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From a nitty-gritty debate within
economics into the deep waters of
philosophy of science. Introduction
to the special issue of ZFN

Walter Block

Loyola University New Orleans

Igor Wysocki

Nicolaus Copernicus University in Torun

It all started in 2021 when we sparked a rather specific debate
within Austrian economics in Philosophical Problems in Science (Za-
gadnienia Filozoficzne w Nauce) — traditionally abbreviated as ZFN.
The story unfolded as follows. First, Wysocki submitted a paper on
the concept of indifference, as it is normally understood in the Aus-
trian school of economics. To his astonishment and great relief, this
then rising journal (now the one with well-established reputation, its
Scopus ranking being as high as Q2 under the rubric of philosophy)
accepted the submission in question and published it promptly in
ZFN 71 as (Wysocki, 2021). It was an honour and a privilege, espe-
cially given the fact that Austrian economics — with all due respect to
its scientific achievements — is nowadays not a mainstream economic
current, to say the least. Hence, being published in ZFN only added
to the strength of Wysocki’s belief that the journal is clearly unbiased
towards any sort of philosophy of science. The very fact that Wysocki
published a paper on indifference in Austrian economics and the fact
that he spread the news about ZFN being also open to publishing
maverick (after all, as already observed, Austrian economics is not

a branch of mainstream economics) papers related to philosophy of
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8 Walter Block, Igor Wysocki

science prompted Walter Block (a prominent Austrian economist) to
submit to ZFN his rejoinder to Wysocki’s original paper on indiffer-
ence, with the said response being ultimately published in ZFN 72 as
(Block, 2022).

And thus the debate seemed to have unfolded. Block is well-
known for being a formidable debater and Wysocki knew perfectly
well that if he had replied his criticism, Block would have come up
with a successive rejoinder shortly. Although Wysocki sensed that
Block’s response indeed called for a rejoinder on the former’s part,
what prevented Wysocki from writing up his response was his scep-
ticism as to ZFN’s willingness to publish a series of papers focused
on nitty-gritty intricacies within the Austrian school of economics (in
this case: indifference and how it relates to agents’ actual choices).
However, it was no less than Mr. Piotr Urbariczyk (an editor of the
journal) who took the bull by the horns. The idea he came up with sur-
passed our wildest expectations. What Piotr suggested was not a mere
permission for us to continue discussing indifference in Austrian eco-
nomics. Nay, he proposed that we, as guest editors (what an honour!),
should dedicate the whole special issue to tackle the philosophical
foundations of economics as such, be it Austrian, neoclassical, or
what have you.

Obviously, we immediately embarked on the opportunity. The
very thought of getting some prominent scholars in the field to con-
tribute to the special issue was riveting. To our delight, we also found
it inconceivable that special invitees (we were told we can have as
many as three of them) would refuse to contribute their respective
papers, given the standing of ZFN, definitely one of the best Polish
philosophical journals. Surely, it is a daunting task to pick up three spe-
cial invitees in the universe of exquisite philosophers or economists.

Still, after some deliberation and necessary narrowing down of the
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said universe, we managed to select the required trio, which was in
the end: (1) professor Karl-Friedrich Israel (an economist at the West-
ern Catholic University in Angers, France); (2) professor Alexander
Linsbichler (an economist and a philosopher associated with The Jo-
hannes Kepler University Linz and the University of Vienna) and (3)
professor Lukasz Dominiak (a political philosopher at the Nicolaus
Copernicus University in Torul). Amazingly enough, all three of them
agreed to contribute a respective paper to the forthcoming Special
Issue. At this point, we cannot do better than elaborate on our rationale
for selecting this particular set of three special contributors.

