in the interventionist state. The corrup-
tibility d the politicians, representatives, and officialsis the
very foundation that carries the system. Without it the sys-
tem would disintegrate or be replaced with socialism or cap-
italism. Classicdl liberalism regarded those laws best that
afforded least discretionary power to executive authorities,
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thus avoiding arbitrariness and abuse. The modem state
seeksto expand its discretionary power —everythingis to be
left to the discretion o officials.

We cannot here set forth the impact d corruption on pub-
lic morals. Naturally, neither the bribers nor the bribed real -
ize that their behavior tends to preserve the system which
public opinion and they themselves believe to be the right
one. Inviolating thelaw they are conscious d impairing the
public weal. But by constantly violating criminal laws and
moral decrees they finally lose the ability to distinguish be-
tween right and wrong, good and bad. If finally few eco-
nomic goods can be produced or sold without violating
some regulation, it becomes an unfortunate accompani ment
d "life'" to sin against law and morality. And those individ-
uals who wish it were different are derided as ' theorists."
The merchant who began by violating foreign exchange con-
trols, import and export restrictions, price ceilings, et cetera,
easily proceeds to defraud his partner. The decay o busi-
ness morals, which is called "inflation effect,” is the inevi-
table concomitant o the regulations that were imposed on
trade and production during the inflation.

It may be said that the system d interventionism has be-
come bearable through the laxity d enforcement. Even the
interferences with prices are said to lose their disruptive
power if the entrepreneurs can " correct' the situation with
money and persuasion. Surely, it cannot be denied that it
would be better without the intervention. But, after dl,
public opinion must be accommodated. Interventionism is
seen as a tribute that must be paid to democracy in order to
preserve the capitalistic system.

This line d reasoning can be understood from the view-
point d entrepreneurs and capitalists who have adopted
Marxian-socialistic or state-socialistic thought. To them,
private property in the means d production isan institution
that favors theinterests d landowners, capitalists, and entre-
preneurs at the expense d the public. Its preservation solely
serves the interests d the propertied classes. So, if by mak-
ing afew painless concessions these classes can salvage the
institution that is so beneficial to them, and yet so harmful
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to dl other classes, why jeopardize its preservation by ada-
mantly refusing the concessions?

OF course, those who do not shard this view regarding
""bourgeois' interests cannot accept thisline o thought. We
do not see why the productivity d economic labor should
be reduced through erroneous measures. If private property
in the means d production actualy is an institution that
favors one part  society to the detriment o another, then
it should be abolished. But if it is found that private prop-
erty is useful to dl, and that human scflety with itsdivision
d labor could not be organized in ai?f other way, then it
must be safeguarded so that it can sefVe its function in the
best possible way. We need not here discuss the confusion
that must arise about al moral concepts if law and moral
precepts disallow, or at least revile, SOfnething that must be
preserved as the foundation o socid life. And why should
anything be prohibited in the expectation that the prohibi-
tion will be largely circumvented?

Anyone defending interventionism with such arguments
is undoubtedly seriously deluded regarding the extent of
the productivity loss caused by government interventions.
Surely, the adaptability d the capitalist economy has ne-
gated many obstacles placed in the wlay d entrepreneurial
activity. We constantly observe that entrepreneurs are suc-
ceeding i n supplying the marketswith more and better prod-
ucts and services despite dl difficulties put in their way by
law and administration. But we cannot calculate how much
better those products and services would be today, without
expenditure d additional labor, if the hustle and bustle of
government were not aiming (inadvethen’dy, to be sure) at
making things worse. We are thinking o the consequences
o dl trade restrictions on which there €an be no differences
d opinion. We are thinking of the obstructions to produc-
tion improvements through the fight against cartels and
trusts. We are thinking o the consed"ences d price con-
trols. We are thinking o the artificia} aising d wage rates
through collective coercion, the deni?t of protection to all
those willing to work, unemployment Sompensation, and,
finaly, the denial o the freedom to Méve from country to
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country, dl d which have made the unemployment of mil-
lions d workers a permanent phenomenon.

Etatists and socialists are calling the great crisis from
which the world economy has been suffering since the end
d the World War the crisis of capitalism. In reality, itisthe
crisis d interventionism.

In a static economy there may be idleland, but no unem-
ployed capital or labor. At the unhampered, market, rate o
wages all workersfind employment. If, other conditions be-
ing equal, somewhere workers are released, for instance, on
account o an introduction d new labor-saving processes,
wage rates must fall. At the new, lower rates then dl work-
ersfind employment again. In the capitalist social order un-
employment is merely a transition and friction phenome-
non. Various conditions that impede the free flow d |abor
from place to place, from country to country, may render the
equalization o wage rates more difficult. They may aso
lead to differences in compensation d the various types o
labor. But with freedom for entrepreneurs and capitalists
they could never lead to large-scale and permanent unem-
ployment. Workers seeking employment could always find
work by adjusting their wage demands to market condi-
tions.

If the market determination d wage rates had not been
disrupted, the effects o the World War and the destructive
economic policiesd thelast decades would haveled to ade-
cline in wage rates, but not to unemployment. The scope
and duration d unemployment, interpreted today as proof
d the failure o capitalism, results from the fact that |abor
unions and unemployment compensation are keeping wage
rates higher than the unhampered market would set them.
Without unemployment compensation and the power d la-
bor unions to prevent the competition & nonmembers will-
ing to work, the pressure d supply would soon bring about
a wage adjustment that would assure employment to al
hands. We may regret the consequences d the antimarket
and anticapitalistic policy in recent decades, but we cannot
change them. Only reduction in consumption and hard la-
bor can replacethe capital that waslost, and only the forma-
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tion d new capital can raise the marginal productivity o la-
bor and thus wage rates.

Unemployment compensation cannot eradicate the evil. It
merely delays the ultimately unavoidable adjustment o
wages to the fallen marginal productivity. And since the
compensation is usualy not paid from income, but out o
capital, ever more capital is consumed and future marginal
productivity o labor further reduced.

However, we must not assume that an immediate aboli-
tion of dl the obstaclesto the smooth functioning o the cap-
italist economic order would instantly eradicate the conse-
quences d many decades d intervention. Vast amounts o
producers goods have been destroyed. Trade restrictions
and other mercantilistic measures have caused malinvest-
ments d even greater amounts that yield little or nothing.
The withdrawal o largefertile areas o theworld (e.g., Rus-
siaand Siberia) from the international exchange system has
led to unproductive readjustments in primary production
and processing. Even under the most favorable conditions,
many years will pass before the traces d thefallacious poli-
ciesd the last decades can be erased. But thereis no other
way to the greater well-being for all.

6.

The Doctrine d
| nter ventionism

To prescientific thinkers, ahuman society built on private
property in the means d production seemed to be naturally
chaotic. It received its order, so they thought, only from im-
posed precepts of morality and law. Society can exist only
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if buyer and seller observe justice and fairness. Government
must intervene in order to avoid the evil that flowsfrom an
arbitrary deviation from the "'just price." This opinion pre-
vailed in dl remarks on social life until the eighteenth cen-
tury. It appeared for the last time in dl its naiveté in the
writings o the mercantilists.

The anticapitalist writers are emphasizing that classical
economics served the "interests' d the '"bourgeoisie,"
which allegedly explains its own success, and led the bour-
geois class to its successes. Surely, no one can doubt that the
freedom achieved by classical liberalism paved the way for
the incredible development o productive forces during the
last century. But it is asad mistake to believe that by oppos-
ing intervention classical liberalism gained acceptance more
easily. It faced the opposition d al those whom thefeverish
activity o government granted protection, favors, and privi-
leges. The fact that classical liberalism nevertheless could
prevail was due to its intellectual victory, which check-
mated the defenders o privilege. It was not new that the
victims o privilege favored their abolition. But it was new
that the attack on the system o privilege was so successful,
which must be credited exclusively to theintellectual victory
o classical liberalism.

Classical liberalism was victorious with economics and
through it. No other economic ideology can be reconciled
with the science d catallactics. During the 1820s and 1830s,
an attempt was made in England to use economicsfor dem-
onstrating that the capitalist order does not function satis-
factorily, and that it is unjust. From this Kal Marx then
created his "'scientific'' socialism. But even if these writers
had succeeded in proving their case against capitalism, they
would have had to prove further that another social order,
like socialism, is better than capitalism. This they were not
able to do; they could not even prove that a social order
could actually be built on public property in the means d
production. By merely rejecting and ostracizing any discus-
sion o the problems d socialism as "utopian’ they ob-
viously did not solve anything.

Eighteenth century writers then discovered what had al-
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ready been published by earlier writers on money and
prices. They discovered the science d economics which re-
placed the collection & moral maxims, the manuals d police
regulations, and the aphoristic remarks on their successes
and failures. They learned that prices are not set arbitrarily,
but are determined within narrow limits by the market
situation, and that al practical problems can be accurately
analyzed. They recognized that thelaws o the market draw
entrepreneurs and owners d the means o production into
the serviced consumers, and that their economic actions do
not result from arbitrariness, but from the necessary ad-
justment to given conditions. Thesefactsaone gavelifeto a
scienced economics and asystem o catallactics. Where the
earlier writers saw only arbitrariness and coincidence, the
classical economists saw necessity and regularity. In fact,
they substituted science and system for debates on police
regulations.

The classical economists were not yet fully aware that the
private property order alone offers the foundation for a so-
ciety based on division d labor, and that the public prop-
erty system is unworkable. Influenced by mercantilist
thought, they contrasted productivity with profitability,
which gaverise to the question d whether or not the social -
ist order is preferable to the capitalist order. But they
clearly understood that, except for syndicalism which they
did not see, the only alternatives are capitalism and social-
ism, and that ""intervention' in the functioning o the pri-
vate property order, which is so popular with both people
and government, is unsuitable.

The tools o science do not enable us to sit in judgment
o the"justice’ d a social institution or order. Surely, we
may decry thisor that as'" unjust' or ""improper'; but if we
cannot substitute anything better for what we condemn, it
behooves us to save our words.

But dl this does not concern us here. Only this mattersfor
us: no one ever succeeded in demonstrating that, disre-
garding syndicalism, athird social order is conceivable and
possible other than that based on private property in the
means or production or that built on public property. The
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middle system o property that is hampered, guided, and
regulated by government isin itsalf contradictory and illogi-
ca. Any attempt to introduce it in earnest must lead to a
crisis from which either socialism or capitalism alone can
emerge.

This is the irrefutable conclusion d economics. He who
undertakes to recommend a third social order d regulated
private property must flatly deny the possibility d scientific
knowledge in the field d economics. The Historical School
in Germany did just that, and the Institutionalists in the
U.S. are doing it today. Economics is formally abolished,
prohibited, and replaced by state and police science, which
registers what government has decreed, and recommends
what still is to be decreed. They fully realize that they are
harking back to mercantilism, even to the canon doctrine d
just price, and are discarding dl the work d economics.

The German Historical School and its many followers
abroad never thought it necessary to copewith the problems
o catallactics. They were completely satisfied with the argu-
ments which Gustav Schmoller presented i n thefamous Me-
thodenstreit and his disciples, e.g., Hasbach, repeated after
him. In the decades between the Prussian constitutional
conflict (1862) and the Weimar constitution (1919), only
three men sensed the problems o social reform: Philippo-
vich, Stolzmann, and Max Weber. Among these three, only
Philippovich had any knowledge d the nature and content
d theoretical economics. In his system, catallactics and in-
terventionism stand side by side, but no bridge leads from
the former to the latter, and there is no attempted solution
to the great problem. Stolzmann basically seeks to realize
what Schmoller and Brentano had merely suggested. It is a
sad commentary, however, that the School's only represen-
tative who redly attacked the problem was utterly ignorant
o what his opposition was saying. And Max Weber, preoc-
cupied with quite different matters, stopped hdf way, be-
cause theoretical economics was alien to him. Perhaps he
would have gone further had he not been cut df by early
death.

For several decades there has been talk at German univer-
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sities d a reawakening o an interest in theoretical eco-
nomics. We may mention a number o authors such as Lief-
mann, Oppenheimer, Gottl, et cetera, who ardently-
denounce the system d modern subjective economics, o
which they know only the " Austrians." We need not here
raise the question o whether or not such attacks are justi-
fied. But we would like to point out the interesting effect
such attacks have had on the discussion o thefeasibility o
the system d interventionism. Each one o these writers
summarily reects what has been created by theoretical
economics—Dby the Physiocrats, classical writers, and mod-
ern authors. In particular, they depict the work d modern
economics, especially d the Austrians, as incredible aberra-
tions d the human mind, whereupon they present their
own supposedly original systems o theoretical economics,
claiming to remove dl doubts and solve dl problems. The
public, unfortunately, is led to believe that in economics
everything is uncertain and problematic, and that economic
theory merely consists d the personal opinions d various
scholars. The excitement created by these authors in Ger-
man-speaking countries succeeded in obscuring the fact
that there is a science d theoretical economics which, de-
spite differences in detail and especially in terminology, is
enjoying a good reputation with dl friends o science. And
in spited dl thecritique and reservations, even these writ-
ers basically concurred with the theoretical systemin its es-
sential questions. But because this was not understood,
they did not see the need for examining interventionism
from the point d view d economic knowledge.

In addition there was the effect o the argument on the
permissibility d value judgments in science. In the hands
d the Historical School, political science had become a doc-
trine d art for statesmen and politicians. At the universities
and in textbooks economic demands were presented and
proclaimed as'' scientific." "*Science' condemned capitalism
as immora and unjust, regjected as "'radica’ the solutions
offered by Marxian sociaism, and recommended either
state socialism or at times the system o private property
with government intervention. Economics was no longer a
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matter of knowledge and ability, but o good intentions.
Especially since the beginning d the second decade of this
century, this mix o university teaching and politics became
objectionable. The public began to hold the officia repre-
sentativesd sciencein contempt, because they madeit their
task to confer the blessings o "science' on the party pro-
grams o their friends. And the public would no longer tol-
erate the nuisance that each political party appealed to its
favorite judgment o ''science," that is, to a university pro-
fessor marching in its footsteps. When Max Weber and
some d his friends demanded that ''science'" should re-
nounce value judgments and the universities should not be
misused for political and economic propaganda, they met
with almost universal agreement.

Among those writers who agreed with Max Weber, or at
least did not dare contradict him, were several whosewhole
record stood i n open contradiction to the principle o objec-
tivity, and whose literary efforts were nothing but para-
phrases o certain political programs. They interpreted " ab-
sence o value judgment' in a peculiar way. Ludwig Pohle
and Adolf Weber had touched upon the basic problems o
interventionism in their discussions o the wage policies d
labor associations. The followers d the labor-union doc-
trines o Brentano and Webb were unable to raise any perti-
nent objections. But the new postulate o "'value-free
science™ seemed to rescue them from the embarrassment in
which they found themselves. Now they could haughtily re-
ject anything that did not suit them, on grounds that it did
not square with the dignity o science to interfere with the
squabbling o political parties. In good faith, Max Weber
had presented the principle d Wertfreiheit for aresumption
d scientific inquiries into the problems o social life. In-
stead, it was used by the Historical-Realistic-Social School
as protection from the critique d theoretical economics.

Again"and again, perhaps intentionally, some writers re-
fuse to recognize the difference between the analysis d
economic problems and the formulation d political postu-
lates. We make no value judgments when, for instance, we
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Investigate the consequences o price controls and conclude
that a price ceiling set below that d the unhampered market
reduces the quantity offered, other conditions being equal.
We make no value judgments when we then conclude that
price controls do not achieve what the authorities hoped to
achieve, and that they areillogical instruments o policy. A
physiologist does not indulge in value judgments when he
observes that the consumption d hydrocyanic acid destroys
human life and, therefore, isillogical as a'' nutritional sys-
tem."” Physiology does not answer the question d whether
or not a man wants to nourish or kill, or should do so; it
merely determines what builds and what destroys, what the
nourisher should do and the killer should do in order to act
according to his intentions. When | say that price controls
are illogical, | mean to assert that they do not achieve the
objective they are usually meant to achieve. Now, a Com-
munist could reply: "'l favor price controls just because they
prevent the smooth functioning d the market mechanism,
because they turn human society into a'senseless chaos and
dl the sooner lead to my ideal & communism.” Then, the
theory d price controls cannot answer him, as physiology
cannot answer the man who wants to kill with hydrocyanic
acid. We do not resort to value judgments when we dem-
onstrate, in similar fashion, the illogicality d syndicalism
and the unrealizability of socialism.

We destroy economicsif dl itsinvestigations are rejected
as inadmissible. We can observe today how many young
minds, who under other circumstances would have turned
to economic problems, spend themselves on research that
does not suit their talents and, therefore, adds little to
science. Enmeshed in the errors described above, they shun
significant scientific tasks.
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7.

The Higorical and
Practical Arguments
fa Interventioniam

Put on the spot by economic criticism, the representatives
d the Historical-Realistic School finally appeal to the
"facts."" It cannot be denied, they assert, that dl the theoreti-
cally unsuitable interventions were actually made, and con-
tinue to be made. We cannot believe, they contend, that
economic practice did not notice this aleged unsuitabil-
ity. But interventionist norms survived for hundreds o
years, and since the decline d liberalism, theworld is ruled
again by interventionism. All this is said to be sufficient
proof that the system is realizable and successful, and not
at dl illogical. The rich literature d the Historical-Realistic
School on the history d economic policiesis said to confirm
the doctrines o interventionism.?®

The fact that measures have been taken, and continue to
be taken, does not prove that they are suitable. It only
provesthat their sponsorsdid not recognizetheir unsuitabil -
ity. In fact, contrary to the beliefs o the "empirics,” it is
not so easy to comprehend the significance d an economic
measure. We cannot understand its significance without an
insight into the workings d the whole economy, that is,
without a comprehensive theory. The authors d works on
economic history, economic descriptions, economic poli-
cies, and economic statistics usualy proceed much too
thoughtlessly. Without the necessary theoretical knowledge
they engage in tasks for which they are completely unpre-
pared. Whatever the authors o the source material did not

8. Zwiedineck-Siidenhor &, " Macht oder okonomisches Gesetz"' [Control ar eco-
nomic law], Schmaller's Yearbook, 49%th year, p. 278 et seq.
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discover usually escapes the historians attention also. In a
discussion o an economic regulation they are rarely in-
clined to examine properly and carefully whether the in-
tended result was actually achieved, and if it was achieved,
whether it was brought about by the regulation or some
other factors. They surely lack the ability to perceivedl con-
comitant effects that, from the point o view d the regula-
tors, were desirable or undesirable. Only in monetary his-
tory did the better quality o some works stand out. Their
authors were equipped with some knowledge d monetary
theory (Gresham's law, quantity theory), and therefore bet-
ter understood the work they were to do.

The most important qualification o a researcher into
"facts'" iscomplete mastery d economic theory. He must in-
terpret the available material in the light o theory. If he
does not succeed in this, or it leaves him unsatisfied, he
must precisely elaborate the critical point, and formulate the
problem that needs to be solved theoretically. Others then
may try to solve the task. The failure is his, not that o
theory. A theory explains everything. Theories do not fail in
individual problems; they fail because o their own short-
comings. He who seeks to replace one theory with another
must either fit it into the given system, or create a new sys-
tem into which it fits. It is wholly unscientific to start with
observed "'facts" and then announce the failure d **theory"
and system. The genius who advances science with new
knowledge can gain valuable information from the observa-
tion d aminute process, either overlooked or deemed insig-
nificant by those before him. His mind is excited over every
object. But the inventor replaces the old with the new, not
through negation, but with aview toward thewhole and the
system.

We need not here deal with the deeper epistemological
question d conflicting systems. Nor need we discuss a mul-
tiplicity d opposing systems. To investigate the problems
d interventionism there are, on the one hand, modem
economics together with classical theory and, on the other
hand, thedeniersd system and theory, no matter how care-
fully they word their denial d the possibility d theoretical
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knowledge. Our answer to them is simple: try to create a
system d theoretical knowledge that pleases you more than
ours. Then we can talk again.

Of course, al the objections raised against theoretical
economics are economic ''theories."" In fact, the objectors
themselves are now writing " economic theories' and giving
lectureson "' theoretical economics.” But their work isinade-
quate because they neglect to weave theindividual tenets of
their ""theory" into asystem, a comprehensive theory d cat-
alactics. A theoretical tenet becomes a theory only through
a system and in a system. It is very easy to discourse on
wage, rent, and interest. But we may speak d a theory only
where individual statements are linked to a comprehensive
explanation o al market phenomena

In their experiments the natural sciences can eliminate dl
disturbing influences and observe the consequences d the
change d onefactor, other conditions being equal. if there-
sult o the experiment cannot befitted satisfactorily into the
given system d theory, it may invite an expansion d the
system, or even its replacement by a new one. But he who
would conclude from the result d one experiment that there
can be no theoretical perception would invite ridicule. The
social sciences lack the experiment. They can never observe
the consequences o one factor, other conditions being un-
changed. And yet, the deniersd system and theory dare to
conclude from some "'fact' that a theory, or even dl theory,
has been refuted.

What is there to be said about general statements such as
these: "Britain's industrial supremacy during the eight-
eenth and nineteenth centuries was the result o mercantile
policies in previous centuries,” or ""The rise in real wages
during the last decades d the nineteenth century and the
early decades d the twentieth century must be credited to
labor unions,” or "Land speculation raises rents.” Such
statements are believed to be drawn directly from experi-
ence. Thisis not gray theory, they tdl us, but fruit from the
green tree o life. But they adamantly refuse to listen to a
theorist who proposes to examine the various tenets of
""practical experience' by thinking them through, and want-
ing to unite them into a systematic structure.
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All the arguments the Empirical-Realistic School could ad-
vance do not replace thelack d a comprehensive theoretical
system.

8.
Recent Writings
onthe Probl ens
d Interventionism

In Germany, the classical country o interventionism, the
need to deal seriously with an economic critique d inter-
ventionism was scarcely felt. Interventionism came to
power without a fight. It could ignore the science o eco-
nomics created by Englishmen and Frenchmen. Friedrich
List denounced it as being injurious to the interests o the
German people. Among the few German economists,
Thiinen was scarcely known, Gossen completely unknown,
and Hermann and Mangold without much influence. Men-
ger was ""eliminated” in the Methodenstreit. Formal science
in Germany did not concern itself with economic achieve-
ments after the 1870s. All objections were brushed aside by
branding them special interest statements d entrepreneurs
and capitalists.®

In the United States, which now seems to assume |leader-
ship in interventionism, the situation is quite different. In
the country o J. B. Clark, Taussig, Fetter, Davenport,
Young, and Seligman, it is impossible to ignore al the
achievementsd economics. It was to be expected, therefore,

9. Seetherelevant description o this method by Pohle, Die gegenwirtige Krisis in
der deutschen Volkswirtschaftslehre [The present crisisin German economics], 2nd
ed., Leipzig, 1921, p. 115¢€t seq.
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that an attempt would here be made to prove the realizabil-
ity and suitability d interventionism. John Maurice Clark,
formerly a University of Chicago professor and now, aswas
his great father John Bates Clark, professor at Columbia Uni-
versity in New York City, has undertaken this very task.10

We regret, however, that only a single chapter with afew
pages deals with thefundamental problems d intervention-
ism. Professor Clark distinguishes between two types d so-
cid regulation d economic actions: regulation d incidental
matters, ""those in which the state is dealing with matters
which are incidental to the main transaction,” and regula-
tion of essential matters, ''those in which the 'heart o the
contract' is at stake and the state presumes to fix the terms
d the exchange and dictate the consideration in money or
in goods, or to say that the exchange shall not take place at
al.""" This distinction roughly coincides with our distinc-
tion between production and price intervention. 1t is clear
that an economic consideration o the system d interven-
tionism cannot proceed any differently.

In hisanalysis d " control d mattersincidental to the con-
tract J. M. Clark does not arrive at any conclusion other
than oursin an analysis d production intervention. He too
must conclude that ** such regulations impose some burdens
on industry." 12 Thisis dl that interests usin his discussion.
His examination d the political pros and cons d such inter-
vention is irrelevant for our problem.

In his discussion d control o the' heart d the contract,"
which roughly corresponds to price intervention, Clark first
mentions the American control d interest rates. It is circum-
vented, he asserts, through additional incidental charges
that raise the nominal rate to the borrower. Anillegal com-
merce has developed i n small loans to consumers. Inasmuch
as decent people do not engage in such transactions, they

10. J. M. Clark, Social Control of Business, (Chicago: University d Chicago Press,
1926).

11 Ibid., p. 450. To avoid any misunderstanding | would like to emphasize that
this distinction has nothing to do with the public-law distinction between essen-
tialia, naturalia, and accidentalia negofii (theindispensably necessary, natural re-
sources, and contract matters).

12. 1bid., p. 451
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are the spherefor unscrupulous operators. As such transac-
tions must shun the light d publicity, exorbitant interest
rates are demanded and granted, which exceed by far the
rates that would prevail if no rates were fixed. " Charges
equivalent to several hundred per cent per year are the com-
mon thing. The law multiplies the evil d extortion ten-
fold." 13

Nevertheless, Professor Clark does not believe that rate
fixing isillogica. In general, the loan market even for this
category d consumer loans is to be left free, with alaw to
prohibit an interest rate higher than the market rate. " The
law . . . may render a great service in preventing the exac-
tion d charges which are materially above the true market
rate."" Therefore, the ssmplest method, according to Clark,
Is ""to fix alegal rate for this class o loans which liberally
coversdl costs and necessary inducements, and to forbid dl
chargesin excess d thisrate.'" 14

Surely, when the interest regulation sanctions the market
rates or even exceeds them, it can do no harm. It is useless
and superfluous. But if it fixes arate that is lower than that
which would develop in an unhampered market, then dl
the consequences described so well by Clark must emerge.
Why, then, the rate fixing? Clark’s answer: it is necessary
to avoid unfair discrimination.!s

The concept d *unfair’ or " undue discriminations' orig-
inatesin thefield of monopoly.1¢ If the monopolist as seller
Isin the position to classify the potential buyers according
to purchasing power and desire intensity, to whom he offers
his commodity or service at different prices, then he does
better without a uniform price. Such conditions aregiven in
most casesd means d transportation, electric power plants,
and similar enterprises. Thefreight rates o railroads repre-
sent a nearly classical case d such a differentiation. But

13. Ibid., p. 453 et seq.

14. lbid., p. 454.

15. |bid.

16. See the voluminous American literature: Nash, The Economics of Public Utili-
ties, New York, 1925, p. 97, 371; Wherry, Public Utilities and the Law, New York,
1925, pp. 3 et seq., 82 et seq., 174. See also Clark, op. cit., p. 398 et seg.
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without further explanation one cannot cal this practice
"unjust,” an interventionist charge so naively and resent-
fully made against monopolists. However, we need not be
concerned with the ethical justification o intervention.
From a scientific point o view, we merely must observe that
there is room for government intervention in the case o
monopoly.

But there is also a differential treatment o the various
classes d buyers that runs counter to the interests of mo-
nopolies. This may be the case where the monopoly is man-
aged as a part o alarger enterprise in which the monopoly
serves objectives other than greatest profitability. Let us
disregard dl casesin which the monopolist either is a com-
pulsory association or acts under its influence, seeking to
achieve certain national, military, or social objectives.
Freight rates, for instance, may be set to accommodate for-
eign trade, or municipal services may be priced according
to customers income. In al such cases the interventionists
approve o the differentiation. To us, only those cases are
significant in which the monopolist resorts to differentia-
tion that runs counter to his profit interests. It may be that
he takes into consideration the interests of his other enter-
prises that are more important to him. Or he wants to disad-
vantage a buyer for personal reasons, or force him to do or
not to do something. In the United States, railroads have
favored individual shippers through concessions o lower
freight rates, which often forced their competitors to close
their businesses or sell them at depressed prices. The public
generally censured such practices because they promoted
industrial concentration and formation d monopolies. Pub-
lic opinion viewed the disappearance d competition in in-
dividual industries with great alarm. It failed to recognize
that competition takes place among producers and sellers
not only within each individual branch d production, but
also between al related goods, and in the final analysis,
between al economic goods. And it did not recognize that
the monopolistic price charged by the few genuine
monopolies— mining and similar primary production—is
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not so detrimental to al, as the naive foes & monopolies are
willing to assume.1?

But thereis no talk & monopoly in Clark’s case o theloan
market for consumers, small farmers, merchants and trades-
men. How is it possible to practice unfair discrimination?
When one lender does not lend at the market rate the bor-
rower may simply go to another. Of course, it cannot be
denied that everyone is inclined — especially among the bor-
rowers d this lowest category—to overestimate his own
credit rating, and cdl the rates demanded by creditors
too high.

J. M. Clark proceeds from a discussion o interest regula-
tion to that o minimum wages. " Artificial"' wage boosts, he
believes, lead to unemployment. The rise in wages raises
production costs, and thus the product price. The quantity
that was sold at the lower price can no longer be marketed
at this higher price. On the one hand, thisleaves unsatisfied
buyers who would like to buy at the no longer quoted lower
price, and on the other hand, it causes unemployment o
workers who are willing to work at lower wage rates. Fi-
nally, entrepreneurs will be willing to bring this potential
demand and supply together.

So far we can again agree with Clark. But then comes an
assertion that completely misses the mark —that is, that " the
regulations affecting the incidental conditions of employ-
ment”* must have the same consequences since they too
raise production costs.® But thisis not correct. If wages are
freely determined in the labor market, no raise in wages
above the market rate can occur as a result d interventions,
such as the shortening d labor time, mandatory insurance
d workers at the expense d employers, regulations o work-
shop conditions, vacations o workers with full pay, et
cetera. All these costs are shifted to wages and are borne by

17. See my Gemeinwirtschaft, Jena, 1922, p. 382 et seq. [English-language edition:
Socialism (London: Jonathan Cape, 1936), p. 391efseq.], also my Liberalismus, Jena,
1927, p. 80 et seqg. [English-language edition: The Free and Prosperous Common-
wealth (New York: D. Van Nostrand Co., Inc., 1962), p. 92 et seq.].

18. Clark, op. cit., p. 455.
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the workers. This fact could be overlooked because such
social interventions were introduced mainly at a time when
real wages were rising and the purchasing power d& money
was falling. Thus, net wages paid to workers continued to
risein terms d both money and purchasing power despite
the ever-rising social costs placed on the employer. His
calculationsinclude not only the workers wages, but also all
costs resulting from their employment.

Clark's further remarks have no bearing on our problem.
He believes that wage increases, like other interventions on
behalf d workers, " may prove self-sustaining through rais-
ing the level d personal efficiency, through furnishing an
added stimulus to the employer's search for improved
methods, and through hastening the elimination d the least
efficient employers and transfering their business to those
who will conduct it more efficiently.”* 12 All this can aso be
said about an earthquake or any other natural catastrophe.

Professor Clark is trained too well in theory and is too per-
ceptive not to notice how untenable his reasoning actualy is.
He concludes, therefore, that the question d whether or not
agiven intervention is a'violation d economic law" is ba-
scaly™aquestion d degree." Inthefina analyss, Clark as-
sures us, we must consider how severely the intervention
affects production costs or market prices. Thelaw d supply
and demand is''no thing of precision and inexorable rigid-
ity."" Many times "'a small change in costs d production™
has no effect at al on final prices—when, for instance, the
priceis usually quoted in round numbers and the merchants
absorb small changes in costs or wholesale prices. Clark's fi-
nal word: ""A large increase in wage rates may bea'violation
of economic law," in the sense in which we are using the
term, where a small increase would not be.” 20

Upon careful reflection, Professor Clark yields to al the
objections by those writers who cdl interventionism unsuit-
able and illogical. It is obvious and undeniable that the
quantitative consequences d an intervention depend on the

19. Ihid.
20. Ibid.
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severity d the intervention. A small earthquake destroys
less than a big one, and a very small earthquake may leave
no visible traces at all.

It is utterly irrelevant that Clark nevertheless clings to the
statement that such interventions can be made and advo-
cated. He must admit that this leads to further measuresin
order to aleviate the consequences. For instance, when
price controls are imposed, there must be a rationing in
order to remove the discrepancy between supply and de-
mand. And it will be necessary to stimulate production di-
rectly because the normal impetus will be lost.2! At this
point Clark unfortunately discontinues his discussion. Had
he proceeded he would necessarily have come to the conclu-
sion that there are only two alternatives. either to abstain
from dl intervention, or, if thisis not the intention, to add
ever new intenrentions in order to eliminate **the discrep-
ancy between supply and demand which the public policy
has created,"” until dl production and distribution are con-
trolled by the social apparatus d coercion, that is, until the
means d production are nationalized.

In the cased minimum wagelegidlation it isavery unsat-
isfactory solution for Professor Clark to recommend that the
workers who lost their jobs be employed in public works.22
And when he points at " energy, intelligence and loyalty"*
caling for government intervention, he merely reveals his
embarrassment.23

In his second to last sentence d this chapter dealing with
fundamentals, Clark concludes that " government can do a
great deal d good by merely seeing to it that everyone gets
the benefit & the market rate, whatever that is, and thus
prevent the ignorant from being exploited on account o
their ignorance.” 24 This concurs completely with the posi-
tion o classical liberalism: government shall be limited to
the protection o private property and the elimination d al
obstacles to free market access for individuals or groups o

21. Ibid., p. 456.
22. Ibid.

23. lbid., p. 457.
24. 1bid., p. 459.
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individuals. This is nothing but another wording o the
principle: lassez faire, lassez passer. It is insignificant that
Professor Clark apparently believes that a special informa-
tion program is necessary for the attainment o this objec-
tive. Ignorance d the market situation alone cannot prevent
potential buyers or workers from exploring the situation. If
the sellers and entrepreneurs are not hampered in searching
for customers and workers, their competition will reduce
goods prices and raise wages until the market rate is at-
tained. But whatever it be, classical liberal principlesare not
violated if government undertakes to publish relevant data
on the formation d market prices.

The result d Clark’s inquiry into our problem thus does
not contradict our own analysis earlier in thisessay. Despite
Clark's eagerness to prove that the popular interventions are
not unsuitable and illogical, he did not succeed in adding
anything but the observation that the consequences are in-
significant if theintenrention is quantitatively unimportant,
and that important interventions have undesirable conse-
quences that need to be alleviated through more interven-
tion. At this point Clark unfortunately halted his discus-
sion. If he had proceeded to its conclusion, which he should
have done, it too would have clearly revealed the only alter-
native: either private property in the means d production
Is permitted to function freely, or control over the means o
production is transferred to organized society, to its appara-
tus o coercion, the state. It would have revealed that there
can be no other alternative but socialism or capitalism.

Thus, Clark’s work also, which is the most complete ex-
pression o American interventionism, can come to no other
conclusion in its discussion o the basic questions o inter-
ventionism. Interventionism is a system that is contra
dictory and unsuitable even from the point o view o its
sponsors, that cannot be carried out logically, and whose in-
troduction in every case can effect nothing but disturbances
in the smooth functioning o the social order based on pri-
vate property.

We owe the most recent German discussion d our prob-
lem to Richard Strigl, a member d the Austrian School. Al-
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though not so outspoken asJ. M. Clark, he too sympathizes
with interventionism. Every line d his work, which seeks
to analyze theoretically the wage problems d intervention-
ism,?5 clearly reflects his desire to acclaim as much as possi-
ble socia policy in general and labor union policiesin par-
ticular. All Strigl's statements are carefully worded in the
same manner that authors d previous centuries worded
theirs in order to escape inquisition or censure.26 But all
the concessions which his heart grants to interventionistic
thinking concern only secondary matters and the formula-
tion d doctrine. Regarding the problem itself, Strigl's per-
ceptive analysis comes to no concluson other than that
drawn in scientific economic analysis. The gist d his doc-
trine is visible in the sentence: ""The greater the service a
worker can render, the more he will earn, provided his ser-
viceis useful in the economy; it does not matter whether his
wage is determined in the free market or agreed upon by
collective contract.” 27 It obviously grieves him that this is
so, but he cannot and will not deny it.

Strigl emphasizes that artificial wage increases create un-
employment.?® This is undoubtedly the case where wages
are raised in individual industries only, or in individual
countries only, or where they are raised unevenly in differ-
ent industries and countries, or where monetary policiesare
used to stem a generd rise in prices. Undoubtedly Strigl's
case is important for an understanding d present-day con-
ditions. For a thorough understanding d the problem, how-
ever, we must rely upon another basic assumption. To have
universal validity our analysis must assume that the risein
wages occurs evenly and simultaneously in different indus-
tries and countries, and that monetary factors do not inter-
vene. Only then can we completely understand interven-
tionism.

25. See Strigl, Angewandte Lohntheorie. Untersuchungen iiber die wirtschaftlichen
Grundlagen der Socialpolitik [Applied wage theory. Inquiries into the economic
foundationsof social policy], Leipzig and Vienna, 1926.

26. Ibid., especially p. 71 et seq.

27. Ibid., p. 106.

28. Ibid., p. 63 et seq., p. 116 et seq.
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Of dl the interventionist measures none is probably
under stronger attack in Germany and Austria than the
eight-hour workday. Many believe that the economic emer-
gency can be met only be repealing the eight-hour law:
more work and more intensive work are needed. It is taken
for granted that the lengthening o labor time and the im-
provement in labor efficiency would not be accompanied by
higher wages, or at |east that theincreaseswould trail therising
labor efficiency, so that labor would become less expensive.
Simultaneously, areduction in dl kinds d *socia costs” is
demanded, such asthe elimination d the" welfaretax" pay-
able by the businessman in Austria. It is tacitly assumed
that he would retain the savings from such cost reductions,
and that his labor costs would thus be reduced indirectly.
Efforts to reduce wages directly are insignificant at the pres-
ent time.

In social journals and economic literature, the discussion
d the problems o the eight-hour day, and the intensity o
|abor reveals aslow but steady progress i n economic under-
standing. Even writers who do not hide their biasfor inter-
ventionism, admit the cogency d the most important argu-
ments against interventionism, Seldom do we still meet the
blindness in a fundamental understanding o such matters
that characterized our literature before the war.

Surely, the supremacy o the interventionist school has
not yet been overthrown. Of Schmoller's state socialism and
etatism and o Marx’s egalitarian socialism and communism
only the names have survived in political life; the socialist
ideal itself has ceased to exert a direct political effect. Itsfol-
lowers, even those who were willing to shed blood to bring
it about afew yearsago, have now postponed it or given up
entirely. But interventionism as Schmoller and Marx advo-
cated it—Schmoller, asafoe d dl ""theory," quite unhesitat-
ingly; Marx with bad conscience about its insoluble contra-
diction to dl his theories—now dominates the climate d
opinion.

We need not examine here whether the political condi-
tions are ripe for the German people and other leading
nations to turn away from interventionistic policies. An im-
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partial analysis d the state d affairs may show that in-
terventionism continues to advance. This can hardly be
denied for Great Britain and the United States. But surely it
iIsasfutiletoday asit wasin the past to defend intervention-
ism as meaningful and purposeful from the point d view o
economic theory. In fact, it is neither meaningful nor pur-
poseful from any point o view. There is no road from eco-
nomics to interventionism. All interventionistic successes
in practical politics were "' victories over economics."
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THE HAMPERED
MARKET
ECONOMY

1

The Prevailing Doctrine
d the Hampered
Market Economy

With a few exceptions contemporary commentators on
economic problems are advocating economic intervention.
This unanimity does not necessarily mean that they approve
d interventionistic measures by government or other coer-
cive powers. Authors of economics books, essays, articles,
and political platforms demand interventionistic measures
before they are taken, but once they have been imposed no
one likes them. Then everyone—usualy even the authori-
ties responsiblefor them—cal them insufficient and unsat-
isfactory. Generally the demand then arises for the replace-
ment d unsatisfactory interventions by other, more suitable
measures. And once the new demands have been met, the
same scenario begins dl over again. Theuniversal desirefor
the interventionist system is matched by the rgection o Al
concrete measures o the interventionist policy.
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Sometimes, during discussion o a partial or complete re-
peal d aregulation, there are voices against changing it, but
they rarely approve the given measure; they wish to prevent
even worse measures. For instance, scarcely ever have live-
stock farmers been pleased with the tariffs and veterinary
regulations that were adopted in order to restrict the impor-
tation d livestock, meats, and fatsfrom abroad. But as soon
as consumers demand the repea or relaxation o these re-
strictions, the farmers rise in their defense. The champions
d legislative labor protection have labeled every regulation
adopted so far as unsatisfactory —at best to be accepted as
an installment on what needs to be done. But if one such
regul ation faces reped —for instance, the legal limitation d
the workday to eight hours—they rise in its defense.

This attitude toward specific interventions is readily un-
derstood by anyone who recognizes that i ntervention neces-
sarily isillogical and unsuitable, asit can never attain what
its champions and authors hope to attain. It is remarkable,
however, that it is obstinately defended in spite d its short-
comings, and in spited thefailured dl attempts at demon-
strating its theoretical logic. To most observers, the thought
d returning to classical liberal policies appears so absurd
that they rarely bother to give it thought.

The defenders d interventionism often appeal to the no-
tion that classical liberalism belongs to a past era. Today,
they tdl us, we are living in the age d "' constructive eco-
nomic policy," namely, interventionism. The wheel d his-
tory cannot be turned back, and that which has vanished
cannot be restored. He who callsfor classical liberalism and
thus proclaims the solution as ' back to Adam Smith” is de-
manding the impossible.

It is not at dl true that contemporary liberalism is identi-
cd with the British liberalism o the eighteenth and nine-
teenth centuries. Certainly modern liberalism is built on the
great ideas developed by Hume, Adam Smith, Ricardo,
Bentham, and Wilhelm Humboldt. But liberalism is no
closed doctrine and rigid dogma. It is an application d the
principles d science to man's social life, to politics. Eco-
nomics and social science have made great strides since the
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beginning d liberal doctrine, and thus liberalism also had
to change, although the basic thought remained unaltered.
He who makes the effort to study modern liberalism will
soon discover the differences between the two. Hewill learn
that knowledge d liberalism cannot be derived from Adam
Smith aone, and that the demand for repeal d intervention-
istic measuresis not identical with the cal, Return to Adam
Smith.

Modern liberalism differsfrom theliberalism o the eight-
eenth and nineteenth centuries at least as much as modern
interventionism differs from the mercantilism o the seven-
teenth and eighteenth centuries. It isillogical to cdl the re-
turn to free trade an anachronism if the return to the system
o protection and prohibition is not also seen as an
anachronism.

Writers who credit the change in economic policy simply
to the spirit o the age surely expect very little from a scien-
tific explanation d interventionism. The capitalist spirit is
said to have been replaced by the spirit & the hampered
economy. Capitalism has grown old and, therefore, must
yield to the new. And this new is said to be the economy
that is hampered by government and other intervention.
Anyone who seriously believes that such statements can re-
fute the conclusions d economics regarding the effects o
import duties and price controls truly cannot be helped.

Another popular doctrine works with the mistaken con-
cept d ""free competition.” At first, some writers create an
ideal d competition that is free and equal in conditions—
like the postulates o natural science—and then they find
that the private property order does not at dl correspond to
this ideal. But because realization o this postulate d
""competition that is realy free and equal in conditions” is
believed to be the highest objective o economic policy, they
suggest various reforms. In the name o the ideal, some are
demanding a kind d socialism they cal "liberal" because
they apparently perceive the essence d liberalism in this
ideal. And others are demanding various other interven-
tionistic measures. But the economy is no prize contest in
which the participants compete under the conditions o the
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rules d the game. If it is to be determined which horse can
run acertain distancein the shortest period o time, the con-
ditions should be equal for all horses. However, are we to
treat the economy like an efficiency test to determine which
applicant under equal conditions can produce at lowest
costs?

Competition as a socia phenomenon has nothing in
common with competition in play. It is a terminological
confusion to transfer the postulate d "equal conditions'
from the rules o sport or from the arrangement o scientific
and technological experiments to economic policy. In so-
ciety, not only in the capitalist order, but in every conceiv-
able social order, there is competition among individuals.
The sociologists and economists d the eighteenth and nine-
teenth centuries demonstrated how competition works in
the social order that rests on private property in the means
d production. Thiswas an essentia part o their critique o
the interventionistic policies o the mercantilistic police and
welfare state. Their investigations revealed how illogical
and unsuitable interventionistic measures were. Pressing
further they also learned that the economic order that corre-
sponds best to man's economic goalsisthat built on private
property. Surely the mercantilists wondered how the people
would be provided for if government left them alone. The
classical liberals answered that the competition o business-
men will supply the markets with the economic goods
needed by consumers. In general they couched their de-
mand for elimination o intervention in these words: the
freedom d competition must not be limited. With the do-
gan o "'free competition”™ they demanded that the socia
function o private property not be hampered by govern-
ment intervention. Thus the misunderstanding could arise
that the essence d liberal programs was not private prop-
erty, but "'free competition." Social critics began to chase a
nebulous phantom, "“genuinely free competition,” which
was nothing more than a creature d an insufficient study o
the problem and occupation with catchwords.?

1. See the critique d such errors, Halm, Die Konkurrenz [Competition], Munich
and Leipzig, 1929, especialy p. 131 et seq.



The apology for interventionism and the refutation o the
critique o interventions by economic theory are taken much
too lightly with the assertion, e.g., by Lampe, that this cri-
tique

is justified only when it is shown simultaneously
that the existing economic order corresponds to the
ideal o free competition. Only under this condition
must every government intervention be tantamount
to areduction i n economic productivity. But no seri-
ous socid scientist would venture today to speak o
such a pre-established economic harmony, as the
classca economists and their optimistic-liberal epi-
gonesenvisageit. There are tendenciesin the market
mechanism that bring about an adjustment d dis-
rupted economic relations. But these forces prevail
only "'in the long run,” while the readjustment pro-
cess is interrupted by more or less sharp frictions.
Thisgivesrise to situations i n which intervention by
"socid power™ not only can be necessary politically,
but also suitable economically . . . provided expert
advice on the basis d strictly scientific analysis is
availableto the public power and that it isfollowed.2

Itis most remarkablethat this thesiswas not written during
the 1870s or 1880swhen the Socialistsd the Chair untiringly
offered to the high authorities their infallible remedies for
the social problem and their promisesfor the dawn d glori-
ous times. But it was written in 1927. Lampe still does not
see that the scientific critique d interventionism has
nothing to do with an"ideal o free competition' and " pre-
established harmony.” s He who scientifically analyzes in-
terventionism does not maintain that the unhampered econ-
omy isin any sense ideal, good, or free from frictions. He
does not contend that every intervention is tantamount to a
""reduction in economic productivity." His critique merely

2. Lampe, Notstandarbeiten oder Lohnabbau? [Public works or wage reductions?],
Jena, 1927, p. 104 et seq.

3. On " pre-established harmony"* see further my essay below, " Anti-Marxism."'
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demonstrates that interventions cannot achieve the objec-
tives which their authors and promoters want to achieve,
and that they must have consequences which even their au-
thors and sponsors did not want and which run counter to
their own intentions. This is what the apologists o inter-
ventionism must answer. But they are without an answer.
Lampe presents a program d "*productive intervention-
ism" consisting o three points.# Thefirst point is that the
public authority " must possibly stand for a slow reduction
o the wage level."" At least Lampe does not deny that any
"public authority" attempt at holding wage rates above
those an unhampered market would establish must create
unemployment. But he overlooked thefact that his own pro-
posal would bring about, to alesser degree and for alimited
time, the intervention which he himself knew to be unsuit-
able. When compared with such vague and incompl ete pro-
posals, the advocates o all-round controls have the advan-
tage d seeminglogical. Lampe reproaches mefor not caring
how long the transitional frictional unemployment will last
and how severe it may be.5 Now, without intervention it
neither will last long nor affect many. But undoubtedly the
enactment d Lampe's proposal can only bring about its pro-
longed duration and its aggravated severity. Even Lampe
cannot deny this in the light o his other discussion.
Anyway, we must bear in mind that a critique o inter-
ventionism does not ignore thefact that when some produc-
tion interventions are eliminated special frictions are gener-
ated. If, for instance, al import restrictions were lifted
today, the greatest difficulties would be evident for a short
time, but there would soon be an unprecedented risein the
productivity d human labor. These inevitablefrictions can-
not be mitigated through an orderly lengthening d the time
taken for such areduction d the protection, nor are they al-
ways aggravated by such a lengthening. However, in the
case d government interferences with prices, a slow and
gradual reduction, when compared with their immediate

4. Lampe, op. cit., p. 127 et seq.
5. Ibid., p. 105.
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abolition, only prolongs the time during which the undesir-
able consequences d the intervention continue to be felt.

The two other points d Lampe's " productive interven-
tionism'' require no specid critique. In fact, one d them is
not interventionistic, and the other actually aims at its aboli-
tion. In the second point d his program, Lampe demands
that public authority eliminate the numerous institutional
obstacles that stifle the occupational and regional mobility
d labor. But this means elimination d dl those government
and labor union measures that impede mobility. Thisis ba-
scaly the old demand o laissez passer, the very opposite o
interventionism. And in his third point, Lampe demands
that the central political authority gain ""an early and de-
pendableoverview d the whole economic situation," which
surely is no intervention. An overview d the economic sit-
uation can be useful to everybody, even to government, if
the conclusion is reached that there should be no inter-
ference at all.

When we compare Lampe's interventionistic program
with others d a few years ago, we recognize how much
more modest the claims d this school have become. Thisis
progress d which the critics d interventionism can be
proud.

2,

The Thessd
Schmalenbach

Considering the dismal intellectual poverty and sterility
d nearly al books and papers defending interventionism,
we must take noticed an attempt by Schmalenbach to prove
the inevitability o the '"hampered economy."
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Schmalenbach starts from the assumption that the capital
intensity of industry is growing continuously. Thisleads to
the inference that fixed costs become ever more significant
while proportional costs lose in significance.

The fact that an ever larger share d production
costsisfixed causes the old era d afree economy to
draw to aclose, and a new era o a hampered econ-
omy to begin. It is a characteristic o proportional
costs that they occur with every item produced, with
every ton delivered. . . . When pricesfall below pro-
duction costs, production is curtailed with corre-
sponding savings in proportional costs. But if the
lion's share o production costs consists d fixed
costs, a production cutback does not reduce costs
correspondingly. When prices then decline it is
rather futile to offset their fal through production
cutbacks. It is cheaper to continue production with
average costs. OF course, the business now suffersa
loss which, however, is smaler than it would bein
the case d production cutbacks with nearly undi-
minished costs. The modern economy with its high
fixed costs thus has been deprived d the remedy that
automatically coordinates production and consump-
tion, and thereby restores the economicequilibrium.
The economy lacksthe ability to adjust production to
consumption because to a large extent proportional
costs have becomerigid.6

This shifting d production costs within the enterprise " al-
most alone" is' guiding us from the old economic order to
the new one."” ""The old great era d the nineteenth century,
the epoch d free enterprise, was possible only when pro-
duction costs generally were proportional in nature. It
ceased to be possible when the proportion d fixed costs be-

6. Schmalenbach, ' Die Betriebswirtschaftslehre an der Schwelle der neuen Wirt-
schaftsverfassung' [The doctrines d business administration at the dawn d a new
economic constitution] in Zeitschrift fur Handel swissenschaftliche Forschung [Journal
for trade research], 22nd year, 1928, p. 244 et seq.
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came ever more significant.” Since the growth d fixed costs
has not yet stopped and will probably continue for a long
time, it is obviously hopeless to count on areturn d thefree
economy.”

Schmalenbach at first offers proof for the relative rise in
fixed costs with the remark that the continuous growth o
enterprise size"'is necessarily connected with an expansion,
even arelativeexpansion, d the department that is heading
the whole organization.”8 | doubt that. The superiority o
alarger enterprise consists, among other things, in manage-
ria costslower than those d smaller enterprises. The same
Is true for the commercial departments, especially the sales
organizations.

O course, Schmalenbach is completely correct when he
emphasizes that the costs & management and many other
general costs cannot be reduced substantially when the en-
terprise works only at one-half or one-fourth o its capacity.
But as management costs decline with the growth d the en-
terprise, calculated per unit d output, they are less signifi-
cant in this age d big business and giant enterprises than
formerly in the age d smaller operations.

But Schmalenbach's emphasis is not here; it lies on the
rise in capital intensity. He believes that he can smply con-
clude from the continuous formation o new capital and
progressive application d machines and equipment—
which is undoubtedly true in a capitalist economy —that the
ratio d fixed costswill rise. But he must provefirst that this
is actually the casefor the whole economy, not just for indi-
vidual enterprises. In fact, continuing capital formation
leads to adeclinein the marginal productivity d capital and
anincreasein that o labor. The share that goesto capital de-
clines, and that d labor rises. Schmalenbach did not con-
sider this, which negates the very premise d his thesis.9

But let us aso ignore this shortcoming and examine
Schmalenbach's doctrine itself. Let us raise the question d

7. 1bid., p. 242 et seq.
8. Ibid., p. 243.

9. See Adol f Weber, Das Ende des Kapitalismus [ Theend d capitalism], Munich,
1929, p. 19.
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whether arelative rise in fixed costs can actually precipitate
entrepreneurial behavior that deprives the economy d its
ability to adjust production to demand.