First, professor Karl-Friedrich Israel is a renowned economist,
especially well-versed in the Austrian tradition. Without a doubt, he is
one of the most outstanding Austrians in the younger generation. He
has recently (i.e. 2023) obtained his habilitation at University Paris 1
Panthéon-Sorbonne, while still being in his thirties, something truly
exceptional. His expertise in adverse effects of monetary policies and
in inflation is second to none (Israel, 2022). He also massively con-
tributed to the Quarterly Journal of Austrian Economics, a flagship
Austrian journal. His analytic apparatus and overall conceptual grasp
are superb. We remember being deeply impressed by his co-authored
paper (with Tate Fegley) on the disutility of labour (Fegley and Israel,
2020). These two authors boldly went against the Misesian dogma
holding the disutility of labour to be an auxiliary empirical proposi-
tion in Austrian economics. Somewhat ironically, the authors’ critical
attempt helped to advance the overall Misesian a priori scientific
programme. In the present Special Issue professor Karl-Friedrich Is-
real joins forces with Tate Fegley yet again, thus producing a paper
A Defense of Austrian Welfare Economics (Fegley and Israel, 2024),
wherein the authors respond to a recent criticism of Rothbardian wel-

fare economics levelled by Wysocki and Dominiak (2023). Fegley’s
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and Israel’s paper is excellently argued, straightforward and is bound
to give Wysocki and Dominiak new headaches. In a word, it was
excellent to have professor Israel on the board.

Second, another excellent economist with a philosophical bent we
could think of was professor Alexander Linsbichler. He is definitely
a force to reckon with. He is insanely versatile. His versatility ranges
from the acquaintance with the intellectual history of Vienna through
profound conceptual insights within the Austrian school of economics
to philosophy of science in general. Professor Linsbichler published in
such first-rank journals as Synthese, Journal for General Philosophy
of Science or Journal of Economic Methodology (Linsbichler, 2021;
Linsbichler and Da Cunha, 2023). In the present Special Issue, profes-
sor Linsbichler contributes the paper What Rothbard could have done
but did not do: The merits of Austrian economics without extreme
apriorism (2024). The paper highlights professor Linsbichler at his
best: erudite, analytically sharp and argumentatively original.

Additionally, it was no less than professor Lukasz Dominiak
who agreed to contribute. Professor Dominiak is Wysocki’s friend and
mentor (literally a supervisor of his Ph.D. thesis) at the same time. Pro-
fessor’s Dominiak interests are far-reaching and they include Austrian
economics, political philosophy (especially libertarianism) as well as
legal and moral philosophy (Dominiak, 2017; 2019; Dominiak and Fe-
gley, 2022). He almost single-handedly revolutionized the libertarian
theory of justice in such areas as the theory of contract, compossibility
of libertarian individual rights, the libertarian methods of property
acquisition and what have you. In this Special Issue he presents an-
other of his splendid ideas, this time running against the libertarian
received view on blackmail. Namely, professor Dominiak contributes
the paper Free Market, Blackmail, and Austro-Libertarianism (2024),

wherein he argues — in his characteristically unyielding style — that
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Austro-libertarians do have a reason to revise their view on apparent
permissibility of blackmail. His finding is all the more impressive, as
his argument against libertarians is internal in that it does not appeal
to any external morality. Rather, professor Dominiak demonstrates
that libertarians should favour banning some blackmail exchanges, for
they constitute frauds, something clearly prohibited in a free society.

As a matter of course, this Special Issue contains other prominent
scholars. Oliva Cordoba, a renowned scholar, contributed an excellent
essay on the philosophy and logic of human action. Interestingly, the
author makes use of a conceptual apparatus of philosophy of action to
make sense of the notion of, for example, competition (Oliva Cérdoba,
2024). Mateusz Machaj, an undeniable Austrian superstar, elucidated
the distinction between risk and uncertainty and proposed a way of
modelling uncertainty (Machaj, 2024). Robert Mcgee, the most bril-
liant and versatile scholar, indulged us with his reading of Bastiat’s
view on taxation (McGee, 2024). Krzysztof Turowski analyzed Lud-
wig Lachmann as an alleged subjectivist institutionalist (Turowski,
2024). Ceglarska and Cymbranowicz wrote a paper on the role of
phronesis in knowledge-based economy (Ceglarska and Cymbranow-
icz, 2024). Wysocki and Dominiak contributed a short essay defending
the Rothbardian welfare theory against the charges made by, most
crucially, Bryan Caplan (Wysocki, 2024). Matds§ PoSvanc, associated
with F.A. Hayek Foundation wrote a refined essay on the law of di-
minishing marginal utility (Posvanc, 2024). Norbert Slenzok added
to the Special Issue by writing an essay Monarchy as Private Prop-
erty Government. A Chiefly Methodological Critique (Slenzok, 2024).
Dawid Megger illuminatingly tackled the problem of demonstrated
preference (Megger, 2024). Pawet Nowakowski critically scrutinized
the Rothbardian view on the value of life from a praxeological per-

spective (Nowakowski, 2024). Wysocki wrote a brief rejoinder to
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Block’s rejoinder to the former’s original paper on indifference pub-
lished in ZFN (Wysocki, 2024). The said rejoinder was in turn replied
by Walter Block, also published in the present issue (Block, 2024).
Finally, Mateusz CzyZniewski, a rising Austrian scholar, contributed
areview of Dawid Megger’s book (Czyzniewski, 2024).

Eventually, a word is due on the relevance of the present Special
Issue to ZFN’s programmatic dedication to philosophy of science and
its advocacy of interdisciplinarity. As already mentioned, the very
inspiration for the whole Special Issue came from the debate on the
nature of choice vis-a-vis indifference within Austrian economics.
But then again, when we were offered a Special Issue, we immedi-
ately thought of going beyond Austrianism itself. So, philosophical
foundations of economics as such appeared to us to be a rather apt
unifying theme. But even this rather large category would not do
justice to a variety of papers included in this issue. For, what we have
here is also epistemology proper (e.g. considerations on the Austrian
alleged extreme apriorism), philosophy of action (e.g. reducing the
phenomenon of competition or rivalry to certain intentional states of
individual agents), some exegetical work (e.g. interpreting the thought
of Lachmann, Rothbard and Aristotle himself) or political and legal
philosophy combined (e.g. tacking the paradox of blackmail). Even
this sample, we believe, satisfies ZFN’s unyielding commitment to
interdisciplinarity. Needless to say, the present Special Issue, while
being dedicated to philosophy of economics, rather effortlessly satis-
fies ZFN’s dedication to philosophy of science, for what is economics
if not a special science.

All in all, editing this issue was quite a ride, with its joys (net-
working with exquisite anonymous reviewers, thinking about special
invitees etc.) and sorrows (sometimes finding an appropriate reviewer

is quite a daunting task). Still, getting the above scholars to submit
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their respective work more than compensated for the effort made. We
also hope that the prospective readers are going to find the essays
included as interesting as we do. And finally, we do believe that this
Special Issue will give some additional impetus to a burgeoning field
of philosophy of economics.
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A defense of Austrian welfare
economics

Tate Fegley

Montreat College

Karl-Firedrich Israel
Catholic University of the West

Abstract
Murray N. Rothbard’s Toward a Reconstruction of Utility and Welfare
Economics is the defining contribution outlining the Austrian school’s
approach to welfare theory. A recent attack on this approach is by
Wysocki and Dominiak (2023), who argue, contra Rothbard, that
whether an exchange is welfare-enhancing is not necessarily related
to whether that exchange is just, and therefore the Rothbardian frame-
work is wrong. This paper shows that their argument misconceives
how Austrians treat the concept of welfare. They also misunderstand
the crucial role of the principle of demonstrated preference. Properly

conceived, Rothbard’s reconstruction remains intact.

Keywords
welfare economics, Austrian economics, Murray N. Rothbard.

1. Introduction

ﬁ SEMINAL contribution in Austrian welfare economics is Roth-
bard’s 1956 essay Toward a Reconstruction of Utility and Wel-
fare Economics (Rothbard, 2011a). As the title suggests, Rothbard
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aimed to reconstruct welfare economics on solid scientific grounding,
avoiding the pitfalls of previous attempts. Although it was a scien-
tific breakthrough, his argument was not without controversy, but
has produced decades of criticism and replies (Block, 1999; Caplan,
1999; Cordato, 1992; Gordon, 1993; Herbener, 1997; 2008; Hiilsmann,
1999; Kvasnicka, 2008; Prychitko, 1993).