Let uslook at an enterprise that either from the start or be-
cause d a changed situation does not come up to its earlier
expectations. When it was built its founders hoped that the
investment capital not only would be amortized and would
yield the going rate d interest but, in addition, would pay
a profit. Now it has turned out differently. The product
price hasfallen so much that it covers only apart d produc-
tion costs—even without allowance for the costs d interest
and amortization. A cutback in output cannot bring relief;
it cannot make the enterprise profitable. The less it pro-
duces, the higher will be the production costs per unit o
output and the greater the losses from the sale o each unit
(pursuant to our assumption that the fixed costs are very
high relative to proportional costs, disregarding even the
costs o interest and amortization). There is only one way
out d the difficulty: to shut down entirely; only then can
further losses be avoided. OF course the situation may not
always be so simple. Thereis hope, perhaps, that the prod-
uct pricewill rise again. In the meantime, productionis con-
tinued because the disadvantages d the shutdown are
thought to be greater than the operating losses during the
bad time. Until recently most unprofitable railroads werein
this situation because automobiles and airplanes entered
the competition. They counted upon an increase in traffic,
hoping to earn profits some day. But if such special condi-
tions do not exist, production is shut down. Enterprises la-
boring under less favorable conditions disappear, which
establishes the equilibrium between production and de-
mand.

Schmalenbach’s error lies in his belief that the cutback in
production, necessitated by the decline in prices, must take
place through a proportionate cutback d dl existing opera-
tions. He forgets that there is yet another way, namely, the
complete shutdown o dl plants working under unfavorable
conditions because they can no longer stand the competi-
tion o plants producing at lower costs. This is true espe-
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cially in industries producing raw materials and staples. In
finishing industries, where individual plants usually manu-
facture various items for which production and market con-
ditions may vary, acutback may be ordered, limiting output
to the more profitable items.

This is the situation in a free economy unhampered by
government intervention. Therefore, it is utterly erroneous
to maintain that arisein fixed costs denies our economy the
ability to adjust production to demand.

It is true that if government interferes with this adjust-
ment process through the imposition d protective tariffs o
appropriate size a new possibility arisesfor producers: they
can form acartel in order to reap monopolistic gains through
reductions in output. Obviously, the formation d cartels
does not result from some development in the free economy,
but is rather the consequence d the government interven-
tion, i.e., the tariff. In the case d coa and brick, the trans-
portation costs, which are so high relative to product value,
may, under certain conditions and without government in-
tervention, lead to theformation o cartelswith limited local
effectiveness. A few metals are found in so few places that
even in afree economy the producers may attempt to form
aworld cartel. But it cannot be said too often that al other
cartels owe their existence not to a tendency in afree econ-
omy, but to intervention. International cartels generally can
be formed only because important production and con-
sumption areas are sheltered from the world market by tariff
barriers.

The formation d cartels has nothing to do with the ratio
of fixed to proportional costs. Thefact that the cartel forma-
tion in the finishing industries is proceeding more slowly
than in staple industriesis not due to the slower risein fixed
costs, as Schmalenbach believes, but to the complex manu-
facture d goods nearer to consumption, which is too intri-
cate for cartd agreements. Furthermore, it is due to the dis
persal o production over numerous enterprises that are
more vulnerable to competition by outsiders.

Thefixed costs, according to Schmalenbach, prod an en-
terprise to embark upon expansion in spite d lacking de-
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mand. There are facilities in each plant that are used very
little; even at full plant operation they are working with de-
gressive costs. To utilize these facilities better the plant is
enlarged. "' Thuswholeindustries are expanding their capac-
ities without justification by arise in demand.” 10 We read-
ily admit that thisis the case in contemporary Europe with
its interventionistic policies, and especialy in highly inter-
ventionistic Germany. Production is expanded without con-
sideration d the market, but rather in view d the redistri-
bution d cartel quotas and similar considerations. Again,
this is a consequence d interventionism, not afactor giv-
ing rise to it.

Even Schmalenbach, whose thinking is oriented eco-
nomically in contrast to that d other observers, could not es-
cape the error that generally characterizes German economic
literature. It is erroneous to view developments in Europe,
and particularly in Germany under the influence d highly
protective tariffs, astheresult d free market forces. It cannot
be emphasized too often and too emphatically that the Ger-
man iron, coal, and potash industries are operating under
the impact 0 tariff protection, and, in the case & cod and
potash, also under other government intervention, and
these are forcing the formation d syndicates. Therefore, to
draw conclusions for the free economy from what is
happening in those industries is completely incorrect. The
"permanent inefficiency” so sharply criticized by Schmal-
enbach, is no ingfficiency d the free economy, but in-
effictency o the hampered economy. The "new eco-
nomic order" is the product d interventionism.

Schmalenbach is convinced that in the not-too-distant fu-
turewe must reach astated affairsin which the monopolis-
tic organizations will receive their monopolistic power from
the state, and the state will superintend *'the performance
d the duties incumbent on the monopoly.” 12 Surely, if for
any reason we rgject the return to afree economy, this con-

10. Schmalenbach, op. cit., p. 245.
11 Ibid., p. 247.
12. Ibid., p. 249 et seq.
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clusion completely agrees with that to which every eco-
nomic analysis d the problems d interventionism must
lead. Interventionism as an economic system is unsuitable
and illogical. Once this is recognized it leaves us with the
choice between lifting al restrictions, or expanding them to
asystem in which government directs al business decisions
—in which the state determines what to produce and how,
under what conditions, and to whom the products must be
sold. Thisisasystem d socialism in which private property
at best survives in name only.

A discussion d the economy o a sociaistic community
does not belong with thisanalysis. | have dealt withitin an-
other place.13

13. See Mises, Die Gemeinwirtschaft, Jena, 1922, p. 94 et seq. [English-language
edition: Socialism (London: JonathanCape, 1936), p. 111 et seq.]
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SOCIAL
LIBERALISM'

1.
| ntroduction

Heinrich Herkner, president d the Association for Social
Policy, recently published his autobiography under the sub-
title " The Life d a Socialist d the Chair." In it he made it
his task "'to facilitate an understanding d the closing era d
German academic socialism.” 2 In fact, it cannot be denied
that the Socialists d the Chair have said everything they
meant to say, and it seems their supremacy is now declin-
ing. Therefore, itistimefor an examination d their achieve-
ments.

On the occasion o Gustav Schmoller’s seventieth birth-
day, the most eminent members d the Historical-Realistic
School cooperated in awork that was to present the results
d the efforts d German economics during the nineteenth
century.3 A summary d theforty monographs o this book
was never written. The preface expressy states that it must

1. Zeitschrift fur die Gesamte Saatswissenschaft [Journal for al the social sciences],
vol. 81, 1926.

2. Volkswirtschaftslehre der Gegenwart in Selbstdarstellung [ Contemporary econom-
icsin an autobiography], edited by Dr. Felix Meiner, vol. |, Leipzig, 1924, p. 113.
3. Die Entwicklung der deutschenVolkswirtschaftslehre im 19. Jahrhundert [The devel -
opment d German economics during the ninteenth century], Leipzig, 1908, two
volumes.
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be left to afuture analysis to take stock d the nature and ex-
tent o the progress d German economic science as a
whole.4

If anyone had tried to write this analysis, it undoubtedly
would have been disappointing. The summary more than
the individual monographs would have revealed how few o
its goals the School did achieve. It would have shown how
the School, whenever it touched upon fundamental ques-
tions, could not escape borrowing from the discoveries o a
theoretical school that is quite low in its esteem. In each
contribution that merely half-way meets its requirements,
the work o economic theorists is clearly visible despite the
fact that they stood apart from the School and were attacked
by it. Bernhard's contribution on wages, for instance, ar-
rives at the conclusion that "' the Historical-Statistical School
barely touched the main problem o wages." It merely
launched detailed investigations, but on the great questions
it ""finally could stutter only the confession: the processes
are more complicated than the sum d our detailed investi-
gations. There would be no new German research if it were
not for the so-called abstract Austrian School.”5 F this is
true d wages, a topic on which the Socialists o the Chair
loved to expound, how much more must it apply to al other
problems!

We are gaining the same impression from dl other collec-
tions o essays this School has published. In Outlines of So-
cial Economics Austrian economists dealt with the history d
thought and with economic theory. And the classical contri-
butions by Menger, Bonm-Bawerk, Wieser, and afew other
""theorists’ are the only essays d lasting interest in the ten-
thousand-page collection d the third edition o the Hand-
book of Social Sciences.

There is yet another comprehensive Festschriff that seeks
to present the entire science in monographs. But there are
signs that such collections covering motley problems, tor-
turing readers and embarrassing librarians, are gradually
being replaced with collectionsdealing with one set o prob-

4. lbid., vol. I, p. viii.
5. Bernhard, ""Der Arbeitslohn [Wages] inibid., vol. I, XI, p. 11 € seq.



lems only. On the occasion d the eightieth birthday d
Lujo Brentano, the veteran dean d academic socialism in
and outside Germany, his students published Economics Af-
ter the War.6

Naturally, the quality o theindividual contributions var-
ies greatly. And it need not be emphasized that the twenty-
nine contributors worked independently and took no notice
d each other's theories and ideologies. But a common
thread appears throughout the works—especially those the
editors thought most important and which Brentano prob-
ably read with greatest delight— namely, the intention to
defend and elaborate the ""Brentano system.” The external
conditions for such atask are lessfavorable today than sev-
enteen years ago. When the Schmoller Festschrift appeared,
academic socialism and Historical-Realistic economics stood
at the zenith o their reputation and political influence. A
great deal has changed since then. The Schmoller Festschrift
had the sound o afanfare. The Brentano Festschrift is cal-
ing for discussion.

2.
Socialism d the Chair

Academic socialism is no homogeneous ideology. In the
way syndicalism stands alongside socialism, although they
often are not differentiated distinctly, there are two schools
d thought in Socialism o the Chair: the Socialist School

6. Festgabe fur Lujo Brentano: Die Wirtschaftswissenschaft nach dem Kriege
[Economics after the war], Twenty-nine Contributions to the State o German and
Foreign Research after the War; vol. |, Economic Ideologies; vol. II, The Situationin
Research; edited by M.J. Bonn and M. Palyi, Munich and Leipzig, 1925. Below, |
quote from these contributions, giving in thefootnotes author, volume, and page
number.
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(state socialism or etatism), and the Syndicalist School (at
times called ""socid liberalism™).

Socialism and syndicalism are implacable antagonists,
and the two ideologies stand in irreconcilable contrast to
liberalism. No specious argument can ignore the fact that
direct control over the means d production can only rest
either with individual's, with society as awhole, or with as-
sociations o workers in each industry. Politics can never
succeed in dividing direct control over certain means d pro-
duction between society (the state), labor unions, or indi-
viduals. Property as direct control over means d production
is indivisible. True, there can be a socia order in which
some means are owned by the state or other administrative
bodies, some by labor unions, and some by individuals. In
this sense, there can be partial socialism, partial syndical-
ism, and partial capitalism. But there can never be a com-
promise between socialism, liberalism, and syndicalism
with regard to the same means o production. This funda-
mental and logical implacability d the three conceivable so-
cia orders has again and again been obscured in theory and
politics. But no one has ever succeeded in creating a socia
order that could be called asynthesis, or even reconciliation,
d the conflicting principles.

Liberalism is the ideology that views private property in
the means d production as the only possible, or at |east best
conceivable foundation d human society based on division
o labor. Socialism seeks to transfer the property in the
means o production to the hands d organized society, the
state. Syndicalism wants to transfer control over the means
d production to the association d workersin theindividual
branches d production.”

State socialism (etatism, also conservative socialism) and
its related systems d military socialism and Christian so-
cialism aim at bringing about a society in which ' the man-
agement o property isleft to individuals," but its employ-

7. Syndicalism as a social ideal must not be confused with syndicalism as tactics.
The specific syndicalistic tactics (the action directe d the French syndicalists) may
also serve other ideologies. For instance, they may be used toward the realization
d socialism.
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ment is supervised and guided by the collective whole so
that ""formally property is private, but in substance it is
public.”® The farmer, for instance, becomes a* civil servant
and must grow what the country needs according to his best
knowledge and conscience or by government order. If here-
ceives his interest and aliving salary, he has everything he
can demand.” ® Some large enterprises are transferred di-
rectly to the state or community, al others formally remain
in the hands o their owners, but must be managed in accor-
dance with the plan d the authorities. Thus, every business
becomes a public office, and every occupation an " appoint-
ment."*

At the timeserious consideration was still given to the So-
cial-Democratic program to transfer formally al means o
production to society, there seemed to exist a considerable,
although not fundamental, difference between the program
d the etatists and that o the Social Democrats. Today the
Social-Democratic program simply cdls for an immediate
nationalization d large enterprises, while trade shops and
farms areto be under the control o the state. In this respect,
etatists and socialists are much closer today than they were
a dozen years ago.

However, the fundamental difference between the social
ideals d etatism and the Socia Democrats existed in the
problem o income distribution, not in the nationalization
program. It was self-evident to the Social Democrats that al
income differences were to disappear. But etatism meant to
distribute income according to ""dignity.” Everyone was to
recelve according to his rank. On this point as well, the gap
dividing Social Democrats and etatists has narrowed con-
siderably.

Etatism, too, is genuine socialism, although it may differ

8. Alsoin therestructuring d society by Othmar Spann, Der wahre Saat [The true
state], Leipzig, 1921, p. 249. Cf. Honigheim, Romanfischeund religigs-mystisch ver-
ankerte Wirtschaftsgesinnungen [Romantic and religiously-mystically rooted eco-
nomic opiniong], vol. |, p. 264.

9. See Philipp von Arnim, Ideen zu €ner vollstindigen Landwirtschaftlichen Buch-
haltung [Ideas on complete agricultural accounting], 1805, quoted by Waltz, Vom
Reinertragin der Landwirtschaff [On the net return in agriculture], Stuttgart and Ber-
lin, 1904, p. 21.
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in afew points from the socialism of the Communist Mni -
festo and the Erfurt Program. What is essential aone s its
position on the problem d private property in the means of
production. Inasmuch as the Socialists o the Chair repre-
sented etatism, and inasmuch as they demanded the nation-
alization d large enterprises and government supervision
and control o al other enterprises, they engaged in socialis-
tic politics.

But not al Socialistsd the Chair were etatists. Lujo Bren-
tano and his School promoted a syndicalistic program, a-
though in many questions d daily politics they joined ranks
with the other Socialists d the Chair and, together with the
Sociad Democrats, fought against liberalism. As set forth,
their syndicalism is no more definite and straightforward
than any other program. As a matter d fact, it is so contra-
dictory and leads to such absurd consequences that it could
never be unswervingly advocated. Brentano carefully veiled
his position, but nevertheless it was syndicalism. It became
visible in his position on the problems d labor union coer-
cion and strike, and the protection d workers willing to
work.

If employees receive the right to shut down an enterprise
as long as its owner regects their demands, the control over
production, in final analysis, has been placed in the hands
a labor unions. The problem must not be obscured by the
confusion between free collective bargai ning— the workers
freedom to organize— and the impunity o workers guilty of
breach o contract. The protection o workers willing to
work is an entirely different matter. As long as the work
stoppage d theworkers d one enterprise or in an entirein-
dustry can be rendered ineffective through employment of
workers from other industries or from a given reservoir of
unemployed workers, the labor unions are unable to raise
wage rates above those paid without them. But as soon as
the physical force d labor, with tacit consent or open pro-
motion by the state, makesit impossible to replace the strik-
ers, thelabor unions can do asthey like. Theworkersd "'es
sential™ enterprises then can freely determine their wage
rates. They could raise them as high as they please were it
not necessary to be mindful d public opinion and the senti-



ment d workers in other industries. At any rate, al |abor
unions have the power temporarily to raise wage rates
above those the economic situation would determine
without union intervention.

Anyone who would deny protection to workerswilling to
work must raise the question d how excessive labor
demands can be dealt with. It is no answer to refer to a sen-
sible conduct d workers or to entrust committees d em-
ployers and employees with the power o decision. Com-
mittees with equal representation d both sides can come to
an agreement only if one side makes the concessions. But if
the decision is to be made by the state, either as judge with
the power o binding arbitration or by the committee
member representing the state, the solution again is that o
etatism, the very thing that was to be avoided.

A social order that refuses to protect those willing to work
lacks vitality and must disintegrate in short order. Thisis
why dl political systems, no matter how they collaborate
with the unions, must finally oppose union coercion. To be
sure, prewar Germany never managed to legislate govern-
ment protection to those willing to work; an attempt failed
on account d theresistance by Brentano and his School. But
it should be noted that prewar Germany could easily have
quashed astrike in essential enterprises by calling the strik-
ers to active military duty. Postwar republican Germany no
longer has this power at its disposal. And yet, despite the
Socia-Democratic Party's supremacy, it has successfully
taken a stand against strikes in essential enterprises and
thus has expressly granted protection to workers willing to
work. In the Russia of the Soviets, astrike is utterly impos-
sible. Kautsky and Lenin completely agree that willing
workers must be permitted to render a strike against vital
facilities ineffective.

Etatism trusts in the wisdom and attitude d government
officials. " Our officials are learning soon enough," writes
Knapp,

how things look in the clash d economic interests.
They will not let the reins slip out d their hands,
not even to parliamentary majorities, which we
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know how to handle so well. No ruleis born so eas-
ily, in fact, perceived so gratefully as that d high-
minded, very learned officials. The German state is
officialdom, let us hope that it will aways remain
that. It should then be rather easy to overcome the
confusion and error & economic struggles.10

Brentano and his School lacked thisfaith in the infallibility
d government officials, on which they based their very
claim to being "' liberal.” But over the years, the two schools
have come very close: the Brentano School advocated na-
tionalization or municipaization d a number o enter-
prises, and the Schmoller School emphasized the activity o
labor unions. For a long time, their positions on foreign
trade policies separated the two schools. Brentano regjected
protectionism, while the majority d etatists pursued it. On
this point the etatists have made some concessions; an am-
biguousfree-trade resolution, devised in 1923 by university
professors meeting at Stuttgart, revealed this change.

Brentano himself sought to describe their differences in
the fundamental questions d social policy as follows:

We both favored the activity d free organizations
aswell as government intervention wherever thein-
dividual left to his own was too weak to preservehis
personality and to develop his ability. But from the
beginning our positions on both were reversed. My
studies d British conditions had led me to build my
hopes forlifting the working classes primarily on the
activities o their organizations, while it mattered
much more to Schmoller that the state assume the
role d protector o the weak.1

10. Knapp, Die Landarbeiter in Knechtschaft und Freiheit [Agricultural workers in
serfdom and freedom], 2nd ed., Leipzig, 1909, p. 86; now also in Einfihrung in
einige Hauptfragen der Nationalokonomie [Introduction to a few principal ques-
tions o economics], Munich and Leipzig, 1925, p. 1922.

11. Brentano, Ist das System Brentano zusaummengebrochen? [Has the Brentano sys-
tem collapsed?], Berlin, 1918, p. 14 et seq.
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Brentano wrote this in the spring d 1918, shortly after the
collapse o the Schmoller system, and shortly before the col-
lapse d the Brentano system became evident. While the
fundamental differences between the two schools are not
clearly delineated, they are at least discernible.

3.

Liberaliam and
Social Liberaliam

Names are unimportant; what matters is substance. The
term ““social liberalism” sounds strange indeed as socialism
and liberalism are mutually exclusive. But we are accus-
tomed to such terminology. Also, socialism and democracy
are irreconcilable in the final analysis, and yet there is the
old concept o " Socid Democracy," which isacontradictioin
adjecto. If today the Brentano School, which adopted syndical-
iIsm, and some ""moderate" etatists designate their move-
ment as ""socid liberalism,”” no terminological objection
need be raised. But we must object—not for political rea-
sons, but in the interest d scientific clarity and logical
thought —that this designation erases the differences be-
tween liberalism and socialism. It permits calling *'liberal™
that which is the very opposite d what history and social
science define as liberal. The fact that in Great Britain, the
home d liberalism, this semantic confusion prevails is no
excuse for us to accede to the practice.

Herkner is correct when he observes that the sanctity o
private property isnot a dogmatically anchored objectivefor
liberalism, but ameansfor the attainment o ultimate goals.
He is mistaken, however, when he states that this is so



"only temporarily.”12 In their highest and ultimate goal
liberalism and socialism are in agreement. They differ pre-
cisaly in that liberalism views private property in the means
d production as the most suitable means to attain the goal,
while socialism looks upon public property as the most suit-
able means. This difference in the two programs, and this
alone, corresponds to the history o thought during the
nineteenth century. Their different positions on the prob-
lem o property in production separates liberalism from so-
cialism. It is confusing to present this in any other way.

Socialism, according to Herkner, "'is an economic system
in which society organized in a state directly assumes re-
sponsibility for the existence d al its members. As an eco-
nomic system based on satisfying the national needs rather
than gleaning profits, the whole production and distribu-
tion process becomes the task o public authority, replacing
private property in the means d production and their use
for profit.”13 This is not very precise, but is stated clearly
enough. Herkner then continues, "'If this system could be
realized with liberal means, that is, without force and viola-
tion o law, and if it could not only improve the material
conditions d the people, but also assure a greater measure
d individual freedom, then no objection could be raised
against it from theliberal point d view." 4 Thus, when Par-
liament discusses the question o nationalization, the liber-
as, according to Herkner, could vote for the common weal
if it isintroduced "without force and violation d law' and
if it were not for their doubts about the material well-being
d the people.

Herkner seems to believe that the older liberalism advo-
cated private property for its own sake and not for its social
consequences. Like Wiese and Zwiedineck, he construes a
difference between the older and the contemporary liberal-
ism. According to Herkner, "While the older liberalism
viewed private property as an institution o natural law

12. Herkner, ““Socialpolitischer Liberalismus™ [Social liberalism], vol. |, p. 41.
13. Ibid., vol. I, p. 43.
14. 1bid., p. 44.



whose protection besides that o individual freedom was
the first duty d the state, contemporary liberalism is em-
phasizing ever more strongly the social factor in prop-
erty. . . . Private property is no longer defended with indi-
vidualistic reasons, but with considerations o socia and
economic suitability." 15 In a similar vein, Zwiedineck ob-
servesthat thereis reason for optimism* that a private prop-
erty order for its own sake and in the interest o owners
only, would be d brief duration.” Modern liberalism, too,
IS advocating private property on grounds d 'socia suit-
ability."" 16

It cannot be our task here to examine how nonliberal
theories d natural law meant to defend private property as
anatural phenomenon. But it should be common knowledge
that the older liberals were utilitarians (they are frequently
criticized for it), and that it was self-evident to them that no
social institution and no ethical rule can be advocated for its
own sake or for reasons d special interest, but can be de-
fended only on grounds d social suitability. It is no indica-
tion that liberalism is moving toward socialism if modern
liberalism demands private property in the means o pro-
duction because o itssocial utility, and not for its own sake.
or for the interests d owners.

" Private property and inheritance," Herkner continues,
"*give rise to unearned income. Liberalism sympathizes
with the efforts o socialists to oppose this unearned income
in theinterest o justice and equal opportunity for dl mem-
bersd society." 17 Thefact that unearned income flowsfrom
property is as obvious as that poverty comesfrom pauvreté.
In fact, unearned income flowsfrom control over the means
d production. He who opposes unearned income must op-
pose private property in the means o production. There-
fore, a liberal cannot sympathize with such efforts. If he
does so nevertheless, heis no longer aliberal.

15. 1bid., p. 49.
16. Zwiedineck-Siidenhorst, "*Zur Eigentums- und Produktionsverfassung” [On
the organization o property and production], vol. II, p. 447.

17. Herkner, val. |, p. 49.
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What in Herkner’s view, then, isliberaism?His answer is
this:

Liberdismisaworld view, akind d religion, afaith.
It is afaith in the natural dignity and goodness of
man, in his great destiny, in his ability to grow
through his powers d natural reason and freedom,
in thevictory of justice and truth. Without freedom
there is no truth. Without truth there can be no
triumph o judice, no progress, thus no develop-
ment, later tages o which areawaysmore desirable
than the preceding stages. What sunlight and oxygen
mean to organiclife, reason and freedom meanto in-
tellectud development. Neither individuals, classes,
nations, nor races must be viewed as mere meansfor
the purposesd other individuals, classes, nations or
races.18

Thisisdl very fine and noble, but unfortunately so general
and vague that it equally applies to socialism, syndicalism,
and anarchism. His definition o liberalism lacks the deci-
sive ingredient, namely, a socia order that is built on pri-
vate property in the means d production.

It cannot surprise us that with such ignorance about
liberalism Herkner also subscribes to practically al miscon-
ceptions that arein vogue today. Among others: "'In contrast
to the older liberalism which aimed mainly at the elimina-
tion o hampering restrictions, modern liberalism [that is,
social liberalism] has a positive, constructive program.™ 19 F
Herkner had discovered private property in the means o
production as the basic ingredient o liberalism, he would
have known that the liberal program is no less positive and
constructive than any other. It is the mentality o
officialdom—which, according to Brentano, was "'the only
sounding-board o the Association for Social Policy’’ 20—
that considers as constructive and positive only that ideol-

18. Ibid., p. 39.
19. Ibid., p. 47.
20. Brentano, op. cit., p. 19.
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ogy which cdls for the greatest number d offices and offi-
cials. And hewho seeks to reduce the number o state agents
IS decried as a '"negative thinker" or an "enemy d the
state."

Both Herkner and Wiese?2! expressly emphasize that liber-
alism has nothing to do with capitalism. Passow tried to
show that the ambiguous terms ** capitalism,” ** capitalistic
economic order," et cetera, are political slogans that, with
but few exceptions, are not used objectively to classify and
comprehend the facts d economic life. Instead, they are
used to criticize, accuse, and condemn phenomena that are
more or lessmisunderstood.22 If this position istaken, itis
clear that he who appreciates liberalism, no matter how he
defines it, seeks to protect it from labels that are felt to be
derogatory, defamatory, and abusive. However, if we agree
with Passow’s observation that for most writers who have
given the term " capitalism' a definite meaning, its essence
Is the development and expansion o larger enterprises,??
we must admit that liberalism and capitalism are closely re-
lated. It was liberalism that created the ideological condi-
tions that gave rise to modern large-scaleindustrial produc-
tion. f we should use the term capitalism to identify an
economic method that arranges economic activity according
to capital calculation,?* we must come to the same conclu-
sion. But no matter how we define capitalism, the devel op-
ment d capitalistic methods d production was and is possi-
ble only within the framework d a social order built on
private property in the means o production. Therefore, we
cannot agree with Wiese’s contention that the essence d
liberalism was obscured by *'its historical coincidence with
large-scale capitalism.'" 25

That which makes capitalism appear “unliberal,” accord-
ing to Wiese, is"itsinsensitivity toward suffering, the bru-

21. See Herkner, vol. |, p. 38, Wiese, " Gibt es noch Liberalismus?" [Is there still
liberalism?], vol. |, p. 22.

22. See Passow, Kapitalismus [Capitalism], Jena, 1918, p. 1 et seq.

23. lbid., p. 132 et seq.

24. See my Gemeinwirtschaft, Jena, 1922, p. 110 et seq. [English-language edition:
Socialism (London: Jonathan Cape, 1936), p. 111 et seq.]

25, Wiese, 0p. cit., vol. |, p. 23.
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tal used elbows, and the struggle to overpower and enslave
fellow men."" 26 These expressions comefrom the old register
d socialistic complaints about the corruption and wicked-
ness d capitalism. They reveal the socialistic misinterpreta-
tion o the nature and substance d a social order that is
based on private property. If, in a capitalistic society, the
buyer seeks to buy an economic good wherever it isleast ex-
pensive, without regard for other considerations, he does
not act with ""insensitivity toward suffering.” If the superior
enterprise successfully competes with one working less
economically, thereis no " brutal use d elbows," or " strug-
gle to overpower and enslave fellow men." The process in
this case is no undesirable concomitant effect, or "' out-
growth" o capitalism, and unwanted by liberalism. On the
contrary! The sharper the competition, the better it serves
its social function to improve economic production. That the
stagecoach driver was replaced by the railroad, the hand
weaver by mechanical weaving, the shoemaker by the shoe
factory, did not happen contrary to the intentions o liberal-
ism. And when small shipowners with sailing vessels were
replaced by alarge steamship company, when afew dozen
butchers were replaced by a slaughterhouse, afew hundred
merchants by a department store, it signifies no “over-
powering and enslaving d fellow men."

Wiese remarks correctly that "in reality, liberaism has
never existed on a large scale, and that the community o
liberals still needs to be created and brought along." ** Thus,
the picture o what fully developed capitalism can achieve
Isincomplete at best, even if we reflect upon British society
at the zenith o capitalism when liberalism was leading the
way. It is popular today to blame capitalism for anything
that displeases. Indeed, who is still aware d what he would
have to forego if there were no " capitalism™? When great
dreams do not come true, capitalism is charged imme-
diately. This may be a proper procedure for party politics,
but in scientific discussion it should be avoided.

26. 1bid.
27. 1bid., p. 16.
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4,

Contrd a
Economic Law?

Among the many mistakes to which the Socialists o the
Chair o dl varieties tenaciously cling is their faith in lim-
ited government interventions in economic life. They are
convinced that, except for syndicalism, there are three con-
celvable possibilities d control over the means d produc-
tion in a society based on the division o labor. Besides
public property and private property, there is the third
possibility d private property that i s subject to government
regulation. The possibility and concelvability d this third
system will be discussed in this section on the antithesis d
"*control or economic law.”

For the Socialists d the Chair this question had special
political significance. They could maintain their clam d an
impartial middle position between the Manchester School
and communism only if they favored a social ideal that ap-
parently was "equally distant™ from the ideals d the two
competing movements. They rgected as irrelevant for their
ideals dl criticismleveled at the socidisticideal. They could
do so aslong as they ignored the fact that limited interven-
tionsin the private property order fail to achievetheir objec-
tives, and that the desired etatist objectives can be achieved
only when private property existsin nameonly and acentral
authority regulates dl production. Moeller observes cor-
rectly that the younger Historical School opposed classical
economics for practical reasons: " Schmoller did not care to
see hisroad to scientific justification d social policy blocked
by the concept d an external economic regularity indepen-
dent d man." But Moeller is mistaken when he comments
on Rist’s remark that the classical school did not uphold the
general validity d economic laws. He is mistaken when he
asserts that "it was not the 'laws o classical economics
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properly understood that were blocking the way.” 28 Indeed,
they stood in the way because they revealed that govern-
ment intervention in the operations o a capitalistic socia
order is incapable o achieving the desired results, which
leaves the alternative either to renounce such intervention
or go the whole way and assume control over the means o
production. On this fact dl the critique by the Historical-
Realistic School missed its mark. It was irrelevant that these
economic laws were not "natural laws" and that private
property was not eternal, but "only*" a historical-legal cate-
gory. The new economics should have replaced the theory
of catallactics developed by Physiocrats and classical econo-
mists with another system that did not demonstrate the fu-
tility d government intervention. Because it could not do
SO, it had to reject categorically al "theoretical’ investiga-
tions d economic problems.

At times it has been said that there are severa kinds o
economics. This is no more correct than that there are sev-
era biologies and several physics. Surely in every science
various hypotheses, interpretations, and arguments seek to
solve concrete problems. But logic is consistent in every
science. It istrue aso d economics. The Historical-Realistic
School itself, which for political reasons disagreed with the
traditional and modern theories, proves this point by not
substituting its own explanationsfor the rejected doctrines,
but by merely denying the possibility o theoretical knowl-
edge.

Economic knowledge necessarily leads to liberalism. On
the one hand, it demonstrates that there are only two possi-
bilities for the property problem o a society based on the
division d labor: private property or public property in the
means d production. The so-called middle d the road o
"regulated' property is either illogical, because it does not
lead to the intended goal and accomplishes nothing but a
disruption o the capitalistic production process, or it must
lead to complete socialization d the means o production.

28. Modller, " Zur Frage der 'Objectivitiit' des wirtschaftlichen Prinzips” [On the
"objectivity' d economic principles], Archives for Social Science, vol. 47, p. 163.
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On the other hand, it demonstrateswhat has been perceived
clearly only recently, that a society based on public property
Is not viable because it does not permit monetary calculation
and thus rational economic action. Therefore, economic
knowledge is blocking the way to socialistic and syndicalis-
tic ideologies that prevail dl over the world. And this ex-
plains the war that is waged everywhere against economics
and economists.

Zwiedineck-Siidenhorst seeks to give the untenable doc-
trine o the third possible social order a new garb. ""We are
dealing not only with the institution o property,” he in-
forms us,

but probably more importantly also with the totality
d legal standardsthat form asuperstructure over any
property order and thereby any economic order. We
must realize that these legal standards are decisive
for the manner & cooperation d the various factors
d production (that is, not only capital, land, and
labor, but aso the different categoriesd human la-
bor). In short, we are dealing.with that which com-
prisesthe organization d production. Thisorganiza-
tion can only serve the objective d placing the
momentary control conditions over the various pro-
duction factorsin the service o the whole economy.
Only then does it have socia character. OF course,
these momentary control conditions, that is, the
property order, constitute a part d the organization
o production. But this does not lead to the conclu-
sion that the organization would have to differ for
the individualistic and the collectivisticeconomy. In
fact, whether and how it can differ is the crucia
question.2®

Here again, as with dl representatives o etatism, is the
notion that a legal structure placing private property *'in the
service d the whole economy"'" can achieve the objectives

29. Zwiedineck-Siidenhorst, op. cif., vol. II, p. 430 et seq.
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the authority meant to achieve. After al, Zwiedineck only
recently took his position on the problem d '*control or
economic law," which is so characteristic d dl Socialists d
the Chair.30

It is remarkable that dl these literary efforts produced
nothing new. OIld errors that had been refuted a hundred
times were dished up again. The question is not whether
the power d the state ""can' intervene in economic life. No
economist would deny today that, for instance, the bomb-
ing d acity or aprohibition d exportsis possible. Even the
freetrader does not deny that import duties are possible; he
only maintains that protective tariffs do not have the effects
the protectionists ascribe to them. And he who regjects price
controls for being unsuitable does not deny that govern-
ment can impose and supervise them. He merely denies that
the controls will lead to the goal which government meant
to attain.

S.
The Methodenstreit

As early as the 1870s Walter Bagehot irrefutably exploded
the arguments with which the followers d the Historical
School regjected the dependability o '"theoretical’ inquiries
in the field d economics. He called the two methods—the
Historical School considered them the only permissible
methods—the ™"al-case method" and the 'single-case
method."" Theformer workswith induction only, and makes
the erroneous assumption that this is the road that usually
leads the natural sciences to their findings. Bagehot demon-

30. See Zwiedineck-Siidenhorst, *"Macht oder okonomisches Gesetz”” [Control or
economic law], Schmoller’s Yearbook, 49th year, p. 273-92.
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strated that this road is completely impassable, and that on
It no science ever has achieved satisfactory results. The' sin-
gle-case method,” which accepts descriptions o concrete
historical data only, fails to realize, according to Bagehaot,
that there can be no economic history and no economic de-
scription " unless there was a considerable accumulation o
applicable doctrine before existing.” 31

The Methodengtreit has long been decided. Never before
has ascientific exchangeled to such acrushing defeat d one
side. Fortunately, this isfreely admitted in Economics After
the War. In his contribution on business cycle research,
which is based on a thorough knowledge d the material,
Lowe briefly touches upon the question o method and skill-
fully proves the untenableness d the objections empiricists
raise against theory. Unfortunately, we must also agree with
Lowe where he observes that *'the heresy d 'impartial’ data
research, which deprived a whole generation d German
scholars d its results,” has recently also intruded itsdf into
American research.32 But it is even more regrettable that
despite the thorough methodological debates in recent
years, we again and again encounter the old, long-refuted
errors in German science. Bonn, for instance, praises Bren-
tano becausein hisbook on Agricultural Policy hewas not con-
tent with ""describing the skeleton d a system, separated
from theflesh d life. He abhored bloodless abstractions, de-
ductions d barren concepts, as he encountered them in his
youth. He sought the fullness d life."" 33

I must admit that | find the term "flesh o life"" empty.
Bonn's use d the adjective ""bloodless” in connection with
the noun " abstraction appears illogical to me. What is the
contrast to ""bloodless'” abstraction— perhaps **bloody"* ab-
straction? No science can avoid abstract concepts, and he
who abhors them should stay away from science and see
whether and how he can go through life without them.

31. Bagehot, " The Postulates o English Political Economy,'" in Works, edited by
Russell Barrington, London, 1915, vol. VII, p. 100-104.

32. Lowe, ""Der gegenwartige Stand der Konjunkturforschung in Deutschland™
[The present state of business cycle research in Germany], vol. II, p. 365 € segq.
33. Bonn, "Geleitwort: Lujo Brentano als Wirtschaftspolitiker™ [Preface: Lujo
Brentano as economic politician], vol. I, p. 4.
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When we look at Brentano's Agricultural Policy we find a
number o discussions d rent, land price, cost, et cetera,
purely theoretical investigations that obviously work with
abstractions and abstract concepts.34 Every investigation
that in any way touches upon economic questions must
""theorize." True, the empiricist does not know that he is
theorizing, as Monsieur Jourdainnever knew that he was al-
ways speaking prose. And as empiricists are unaware o
this, they carelesdy adopt theories that are incomplete or
even incorrect and avoid thinking them through logically.
An explanatory theory can easily be constructed for each
"fact,”" but only when the individual theories are united
into a whole can we determine the value and futility o the
"explanation." But the Historical School rejected it dl; it did
not want to admit that theories must be thought through
and that they must be united into a consistent whole. In
eclecticfashion it used piecesd dl possible theoriesand fol-
lowed indiscriminately and uncritically now this opinion,
now that opinion.

But the Socialistsd the Chair not only did not build asys-
tem o their own, they also failed utterly in their critique o
modern theoretical economics. The subjective-value theory
did not receive the outside critique that is so indispensible
for scientific progress. It owes its progress during the last
decades to its own initiative, to critiques from its own
ranks. This the followers o the Historical School did not
even notice. Whenever they speak d modern economics
their eyes are glued on 1890, when the achievementsd Men-
ger and Bohm-Bawerk were generaly completed. The
theoretical accomplishments in Europe and America since
then remain rather foreign to them.

The critique which the champions d academic socialism
leveled at theoretical economics proved to be largely irrele-
vant and, without apparent reason, not free d personal
hatred. Asin thewritings d Marx and his disciples, amore
or less tasteful joke often takes the place d critique. Bren-
tano thought it proper to introduce a critique & Bohm-Ba-

34. See Brentano, Agrarpolitik [Agricultural policy], Stuttgart, 1897, pp. 60 et seq.,
83 et seq.
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werk’s Capital and interest—a critique which, by the way, no
one appreciated in the seventeen years since its publication
—with thefollowing: "*Asone d my first-semester students
correctly remarked. . . .”35 The Russian professor Toto-
mianz, an Armenian, writes in his History of Economics and
Socidiam:

A German critic o the psychological school ironi-
cdly observes, not without akernel d truth, that the
soil in which the Austrian School grew was the city
d Vienna with its numerous students and officers.
For ayoung student seeking the pleasuresd life pres-
ent goods naturally are more vauable than future
goods. Similarly, adashing officer chronically suffer-
ing from lack o cash will pay any interest rate on
borrowed money.3¢

This book with such a profound critique o Bohm-Bawerk's
theory first appeared in the Russian language. Rist wrote an
introduction to the French edition, Loria to the Italian edi-
tion, and Masaryk to the Czech edition. In his introduction
to the German edition, Herkner acclaims the work for being
"popular and perceptual.” All significant and fruitful
thoughts in Great Britain, France, Germany, Austria, Bd-
gium, Italy, Russia, and Americafind "loving and under-

35. Brentano, Konkrete Grundbedingungen der Volkswirtschaft [ Concrete conditions
d economy], Leipzig, 1924, p. 113.

36. V. Totomianz, Geschichte der Nationalokonomie und des Socialismus [History
d economics and socialism], Jena, 1925, p. 152. Even if we disregard this critique
o Bohm-Bawerk, the Totomianz effort is wholly unsatisfactory and mistaken. He
states, for instance, on p. 146: **While Menger's achievement mainly was the devel -
opment o a new methodology, the two other representatives d the Austrian
School, Bohm-Bawerk and Wieser, built a sagacious psychological value theory."
We must concludefrom thisstatement that Menger contributed lessto the devel op-
ment d the new value theory than Bohm-Bawerk and Wieser, which is not at al
correct. Totomianzintroduces hisdiscussion d the marginal utility theory with the
following statement: "*The economy consists o economic goods. These goods re-
late in a certain way to human well-being. This relationship is expressed in two
different grades or stages. the lower stage and the higher stage. We are dealing
with the higher stage when the economicgood is not only useful, but also neces-
sary for well-being, so that its possession or loss entails aloss d consumption or
enjoyment.” Hisdiscussion o other economistsis not better. Asl do not read Rus-
sian, | cannot determine whether this nonsense must be charged to the Russian
original or to the German trandlation.
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standing consideration™ with Totomianz. He shows “re-
markable ability to do justice to such different minds as
Fourier, Ruskin, Marx, Rodbertus, Schmoller, Menger, and
Gide.””37 This Herkner judgment is dl the stranger as he is
very familiar with the history o economic thought.38

In the Methodenstreit the Brentano wing o the Empirical-
Realistic School acted more prudently than the followers o
Schmoller. We must give personal credit to Brentano who,
a generation earlier, leveled sharp criticism at the School's
research in economic history.

Many awriter o no more than excerptsfrom eco-
nomic documents believes he has written an eco-
nomic treatise. But when the excerpt is completed
the economic analysis is just beginning. Its content
must then beanalyzed and transformed toapicturefull
o life, and the lesson must be drawn from this
researched passage o life. It is not enough to be
diligent in the preparation o excerpts from docu-
ments. It takes the power  intuition, combination,
sagacity, andthe mostimportant scientificgift: theability
to recognize the common element in the multiplicity o
phenomena. When this is lacking we gain nothing
but uninteresting details. . . . Thiskind o economic
historical analysisisutterly worthlessfor economics. 39

And bearing in mind the etatist bias in the works o the
Schmoller School, Brentano cdls it an aberration **to confuse
enthusiastic excerpts from archives with economic investi-
gations and research.” 40

37. lbid., p. 7 et seq.

38. See Herkner, Die Geschichte der Nationalokonomie, Festschrift fur Lujo Brentano
zum siebzigsten Geburtstag [History d economics, Festschrift for Lujo Brentano in
honor o his seventieth birthday], Munich and Leipzig, 1916, p. 223-35.

39. Emphasis added. Brentano, “Uber den grundherrlichen Charakter des hausin-
dustriellen Leinengewerbes in Schlesien™ [On the manorial character of the linen
home industry in Silesia], Journal for Social and Economic History, vol. |, 1893, p.
319 et seq.

40. lbid., p. 322.
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6.

The Econom ¢ Doctri nes
d Scia Libera i sm

Faithful to their principle, the Socialistsd the Chair did
not create a system d economics, which was the endeavor
d the Physiocrats and classical economists, and now the
modern subjectivist economists. The socialists were not
concerned with creating a system d catallactics.

Marx simply adopted the system d the classics and drew
the conclusion that, in a society based on the division o la-
bor, there is no third organizational possibility besides the
private property and the public property orders. He mocked
dl attempts at athird order as "' bourgeois." The position o
etatism is different. From the start it did not seek to under-
stand, but to judge. It brought along preconceived ethical
opinions: "It shall bel"™ and "It shall not be!"* All thingswere
chaotic as long as the state did not intervene. Only govern-
ment intervention could put an end to the arbitrariness of
self-seeking individuals. The idea that a social order could
be based on a constitution under which the state would do
nothing but protect private property in the means o pro-
duction seemed utterly absurd to it. It only had ridicule for
the ""enemies d the state’ who believed in such a " pre-
established harmony." Theetatists thought it utterly illogical
to rgect every government "'intervention' in economic life,
as thiswould lead to anarchism. If government intervention
for the protection d private property is permissible, itisil-
logical to rgject dl further intervention. The only reasonable
economic order is a social order in which private property
exists in name, but actually is abolished, the state holding
the final reins over production and distribution. The state
d affairs at the zenith o liberalism could come into exis-
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tence only because the state neglected its duties and granted
too much freedom to individuals. With such apoint of view,
the development of a catallactic system is unnecessary, in-
deed illogical.

The best example for the ideology d the welfare state is
the balance d payments theory. A country may losedl its
monetary metal if the state does not intervene, so runs the
older, mercantilist version. The classical economists demon-
strated, however, that the danger so dreaded by the mercan-
tilists does not exist, because forces are at work that, in the
long run, prevent the loss & money. Thisis why the quan-
tity theory was always so objectionable to etatists. They fa-
vored the Banking School. The victory o the Historical
School practically brought excommunication o the Cur-
rency School. Karl Marx,4t Adolf Wagner, Helfferich, Hil-
ferding, Havenstein, and Bendixen held to the doctrines o
the Banking School.

After two generations o eclecticism and avoidance o
clear concepts, many contemporary writers have difficulty
recognizing the differences between those two famous Brit-
ish schools. Thus Palyi shows surprise that "*a resolute fol-
lower o the Banking Principle, M. Ausiaux, occasionally
. . . advocates the comptabilism o Solvay.”4? L& us not
overlook the fact that ** comptabilism™ and &l other related
systems are logical applications d the Banking Principle. If
the banks are in no position to issue more notes than are

41. Mam did not recognize that by adopting the Banking Principle he acknowl-
edged the foundation on which Proudhon's exchange-bank ideas were based.
Marx had no clear conception d banking; in many cases he uncritically followed
the Banking Theorists. How little he understood o the problemsis visiblein each
d thefew remarks he added to the excerpts, as, for instance, on the Catholic char-
acter of the monetary system and the Protestant character o the credit system (Das
Kapital, vol. IlI, pt. II, 3rd ed., Hamburg, 1911, p. 132). Even more characteristic
is another remark that connects with the basic principle d the Banking Principle
that ""the emission o a certain quantity o one-pound notes replaces an equal
quantity o sovereigns.”” According to Marx, "asleight d hand well known to al
banks!** (Ibid., vol. I, 7th ed., Hamburg, 1914, p. 84.) What is the purpose o this
""deight of hand' ? Bankswere not interested in attracting sovereigns through the
issue d notes. They were interested only in granting more credits through theis-
sue d more notes and thereby raising their interestincome. This " deight of hand™
was well known to banks, but not that mentioned by Marx.

42. Palyi, ""Ungeloste Fragen der Geldtheorie™ [Unsolved questions d monetary
theory], val. 11, p. 514.



necessary (the ' elasticity o circulation’), there can be no
objection to the adoption d Solvay's monetary reform.

Pdyi's etatist position explains why he could not add a
single word to the old mercantilist observations, and why
hiswholetheory islimited to pointing at the selfish disposi-
tion d the state's subjects, who should not be left to them-
selves.43 Socid liberalism could not share this etatist posi-
tion. For better or worse it had to show how, according to
its social ideal, the members o an exchange society cooper-
ate without government assistance. But social liberalism
never developed a comprehensive theory either. Some o its
followers probably believed that the time was not yet ripe
on account d insufficient preparation through collection o
material; the majority probably never saw the need for a
comprehensive theory at all. Wherever the need for theory
arose, the social liberals usually borrowed from the classical
system, mostly inthegarb d Marxism. In thisregard the so-
cia liberals differed from the etatists, who preferred to fall
back on the mercantilists.

Nevertheless, social liberalism did seek to make an inde-
pendent contribution to theory —a doctrine d wagerates. It
could use neither classical theory nor modern theory. Marx
very logically had denied that collective bargaining o labor
unions could raise wages. Only Brentano and Webb sought
to prove that collective bargaining can permanently raise the
income d dl workers; this theory is the principal doctrine
d social liberalism. However, it could not withstand a
scientific critique, such as that by Pohle4 and Adolf
Weber.45 In hislast essay, Bohm-Bawerk, too, arrived at the
same conclusion, 46 and no one today dares seriously repre-
sent the Brentano-Webb doctrine. It is significant that the

43. Only subjects have selfish " special interests”™ and do not know what is good
for them. Government officialsand **the sovereign™ are always unselfish and wise.
44. SeePohle, Die gegenwiirtige Krisis in der deutschenVolkswirtschaftslehre[The con-
temporary crisis in German economics], 2nd ed., Leipzig, 1921, p. 29 et sea.

45, See Adolf Weber, Der Kampf zwischen Kapital und Arbeit [The struggle between
capital and labor], 2nd ed., Tubingen, 1920, p. 411 et seq.

46. Bohm-Bawerk, ""Macht oder okonomisches Gesetz'* [Control or economic
law], Collected Works, edited by Weiss, Vienna, 1924, p. 230 et seq. [English-lan-
guage edition: Shorter Classics of Bohm-Bawerk (South Holland, IIl.: Libertarian
Press, 1962), val. |, p. 139 et seq.]

95



comprehensive Festschrift honoring Brentano does not con-
tain asingle contribution on wage theory and the wage poli-
cies d labor unions. Cassau merely observes that before the
war the labor union movement worked " without any wage
theory." 47

In his review o thefirst edition d Adolf Weber's book,
Schmoller responded to the point that it is regularly impos-
sible, without a rise in productivity, to raise wage rates
through the withholding d labor. According to Schmoller,
"*such theoretical abstract price discussions” could lead to
no useful results. We can render a''safe judgment™ only *'if
we can numerically measure these fine complicated pro-
cesses.” Adolf Weber sees in such an answer a declaration
d bankruptcy d our science.4® But the etatist need not be
concerned with the bankruptcy o catallactics. In fact, the
consistent etatist denies the existence o any regularity in
the process d market phenomena. At any rate, as politician
the etatist knows an escape from the dilemma: the state de-
termines the level o wages. But the refutation d the Bren-
tano-Webb doctrine aloneis not fatal. Even if we were to ac-
cept it—which, as we pointed out, no one would dare do
since thewritings o Adolf Weber, Pohle, and Bohm-Bawerk
—the decisive question would still need an answer. If labor
unions actually had the power to raise the average wage o
dl workers above the rate that would prevail without their
intervention, the question remains, How high can wages
go? Can average wages go so high that they absorb al " un-
earned’ income and must be paid out d capital?Or is there
alower limit at which this rise must stop? Thisis the prob-
lem the "'power theory" must answer with regard to every
price. But until today no one has ever tried to solve the
problem.

We must not deal with the power problem by calling au-
thoritative intervention ""impossible,” as did older liberal-

47. Cassau, Die sozialistische Ideenwelt vor und nach dem Kriege [The socialistic
world o ideas before and after the war], val. |, p. 136.

48. See Weber, op. cit., p. 405.



ism. There cannot be any doubt that labor unions arein the
position to raise wage rates as high as they wish if the state
assists them by denying protection to al workers willing to
work, and either pays unemployment compensation or
forces employers to hire workers. But then the following
OCCUrs:

The workersin essential enterprises are in the position to
extract any arbitrary wage from the rest d the population.
But ignoring even that, the shifting o the wage boost to
consumer prices can be borne by the workers themselves,
but not by capitalists and entrepreneurs whose incomes did
not rise on account d the wage boost. They now must cur-
tall capital accumulation, or consume less, or even eat into
their capital. What they will do, and to what extent they will
do it, depends on the size o their income reduction. Surely
everyone will agree that it isinconceivable thus to eliminate
or merely greatly to curtail property income without at |east
reducing or halting capital formation and very likely con-
suming capital (after al, there is nothing in the way o
unions that could keep them from raising their demands to
levels that absorb dl **unearned' income). But it is obvious
that the consumption d capital does not permanently raise
the workers wages.

The etatist and social-liberal roads to higher wages o
workersdiverge. But neither |leadsto thegoal. Associal liber-
alism cannot possibly wish to halt or reduce capital forma-
tion, much less cause capital consumption, it finally faces
the alternative: either capitalism or socialism. Tertium non
datur ("' Thereis no third road™).
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7.

The Concept
and Crisis of
Social Policy

All the economic policies d the last two generations are
designed step by step to abolish private property in the
means o production— if not in name, then in substance—
and to replace the capitalist social order with a socialistic
order. Decades ago Sidney Webb announced it in his Fabian
Essays.4® As the pictures o the desired future social order
varied with the individual branches o socialism, so did
their opinions on the road by which the goal was to be
reached. There are questions on which al branches could
agree. In other questions great differences separated the
camps, as, for instance, factory labor by married women, or
protection o handcrafts from the competition o big busi-
ness. But they dl agreed on the rgjection d the social ideal
o liberalism. No matter how they differed from each other,
they joined ranks in the fight against **Manchesterism." In
this point, at least, the champion Socialists d the Chair saw
eye to eye with the champions o socid liberalism.

For the movement toward a gradual replacement d capi-
talism by a socialistic or syndicalistic social order, the term
"*socia policy" slowly gained acceptance. A precise defini-
tion o the term was never offered, as sharp conceptual defi-
nitions were never the concern d the Historical School. The
use d the term ""socia policy' remained ambiguous. Only
in recent years when pressed by economic critique did the
socia politicians attempt to define the term.