A recent argument against Rothbard’s reconstruction is provided
by Wysocki and Dominiak (2023). The authors argue that the welfare
theorems he derives—that free market exchanges always increase so-
cial utility and that government intervention can never increase social
utility—are false. Our goal in this paper is to defend Rothbard from
Wysocki and Dominiak (2023) by demonstrating that their criticisms
are misplaced and that Rothbard’s contribution stands unscathed.

As many critics before them, Wysocki and Dominiak implicitly
rely on the assumption of welfare or utility being a magnitude that
can be assessed independently from demonstrated preferences un-
der specific circumstances. This, however, is not the case. We can
of course construct all kinds of imaginary scenarios, where all the
relevant knowledge about the underlying preferences is assumed into
existence, but this does not help us in applications to the real world,
where that kind of knowledge remains hidden from us, unless it is
demonstrated in voluntary and just interaction.

The paper is structured as follows: the next section summarizes
Rothbard’s reconstruction of welfare economics. The third section
summarizes and replies to the criticism of Wysocki and Dominiak
(2023), and the fourth section provides a conclusion and some further
reflections on the importance of welfare economics and its relation to

moral philosophy.
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2. Rothbard'’s reconstruction of welfare economics

Rothbard’s reconstruction of welfare economics is firmly based on
the theory of subjective value espoused by the Austrian School. As
Rothbard explains, welfare theory is utility theory applied to the
context of society with the goal of drawing scientific conclusions

about the desirability of alternative arrangements:

Utility theory analyzes the laws of the values and choices of an
individual; welfare theory discusses the relationship between
the values of many individuals, and the consequent possibil-
ities of a scientific conclusion on the “social” desirability of
various alternatives. (Rothbard, 2011a, p.289)

To achieve this goal Rothbard invokes two principles: 1) the
unanimity rule, and 2) the principle of demonstrated preference. The
unanimity rule is better known as the Pareto criterion, which states
that social welfare has improved if at least one person is made better
off, and nobody is made worse off. Rothbard argues that this rule
provides the only way in which we can scientifically speak of an
improvement in social welfare. Since value and utility are subjective
and we lack an objective unit of measurement, there is no way of
comparing the loss in utility for some person with the gain in utility
of another person. There is a fortiori no way of determining whether
a loss in utility for some person is outweighed by the gain in utility for
another person. But subjectivity is by no means the only problem here.
Even if there was an objective unit of measurement, it would still be
questionable whether a benefit for some person can ever outweigh the
harm of another.!

! Utility can be understood as multi-dimensional, especially if we think of the utility of
a group of people. Social utility, in particular, is not one-dimensional, that is, harm and
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The crucial question is how can we know if somebody gains or
loses utility? Here the principle of demonstrated preference comes in.
Rothbard argues that we can only know about what a person prefers,
that is, what makes that person better off, from observing their choices
and actions. If a person chooses option A over an alternative option
B that is also available, we can infer that the person attaches a higher
subjective value to option A than to option B and is made better off by
choosing option A (in the ex ante sense). The person has demonstrated
their preference in action.

We can hypothetically imagine all kinds of preferences of one or
more persons and reason through how they would interact in various
situations and what outcome would be socially optimal. But the crucial
point that Rothbard makes is that we can only know about actual
preferences to the extent that they are demonstrated in real action at
a specific point in time under specific circumstances. As Rothbard
(2011a, p.320) describes it:

Demonstrated preference [...] eliminates hypothetical imag-
inings about individual value scales. Welfare economics has
until now always considered values as hypothetical valuations

of hypothetical “social states.” But demonstrated preference
only treats values as revealed through chosen action.

Importantly, Rothbard emphasizes that there is no reason to be-
lieve that preferences are constant over time. For all we know they
can and do change. Preferences as revealed at one point in time by an
individual are not necessarily relevant for another point in time.

The assumption of constant preferences is indeed an important

feature of Paul Samuelson’s theory of revealed preference (Samuel-

benefit are not necessarily received by the same people and do thus not occur along
the same dimension. They cannot necessarily be lumped together even if they could be
quantitatively compared.
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son, 1938). Rothbard explicitly distinguishes his own theory from
Samuelson’s by choosing the term “demonstrated preference”, admit-
ting that “revealed preference” would have been a very fitting term too.
According to Rothbard’s principle of demonstrated preference, our
limited knowledge of preferences as demonstrated under the specific
circumstances of a given historic situation cannot be extrapolated to
other situations. There is no scientific basis for assuming preferences
to remain what they have been before. We can know about them only
for that specific situation in which they are demonstrated in action,
and even then our knowledge about them is never complete.

To make sense of a given historic situation, interpretive under-
standing is required and the observer can of course err. If Murray,
for example, offers Paul the choice between an apple and a pear, and
Paul picks the pear, we know that Paul did what he preferred to do.
But we do not know whether he expected to like the taste of the pear
more than the taste of the apple. Maybe Paul just wanted Murray to
falsely believe that he likes pears more than apples, although he really
prefers apples in general. We only know for certain that Paul attached
a higher expected marginal utility to the option he chose than to the
alternatives forgone.

It is important to understand that the principle of demonstrated
preference does not allow the economist to make any inference on
whether the level of utility of a person—from a point in time before
the action takes place to a point in time thereafter—has increased or
not. Take the above example. Maybe Paul’s utility increased from
taking the pear compared to what it was before Murray made his offer.
But maybe Murray made his offer to Paul in a way that made him
feel uncomfortable. The penetrating look in his eyes and the sarcastic
smile made him tremble with fear, so that Paul really had a higher

level of utility before Murray showed up and made the offer. All of
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that is possible. So economists can infer nothing about the absolute
changes in the level of utility between different points in time—neither
for one person nor for a group of people or society as a whole. We are
not the first ones to make this clarification in response to a criticism
of Rothbard’s reconstruction. The same point is explained very well
by Herbener (Herbener, 2008, p.63) in his reply to Kvasnicka (2008).

It is worth quoting him at some length:

Deducing the effects on social utility from voluntary and in-
voluntary exchanges requires considering each action in turn
given the conditions as they are at that point. Nothing can be
deduced about the level of utility a person has at the beginning
of a series of actions compared to the level of utility he has
at the end of the series of actions. For example, a person hav-
ing dinner with his friends orders steak from the menu. The
economist observing him can objectively conclude that, given
his options, he selected what he preferred. He is enjoying the
conversation when it turns to a subject he dislikes, but he stays
and endures it. The economist observing him, lacking access to
what he is experiencing in his mind, can objectively conclude
that he prefers to continue dining with his friends. At some
point, one of his companions makes a remark so objectionable
to him that he says, “Anymore such talk and I shall leave.” The
economist observing him can objectively conclude that he pre-
ferred to make this remark. The economist cannot objectively
conclude that this line of conversation has lowered the level
of his utility. To conclude that would require the economist to
make a judgment about his utility. The economist would have
to interpret the meaning of the remark as it relates to his utility.
The economist would have to decide whether it was a serious
remark or a joke and if it was serious did making the remark
push his utility up or down. Bullies, after all, like to intimidate
others with such remarks. No such judgments are necessary
for the economist to conclude that he preferred making the re-


https://www.zotero.org/google-docs/?MN1lOj
https://www.zotero.org/google-docs/?MN1lOj
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mark. It follows from the objective evidence of his action and
the conceptual meaning of action. And so it goes for the rest of
the evening with the level of his utility sometimes rising and
sometimes falling, but he continues dining with his friends and
leaves only after the party breaks up. Is he enjoying a higher
level of utility after the evening is over compared to before
it began? Who can objectively say but the person himself?
He is the only person with experiential knowledge of his own
utility. What another person can objectively deduce is that he
preferred what he did each step of the way. (Herbener, 2008,
p-63)

Hence, to say that somebody is made better off as the result of a volun-
tary choice involves a counterfactual comparison between the option
chosen (the factual) and the alternative foregone (the counterfactual)
at the very same point in time.” It does not involve a comparison
between the absolute level of utility before and after the choice. We
only know that the expected marginal utility of the option chosen is
higher than that of the alternative options not chosen. The actor gains
utility relative to the alternative options forgone.