49. Sidney Webb, Die historische Entwicklung [Historical development], edited by
Grunwald, Leipzig, 1897, p. 44.
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Sombart probably recognized the nature d socia policy
most clearly. "By social policy,” he wrote in 1897, ""we un-
derstand those measures d economic policy that effect the
preservation, promotion, or repression d certain economic
systems."" 3¢ Amonn rightly found many faults with this def-
inition, but especially pointed out that measures should be
characterized by their objectives, not by their effectswithin
theframework o policy, and that social policy goes beyond
the realm that usually is called ' economic policy.”” 51 But it
Isdecisive that Sombart saw a change in theeconomic order
as the objective d social policy. Let us bear in mind that
when he wrote this, Sombart was standing firmly on Marx-
ian ground, which made him think o theintroduction o so-
cialism as the only conceivable social policy. We must admit
that he correctly perceived the essential point. The only de-
ficiency d hisdefinitionishisinclusion o dl efforts toward
aredization d the liberal program, efforts that were made
at a time when, in the language d Marx, the bourgeoisie
was still a revolutionary class. Similarly, Sombart expressly
included the liberation o peasantsfrom feudal servitude as
an example o social policy. Many writers followed him in
thisrespect. Again and again they sought to define the term
""socia policy' in such away that it would include political
measures other than those aiming at the realization o so-
cialism.s2

It makes little sense to deal further with the empty argu-
ment on the concept d social policy, an argument that just
recently caught fire. It was touched df by the crisis that
seized socialism and syndicalism d dl varieties upon the
victory d the Marxian Social Democrats in Germany.

Prussian etatism and its intellectual followers in other
countries, had gone asfar on the road to socialism as possi-

50. Sombart, **Ideale der Sozialpolitik” [Ideals of social policy], Archives for Social
Legislation and Statistics, vol. X, p. 8 et seq.

51. See Arnonn, "'Der Begriff der Sozialpolitik’” [The concept o social policy],
Schmoller’s Yearbook, 48th year, 1924, p. 160 et seq.

52. It is characteristic that the Historical School, which otherwise knows only o
historical categories, seeks to define the concept of social policy so that they may
speak aso o old Babylonian and Aztecan socid policy.
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ble without too much visible damage to the economy and
too great a reduction in the productivity o labor. No one
whose vision is unclouded by party politics can deny that
Prussia-Germany d the prewar era was more suited than
any other country before or since to conduct socialistic ex-
periments. The tradition d Prussian officialdom, the faith
d al educated peoplein thecalling of the state, the military-
hierarchic classification d the population, its inclination to
blindly obey the authorities, al provided the prerequisites
for socialism given nowhere else. Never can there be men
more suited for the management d a socialistic communal
operation than the mayors d German cities or the directors
d the Prussian railroad. They did everything possible to
make communal enterprises work. If, in spite d these ad-
vantages the system failed, it proved conclusively that the
system just cannot be realized.

Suddenly the Social Democrats came to power in Ger-
many and Austria. For many decades they had announced
time and again that their genuine socialism had nothing in
common with the false socialism o the etatists, and that
they would proceed completely differently from the bureau-
crats and professors. Now was the time to demonstrate what
they could do. But they could not come up with anything
new except the term *"socidization.” In 1918 and 1919, dl
political parties in Germany and Austria added the sociali-
zation o suitable industries to their programs. At that time
no step on the way to pure socialism d the Marxian variety
met serious resistance. Even so, what was realized did not
exceed in direction or scope that which the Socialists d the
Chair had recommended earlier, or in many cases had al-
ready tried. Only afew day-dreamers in Munich believed
that the example o Lenin and Trotsky in agrarian Russia
could be emulated in industrial Germany without causing
an unprecedented crisis.

Socialism did not fail because d ideological resistance—
the prevailing ideology is socialistic even today. It failed be-
cause d its unrealizability. As the general awareness grew
that every step taking us away from the private property
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order always reduced labor's productivity, and so brought
want and misery, it became necessary not only to halt the
advance to socialism, but even to repeal some o the socialis-
tic measures already taken. Even the Soviets had to yield.
They did not proceed with the socialization o land, but
merely distributed theland to the rural population. In trade
and commerce they replaced pure socialism with the " New
Economic Policy." However, the ideology did not partici-
pate in this retreat. It stubbornly clung to its pronounce-
ments d decades ago, and sought to explain the failures o
socialismin dl possible ways except the right one—its basic
unrealizability.

Only a.few champions d socialism have realized that the
faillure d socialism was not coincidental, but inevitable.
Some went even further and admitted that al social mea-
sures reduce productivity, consume capital and wealth, and
are destructive. The renunciation d the ideals these men
used'to embraceiscaled in economic literature the crisis o
socia policy.5? In reality, it is much more: it is the great
world crisis o destructionism—the policy that seeks to de-
. stroy the social order based on private property in the
means d production.

The world can support teeming humanity in the manner in
which it has been supported in recent decades only if men
work capitalistically. Only capitalism can be expected to
further raise the productivity d human labor. The fact that
the vast mgjority d people adheres to an ideology that re-
fuses to admit this, and therefore conducts policies that |ead
to areduction d labor productivity and consumption d cap-
ital, is the essence d the great cultura crisis.

53. See Pribram, "*Die Wandlungen des Begriffesder Sozialpolitik’”” [The changes
in the concept o social policy], vol. II, p. 249.
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8.

Vax Weber
and the Socialigs
d the Qhar

The opposition that arose in Germany against the Social-
ists o the Chair generally started with an awareness that
theoretical investigations o economic problems are essen-
tial. As economists, Dietzel, Julius Wolf, Ehrenberg, Pohle,
Adolf Weber, Passow, and others rose against the Socialists
d the Chair. On the other hand, historians raised objections
against the manner in which Schmoller, Knapp, and his pu-
pils sought to solve historical tasks. Equipped with the tools
o their sciences, these critics approached the doctrines o
the Socialists d the Chair from the outside. Of course the
Socidistsd the Chair, with their great prestige and impor-
tant positions, made it difficult for the critics; but the en-
counter presented no problem d conscience to them. They
either had never been under the spell o socialism, or had
freed themselves from it without difficulty.

It was quite different with Max Weber. To the younger
Max Weber, the ideas o Prussian etatism, the Socialism o
the Chair, and evangelical social reform had meant every-
thing. He had absorbed them before he had begun to deal
scientifically with the problems d socialism. Religious,
political, and ethical considerations had determined his
position.

Max Weber’s university training was in law; his early
scientific works dealt with legal history. He began as an un-
salaried lecturer and became professor o law. His inclina-
tion wasfor history, not the historical research o particulars
that islost in details and overlooks the whole, but universal
history, historical synthesis, and the philosophy d history.



To him, history was no goal in itself, but a means toward
gaining more profound political insights. Economics was
alien to him. He was appointed professor o economics
without having dealt with this science before, which was a
customary procedure at that time.5* It reflected the Empiri-
cal-Realistic School's opinion on the nature d '‘social
sciences” and on the scientific expertise o legal historians.
Just before his untimely death Weber regretted that his
knowledge d modern theoretical economics and the classi-
ca system was too limited. He mentioned hisfear that time
would not permit him to fill these regrettable gaps.

When he accepted the position, he was obliged to give
lectures on those problemswhich the Sociaistsd the Chair
considered the proper subject matter for university teach-
ing. But Weber found no satisfaction in the prevailing doc-
trine. The jurist and historian in him rebelled against the
manner in which the School treated legal and historical
problems. Thisiswhy he began his pioneering methodol og-
ica and epistemologica investigations. It led him to the
problems o materialistic philosophy o history, from which
he then approached the religious-sociol ogical tasks. He pro-
ceeded finally to a grandiose attempt at a system o socidl
sciences.

But dl these studies, step by step, led Max Weber away
from the political and social ideals o his youth. He moved,
for thefirst time, toward liberalism, rationalism, utilitarian-
ism. It was a painful personal experience, not different from
that & many other scholars breaking away from Christian-
ity. Indeed, his faith and religion were Prussian etatism;
breaking away from it was like desertion from hope, his
own people, indeed, from European civilization.

Asit became clear to him that the prevailing social ideol-
ogy was untenable, and as he saw where it was bound to
lead he began to see the future d the German nation and the
other nations that carry European civilization. In a way, as

54. Marianne Weber recallsd her husband's timein Freiburg: *"He reportsin jok-
ing exaggeration that heislistening to great economic lectures, given by himself."
Marianne Weber, Max Weber, Ein Lebensbild [Max Weber: abiography], Tiibingen,
1926, p. 213.
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the cauchemar des coalitions (""nightmare d codlitions') de-
prived Bismarck o his sleep, so the recognition to which his
studies led him gave Weber no rest. No matter how he clung
to the hope that everything would work out in the end, a
dark premonition told him again and again that a catas
trophe was approaching. This awareness gnawed at his
health, filled him with growing uneasiness after the out-
break o the World War, urged him on to activity that for a
man unwanted by any d the political parties had to remain
fruitless, and finally hastened his death.

From its beginning in Heidelberg, the lifed Max Weber
was an uninterrupted inner struggle against the doctrines o
the Socidism d the Chair. But he did not fight this struggle
to the end; he died before he succeeded in completdy free-
ing himsalf from the spell of these doctrines. He died lonely,
without intellectual heirs who could continue the fight he
had to give up in death. To be sure, hisnameis praised, but
the true substance d his work is not recognized, and that
which was most important to him has found no disciples.
Only opponents have recognized the dangers to their own
ideology from the thoughts & Max Weber.55

9.

The Failured the
Prevailing Ideology

In dl variations and colorsthe ideas d socialism and syn-
dicalism have lost their scientific moorings. Their cham-

55. See Wilbrandt, "' Kritisches zu Max Webers Soziologie der Wirtschaft' [On the
critique o Weber's economic sociology], Cologne Quarterly for Sociology, 5th year,
p. 171 et seg.; Spann, "*Bemerkungen zu Max Webers Sociologie' [Remarks on Max
Weber's sociology], Zeitschrift fur Volkswirtschaft und Sozialpolitik [Journal for
economics and social policy], new series, vol. IlI, p. 761 et seq.



pions have been unable to set forth another system more
compatible with their teachings and thereby refute the
charge d emptiness by the theoretical economists. There-
fore, they had to deny fundamentally the posibility o
theoretical knowledge in the field o social science and,
especially, in economics. In their denial they were content
with afew critical objections to the foundation d theoretical
economics. But their methodological critique aswell as their
objections to various theories have proven to be utterly un-
tenable. Nothing, absolutely nothing has remained o what
haf a century ago Schmoller, Brentano, and their friends
used to proclaim as the new science. Thefact that studiesin
economic history can be very instructive, and that they
should be undertaken, had been known before, and had
never been denied.

Even during the zenith o the Historical School theoretical
economics did not remain idle. The birthday o modern
subjectivist theory coincided with thefoundation d the As-
sociation for Socia Policy. Since then, economics and social
policy have confronted each other. The social scientists do
not even know thefoundation d the theoretical system, and
have taken no notice d the significant development o
theoretical knowledge in recent decades. Wherever they
sought to deal with it critically, they could not get beyond
the old errors already fully dealt with by Menger and Bohm-
Bawerk.

But dl this has not weakened the socialistic and syndical-
istic ideology. Today, it is swaying the minds d people
more than ever before. The great political and economic
events in recent years are seen amost exclusively from its
viewpoint, though o course it has failled here also. What
Cassau said about the ideology d proletarian socialism ap-
plies also to that o Socialism d the Chair: All experiences
d thelast decade "’ passed by theideology without influenc-
ing it. Never did it have more opportunitiesfor expansion,
and scarcely ever has it been as sterile as during the debates
on socialization.””5¢ The ideology is sterile, and yet it is
reigning. Evenin Great Britain and the United States, classi-

56. Cassau, op. cit., vol. |, p. 152.
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cal liberalism islosing ground every day. To be sure, there
are characteristic differences between the teachings d Ger-
man etatism and Marxism on the one hand, and the new
doctrine o salvation in the United States on the other. The
phraseology d the Americansis more carefully worded than
that o Schmoller, Held, or Brentano. But the Americans' as-
pirations basically concur with the doctrines d the Socialists
d the Chair. They also share the mistaken bdief that they
are upholding the private property order,

When, by and large, socialism and syndicalism are in a
stagnate state, when we notice some retreating steps on the
road to socialism are taken, when thought is given to alimi-
tation of labor union power, the credit can be given neither
to the scientific perception d economics nor the prevailing
sociology. For but afew dozen individuals dl over the globe
are cognizant o economics, and no statesman or politician
cares about it. The social ideology even d those political
parties that cal themselves' middle class," istotally socialis-
tic, etatistic, syndicalistic. If, nevertheless, socialism and
syndicalism are languishing, although the prevailing ideol-
ogy is demanding further progress, it is solely due to the
all-too-visible decline in labor productivity as a result o
every restrictive measure. Swayed by the sociadlistic
ideologies, everyone is searching for excusesfor thefailure,
and not for the cause. Nevertheless, the net result has been
greater caution in economic policy.

Politics does not dare introduce what the prevailing ideol-
ogy is demanding. Taught by bitter experience, it subcon-
scioudsly has lost confidence in the prevailing ideology. In
this situation, no one, however, is giving thought to replac-
ing the obviously useless ideology with a useful one. No
help is expected from reason. Some are taking refuge in
mysticism, others are setting their hopes on the coming d
the " strong man“—the tyrant who will think for them and
care for them.
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ANTI-MARXISM’

In postwar Germany and Austria, a movement has been
steadily gaining significance in politics and the social
sciences that can best be described as Anti-Marxism. Occa-
sionally itsfollowers aso use thislabel." Their point o de-
parture, their mode o thinking and fighting, and their goals
are by no means uniform. The principal tie that unites them
Is their declaration o hostility toward Marxism. Mind you,
they are not attacking socialism, but Marxism, which they re-
proach for not being the right kind o socialism, for not be-
ing the one that is true and desirable. It would also be a
serious mistake to assert, as do the noisy Social-Democrat
and Communist party literati, that this Anti-Marxism ap-
proves d or in any way defends capitalism and private
property in the means o production. No matter what train
d thought it may pursue, it is no less anticapitalistic than
Marxist.

Only scientific Anti-Marxism is discussed in what fol-
lows. The Anti-Marxism o practical politics will be touched
upon only insofar asit is absolutely essential for an under-
standing o the intellectual movement.

1. Weltwirtschaftliches Archiv [Archives for world economy], vol. 21, 1925.

*Hitor's nofe: In Germany they later came to call themselves National Socialists,
or Nazis.
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1.
Marxismin
Gea man Science

Usually only those writers can be caled Marxistswho, as
members of a Marxian party, are obliged to indicate ap-
prova in their writings o the Marxian doctrines as canon-
ized by party conventions. Their scholarship can be no more
than "'scholasticism.” Their writings aim at preserving the
"purity" d the true doctrine, and their proofs consist o
quotations from authorities—in thefinal analysis Marx and
Engels. Again and again they conclude that ' bourgeois™
science has completely collapsed, and that truth can be
sought only in Marxism. Every piece d writing then closes
with the reassuring remark that in the future socialistic par-
adise dl socia problems will find a very satisfactory
solution.

These Marxian writings are significant only inasmuch as
they have promoted the careers d their authors. They have
nothing whatsoever to do with science, and, as shall be
shown, not even with German science that is so-greatly in-
fluenced by the doctrinesd Marx. Not a single thought has
emerged from the voluminous writings d the epigones.
Nothing remains but horrible waste and incessant repeti-
tion. The great struggles that shook the Marxian parties—on
revisionism, dictatorship, et cetera—were not scientific; they
were purely political discussions. The scientific methods
used to conduct them were wholly barren in the eyes d
every nonscholastic. Only Marx and Engels, not one d their
epigones, have affected German science.

During the 1870s and 1880s State and Chair Socialism
came to power in Germany. Classical economics had left the
stage. The Austrians, scorned as eccentrics, were the only
writers who contributed to modern economics, which, like
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Western sociology,"” at first remained wholly unknown. Be-
sides, both were suspected o Manchesterism. Only histori-
cd and descriptive-statistical compositions were permissi-
ble, and a''socid" conviction, i.e., Sociaism o the Chair,
was the most important requirement for scholarly recogni-
tion. In spite of, and perhaps because of, this affinity, the
Socialists o the Chair opposed Socia Democracy. They
barely paid attention to Marx and Engels, who were consid-
ered too "doctrinaire."

This began to change when a new generation came along,
pupils d the men who, in 1872, had founded the Associa-
tion for Socia Policy. This generation had never been ex-
posed to university lectures on theoretical economics. It
knew the classical economists by name only and was con-
vinced that they had been vanquished by Schmoller. Very
few had ever read or even seen the works o Ricardo or Mill.
But they had to read Marx and Engels, which became al the
more necessary as they had to cope with the growing Socia
Democracy. They were writing books in order to refute
Marx. As aresult d such efforts, they themselves, and their
readers, fell under the influence d Marxian ideas. Because
d their ignorance in al economic and sociological theory,
they were utterly defenseless against the doctrines o Marx.
They rgected the harshest political demands of Marx and
Engels, but adopted the theories in milder form.

This Marxism d the pupils soon reacted on the teachers.
In his article "Economy, Economics and Economic
Method,” 2 Schmoller mentions that Jevons' correctly** said
d Ricardo that ""he put the wagon o political economy on
the wrong track.” With visible satisfaction Schmoller then
adds that Hasbach observed that it was the very track
which the English bourgeoisie wanted to take."" For along
time during the fight & the German Historica School
against thenarrow-mindednessd Ricardo, Schmoller contin-

* Translator's note: In this essay, the author still used the term sociology for what
he later called praxeology, the general theory d human action.

2. Schmoller, ""Volkswirtschaft, V olkswirtschaftslehre und -methode’ [Economy,
economics and economic method], Handworterbuch der Staatswissenschaften [Hand-
book d social sciences], 3rd ed., vol. VIII, p. 426
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ues ""many followers d the old school™ believed they were
walking in the methodological footsteps & Adam Smith.
Thus many were not aware "'that their theories had become
narrow class doctrines." 3 Socialism, according to Schmoller,
can be denied " neither justification for existence nor some
good effects."” "'Born as a philosophy o social misery, it rep-
resents a branch o science that suits the interests o work-
ers, in the same way as the post—Adam Smith natural phi-
losophy had become a theory serving the interests o
capitalists.” 4

We can clearly see how strongly Marxian notions have
permeated Schmoller's ideas d the historical development
d economic systems. They are even stronger with Lexis,
whose interest theory, according to Engels, is "merely a
paraphrase d that & Marx.”5 Bohm-Bawerk; who agreed
with this Engels judgment, observed (in 1900) that Dietzel’s
and Stolzmann’s interest theories are also closaly related to
Lexis opinion, and that we often encounter similar
thoughts and pronouncements in contemporary economic
literature as well. It seems to be "'a trend d thought that is
coming into fashion." ¢

In economics, this fashion did not last too long. For the
generation o men who had been the pupils o thefounders
d the younger Historical School, Marx was the economic
theorist par excellence. But when some pupils d these pu-
pils began to turn their attention to the problems o theoreti-
cad economics, Marx’s reputation as a theorist quickly van-
ished. Finaly, the achievements o theoretical economics
abroad and in Austria during thelast two decades were rec-
ognized in Germany; and it was seen how small and insig-
nificant a position Marx occupies in the history o eco-
nomics.

However, the influence o Marxism on German sociology

3. Ibid., p. 443.

4. Ibid., p. 445.

5. F. Engdls, Vorrede zum 111, Band des' Kapitals" [Prefaceto vol. 3 o Das Kapital],
3rd ed., Hamburg, 1911, p. xii et seq.

6. Bohm-Bawerk, Einige strittige Fragen der Kapitalstheorie [Some disputed ques-
tionsd capital and interest], Vienna, 1900, p. 111 ef seq.; aso on Brentano, cf. O.
Spann, Der wahre Staat [The true state], Leipzig, 1923, p. 141 et seq.
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has continued to grow. In sociology, more so than in eco-
nomics, the Germansignored the achievements o the West.
As they began rather late to deal with sociological problems
they knew only one ideology: the Marxian philosophy o
history and the doctrine d classwarfare. It became the start-
ing point for German sociologica thought and, through the
problems it posed, greatly influenced even those writers
who strove to rglect it most vigorously. The majority did not
repudiate the doctrine itself, but merely its political and
practical consequences. In most cases they characterized the
Marxian doctrine either as exaggerated, or going too far, or
too one-sided, and therefore sought to complete it by add-
ing new racial and nationalistic doctrines. The basic insuffi-
ciency d the Marxian set d problems and the failure d al
attempts at solving them were not seen at al. They em-
barked upon historical research into the origin o the Marx-
ian socia philosophy, but ignored those few possibly de-
fensible thoughts earlier elaborated much more concisely in
France and England by such men as Taine and Buckle.
Moreover, their main interest then focused upon a problem
utterly insignificant for science—the famous doctrine o the
"withering away' d the state. In this case, as with many o
their other doctrines, Marx and Engels merely meant to find
adslogan for agitation. On the one hand they wanted to fight
anarchism, and on the other hand they sought to demon-
strate that the' nationalization d the means o production
demanded by socialism had nothing in common with the
nationalization and municipalization demanded by state
and municipal socialism. It was understandable from the
pont o view d party politics that the etatist critique o
Marxism aimed especialy at this point. It seemed so invit-
ing to reveal the inner contradiction o the Marxian social
doctrine, and to confront "'the enemies d the state,” Marx
and Engels, with a believer in the state, Lassalle.?

The fact that German science had rejected the utilitarian
social doctrine o the eighteenth century explains the suc-
cess o Marxian socia doctrine in Germany.

7. See B. H. Kdsen, Sozialismus und Sfaaf[Socialism and state], 2nd ed., Leipzig,
1923.
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The theol ogical-metaphysical social doctrine explains and
postulates society from a point o view that lies beyond hu-
man experience. God, or ""nature,” or an objective value,
want society in a certain form to reach a desired destiny.
Man must follow this command. It is assumed that submis-
sion to the social body imposes sacrifices on the individual,
for which he will receive no compensation other than the
awareness that he has acted well, and perhaps will be re-
warded in another world. The theological doctrines and
some metaphysical doctrines trust that providence will
guide willing men on their proper paths, and force the recal-
citrants through blessed men or institutions acting on behalf
d the reigning God.

Individualism opposes such a socia doctrine. It demands
to know from both the religious and the metaphysical posi-
tions why the individual is to be sacrificed to society. The
ensuing argument that touches the foundation o the theo-
logical-metaphysical social philosophy, corresponds to the
distinction so popular in Germany between the collectivistic
(universalistic) social doctrine and the individualistic doc-
trine? But it isacrucial mistake to believe that this classifi-
cation has made room for al conceivable social doctrines. It
has especially failed to affect modern social philosophy that
was built on eighteenth century utilitarianism.

The utilitarian social doctrine does not engage in meta-
physics, but takes as its point d departure the established
fact that al living beings affirm their will to live and grow.
The higher productivity d labor performedin division o la-
bor, when compared with isolated action, is ever more unit-
ing individuals to association. Society is division and asso-
ciation d labor. In thefinal analysis, there is no conflict o
Interest between society and theindividual, as everyone can
pursue his interests more efficiently i n society than inisola-
tion. The sacrifices the individual makes to society are

8. SeeDietzel, " Individualismus," in Handworterbuch, 4th ed., ch. V, p. 408 et seq.
A. Pribram, Die Enfstehung der individualistichen Sozialphilosophie [The develop-
ment o individualistic social philosophy], Leipzig, 1912, p. 1 et seg. For acritique
d thisview, seel. von Wiese, "' Dietzel's 'Individualism' * in Kolner Vierteljahrs-
heffe fur Sozialwissenschaffen [Cologne quarterly for socia sciences], Munich and
Leipzig, vol. II, 1922, p. 54 et seq.
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merely temporary, surrendering a small advantage in order
to attain a greater one. Thisisthe essence d the often cited
doctrine o the harmony of interests.

The etatistic and socialistic critique never understood the
"preestablished harmony" o the free trade school from
Smith to Bastiat. Its theological appearance is not essential
for the doctrine. Utilitarian sociology seeks to explain the
development o society since man's presumably hermitic ex-
istence in prehistoric times, or since his less developed
cooperation in known history. It seeks to explain man's so-
cia ties throughout history, and hopefully his future prog-
ress toward association, from principles that are active in
each individual. In accordance with teleological considera-
tions, association is thought to be ""good" and laudable. A
faithful soul seeking an understanding o social develop-
ment views the principle d association as a wise arrange-
ment o God. It could not be different: goodness, namely,
the division d labor now and in the future, emanates from
human nature. It follows that the division d labor is a good
means in view o its good results, even if from different
points o view it should be viewed as evil, weak, or defi-
cient. To Adam Smith, even the weakness d man was not
"without its utility.” And he concludes: "'Every part o na-
ture, when attentively surveyed, equally demonstrates the
providential care d its Author; and we may admire the wis-
dom and goodness o God even in the weakness and folly
d men.”? Obviously, the theistic tone is only an appen-
dage, which could readily bereplaced by the term ' nature,"*
as Smith doesin other passagesd his book where he speaks
d ""the great Director o Nature' or just d ""nature." The so-
cial doctrines d Smith and Kant do not differ in basic atti-
tudes and views. Kant, too, tries to explain how " nature'
guides man to thegoal it has set for him. The only difference
between Smith and Kant consists d the fact that Smith has
succeeded in reducing the formation of society to factors
whose presence in man can be proven empirically, while

9. A. Smith, The Theory of Moral Sentiments, Edinburgh, 1813, pt. II, sec. III, ch. III,
p. 243. [American edition: The Theory o Moral Sentiments (Indianapolis: Liberty
Classics, 1976), p. 195.1

113



Kant can explain society only through an assumption o
man’s ""inclination” to associate and a second inclination
to disassociate, from the antagonism d which society
emerges. How it does so is not elaborated.10

Every teleological view can be dressed in a theistic garb
without any change in its scientific character. For instance,
Darwin's doctrine d natural selection can easily be pre-
sented in such away that the struggle for survival becomes
a wise arrangement by the Creator for the development d
species. And every teleological view reveals harmonies to
us, that is, how that which stands at the end d the develop-
ment process emerges from the acting forces. The fact that
the conditions cooperate harmoniously only signifies that
they lead to the effect we are to explain. If we desist from
calling a given state d affairs''good," dl tenets o the doc-
trine stay intact. The explanation d how acertain state'’ nec-
essarily' had to result from given conditions that cannot be
analyzed further, is independent & how we may value
thisstate. The attacks on the thought of ** preestablished har-
mony"* do not touch the substance, merely the wording, o
the utilitarian social theory.

Without change in substance, the social doctrine o Marx-
ism, too, can be understood as one announcing a preestab-
lished harmony. The dialectics o social reality necessarily
lead the way from the primeval world to the goal, the social-
istic paradise. The unsatisfactory part d this doctrineis its
content; the wording again is unimportant.

The opponents o utilitarian social theory like to taunt it
for its "rationalism.” But every scientific explanation is ra-
tionalistic. Whatever the human mind cannot comprehend,
the tools d science cannot conquer. This criticism often ig-
nores the fact that liberal social theory does not explain
formation and progress o social ties and institutions as con-
sciously aimed human efforts toward the formation d soci-
eties, as the naive versions d the contract theory explain
them. It views social organizations'' as the unconsidered re-

10. See Kant, " Ideezu einer allgemeinen Geschichtein weltbiirgerlicher Absicht™
[Ideas on a general history from a cosmopolitan view], Collected Works, Insel ed.,
Leipzig, vol. |, p. 227 et seq.
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sult o specific individual efforts of the members o soci-
ety." 11

The misunderstanding that prevails with regard to the
harmony doctrine is repeated in a different form regarding
property. We can either hold to the opinion that the private
property order is the superior form d social organization—
that is, we can be liberals—or we can believe that the public
property order is superior—that is, we can be socialists. But
he who adheres to theformer embraces the doctrine that the
private property order serves theinterests d al members o
society, not just those o owners.12

We proceed from the position that there are no insoluble
conflicts d interest within the private property order, even
to the recognition that warlike behavior becomes rarer as
the scope and intensity o social association grows. Wars,
foreign and domestic (revolutions, civil wars), are more
likely to be avoided the closer the division d labor binds
men. The belligerent creature, man, becomes industrial, the
""hero™ becomes a ''trader."” The democratic institutions
serve to eliminate violent action within the state, as they
seek to maintain or achieve agreement between the wills o
those who govern and those who are governed.

In contrast to the utilitarians who believe that the private
property order assures greater labor productivity, the older
socialists were convinced that it was the public property
system that could bring higher productivity, which necessi-
tated the abolition o the private property order. We must
distinguish this utilitarian socialism from the socialism that
takes as its starting point a theistic or metaphysical social
theory, and that demands a command system becauseit is

11. Menger, Untersuchungen #ber die Mefhode der Sozialwissenschaften [Inquiries
into the methods of social sciences], Leipzig, 1883, p. 178. [English-language edi-
tion: Problems of Economics and Sociology (Urbana, Ill.: University o Illinois Press,
1963).] F. v. Wieser’s critique d therationalistic-utilitarian doctrinein general, and
d Menger's formulation in particular, leaves its substance untouched (See Wieser,
Theorie der gesellischaftlichen Wirtschaff [Theory o social economics], Tiibingen,
1914, sec. |, p. 242 ef seq.). Its significance lies in its distinction between leader
and masses— probably under the influence & Tarde—and in its greater emphasis
on the principle of heterogeneity o objectives—as Wundt called it.

12. See A. Smith, op. cit., pt. IV, ch. |, p. 417 et seq. [American edition: p. 297 et
seq.]
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more suited to realize empirically unproven values which
society is to adopt.

The sociaism o Marx fundamentally differs from these
two varieties o socialism, which he cdls " utopian." To be
sure, Mam aso assumes that the socialistic method of pro-
duction yields higher labor productivity than the private
property order. But he denies that a solidarity d interest
exists or has ever existed in society. A solidarity d interest,
according to Marx, can exist only within each class. But a
conflict o interest exists between the classes, which ex-
plains why the history o al societies has been a history d
class wars.

Conflict is the moving force d social development to yet
another group o socia doctrines. For those doctrines the
war d races and nations constitute the basic law o society.

The common error d both groups of warfare sociology is
their disregard o any principle d association. They en-
deavor to show why there must be war between the classes,
races, and nations. But they neglect to show why there s,
or can be, peace and cooperation between the classes, races
and nations. The reason for this negligence is not difficult
to detect. It isimpossible to demonstrate a principle d asso-
ciation that exists within a collective group only, and that
Is inoperative beyond it. If war and strife are the driving
force o dl social development, why should this be true for
classes, races, and nations only, and not for war among al
individuals? If we take this warfare sociology to its logica
conclusion we arrive at no social doctrine at al, but at "a
theory d unsociability.'" 13

None d this could be understood in Germany, Hungary,
and the Slavic countries because d a basic hostility toward
dl utilitarian thought right from the start. Because modem
sociology is based on utilitarianism and the doctrine d the
division d labor, it was rgected summarily. This is the
main reason for the reluctance d German scholars to cope
with sociology, and for the struggle they waged so tena-
ciously for decades against sociology as a science. Since so-

13. Barth, Die Philosophie der Geschichte als Soziologie [The philosophy of history
as sociology], 3rd ed., Leipzig, 1922, p. 260.




ciology was not welcome, a substitute had to befound. De-
pending on their political position they adopted one d the
two ""theories d unsociability' which emphasized the war-
fare principle, and completely bypassed any search for a
principle d association.

This scientific situation explains the success Marxian so-
ciology was able to achieve in Germany and in the East.
When compared with the doctrines o racial and national
warfare it had the advantage d offering, at least for the dis-
tant future, a social order with a coherent principle d as-
sociation. Its answer was ever so much more acceptable
because it was optimistic and more satisfactory for some
readers than those doctrines which offered nothing in his-
tory but ahopeless struggle o anoble race against asuprem-
acy o inferior races. He who sought to go even further in
his optimism and was less exacting scientifically, found the
solution to the conflict not just in the socialistic paradise d
the future, but already in the " social kingdom."*

Marxism thus swayed German thought in sociology and
philosophy o history.

Popular German sociology adopted, above al, the class
concept that is so basic to Marxian sociology. Spann cor-
rectly observed: " Today, even so-called middle-class econo-
mists are using the term 'class in such away and in connec-
tion with such questions as are raised by the historical
materialism d Marx.” ¥4 Adoption d this concept was ac-
companied by the Marx and Engels characteristics o uncer-
tainty, vagueness, and obscurity, further echoed by the
Socia-Democrat and Communist parties. During the
thirty-five years between the publication d the Communist
Manifesto and his death, Mar x did not succeed in somehow
defining the concept o class struggle more precisely. And it
Is significant that the posthumous manuscript o the third
volume o Das Kapital halts abruptly at the very place that
was to deal with classes. Since his death more than forty
years have passed, and the class struggle has become the
cornerstone d modern German sociology. And yet we con-

14. O.Spann, “Klasse und Stand [Classand estate], Handworterbuch, 4th ed., vol.
V, p. 692.
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tinue to await its scientific definition and delineation. No
less vague are the concepts o classinterests, class condition,
and class war, and the ideas on the relationship between
conditions, class interests, and class ideology.

For Mam and his parties, the interests o the individual
classes are irreconcilably opposed to each other. Each class
knows precisely what its class interests are and how to real-
ize them. Therefore, there can only be warfare, or at best an
armistice. The thought that some circumstances may cal an
end to the struggle before the socialistic bliss is realized, or
that circumstances may moderate it, is rejected summarily.
There is no greater entity that could encompass the classes
and dissolve the class conflicts. Theideas o fatherland, na-
tion, race, and humanity are mere disguisesfor the only real
fact, which is the class conflict. However, popular sociology
does not go so far. It could be as Marx describes it, but it
need not beso, and aboveall, it should not be that way. Self-
ish class interests must be set aside in order to serve the
interests d nation, fatherland, state. And the state, as a
principle d reason above the classes, as realization o the
idea d justice, must intervene and bring about a social con-
dition in which the ownership class is prevented from ex-
ploiting the nonowners, so that the class struggle d prole-
tarians against owners becomes superfluous.

With the doctrine o class warfare-, German etatist sociolo-
gists adopted the most important part d the Marxian philos-
ophy o history. To them, the British parliamentary system
with all its democratic institutions, of which liberal doctrine
IS singing praises, are mere expressions o the class suprem-
acy d thebourgeoisie. Asthe Germansinterpret contempo-
rary British history, the British state and its instutitions are
more reprehensible for being capitalistic and plutocratic.
The British concept d liberty is contrasted with the German
concept. They view the great French revolution and the
movements d the 1830s and 1840s as class movements o the
bourgeoisie. The fact that the principalities prevailed over
the 1848 rebels in Germany is hailed as most fortunate, as
It paved the way for the social rule o the Hohenzollern kai-
sers standing above classes and parties. To German etatists
and Marxists, the modem imperialism o the allied powers



springs from the capitalistic propensity to expand. The etat-
Ists also adopted a good part o the Marxian superstructure
theory when they depicted classical economics as a hand-
maiden d the classinterests d entrepreneurs and the bour-
geoisie. An example given above illustrates how this ap-
plied even to Schmoller.

It should be noted that no critical examination preceeded
the adoption o the basic Marxian doctrines. The attention

- O etatistswas directed primarily at blunting the Marxian at-
tack on the state ideology and its political offshoots during
Prussian leadership in Germany, and at rendering the Marx-
ian doctrines useful for the ideas of state socialism and con-
servatism. Etatists did not see the Marxian problem as a
scientific problem, but as apolitical, or at best, an economic
problem. In politics they contented themselves with charg-
ing Marxism with exaggerations, and sought to demonstrate
that there is yet another solution, indeed, a better solution:
socia reform. Their main attack on Marxism did not aim at
its economic program, but at its political program: it placed
class interests above national interests.

Only a few comprehended that the problems raised by
Marxism were scientific in nature. Sombart was one d the
first who as continuator, renovator, and reformer set out to
reshape the Marxian doctrines. His new work, which &f-
forded me the occasion for this essay, provides me with the
opportunity to deal with him in detail.

Dependence on Marx is the special characteristic o Ger-
man social sciences. Surely Marxism has left its traces as
well on the social thinking d France, Great Britain, the
United States, the Scandinavian countries, and the Nether-
lands. But the influence that emanated from Marxian doc-
trines was incomparably greater in Germany. The fact that
the sociology o utilitarianism was generally rejected in Ger-
many undoubtedly offers an explanation for this great in-
fluence.15 In Italy also, the influence d Marxism was rather
significant, although not so strong as in Germany. But in
Eastern Europe, in Hungary, and in the Slavic countries, it

15. If in the United States the influence d the antiutilitarians(e.g., that & Veblen)
should spread, Marxism, too, will spread with all its consequences.
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was even greater than in Germany —that is, it was greater
in countries that completely depended on German thought
in spite o their political hostility. Marxism had swayed
Russian socia thought, that is, not only the thinking o the
followers o the revolutionary parties openly fighting czar-
ism, but also the imperial Russian universities. Altschul,
the translator & Gelesnoff's Fundamental Economics cor-
rectly observed in his preface to the German edition, "'In no
other country did Marx’s economic doctrines invade univer-
sity teaching so quickly and influence it so significantly as
in Russia.”16 |n its hatred o liberaism and democracy
czarism itself paved the way for the Bolshevist ideology
through its promotion d Marxism.

2.

National (Anti-Marxian)
Socialism

Marxian socialism is beckoning: *'Class war, not national
war!" It is proclaiming: ""Never again [imperialistic] war."
But it is adding in thought: " Civil war forever, revolution."

National socialism is beckoning' ""National unity! Peace
among classes!™ And it is addlng In thought: "War on the
foreign enemy!” 17

16. Gelesnoff, Grundziige der Volkswirtschaftslehre [Fundamental economics], Leip-
zig, 1918, p. iii. ,

17. We must not search for ideas d national socialism just within the National So-
cialist Party, which is merely a part—in questions o party tactics an especially
radical pat—of the greater movement o national socialism that comprises dl
people's parties. The most eminent literary spokesmen for national socialism are
Oswald Spengler and Othmar Spann. A short and very instructivesummary o the
ideas d national socialism is contained in the program o the Greater German Peo-
ple's Party of Austriawritten by Otto Conrad, Richtlinien deutscher Politik. Program-
matische Grundlagen der Grossdeutschen Volkspartei [Guidelines for German policy.
Program principles of the greater German people's party], Vienna, 1920.



These solutions distill the ideas which are dividing the
German nation into two hostile camps.

The great political problem d Germany is the national
one. It appears in three different forms: as the problem o
thelinguistically mixed territories at the borders o German
settlement in Europe, as the problem d German emigration
(acreation d German settlementsoverseas), and asthe prob-
lem d foreign trade that must provide the material support
for the German population.

Marxism did not see these problems at all. It could say
only that in the socialistic paradise d the future there will
be no national struggle. ""National hatred is transformed
classhatred," its holder is" themiddle class," its beneficiary
the ""bourgeoisie," proclaim the party literati.® How could
there be national conflictsafter class distinctions and exploi-
tation have been abolished?

The national problem is a world political problem, the
greatest world problem in theforeseeable future. It concerns
all nations, not just the German nation. During the eight-
eenth and nineteenth centuries, when the English and
French formulated modern political doctrines, it had a dif-
ferent meaningfor them than it has today. The first civilized
country for which the national problem became important
in its present form was Germany. It should have been the
task d German political theory to deal with it and find a so-
lution through practical politics. The British and French did
not know dl those problems d nationalism for which the
formulad national self-determination does not suffice. Ger-
man politics did face these problems for decades, and
should have met the challenge by finding a solution. But
German theory and practice could only proclaim the princi-
ple d force and struggle. Its applicationisolated the German
nation from theworld, and led toitsdefeat in the Great War.

Where the areas in which the German peopl e settled meet
with those occupied by the Danes, Lithuanians, Poles,
Czechs, Hungarians, Croats, Slovaks, Italians, and French,
the population borders are not clearly marked out. In wide

18. See O. Bauer, Die Nationalititenfrage und die Sozialdemokratie [ Thenationality
problem and social democracy], Vienna, 1907, pp. 263, 268.
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sections the peoples are mixed, and individual linguisticis-
lands, especially urban centers, reach far into foreign areas.
Here the formula o ''self-determination o nations” no
longer suffices. For here are national minorities who fall
under foreign ruleif the majority principle determines polit-
ical government. If the stateis aliberal state under the rule
d law, merely protecting the property and persona safety
d its citizens, the alien rule is less palpable. It is felt
more keenly the more society isgoverned, the more the state
becomes a welfare state, the more etatism and socialism
gain afooting.

For the German nation a violent solution to the problem
IS least satisfactory. If Germany, a nation surrounded by
other nations in the heart d Europe, were to assault in ac-
cordance with this principle, it would invite a codition o
dl its neighbors into a world-political constellation: ene-
mies dl around. In such a situation Germany could find
only one dly: Russia, which is facing hostility by Poles,
Lithuanians, Hungarians, and possibly Czechs, but no-
where stands in direct conflict with German interests, Since
Bolshevist Russia, like Czarist Russia, only knows force in
dealing with other nations, it is aready seeking the friend-
ship o German nationalism. German Anti-Marxism and
Russian Super-Marxism are not too far apart. But various at-
tempts at reconciling German Anti-Marxian nationalism
with the Anti-Marxian nationalism o Fascist Italy must fail
in dealing with South Tirol, just as a reconciliation d Hun-
garian chauvinism must fail in dealing with the West-
Hungarian problem.

A violent solution to the question d border Germans
would be less acceptable for the German nation itself than
for its neighbors, even if there were prospectsfor itsreaiza
tion. Infact, Germany, even if victorious on dl sides, would
need to be prepared for war at any time, would have to brace
itself for another war d submission through starvation, and
would have to prepare its economy for such an eventuality.
This would impose a burden which, in thelong run, could
not be borne without serious consequences.

The trade problem, which Germany needed to solve dur-
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ing the nineteenth century, grew from aworldwide shifting
d production to areas with more favorable production con-
ditions. if there had been complete freedom d movement,
apart d the German population would have emigrated, for
German agriculture and some branches o industry could no
longer compete with newly opened, more fertile countries
offering more favorable production conditions. For national
political reasons Germany sought to prevent this emigration
through tariff policies. We cannot elaborate here why this
attempt was doomed to failure.19

The migration problem is the third form o the practical
political problem for Germany. Germany lacks territory for
Its excess population. And again, the prewar theory o Ger-
man nationalism discovered no better solution than vio-
lence through conquest o suitable territory.

In Europe, tens d millions d people live poorly who
would do much better in America and Australia. The differ-
ence in the living conditions between a European and his
descendants overseas continues to grow. European emi-
grants could find overseas what their native countriesfailed
to offer: a place at the banquet o nature. But they are too
late. The descendants of those who, one, two, or three
generations ago chose the New World over Europe, do not
welcome them. The organized laborers o the United States
and the British Commonwealth countries permit no addi-
tion d new competitors. Their labor union movement is not
amed at employers, as the Marxian doctrine prescribes;
they are waging their **class war'* against European workers
whose immigration would reduce the marginal productivity
d labor, and thus wage rates. The labor unions d the An-
glo-Saxon countries favored participation in the Great War
in order to eliminate thelast remnants d theliberal doctrine
d free movement and migration o labor. Thiswas their war
objective, which they adhered to completely. Countless
Germans living abroad were uprooted, deprived o their
possessions and earnings, and "'repatriated.”” Today, strict
laws either prohibit or limit immigration not only to the

19. 1 sought to explain it in my book Nifi on, Staat und Wirtschaft [Nation, state,
and economy], Vienna, 1919, p. 45 et seqg.
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United States, but even to important European areas. And
the labor unions d the United States and Australia unhesi-
tatingly would favor anew, more horrible and bloody world
war if it should become necessary to defend the immigra-
tion restrictions against an aggressor, such as the Japanese
or a rearmed Germany.

Here are insurmountabl e difficultiesfor the Marxian doc-
trines and the policy d the Communist International. Theo-
rists sought to escape the difficulties by not mentioning
them. It is characteristic that the copious prewar German
literature on economic and socia policy, which again and
again dealt with the same matter in tiring detail, contains
no work that could explain the policy d immigration restric-
tions. And abroad only a few writers dared touch a topic
that obviously did not harmonize with the doctrine o the
workers class solidarity.20 This silence, better than any-
thing else, revealsthe Marxian biasin socidl literature, espe-
ciadly German literature. When, finally, the international
conventions d socialists could no longer escape dealing
with this question, they skillfully circumvented it. Let us,
for instance, read the minutes d the International Conven-
tion d Socialistsin Stuttgart, in 1907. It adopted alame res-
olution characterized by the recorder himself as rather
""awkward and hard." But this should be blamed on circum-
stances. A socialistic convention is not held "to write
novels. Hard realities are colliding, which finds expression
in this hard and awkward resolution.” (Thisis a euphemis-
tic way o admitting that something is wrong with the har-
monious thoughts o the international solidarity o work-
ers.) The writer therefore recommends that " this resolution
so painfully constructed on the middle d the road be
adopted unanimously.” But the Australian representative
Kroner crisply declared, "The majority o the Australian L&
bor Party opposes the immigration o colored workers. As
a socialist, | personally recognize the duty d international
solidarity and hope that in time we shall succeed in winning

20. The most comprehensive treatment isgiven by Prato, Il proteezionismo Operaio,
Turin, 1910. (French translation by Bourgin, Paris, 1912.) The book remained al-
most unknown in Germany.
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dl nations d the world for theidea d socialism.”2! Trans-
lated from the Australian to English it means: Make as many
resolutions as you please; we shall do as we please. Since
the Labor Party has come to power, Australia, as is well
known, has the strictest immigration laws against colored
and white workers.

The nationalistic Anti-Marxists d Germany could per-
form a great service by solving the emigration problem. The
German mind could develop a new doctrine d universal
freedom and free movement that would evoke an echo with
Italians, Scandinavians, Slavs, Chinese, and Japanese, and
which in the long run no nation could resist. But no begin-
ning has yet been made o what needs to be done, and
surely nothing has been accomplished.

National Anti-Marxism proved to be unproductive in the
very point on which its greatest emphasis must be placed:
the problem o foreign policy. Its program for the integra-
tion d the German nation in the world economy and world
policy does not basically differ from the precept o German
policy in recent decades. In fact, it does not differ from re-
cent policy more than any theoretical doctrine differs from
the realitiesfaced by the statesman who is kept from hisin-
tended course by his daily tasks. But a violent solution is
even less applicable today than it was in prewar Germany.
Even a victorious Germany would be powerless to face the
real problems d the German nation. In the present state o
world affairs, Germany could never prevail over the oppos-
ing national interests o other nations, that is, it could not
acquire overseas territory for German settlement and open
up favorable markets for German industry. Above dl, it
could never be safefrom a resumption d the war by a new
coalition d enemies.

National Anti-Marxism is failing as well in providing
suitable German policy for pressing present problems. In
their struggle against forced integration, the German minor-
ities in foreign countries must demand the most compre-

21. International Convention of Socialists at Stuttgart, August 18-24, 1907, Berlin,
1907, p. 57-64.
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hensive democracy because only self-government can pro-
tect them from losing their German identity. They must
demand full economic freedom because every intervention
in thehands o theforeign state becomesameansd discrim-
ination against the German population.??2 But how can the
German population in the border territoriesfight for democ-
racy and economic freedom if the Reich itsalf conducts a
contrary policy?

National Anti-Marxism has aso failed on scientific
grounds. Thefact that the Marxian theories d value and dis-
tribution have lost their prestigeis not the achievement o
Anti-Marxism, but that d the Austrian School, especially
Bohm-Bawerk's critique which the young friends d theoret-
ical economics in Germany could no longer overlook.
Surely, the attempts by some writers to confer prestige on
Marx as a philosopher have little prospect for success, be-
cause, after all, philosophical knowledge in Germany has
reached a level that makes scholars somewhat immune to
the naivetes d the "philosophy” o Mam, Dietzgen,
Vorlander, and Max Adler. However, in the field o sociol-
ogy the categories and thoughts d Marxian materialism
continue to spread. Here, Anti-Marxism could have solved
an important task; but it was content with attacking those
final conclusions o Marxism that appeared to be objection-
able politically, without refuting its foundation and replac-
ing it with a comprehensive doctrine. It had tofail, because
for political reasons it sought to show that Marxism is ani-
mated by the spirit d the Wegt, that it is an offspring d in-
dividualism—a concept alien to German character.

The very starting point is fallacious. We already men-
tioned that it is not permissible to contrast the universalistic
(collectivistic) with the individualistic (nominalistic) sys-
tems d social doctrine and policy, as set forth by Dietzel and
Pribram, and now advocated by Spann with his nationalis-

22. See the excellent discussions by F. Wolfrum, ""Der Weg zur deutschen Frei-
heit” [The road to German freedom], Freie Welt, Gablonz, vol. IV, Booklet 95, and
" Staatliche Kredithilfe'™ [Credit assistance by the state], Freie Welt, Booklet 99. In
Czechoslovakia every government intervention serves to make the minorities
Czech; in South Tirol and in Poland the Italians and Poles do not act any dif-
ferently.
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tic German Anti-Marxism. It is also erroneous to view Marx-
Ian socialism as the successor to theliberal democracy o the
first hdf d the nineteenth century. The connection between
the socialism o Marx and Lassalle and the early democratic
program was rather superficial, and was discarded as serv-
ing no further purpose as soon as the Marxian parties came
to power. Socialism isno improvement over liberalism; itis
its enemy. It is illogical to deduce a similarity o the two
from an opposition to both.

Marxism does not spring from Western thought. As men-
tioned above, it failed to find followersin Western countries
because it could not overcome the utilitarian sociology. The
greatest difference between German ideas and those o the
West is the great influence d Marxian thought in Germany.
And German thought will not be able to overcome Marxism
until it sheds its hostility toward British, French, and Amer-
ican sociology. To besure, it cannot just adopt the sociology
d the West, but it must continue and build anew on its
foundation.

3.

Sonart as M ar xist
and Anti-M ar xist

Werner Sombart himself proudly confessed that he gave
a good part d his life to fight for Marx.2® It was Sombart,
not thewretched pedants d theilk d Kautsky and Bernstein,
who introduced Marx to German science and familiarized
German thought with Marxist doctrines. Even the structure

23. See W. Sombart, Das Lebenswerk von Karl Marx [ Thelife's work of Karl Marx],
Jena, 1909, p. 3.
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d Sombart's main work, Modern Capitalism, is Marxian. The
problem Marx raised in Das Kapital and other writings is to
be solved again, this time with the means d advanced
knowledge. And as with Marx, theoretical analysisis to be
combined with historical presentation. The starting point o
his work is completely Marxian, but its findings are pur-
ported to go beyond Marx. Thus, he differsfrom the publi-
cations o party Marxistswhosefindings are rigidly circum-
scribed by party doctrine.

Sombart built his reputation as a Marxist and scholar in
1896 with his little book Socialism and the Social Movement
during the Nineteenth Century. The booklet saw severa edi-
tions, and each new edition gave evidence d the changesin
Sombart's position on the problems d socialism and the so-
cial movement. The tenth edition, revised, is now available
in two imposing volumes.24 It is to demonstrate and justify
his turning away from Marxism—but not from socialism. In
fact, the two volumes do not deal with socialism assuch, but
rather with " proletarian socialism," with **Marxism.""

Sombart deals only with a history and critique d Marxian
socialism. He avoids revealing his own socia doctrine,
which he briefly touches upon in afew places. With visible
satisfaction he speaks o the old associations o the Middle
Ages—church, town, village, clan, family, vocation—
"which contained the individual, warmed him, and pro-
tected him like afruit in its pedal." And with visible horror
he speaks d that " processd disintegration which shattered
the world o faith and replaced it with knowledge.” 25 The
ideology o proletarian socialism is seen as an expression d
this disintegration process. And between thelinesheisre-
proaching proletarian socialismfor its express preferencefor
modern industrialism. ""Whatever socialistic critique may
have raised against capitalism, it never objected on grounds
that capitalism has blessed us with railroads and factories,
steel furnaces and machines, telegraph wires and motorcy-

24. W. Sombart,. Der proletarische Sozialismus, Marxismus [Proletarian socialism,
Marxism], 10th ed., rev., o Sozialismus und soziale Bewegung [Socialism and social
movement], Jena, 1924; vol. I, The Doctrine, vol. II, The Movement.

25. lbid., val. I, p. 3L
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cles, record players and airplanes, movie theatres and power
centers, cast iron and aniline colors."” Proletarianism, ac-
cording to Sombart, merely regjects the social form, not the
gist & modern civilization. And with clear emphasison his
own position he confronts proletarian socialism with the
"preproletarian chimera," with its ""bucolic™ flavor which
always praised agriculture as the most noble vocation and
looked upon agrarian culture as its ideal.26

This infatuation with agrarian society and the Middle
Ages deserves our comment. We meet it again and again in
the literature of nationalistic Anti-Marxism, with variations
by individual authors. For Spann, the leader o this move-
ment, the ideal was a return to the Middle Ages.2??