Another important contribution of Rothbard’s reconstruction of
welfare economics is the clarification of the notion of marginal utility.
He explains that the term does not refer to some marginal increment in
utility, but rather to the utility of the marginal unit of some good, which
is subjective and ordinal. Otherwise, the notion of marginal utility
would indeed suggest that utility is something that can be measured
and computed mathematically, and that marginal utilities can be added
to and subtracted from one another, and that total utility is nothing
other than a sum of marginal utilities. But that is not so. Rothbard

(2011a, p.301) argues that “there is no such thing as total utility;

2 On the counterfactual nature of economic theory in general, see (Hiilsmann, 2003).
For an interesting critique of Hiillsmann, see Machaj (2012).
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all utilities are marginal”. And most importantly we can only draw
scientific conclusions about welfare and utility on the margin based
on demonstrated preferences. People are of course passively affected
by all kinds of changes in the environment, including the actions of
others. These changes cannot, however, be dealt with scientifically
in the realm of welfare economics, because we lack the means of
assessing their welfare implications.

All of this imposes radical constraints on what welfare economics
can accomplish. But Rothbard argues that despite the fundamental
subjectivity of utility, we can at least draw some scientific conclusions.
We cannot calculate total utility, but following the unanimity rule,
we can in some situations, conclude that overall or social utility has
improved, that is, when demonstrated preferences are satisfied. For
example, “welfare economics can make the statement that the free
market increases social utility, while still keeping to the framework of
the Unanimity Rule” (Rothbard, 2011a, p.320). The important word
here is “increase” instead of “maximize”.> There is nothing to be
maximized, but there are mutually beneficial exchange opportuni-
ties which are discovered and exploited within the framework of the
free market, leading to improvements in social utility as individuals
voluntarily interact without rights violations.

When it comes to government intervention or any rights-violating
action by individuals, we can draw no such conclusion. As Rothbard
(2011a, p.322) explains:

3 Rothbard (2011b, p.323) uses the word “maximize” in quotation marks and he
makes the following clarification: “[...] we may conclude that the maintenance of
a free and voluntary market “maximizes” social utility (provided we do not interpret
“maximize” in a cardinal sense).” That is, since the free market is the absence of
government intervention, it implies that no voluntary and mutually beneficial exchanges
are prevented, thus social utility is “maximized”.
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Suppose that the government prohibits A and B from mak-
ing an exchange they are willing to make. It is clear that the
utilities of both A and B have been lowered, for they are pre-
vented by threat of violence from making an exchange that
they otherwise would have made. On the other hand, there has
been a gain in utility (or at least an anticipated gain) for the
government officials imposing this restriction, otherwise they
would not have done so. As economists, we can therefore say
nothing about social utility in this case, since some individu-
als have demonstrably gained and some demonstrably lost in
utility from the governmental action.

An analogous explanation can be given in cases where govern-
ments do not prevent but enforce a transaction. In such cases, too,
there is a violation of the unanimity rule and no conclusion can be
drawn about whether social utility has improved or not.* There is no
scientific basis for supporting such a claim if one sticks firmly to the
unanimity rule and the subjectivity of utility and value.

Rothbard (2011a, p.323) then draws two main conclusions that

have aroused much criticism among his readers:

Economics, therefore, without engaging in any ethical judg-
ment whatever, and following the scientific principles of the
Unanimity Rule and Demonstrated Preference, concludes: (1)

4 See, in this special issue, Wysocki and Dominiak (2024) on clarifying the dispute
over what precisely Rothbard meant by saying “we can therefore say nothing about
social utility in this case...” In this regard, Rothbard was making a statement about the
epistemological limitations of scientific economics, though elsewhere he allowed for
the possibility of knowledge under other disciplines. Regarding the possibility of third
parties to a voluntary exchange being envious, he writes, “[W]e may know as historians,
from interpretive understanding of the hearts and minds of envious neighbors, that they
do lose in utility. But we are trying to determine in this paper precisely what scientific
economists can say about social utility or can advocate for public policy, and since
they must confine themselves to demonstrated preference, they must affirm that social
utility has increased” (Rothbard, 1997, p.89).
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that the free market always increases social utility; and (2) that
no act of government can ever increase social utility. These
two propositions are the pillars of the reconstructed welfare
economics.

Some aspects underpinning these claims are not spelled out in detail
in Rothbard’s reconstruction. But these elements can be provided
from the rest of Rothbard’s works and the works of his intellectual
followers to make his two conclusions whole and defend his analysis

from many criticisms.

3. A defense against recent critics

In their recent criticism of Rothbard’s reconstruction, Wysocki and
Dominiak (2023) claim to demonstrate that his two pillars—that the
free market always increases social utility and that no act of gov-
ernment can ever increase social utility—are false, and that whether
a particular exchange is welfare-enhancing or welfare-diminishing is
a separate question from whether the exchange is just or unjust.

To show this, Wysocki and Dominiak (2023) provide counter-
examples of exchanges that are alleged exceptions to Rothbard’s
pillars—one being an example of a just, that is, property rights re-
specting, exchange that is not welfare enhancing and the other an
example of an unjust, that is, property rights violating, exchange that

is welfare enhancing.

3.1 Just but “welfare-decreasing” exchanges

It is worth noting from the outset that “welfare-increasing” and

“welfare-decreasing” are meant in the ex ante sense of the word.
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There are of course just exchanges that people regret. They are
welfare-decreasing in the ex post sense. Nobody would deny their
existence. The point of contention is whether there are just and welfare-
decreasing exchanges in the ex ante sense. Wysocki and Dominiak
(2023) think there are.

The supposed exception to the idea that free and voluntary ex-
change always leads to improved welfare from the ex ante perspective
of both trading partners is a blackmail offer. Wysocki and Dominiak
(2023, p.22) have the reader

[S]uppose that a blackmailer makes the following proposal to
the blackmailee:

(1) If you pay me $1.000.000 (demand), I will let your reputa-
tion remain untarnished (relative benefit).

(2) If you don’t pay me (refusal), I will gossip about your
secrets (threat).

They argue that the blackmailee, if he accepts the blackmailer’s pro-
posal and pays him, demonstrates his preference to have an untar-
nished reputation and paying $1 million over the alternative of having
a tarnished reputation but keeping $1 million, and therefore benefits
relative to not paying. However, since he would be better off if the
blackmailer had had nothing to do with him at all (since he would
then have both his $1 million and an untarnished reputation), he is not
better off in an absolute sense.

But this conception of being better or worse off in an absolute
sense is irrelevant to Rothbard’s welfare theory as we outlined above,
quoting from Herbener’s (2008, p.63) excellent exposition. Welfare
economics can say nothing about the absolute level of utility. Wysocki
and Dominiak (2023, fn. 12) appear to fully appreciate this point in
a rather extensive footnote of their article. Given this, it is strange

that they pursue this line of argument based on a different conception
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of welfare, as if it could provide exceptions to Rothbard’s proposi-
tions. Rather, the question that is relevant to Rothbard is whether
property rights are respected and a voluntary exchange is made: if so,
social welfare increased. Imaginary counterfactuals involving the non-
existence or existence of other individuals are irrelevant. Imaginary
counterfactuals are very different from the relevant counterfactuals
of alternative choices in a given situation. Only the latter matter. The
former do not.

Imagine a person who voluntarily buys an apple for $1, but the
person would have much rather bought a banana for $1. There was no
one willing to sell a banana for $1. Is it in any way relevant that the
apple buyer is made better off, because she prefers an apple over $1,
but would have been still better off if she could have bought a banana
instead? No, given the constraints of the situation in terms of money,
time, knowledge, and the rights-respecting actions of others, social
welfare has increased because of the exchange made. This is true for
the blackmail transaction as for any other free-market transaction.