He who depicts the social institutions and economic or-
ganizations o the Middle Ages as models for the German
people, should be aware that a bucolic Germany could sup-
port only afraction o the present population even with the
greatest curtallment of expectations. Every proposal that
would reduce the productivity o labor diminishes the sup-
portable population, and,.through the deterioration d the
apparatus o production, would weaken the national de-
fenses that are so important from a nationalistic point o
view. Nor can nationalism seek a solution d the German
problem in areturn to an agrarian society. The incompatibil-
ity o the bucolic ideals with a powerful development d na-
tional forces may explain the dark pessimism o the ' doom
theories™ that are springing up in various forms.

If it should be true that the particular ethos o the German
nation is demanding a return to production methods that
lead to lower labor productivity, and that, inversely, the
Western nations, the Latin nations d the South, and Slavic
nations in the East think differently and apply production
methods that assure higher labor productivity, the danger is
real that the more numerous and productive enemies will
overpower the German nation. Will the philosophers d the
victors not conclude then that it waslack d adaptability that

26. 1bid., vol. |, p. 257 et seq.
27. See O. Spann, op. cit., p. 298 ef seq.
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prevented the Germans from making use d their capitalistic
methods o production? Will they not look upon the German
mentality as being too poor and unfit for keeping its spiri-
tual equilibrium in the presence & modern technological
achievements?

Indeed, it is a gross materialistic feature d otherwise
idealistic writers who believe that some externalities d life
are blocking the way to inner growth and the development
d inner strength. He who does not know how to safeguard
his equilibrium when surrounded by motorcycles and tele-
phones will not find it in the jungle or desert. That is, he
will not find the strength to overcome the nonessential with
the essential. Man must be able to safeguard himself where-
ever helives and whatever the circumstancesshould be. Itis
a sickly weakness d nerves that urges one to seek harmon-
Ious personality growth in past ages and remote places.

Sombart, as already mentioned, reveals his socia ideal
only between thelines. He cannot be criticized for this. But
we must fault him for not offering a precise definition o the
concept o socialism in a book that seeks to present and an-
alyze a certain kind d socialism. His discussion o socialis
tic ideology, which introduces the work, isits weakest part.
Sombart rgects the thought that socialism is a social order
based on public property in the means d production. Ob-
viously, the concept d socialism would have to be a social
one, or d the social sciences, he argues, and could not be
from a special field d social life, such as the economy. The
emotions accompanying the controversy over socialism re-
ved that the term socialism must comprise yet deeper prob-
lems than "economic technology.”28 But the definition
Sombart then offers must finally return— although with am-
biguity —to the only relevant characteristic o socialism. Af-
ter lengthy discussions he arrives at the conclusion that the
idea o sociaism aways comprises the following com-
ponents:

1. Theideal d arationa condition d society isto be
contrasted with a historical condition that is irra-

28. See Sombart, Sozialismus und soziale Bewegung, op. cit., vol. |, p. 5 et seq.



tional: that is, an evaluation d socia conditions as
perfect or less perfect. Certain features o the ideal
that are common to dl kindsd socialism relate to the
anti-capitalistic essence d socialism: socidism ob-
vioudy mud rgect an economy for profit because d its
irrational objectives that spring from its guiding
principle. As money symbolizes the capitalistic
economy for profit, it is as such afavorite target o
socidisticcritique. Al evil o this world comes from
the struggle over the ring d the Nibelungs; there-
fore, socialism wants to return the gold to the Rhine.
In the manner sodidism opposes the “free” economy it
a0 opposesitsfoundation: *'freg'” i.e., private, prop-
erty and the"'freg,"" i.e., labor, contract. It givesriseto
exploitation, the worst blemish d socid life, the era-
dication d which is an essential program for dl
kinds o socialism.

2. Vduation o socia conditions and adoption d a
rational ideal necessarily correspond to the recogni-
tion d mora freedom, the freedom to strive for a
realm o objectives with one's own strength, and the
faith in the possibility d its realization.

3. ldedl and freedom inevitably givebirth to an aspi-
ration for realizing the ideal, a movement, born in
freedom, from the historically given to the rationally
desired. But every confession d socialism means a
renunciation d motivepower, that is, from the view-
point d the individual it means. obligation, sacri-
fice, limitation d the particular.29

There can be only one reason why Sombart chooses this
detour, instead of retaining the proven and only viable defi-
nition of socialism: his aversion toward dealing with the
genuine economic problems of socialism, an aversion that
permeates his whole work and constitutes its greatest defi-
ciency. The fact that Sombart never raises the question of
whether or not a socialistic order is possible and realizable
is even more serious than hisrenunciation of a clear defini-

29. Emphasis added. Ibid., vol. |, p. 12 et seq.
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tion d socialism. For only this question can provide the
foundation for an understanding o socialism and the social-
Istic movement.

But Sombart does not want to deal with socialism in gen-
erd; he wants to analyze proletarian socialism, or Marxism.
However, his definition is unsatisfactory even for proletar-
lan socialism which, according to Sombart,

is merely an intellectual sediment o the modem so-
cial movement as| have defined it since thefirst edi-
tion o this book. Socialism and social movement are
. . . therealization d that future social order that is
adjusted to the interests d the proletariat, or the at-
tempt at its realization. Socialism seeks its rediza-
tion in the world d thought, the socialistic move-
ment in the world o reality. All theoretical efforts
toward revealing the desired goal to the aspiring
proletariat, toward calling it to arms, organizing for
battle, and showing the road on which the goal can
be reached, all comprise what we cdl modern so-
cialism.30

One thing is noticeable in this definition: it is Marxian. It
IS no coincidence that Sombart deems it proper to adopt this
definition unchanged from his first edition, from the time
when, by his own admission, he was still walking in the
footsteps d Marx. It contains an important element from the
Marxian world d thought: socialism suits the interests d
the proletariat. This is a specific Marxian thought that is
meaningful only within the framework o the whole Marx-
ian structure. ""Utopian' socialism o the pre-Marxian era
and the state socialism in recent decades acted, not in the
interests d one class but on behalf o dl classes and the col-
lective whole. Marxism introduced the two axioms that so-
ciety isdivided into classes whose interests conflict irrecon-
cilably, and that the interests d the proletariat —realizable
through class war only —are demanding nationalization d

30. Ihid., vol. I, p. 19 et seq.

132



the means d production, in accordance with their own in-
terests and contrary to those d the other classes.

This very thought returns in various places in the book.
At one place Sombart observes that very few influential
Marxian writers come from the proletariat ""and therefore
are only interested parties."" 3! And then point-blank: ""The
proletariat belongs to the system o capitalism; the inevita-
bility of hostility toward capitalists springs from the class
conditions d the proletariat. This hostility assumes certain
formsin the social movement: labor unions, socialistic par-
ties, strikes, etc.” 32 It cannot be denied that the materialistic
philosophy of history is visible here in full display. To be
sure, Sombart does not draw the conclusion which Marx
logicaly drew in this case: that socialism is coming with the
inevitability d natural law.33 According to Sombart, the
"science d capitalism' founded by Marx introduced ""the
idea d theregularity o economic lifein our era" It reveals
""that the realization d any particular socialistic demand de-
pends on very real, objective conditions and that, therefore,
socialism may not always be realizable."" Marx thus created
"scientifically' the thought o resignation which logically
leads from socialism to socia reform.34 We need not dwell
further on the question d whether Sombart’s conclusion is
the one that must logically be drawn from the doctrines d
Marx, or whether the opinion o Lenin and Trotsky is the
logical one. It is decisive that Sombart unconsciously con-
tinues to stand on the scientific ground d Marxism. (Som-
bart drew the reform conclusion in his earlier writings; this
Is the " Sombartism™ o which the orthodox Marxists speak
with derogatory gestures, as they always do when some-
thing displeases them.)

Wherever Sombart seeks to describe capitalism he does so
in the framework d Marx and Engels, often in their own
words.3s

31. 1bid., vol. I, p. 75.

32. 1bid., vol. I, p. 261.

33. 1hid., vol. |, p. 305.

34. 1hid., vol. I, p. 304.

35. Ibid., vol. 1, p. 32 et seq.



Such are the characteristics o Sombart’s position on
Marxism: while he does not embrace the founder's naively
materialistic version d socialism today, Sombart builds his
more refined socidistic doctrines on the foundation o
Marxism. And he draws practical conclusions other than
those d orthodox Marxists. In fact, he does not oppose so-
cialism in any form.

Sombart reproaches Marx not for his doctrined classwar-
fare, but for its politicalization and the final conclusion
Marx drawsfrom the doctrine: the inevitability d the prole-
tarian victory.36 In other words, Sombart does not say that
the Marxian separation d classes does not exist, or that the
properly understood interests d the variouslayers d popu-
lation working in a division o labor do not conflict with
each other, but are harmonious. But he says: Ethics must
overcome the conflict & class interests. Besides the class
principle there are other social principles—namely those o
idealistic nature."" But Marxism makes the class concept ab-
solute.37 Sombart apparently believes that man must sub-
merge his class interests and give precedence to higher
interests, to national interests. He reproaches the Marxists
for not thinking in terms d fatherland, for conducting world
policies, for advocating class warfare in domestic policies,
and for remaining pacifistic and antinationalistic in foreign
policies.

Sombart completely ignores the scientific criticism o the
Marxian class doctrine. This is necessary because he wants
to ignore utilitarianism and economic theory and because,
in the final analysis, he considers Marxism as the true
science d capitalism. According to Sombart, **Mam founded

. the science d capitalism."" 38 Long ago this science
"*demonstrated conclusively, that this economic order con-
tains the essence d the destruction and dissolution d civili-
zation. Karl Marx was the greatest, if not thefirst, harbinger
d thisknowledge." 3° In order to escape the conclusions that

36. Ibid., vol. I, p. 368 et seq.
37. lbid., vol. 1,p. 356.
38. |bid., vol. 1,p. 304.

39. W. Sombart, "Das Finstere Zeitalter [The dark agel, Neue Freie Presse [New
free press|, Dec. 25, 1924,



must be drawn from Marx’s theories, Sombart knows noth-
ing better than to appeal to God and eternal values.

Sombart is quite right when he professes that it is not the
function o science to provide a''vaue critique, that is, to
reveal the inferiority o individual words, analyses, and
principles o proletarian socialism.” But he is mistaken<
when he declares that scientific critique is "' but a discovery
d relationships and their significance, relationships not
only between the various doctrines and corresponding polit-
ical demands, but also between the content o the whole
system and the basic questions d intellectual civilization
and human fate.”4% That is the position of historicism
which is content with pursuing relationships among scien-
tific theories and between scientific theories and metaphys-
ical systems d thought, but abstains from developing
scientific theories o its own. A sociological theory, which
Marxism represents in spite d its shortcomings, can be an-
alyzed only by examining its usefulness for an explanation
o social phenomena. And it can be replaced only with a
theory that is more satisfactory.41

It could not be otherwise. Sombart's critique d proletar-
lan socialism rests on a subjective value judgment o what
he considers the ""basic values™ o the proletariat. Here,
world view meets world view, metaphysics confronts meta-
physics. It is confession, not perception, and has no bearing
on science. Of course, there are many readers who appre-
ciate Sombart's work for this very reason. It does not limit
itself to the narrow field d scientific labor, but offers meta-
physical syntheses. It is not mere scientific research, but the
presentation o material permeated with the spirit and per-
sonality o the man and thinker, Sombart. Thisiswhat gives
the book its character and significance. In the end it con-
vinces only those readers who already share Sombart's
view.

Sombart does not attempt a critique d the means by
which socialism proposes to attain its ends. And yet, any

40. Ibid.

41. | cannot herego into the details of acritique of the class doctrine; | must refer
the reader to my Gemeinwirfschaft,Jena, 1922, p. 265-352. [English-language edi-
tion: Socialism (London: Jonathan Cape, 1936), p. 281-358.]
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scientific analysis d socialism must first examine the thesis
of the higher productivity o socialistic production, and
then question whether or not a socialistic mode o produc-
tion is possible at al. Nor does Sombart's criticism more
than touch upon the problem d the inevitability d so-
cialism.

Sombart's book is a special literary phenomenon. It fre-
quently happens that in a scholar's lifetime he changes his
opinion and in a new book advocates what he opposed ear-
lier. But it was always a new book that revealed the intellec-
tual change, as, for instance, Plato’s Laws which followed
his Republic. It is very rare, however, that an author re-
veals hislifelong struggle with one problem in ever new re-
visions d the same work, as does Sombart. Therefore, we
must not conclude that the present edition contains the last
version d his statement on socialism. Many years o labor
lie ahead, new editions d Socialism will be needed not only
because previous editions are out d print, but because
Sombart has not yet completed his work on the problems o
socialism. The book in its present form merely represents a
stage in Sombart's struggle with Marxism. He has not yet
freed himself as much as he thinks he has. A great deal d
intellectual work remains to be done.

Sombart's inner struggle with the problems o Marxismis
symptomatic o thethinking o many German scholars. Each
edition d the book reflects rather well what the intellectual
leaders d Germany have been thinking o this problem. The
changes in his opinion mirror the changes in the opinion d
German intellectuals who have followed his leadership for
a generation.
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4.

Anti-Marxism
and Science

Anti-Marxism fully subscribes to Marxism's hostility to-
wards capitalism. And it resents Marxism's political pro-
gram, especialy its presumed internationalism and paci-
fism. But resentment does not lend itsalf to scientific work,
or even to politics. At best it lends itself to demagoguery.

But for every scientific thinker the objectionable point o
Marxism is its theory, which seems to cause no offense to
the Anti-Marxist. We have seen how Sombart continues to
appreciate Mam as a man o science. The Anti-Marxist
merely objects to the political symptoms d the Marxian sys-
tem, not to its scientific content. He regrets the harm done
by Marxian policies to the German people, but is blind to
the harm done to German intellectual life by the platitudes
and deficiencies o Marxian problems and solutions. Above
dl, hefails to perceive that political and economic troubles
are consequences d this intellectual calamity. He does not
appreciate the importance d science for everyday living,
and, under the influence & Marxism, believes that "'red"
power instead d ideas is shaping history.

We can completely agree with Anti-Marxism that the re-
covery d Germany must begin with overcoming Marxism.
But this overcoming, if it is to be permanent, must be the
work o science, not d a political movement that is guided
by resentment. German science must freeitself o the bonds
d Marxism by putting behind it the historicism which for
decades has kept it intellectually impotent. It must shed its
fear d theory in economics and sociology and get ac-
quainted with the theoretical achievements (even those by
Germany) attained during the last generation.

Carl Menger’s statements d more than forty years ago on
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modern German economicliterature are still valid today and
apply to al the social sciences: ' Scarcely noticed abroad,
and barely understandabl e abroad on account d its peculiar
tendencies, German economics for decades has remained
untouched by serious opponents. With unflinching confi-
dence in its own methods it often has lacked serious self-
criticism. He who pursued another direction in Germany
was ignored, not refuted.” 42 Only a thorough study o the
worksd German andforeign sociology differingfrom etatism
and historicism could help to extricate it from the deadlock
d prevailing doctrine in Germany. German science would
not be the only beneficiary. Great problemsawait their sdlu-
tion that cannot be achieved without German cooperation.
Again in the words d Menger: "All great civilized nations
have their particular mission in the unfolding o science.
Each aberration o a sizeable number o scholars o one na-
tion leaves a gap in the development o scientific knowl-
edge. Economics, too, cannot do without the singleminded
cooperation o the German mind.” a3

Above all, German science must make a proper assess-
ment d the importance d Marxism. It is true, the Marxists
and Anti-Marxists greatly overestimate Marxism as a scien-
tific system. But also those who deny Marx as thefirst har-
binger d the substance d the Marxian doctrine raise no ob-
jection against the validity o the doctrine itself. Only he
who can see the world without Marxian blinders may ap-
proach the great problems o sociology. Only when German
science has freed itsaelf from the Marxian errors in which it
Is enmeshed today, then, and only then, will the power o
Marxist slogans disappear from political life.

42. C. Menger, op. cit., p. xx et seq.
43. 1bid., p. xxi.
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THEORY OF
PRICE
CONTROLS

| ntroduction

The knowledge that the constellation o the market deter-
mines prices precisaly, or at least within narrow limits, is
relatively new. Some earlier writers may have had adim no-
tion o it, but only the Physiocrats and the classical econo-
mistselaborated a system d exchange and market relations.
The science d catalactics thus replaced the indeterminism
d theory, which explained prices from the demands d sell-
ers, and saw no price limits other than their fairness.

Hewho believestheformation d pricesto bearbitrary eas-
ily arrivesat the demand that they should befixed by exter-
na regulation. f the conscience d the sdler is lacking, if
without fear o the wrath d God he demands more than is
"far,” aworldly authority must intervene in order to help
justice prevail. And minimum prices must be imposed for
certain commaodities and-services over which buyers are be-
lieved, not quite logically, to have the power to force devia-

1. Handworterbuch der Sfaafswissenschaften[Handbook d socia sciences], 4th ed.,
vol. Vi, 1923.
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tions from the just price. Government is caled upon to
create order because disorder and arbitrariness prevail.

The practical doctrine based on the knowledge d scien-
tific economics and sociology —liberaisn—regects dl inter-
vention as superfluous, useless, and harmful. It is super-
fluous because built-in forces are at work that limit the
arbitrariness d the exchanging parties. It is useless because
the government objective d lower prices cannot be achieved
by controls. And it is harmful because it deters production
and consumption from those uses that, from the consumer's
viewpoint, are most important. At times liberalism has
called government intervention impossible. OF course, gov-
ernment can issue orders that regul ate prices and punish the
violators. Therefore, it would have been more appropriate
for liberalism not to cdl price controlsimpossible, but rather
unsuitable, that is, running counter to the intentions o
their advocates. The following discussion will demonstrate
this unsuitability.

Liberalism was soon replaced by socialism, which seeks
to replace private property in the means o production with
public property. Socialism as such need not rgect the price
knowledge d science; it is conceivable that it could recog-
nize its usefulness for an understanding d market phe-
nomena in its own economic order. If it were to do that, it
would have to conclude that government and other interfer-
ence with prices is as superfluous, useless, and harmful as
liberalism says it is. In fact, the doctrines & Marxism con-
tain, besides quite incompatible principles and demands,
the beginnings o this perception; this is clearly visible in
the skepticism toward the bdief that wage rates can be
raised by labor-union tactics, and in the regection o dl
methods Marx cals " bourgeois." But in the world d Marx-
lan reality etatism is dominant. In theory etatism is the doc-
trine o state omnipotence, and in practice, it is the govern-
ment policy to manage dl worldly matters through orders -
and prohibitions. Thesocial ideal o etatismisaspecial kind
d socialism, such as state socialism or, under certain condi-
tions, military or religious socialism. On the surface the so-
cia ideal d etatism does not differ from the social order o




capitalism. Etatism does not seek to overthrow the tradi-
tional legal order and formally convert al private property
in production to public property. Only the largest enter-
prisesin industry, mining, and transportation are to be na-
tionalized. In agriculture, and in medium- and small-scale
production, private property is to be preserved formally.
But in substance al enterprises are to become government
operations. Under this practice, the owners will keep their
names and trademarks on the property and the right to an
. ""appropriate” income or one "' befitting their ranks." Every
business becomes an office and every occupation a civil ser-
vice. There is no room for entrepreneurial independencein
any d thevarieties d state socialism. Prices are set by gov-
ernment, and government determines what is to be pro-
duced, how it is to be produced, and in what quantities.
There is no speculation, no "extraordinary' profits, no
losses. There is no innovation, except for that ordered by
government. Government guides and supervises every-
thing.

It isone d the peculiarities d etatist doctrine that it can
envision man's social lifeonly interms o its specia socialis-
tic ideal. The outer similarity between the "*socia state™ it
extols and the social order based on private property in pro-
duction causes it to overlook the essential difference that
separates them. To the etatist, any dissimilarity o the two
social ordersis merely a temporary irregularity and a pun-
ishable violation d government orders. The state has slack-
ened the reins, which it must pull short again, and every-
thing will bein the best d order. The fact that man's social
life is subject to certain conditions, to regularity like that o
nature, is aconcept that is alien to an etatist. To him, every-
thing is power, which he views in a grossly materialistic
light.

Although etatism did not succeed in supplanting the
other socialisticideals with itsown ideal, it has defeated all
other branches o socialism in practical policy. In spite o
their diverging opinions and objectivesdl socialistic groups
today seek to influence market prices through outside inter-
vention and force.
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Thetheory d price controls must investigate the effects d
government interference with market prices in the private
property order. It is not its task to analyze price controlsin
a socialistic order that preserves private property by form
and outward appearance, and uses price controls to.direct
production and consumption. In this case the controls have
only technical significance, and remain without influence
on the nature d theissue. And they alone do not constitute
the difference between the socialistic society that uses them
and those socialistic societies that are organized along dif-
ferent lines.

The importance o the theory d price controls becomes
evident in the contention that thereis yet athird socia order
besides the private property order and one built on public
property, an order that retains private property inthe means
d production, but is "regulated” through government in-
tervention. The Socialists o the Chair and the Solidarists,
together with agreat many statesmen and powerful political
parties, continue to hold to this belief. On the one hand, it
playsarolein theinterpretation d economic history during
the Middle Ages, and on the other hand, it constitutes the
theoretic foundation for modern interventionism.

2.
Price Controls

Sanctioning Controls. We may cdl those controls " sanc-
tioning" that set prices so close to those the unhampered
market would set that only insignificant conseguences can
ensue. Such controls merely pursue a limited task and do
not achieve great economic objectives through interference
with market forces. Government may simply accept the



market prices and sanction them with its intervention. The
ca=is similar when government imposes price ceilings that
lie above the market prices, and minimum pricesthat lie be-
low them. The case is dightly different when government
Imposes controls in order to force a monopolist to charge
competitive prices instead d higher monopolistic prices. If
government creates monopolies or limits the number d
competitors, thereby promoting monopolistic agreements, it
must, without question, resort to price controlsif it does not
want to force consumersto pay monopolistic prices. In none
of these casesis theresult d government intervention a de-
viation d price from that d the unhampered market.

The situation is somewhat different when a government
regulation deprives a seler d the opportunity, under cer-
tain conditions, to demand and obtain a price that is higher
than that he can normally obtain. If, for instance, govern-
ment fixed rates for taxicabs, cabbies would be prevented
from exploiting those cases in which passengersare willing
to pay more than normal rates. The affluent tourist who, late
at night and in bad weather, arrives at a strange railroad
station, accompanied by small children and loaded with
many pieces d luggage, will gladly pay a much higher fare
to get to a remote hotel if he must compete with others for
the few or perhaps only taxicab offering a ride. With ex-
traordinary gains from exceptional opportunities, the cab-
bies would be able, when business is poor, to charge lower
rates in order to increase the demand for their services.
Government intervention thus eliminates the difference be-
tween the fare at times d great demand and those o weak
demand, and establishes an average rate. Now, if govern-
ment fixes rates that are even lower than this ideal average
price, we have genuine price control, to which | shall return
shortly.

The case is similar where government does not set prices
directly, but forces the seller, such as a restaurateur, to post
his prices. This, too, has the effect that the sdller is prevented
from exploiting extraordinary situations in which he could
obtain a higher price from individual buyers. He must take
account d thislimitation; if he is prevented from charging
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more under favorable conditions, he will find it difficult to
charge less under unfavorable conditions.

Other price controls are to prevent windfall profits that
might be reaped under extraordinary conditions. If a city
power company for any reason should be prevented from
generating power for afew days, candle prices would soar,
and merchants with candle supplies would reap extraordi-
nary profits. Now government intervenes and sets a price
cellingfor candles, at the sametimeforcing thesaled candles
as long as the supply lasts. This has no permanent effect on
the candle supply inasmuch as the power failureis quickly
corrected. Only insofar as merchantsand producers, having
such failuresin mind, calculate prices and candleinventory
does government intervention have future consequences. If
the merchants must anticipate that under ssmilar conditions
government will again intervene, the price charged under
normal conditions will rise and the incentive for larger in-
ventories will be reduced.

Genuine Controls We may cdl those price controls
""genuine™ that set prices differing from those the unham-
pered market would set. If government seeks to fix a price
higher than the market price, it usually resorts to minimum
prices. If government seeksto fix apricelower than the mar-
ket price it usualy imposes price ceilings.

Let usfirst consider the caling, or maximum, price. The nat-
ural price that would emerge in an unhampered market
corresponds to an equilibrium o dl prices. At that point
price and cost coincide. Now, if a government order neces-
sitates a readjustment, if the sdllers are forced to sdl their
goods at lower prices, the proceeds fdl below costs. There-
fore, the sellers will abstain from sdling—except for mer-
chandise that quickly spoils or otherwise loses in value—
and hold on to their goodsin the hope that the government
regulation will soon be lifted. But the potential buyers will
be unable to buy the desired goods. If possible, they now
may buy some substitute they would not have otherwise
bought. (It should aso be noted that the pricesd these sub-
stitute goods must rise on account d the greater demand.)
But it was never the intention d government:to bring about
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these effects. It wanted the buyers to enjoy the goods at
lower prices, not to deprive them d the opportunity to buy
the goods at all. Therefore, government tends to supplement
the price celling with an order to sall dl goods at this price
as long as the supply lasts. At this point price controls en-
counter their greatest difficulty. The market interaction
brings about a price at which demand and supply tend to
coincide. The number d potential buyers willing to pay the
market priceislarge enough for the whole market supply to
be sold. If government lowers the price below that which
the unhampered market would set, the same quantity o
goods faces a greater number d potential buyers who are
willing to pay the lower officia price. Supply and demand
no longer coincide; demand exceeds supply, and the market
mechanism, which tends to bring supply and demand to-
gether through changesin price, no longer functions.

Mere coincidence now eliminates as many buyers as the
given supply cannot accommodate. Perhaps those buyers
who comefirst or have personal connectionswith the sellers
will get the goods. The recent war with its many attempts
at price controls provided examples o both. At the officia
price, goods could be bought either by afriend d the seller
or by an early bird in the'" polonaise." But government can-
not be content with this selection d buyers. It wants every-
one to have the goods at lower prices, and would like to
avoid situations in which people cannot get any goods for
their money. Therefore, it must go beyond the order to sdll;
It must resort to rationing. The quantity & merchandise
coming to the market is no longer left to the discretion o
sdlers and buyers. Government now distributes the avail-
able supply and gives everyone at the official pricewhat he
is entitled to under the ration regulation.

But government cannot even stop here. The intervention
mentioned so far concerns only the available supply. When
that is exhausted the empty inventories will not be replen-
Ished because production no longer covers its costs. if gov-
ernment wants to secure a supply for consumers it must
pronounce an obligation to produce. f necessary, it must fix
the pricesd raw materials and semimanufactured products,
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and eventually also wage rates, and force businessmen and
workers to produce and labor at these prices.

It can thus be readily seen that it isinconcelvableto resort
to price controls as an isolated intervention in the private
property order. Government is unable to achieve the de-
sired result, and thereforefinds it necessary to proceed step
by step from the isolated pricing order to comprehensive
control over labor, the means o production, what is pro-
duced, how it is produced, and how it is distributed. Iso-
lated intervention in the market operation merdly disrupts
the service to consumers, and forces them to seek substi-
tutesfor those items they deem most important; it thusfails
to achievethe very result government meant to achieve. The
history d war socialism has clearly illustrated this. Govern-
ments seeking to interfere with market operations found it
necessary, step by step, to proceed from the original isol ated
price interference to complete socialization d production.
Government would have had to proceed ever faster if its
price regulations had been observed morefaithfully, and if
black markets had not circumvented the regulations. The
fact that government did not take thefinal step, the nation-
adlization d the whole apparatus d production, was due to
the early end o the war, which brought an end to the war
economy. He who observes a war economy is clearly aware
d the phases mentioned above: at first price control, then
forced sales, then rationing, then regulation d production
and distribution, and, finally, attemptsat central planning d
dl production and distribution.

Price controls have played an especialy important rolein
the history d coin debasement and inflationary policy.
Again and again, governments have tried to enforce old
pricesin spited coin debasement and expansiond circulat-
ing money. They did so again in the most recent and great-
est 0 dl inflation periods, during the World War. On the
very day printing presses were put into the service d gov-
ernment finance, rising prices were fought with criminal
law. Let us assume that this at first succeeded. And let us
disregard the fact that the supply d goods was reduced by
the war, which affected the exchange ratio between eco-
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nomic goods and money. Let us further ignore increased
demand for money due to delayed money delivery or clear-
Ing systemlimitationsand other restrictions. We merely wish
to analyze the consequencesd apolicy that ams at stabiliz-
ing prices while the quantity d money is enlarged. The ex-
pansion d money creates new demand that did not exist be-
fore, ""new purchasing power,” as it is called. When the
new buyers compete with those already in the market, and
pricesare not permitted to rise, only apart & demand can be
satisfied. There are potential buyers who are willing to pay
the price, but cannot find a supply. Government, which is
circulating the newly created money, is seeking thereby to
redirect commoditiesand servicesfrom previoususesto more
desirableuses. It wants to buy them, not to commandeer
them, which it certainly could do. Its intent is that money,
only money, shall buy everything, and that potential buyers
shall not be frustrated in their search for economic goods.
After dl, government itsdf wantsto buy, it wants to use the
market, not destroy it.

The officia priceis destroying the market on which com-
modities and services are exchanged for money. Wherever
possible, the exchange continues in other ways. For in-
stance, people resort to barter transactions, that is, to ex-
change without the interaction d money. Government,
which is ill-prepared for such transactions because it owns
no exchangeable goods, cannot approve d such a devel op-
ment. It is coming to the market with money only, and
thereforeis hoping that the purchasing power d the mone-
tary unit is not further reduced by the money holders in-
ability to get the goods they want with their money. As a
buyer d commodities and services itself, government can-
not adhere to the principle that the old prices must not be
exceeded. In short, government as issuer of new money
cannot escape the consequences described by the quantity
theory.

if government imposes a price higher than that deter-
mined by the unhampered market, and prohibits the sale at
lower prices (minimum prices), demand must decline. At
the lower market price supply and demand coincide. At the
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official higher price demand tends to trail supply, and some
goods brought to the market cannot find a buyer. As gov-
ernment imposed the minimum price in order to assure the
sellers profitable sales, the result was unintended by gov-
ernment. Therefore, it must resort to other means, which
again, step by step, must lead to complete government con-
trol over the means o production.

Especialy significant are those minimum prices that set
wage rates (minimum wages). Such rates may be set either
directly by government or indirectly by promoting labor
union policies that aim at establishing minimum wages.
When, through strikes or threats o strikes, labor unions en-
force awage rate that is higher than that determined by the
unhampered market, they can do so only with the assistance
d government. The strike is made effective by denying the
protection o the law and administration to workers willing
to work. Infact, itisirrelevant for our analysis whether the
apparatus d coercion imposing the controls is the "legiti-
mate'" state apparatus or a sanctioned apparatuswith public
power. If a minimum wage that exceeds the unhampered
market rate is imposed on a particular industry, its costs o
production are raised, the price d the final product must
rise, and correspondingly, sales must decline. Workerslose
their jobs, which depresses wages in other industries. Up
to this point we may agree with the wagefund theory on the
effects & nonmarket wage boosts. That which the workers
in one industry are gaining islost by the workers in other
industries. In order to avoid such consequences, the
imposition & minimum wages must be accompanied by the
prohibition to dismiss workers. The prohibition in turn
reduces the industry's rate d return because unneeded
workers must be paid, or they are used and paid in full pro-
duction while their output is sold at aloss. Industrial activ-
ity then tends to decline. If this, too, is to be prevented,
government must intervene again with new regulations.

if the minimum wage is not limited to afew industries,
but isimposed on dl industries d an isolated economy, or
on the world economy, the rise in product prices caused by
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it cannot lead to a reduction in consumption.2 The higher
wages raise the workers spending power. They can now
buy the higher-priced products coming to the market. (To
be sure, there may be shifting within the industries.) If en-
trepreneurs and capitalists do not want to consume their
capital they must limit their consumption since their money
income has not risen and they are unable to pay the higher
prices. To the extent d this reduction in consumption, the
general wage boost has given the workers a share d entre-
preneurial profits and capital income. The workers red
raise isvisible in that prices do not rise by the full amount
d the wage boost because d the entrepreneurs’ and capital-
Ists' cutback in consumption. That is, the rise in consumer
prices is less than that o wages. But it is well known that
even if dl property income were divided among the work-
ers, their individual incomes would rise very little, which
should dispel any illusion about such a reduction in prop-
erty income. But if we were to assume that the wage boost
and rise in prices should alocate a large part, if not al, o
the real income d entrepreneurs and capitalists to workers,
we must bear in mind that the former want to live and will
therefore consume their capital for lack o entrepreneurial
income. Elimination d capital income through coercive
wage boosts thus merely leads to capital consumption, and
thereby to continuous reduction in national income. (By the
way, every attempt at abolishing capital income must have
the same consequence unless it is achieved through all-
round nationalization d production and consumption.) If
again government seeks to avoid these undesirable effects,
no alternative is left, from the etatist point o view, but to
seize control over the means d production from the owners.

Our discussion applies only to those price controls that
endeavor to set prices differing from those d the un-
hampered market. If the controls should seek to undercut
monopolistic prices, the consequences are quite differ-

ent. Government then may effectively intervene anywhere

2. We are ignoring the monetary forces exerting their influence on prices.
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in the range between the higher monopolistic price and the
lower competitive price. Under certain conditions price con-
trols may deprive a monopolist of specific monopolistic
gains. Let us assume, for instance, that in an isolated econ-
omy a sugar cartel is holding sugar prices above those the
unhampered market would set. Government could then im-
pose aminimum pricefor sugar beets that is higher than the
unhampered market price. But the effects o price controls
could not develop as long as the intervention merely ab-
sorbs the specific monopoly gain of the sugar monopolist.
Only when the beet price is set so high that sugar produc-
tion becomes unprofitable even at the monopolistic price,
forcing the sugar monopoly to raise prices and curtail pro-
duction in line with shrinking demand, will the price con-
trol effects take place.

3.

The Significance d
the Theory d Price
Contrd for the Theory
d Social Organization

The most important theoretical knowledge gained from a
basicanalysisd theeffectsd price controlsis this: the effect
d intervention is the very opposite o what it was meant to
achieve. If government is to avoid the undesirable conse-
quences it cannot stop with just market interference. Step
by step it must continue until it finally seizes control over
production from the entrepreneurs and capitalists. It is un-
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important, then, how it regulates the distribution d income,
whether or not it grants a preferred income position to en-
trepreneurs and capitalists. It is important, however, that
government cannot be satisfied with a single intervention,
but is driven on to nationalize the means d production.
This ultimate effect refutes the notion that thereis a middle
form o organization, the "regulated” economy, between
the private property order and the public property order. In
the former only the play o market forces can determine
prices. f government prevents this play in any way, pro-
duction loses its meaning and becomes chaotic. Finaly,
government must assume control in order to avoid the chaos
it created.

Thus, we must agree with the classical liberals and some
older socialists who believed it impossible in the private
property order to eliminate the market influence on prices,
and thereby on production and distribution, by decreeing
prices that differ from market prices. For them it was no
empty doctrinarism, but a profound recognition d social
principles, when they emphasized the alternative: private
property or public property, capitalism or socialism. In-
deed, for a society based on division d labor there are only
these two possibilities; middle forms o organization are
conceivable only in the sense that some means of produc-
tion may be publicly owned while others are owned pri-
vately. But wherever property is in private hands, govern-
ment intervention cannot eliminate the market price
without simultaneously abolishing the regulating principle
d production.
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THE
NATIONALIZATION
OF CREDIT?*

Arthur Travers-Borgstroem, a Finnish writer, published a
book entitled Mit ual i sm that deals with ideas d socia re-
form, and culminates in a plea for the nationalization d
credit. A German edition appeared in 1923. In 1917, the au-
thor had established afoundation under his name in Berne,
Switzerland, whose primary objectivewas the conferring o
prizes for writings on the nationalization d credit. The
panel d judges consisted d Professors Diehl, Weyermann,
Milhaud, and Reichesberg, the bankers Milliet, Somary,
Kurz, and others. The judges awarded a prize to a paper sub-
mitted by Dr. Robert Deumer, director d the Reichsbank in
Berlin. This paper was published in book form by the Mu-
tualist Association d Finland.!

From the background material d the paper we can learn
why the author is not concerned with the rationaled credit
nationalization, but merdy with the details o its rediza
tion. Dr. Deumer is presenting a proposal, elaborated in its
insignificant details, on the nationalization o dl German
institutions d banking and credit, and the establishment d
anational credit monopoly. But his plan can be d no inter-

* Translator's note: In his Notes and Recollections (South Holland, Ii.: Libertarian
Press, 1977) the author revealed that he meant to include this essay —written in
1926—in the original German edition (1929). It wasleft out d that volume through
editorial error, but was included in the 1976 German edition.

1. DieVerstaatlichung desKredits: Mutualisierung desKredits[Nationalization o cr ed-
it: mutualization o credit], Prize Essay d the Travers-Borgstroem Foundation at
Berne, Munich, and Leipzig, 1926.
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est to us as no one is contemplating its implementation in
the foreseeable future. And if there ever should be such a
movement, conditions may be quite different so that the
Deumer proposal will not be applicable. Therefore, it would
not make any sense to discuss its details, such as article |,
section 10, d the “Draft.of aBill Nationalizing Banking and
Credit," which reads: ""He who engagesin any banking and
credit transactionafter the nationalizationwill besubject to a
fine not exceeding ten million gold marks; or imprisonment
up to five years, or both.'" 2

Deumer’s work is d interest to-us because d its motives
for the nationalization d credit, and its statements on are-
form that preserves the superiority d “profit” management
over "'bureaucratic’’ management. These statements reved
an opinion that is shared by alarge mgority o our contem-
poraries, yes, that is even accepted without contradiction.' If
we should share this Deumer-Travers-Borgstroem-mutualist
position we must welcome a nationalization of. credit and
every other measureleading to socialism. In fact, we must
agree to its realizability and even its urgent necessity.

The public welcomes dl proposals designed to limit the
sphere d private property and entrepreneurship becauseit
readily accepts the critique d the private property order by
the Sociadlists d the Chair in Germany, the Solidarists in
France, the Fabians in Great Britain, and the Institutional -
ists in the United States. If the nationalization proposals
have not yet been fully realized we must not search for any
opposition in socia literature and the political parties. We
must look to the fact that the public redizes that whenever
enterprises are nationalized and municipalized or govern-
ment otherwise interferes with economiclife, financial fail-
ure and serious disruption d production and transportation
follow instead d the desired consequences. Ideology has
not yet taken stock d this failure d reality. It continue3 to
hold fast to the desirability d public enterprises and the
inferiority o private enterprises. And it continues to find
only malice, selfishness, and ignorance in opposition to its

2 1bid., p. 335.
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proposals, d which every objective observer should ap-
prove.

Under such conditions an analysisd Deumer’s reasoning
seems to be in order.

1.
Private Intaret
and Rubl I ¢ Interet

According to Deumer, banks presently serve private
interests. They serve publicinterestsonly inasmuch as these
do not conflict with the former. Banks do not finance those
enterprises that are most essential from the national point
d view, but only those that promise to yield the highest re-
turn. For instance, they finance"awhiskey distillery or any
other enterprise that is superfluous for the economy."
""From the national point d view, their activity is not only
useless, but even harmful.” ""Banks permit enterprises to
grow whose products are not in demand; they stimulate
unnecessary consumption, which in turn reduces the peo-
ples purchasing power for goods that are more important
culturally and rationally. Furthermore, their loans waste so-
cidly necessary capital, which causes essential production
to decline, or at least their costsd credit, and thus their pro-
duction costs, to rise."'s

Obviously, Deumer does not realize that in amarket order
capital and labor are distributed over the economy in such
away that, except for the risk premium, capital yields the

3. Zbid., p. 86.
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same return, and similar labor earns the same wage every-
where. The production d "unnecessary" goods pays no
more and no less than that o " essential goods." In thefinal
analysis, it is the consumers in the market who determine
the employment o capital and labor in the various indus-
tries. When the demand for an item rises its prices will rise
and thus the profits, which causes new enterprises to be
built and existing enterprises to be expanded. Consumers
decide whether this or that industry will receive more capi-
tal. If they demand more beer, more beer will be brewed.
If they want more classical plays, the theatres will add clas-
sics to their repertoire and offer fewer antics, slapstick, and
operettas. The taste o the public, not the producer, decides
that The Merry Widow and The Garden of Eden are performed
more often than Goethe's Tasso.

To be sure, Deumer's taste differsfrom that o the public.
He is convinced that people should spend their money
differently. Many would agree with him. But from this
difference in taste Deumer draws the conclusion that a so-
cialistic command system should be established through na-
tionalization d credit, so that public consumption can bere-
directed. On this we must disagree with Deumer.

Guided by central authority according to central plan, a
socialistic economy can be democratic or dictatorial. A de-
mocracy in which the central authority depends on public
support through ballots and elections cannot proceed differ-
ently from the capitalistic economy. It will produce and dis-
tribute what the public likes, that is, alcohol, tobacco, trash
in literature, on the stage, and in the cinema, and fashion-
ablefrills. The capitalistic economy, however, catersas well
to thetaste o afew consumers. Goods are produced that are
demanded by some consumers, and not by all. The demo-
cratic command economy with its dependence on popular
majority need not consider the special wishes d the minor-
ity. It will cater exclusively to the masses. But even if it is
managed by a dictator who, without consideration for the
wishes d the public, enforces what he deems best, who
clothes, feeds, and houses the people as he seesfit, thereis
no assurance that he will do what appears proper to "'us."
The critics o the capitalistic order always seem to believe



that the socialistic system d their dreams will do precisely
what they think correct. While they may not always count
on becoming dictators themselves, they are hoping that the
dictator will not act without first seeking their advice. Thus
they arrive at the popular contrast d productivity and profit-
ability. They cdl " productive" those economic actions they
deem correct. And because things may be different at times
they rgect the capitalistic order which is guided by profit-
ability and the wishes d consumers, the true masters d
markets and production. They forget that a dictator, too,
may act differently from their wishes, and that there is no
assurancethat hewill redly try for the' best," and, evenif he
should seek it, that he should find the way to the " best.""

It is an even more serious question whether a dictatorship
d the'best" or a committee d the " best: can prevail over
the will d the mgority. Will the people, in the long run,
tolerate an economic dictatorship that refuses to give them
what they want to consume and gives them only what the
|leaders deem useful ? Will not the masses succeed in the end
in forcing the leaders to pay heed to public wishes and taste
and do what the reformers sought to prevent?

We may agree with Deumer's subjective judgment that
the consumption by our fellow men is often undesirable. If
we believe this we may attempt to convince them o their
errors. We may inform them d the harm o excessive use o
alcohol and tobacco, d the lack o value df certain movies,
and d many other things. He who wants to promote good
writings may imitate the example d the Bible Society that
makes financial sacrifices in order to sell Bibles at reduced
prices and to make them availablein hotels and other public
places. If thisis yet insufficient, there cannot be any doubt
that the will d our fellow men must be subdued. Economic
production according to profitability means production
according to the wishes o consumers, whose demand de-
termines goods prices and thus capital yield and entrepre-
neurial profit. Whenever economic production according to
"national productivity'* deviates from the former, it means
production that disregards the consumers wishes, but
pleases the dictator or committee o dictators.

Surely, in acapitalistic order afraction o national income
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Is spent by the rich on luxuries. But regardless d the fact
that thisfraction isvery small and does not substantially af-
fect production, theluxury d the well-to-do has dynamic ef-
fects that seem to make it one d the most important forces
of economic progress. Every innovation makes its appear-
ance asa"'luxury" o the few well-to-do. After industry has
become aware d it, the luxury then becomes a '’ necessity-
for al. Take, for example, our clothing, the lighting and
bathroom facilities, the automobile, and travel facilities.
Economic history demonstrateshow the luxury o yesterday
has become today's necessity. A great deal d what people
in theless capitalistic countries consider luxury isacommon
good in the more capitalistically developed countries. In
Vienna, ownership of acarisaluxury (not just in the eyes
d the tax collector); in the United States, one out o four or
five individuals owns one.

The critic d the capitalist order who seeks to improve the
conditions d the masses should not point at thisluxury con-
sumption as long as he has not disproved the assertion o
theorists and the experience d reality that only capitalis-
tic production assures highest possible production. if a
command system produces less than a private property
order it will obviously not be possible to supply the masses
with more than they have today.

2.
Bureaucratic M anagement

or Profit Management d
Banki ng?

The poor performance d public enterprises is usualy
blamed on bureaucratic management. In order to render
state, municipal, and other public operations as successful



as private enterprise they should be organized and diracted
along commerciad lines. Thisis why for decades everything
has been tried to make such operations more productive
through ""commercialization." The problem became dl the
more important as state and municipal operations ex-
panded. But not by a single step has anyone come closer to
the solution.

Deumer, too, deems it necessary "'to manage the national
banking monopoly along commercia lines,” and makes
several recommendations on how to achieve this.4 They do
not differ from many other proposalsin recent years or from
those which under the circumstances could and have been
achieved. We hear d schools and examinations, d promo-
tion d the"able'" d sufficient pay for employees, and d
profit-sharing for leading officials. But Deumer does not see
the essenced the problem any moreclearly than do any oth-
ers who seek to make the inevitably unproductive system o
public operations more productive.

Deumer, in step with prevailing opinion, seems to be-
lieve erroneoudly that the ' commercia® isaform d organi-
zation that can easily be grafted onto government enter-
prisesin order to debureaucratize them. That which usually
is caled ""commercid" is the essence d private enterprise
aming at nothing but the greatest possible profitability.
And that which usually is called "bureaucratic’ is the
essence d government operations aiming at *"national** ob-
jectives. A government enterprise can never be "commer-
cialized" no matter how many external features o private
enterprise are superimposed on it.

The .entrepreneur operates on his own responsibility. If
he does not produce at lowest costs o capital and labor what
consumers believe they need most urgently, he suffers
losses. But lossesfinally lead to a transfer d hiswealth, and
thus hispower d control over meansd production, to more
capable hands. In a capitalistic economy the means d pro-
duction are always on the way to the most capable manager,
that is, to onewho is able to use these means most economi-
cdly to the satisfaction o consumer needs. A public enter-

4 1hid., p. 210.
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prise, however, is managed by men who do not face the
consequences d their success or failure.

The same is said to be true o the leading executives o
large private enterprises which therefore are run as ""bu-
reaucratically'* as state and municipal operations. But such
arguments ignore the basic difference between public and
private enterprises.

In a private, profit-seeking enterprise, every department
and division is controlled by bookkeeping and accounting
aiming at the same profit objective. Departments and divi-
sions that are unprofitable are reorganized or closed. Work-
ers and executives who fail in their assigned tasks are re-
moved. Accounting in dollars and cents controls every part
d the business. Monetary calculation alone shows the way
to highest profitability. The owners, that is, the stockhold-
ers d a corporation, issue only one order to the manager
who transmits it to the employees. earn profits.

The situation is quite different in the bureaus and courts
that administer the affairsof the state. Their tasks cannot be
measured and calculated in a way market prices are calcu-
lated, and the order given to subordinates cannot be so eas-
ily defined as that d an entrepreneur to his employees. If
the administration is to be uniform and al executive power
IS not to be delegated to the lowest officias, their actions
must be regulated in every detail for every conceivable case.
Thus it becomes the duty d every officia to follow these in-
structions. Success and failure are o lesser importance than
formal observance d the regulation. Thisis especialy visi-
ble in the hiring, treatment, and promotion d personnel,
and is called “bureaucratism.” It isno evil that springsfrom
some failure or shortcoming o the organization or the in-
competency o officials. It is the nature d every enterprise
that is not organized for profit.

When state and municipality go beyond the sphere d
court and police, bureaucratism becomes a basic problem o
social organization. Even a profit-seeking public enterprise
could not be unbureaucratic. Attempts have been madeto
eliminate bureaucratism through profit-sharing by manag-
ers. But since they could not be expected to bear the even-
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tual losses, they are tempted to become reckless, which then
iIs to be avoided by limiting the manager's authority
through directives from higher officials, boards, commit-
tees, and "expert’ opinions. Thus again, more regulation
and bureaucratization are created.

But usually public enterprises are expected to strive for
more than profitability. This is why they are owned and
operated by government. Deumer, too, demands o the na-
tionalized banking system that it be guided by national
rather than private considerations, that it should invest its
funds not where the return is highest, but where they serve
the national interest.5

We need not analyze other consequences d such credit
policies, such as the preservation o uneconomical enter-
prises. But let us look at their effects on the management o
public enterprises. When the national credit service or one
d its branches submits an unfavorable income statement it
may plead: ""'To besure, from theviewpoint o privateinterest
and profitability we were not very successful. But it must be
borne in mind that the loss shown by commercial account-
ing is offset by public services that are not visible in the ac-
counts. For instance, dollars and cents cannot express our
achievementsin the preservation d small and medium en-
terprises, in the improvements d the material conditions d
the 'backbone' classes d population.” Under such condi-
tions the profitability o an enterprise loses significance. If
public management is to be audited at all, it must be judged
with the yardstick d bureaucratism. Management must be
regimented, and positions must be filled with individuals
who are willing to obey the regulations.

No matter how we may search, it is impossible to find a
form d organization that could prevent the strictures o bu-
reaucratismin public enterprises. It won't do to observe that
many large corporations have become " bureaucratic™ in re-
cent decades. It is amistake to believe that thisis the result
d size. Even the biggest enterprise remains immune to the
dangers d bureaucratism as long as it aims exclusively at

5. 1bid, p. 184,
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profitability. True, if other considerations are forced on it,
It loses the essential characteristic d a capitalistic enter-
prise. It was the prevailing etatistic and interventionistic
policies that forced large enterprises to become more and
more bureaucratic. They were forced, for instance, to ap-
point executives with good connections to the authorities,
rather than able businessmen, or to embark upon unprofit-
able operations in order to please influential politicians, po-
litical parties, or government itself. They wereforced to con-
tinue operations they wished to abandon, and merge with
companies and plants they did not want. The mixing d pol-
itics and business not only is detrimental to politics, as is
frequently observed, but even much more so to business.
Many large enterprises must give thousands d considera-
tions to political matters, which plants the seeds o bureau-
cratism. But dl this does not justify the proposals to bureau-
cratize completely and formally dl production through the
nationalization o credit. Where would the German econ-
omy be today if credit had been nationalized as early as
1890, or even 1860? Who can be aware d the developments
that will be prevented if it is nationalized today?

3.
The Danger d
Overexpansion
and Immobilization

What has been said here applies to every attempt at trans-
ferring private enterprises, especidly the banking system,
into the hands d the state, which in its effects would
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amount to all-round nationalization. But in addition, it
would create credit problems that must not be overlooked.

Deumer seeks to show that the credit monopoly could not
be abused for fiscal reasons. But the dangers d credit na-
tionalization do not lie here; they lie with the purchasing
power d money.

Asiswdl known, demand deposits subject to checks have
the same effect on the purchasing power o a monetary unit
as bank notes. Deumer even proposes an issue d ''guaran-
teed certificates™ or "'clearing house certificates'” that are
never to be redeemed.6 In short, the national bank will be
in the position to inflate.

Public opinion always wants "easy money,"" that is, low
interest rates. But it is the very function d the note-issuing
bank to resist such demands, protecting its own solvency
and maintaining the parity o itsnotes toward foreign notes
and gold. if the bank should be excused from the redemp-
tiond itscertificatesit would befree to expand its creditsin
accordance with the politicians' wishes. It would be too
weak to resist the clamor d credit applicants. But the bank-
ing system is to be nationalized, in Deumer’s words, "'to pay
heed to the complaints o small industrial enterprises and
many commercia firms that they are able to secure the
necessqry credits only with great difficulties and much sac-
rifice."

A few years ago it would have been necessary to elaborate
the consequences d credit expansion. There is no need for
such an effort today. The relationship between credit expan-
sion and rising goods prices and foreign exchange rates is
well known today. This has been brought out not only by
the research d some economists, but also by the American
and British .experiences and theories with which Germans
have become familiar. It would be superfluous to elaborate
further on this.

6. Ibid., p. 152 ef seq.
7. Ibid., p. 184.
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4,
SUMmation

Deumer's book clearly reveals that etatism, socialism, and
interventionism have run their course. Deumer is unable to
support his proposals with anything but the old etatist and
Marxian arguments which have been refuted a hundred
times. He simply ignores the critique o these arguments.
Nor does he consider the problems that arose from recent
socialistic experience. He still takes his stand on the ground
d an ideology that welcomes every nationalization as prog-
ress, even though it has been shaken to its foundations in
recent years.

Politics, therefore, will ignore Deumer's book, which may
be regrettable from the author's viewpoint because he in-
vested |abor, ingenuity, and expertise in his proposals. But
in theinterest d ahealthy recovery o the German economy,
it is gratifying.
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