There is another perspective on the blackmail case. When we
consider all of the parties involved in the blackmail transaction, we
can more easily see that social welfare increases from the voluntary
exchange. That is, unaddressed by Wysocki and Dominiak are the
potential beneficiaries of the gossip.”> What is being traded by the
blackmailer is a property right to decide whether embarrassing in-
formation is published or kept secret. The end of the blackmailee to
have his reputation untarnished conflicts with the ends of buyers of
gossip magazines to read about his secrets. If the blackmailer allows

both the blackmailee and publishers of gossip magazines to bid over

5 With blackmail, there is necessarily a third party. If Friday learns embarrassing
information about Robinson Crusoe but they are alone on an island, Friday will not be
able to blackmail Crusoe.
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this property right (that is, the free market is allowed to operate),
resources will be allocated to their most highly valued uses and all
Pareto-improving transactions that people perceive will be made. In
this example, government intervention cannot be demonstrated to lead
to a more preferable allocation of property rights.

We have seen that the distinction between absolute and relative
improvements in welfare for one of the two exchange partners is ir-
relevant. What is relevant from the vantage point of Austrian welfare
economics is whether the benchmark for comparison involves a rights
violation or not. The blackmailer threatens to gossip about the black-
mailee’s secrets, but gossiping is not a rights violation. He has the right
to gossip, although some people might not like it. So the blackmailee
who pays and prevents his secrets from being published is made better
off relative to a scenario that involves no rights violation and in which
his secrets are made public. Contrast this with a highwayman who
threatens to kill his victim unless she pays money. In that scenario, as
Wysocki and Dominiak (2023, pp.54-55) emphasize, the victim who
pays and lives is made better off relative to the alternative of being
killed. But that alternative involves a rights violation and is unjust.
The victim is forced into an unjust exchange to protect herself against
a violation of her rights. She has to pay for something that is already
rightfully hers—her life. In other words, she has to pay and receives
nothing in exchange that is not already hers. And in this sense she is
made worse off.

There is indeed a philosophical discussion to be had as to what
constitutes mere gossip and what crosses the demarcation line to libel
and should be considered a rights violation. More generally, a theory
of justice, or in Rothbard’s view, a theory of property rights (Rothbard,
1998), is the very foundation that sets the rules according to which

people are allowed to demonstrate their preferences and according
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to which people’s choices and actions are allowed to change the
environment in which others act. Choices and actions of people do
change the conditions under which we act all the time, but as long
as their choices and actions do not violate our rights, they are, like
the weather, elements of the uncertain environment in which we
act according to our own preferences. They sometimes increase and
sometimes decrease our level of utility, but we cannot deal with these
changes scientifically.

The theory of justice and property rights is independent of welfare
economics in the sense that it is its logical prerequisite. It sets the stage
for us to engage in welfare economics scientifically. When Rothbard
wrote in 1956 that he can draw his welfare economic conclusions
without any ethical judgment, he really took the ethics underpinning
a system of free-market exchange for granted. Rothbard realized that,
which is why he later worked towards a broader social philosophy
integrating economics and ethics, sometimes referred to as Austro-
libertarianism (Hoppe, 1999).

3.2 A voluntary and welfare-enhancing rights violation

The second claim of Wysocki and Dominiak (2023) is that there are
rights violations that are welfare-enhancing. Again, this is meant to
be the case in the ex ante sense. We can all think of scenarios in which
a prima facie rights violation turns out to be a good thing from the
perspective of the person whose rights were violated. Take a drug
addict who is forced to have a cold turkey by a close relative who
locks him in a room for the time he needs to detox. The addict might
later on be grateful for it, although the close relative had no right to
lock him up. Wysocki and Dominiak have something else in mind.
To show that unjust exchanges are not necessarily welfare di-
minishing, Wysocki and Dominiak (2023) offer the example of an
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individual with a broken refrigerator in his backyard that he would
like to be rid of, but the costs of selling it or hauling it off to the
junkyard are deemed too high. However, one day a thief absconds
with the fridge and the owner decides not to interfere, given that his
unwanted fridge is being removed for free.

Wysocki and Dominiak argue that this “exchange” is unjust be-
cause the owner of the fridge never relinquished his ownership rights
and he never consented to the fridge being taken, either explicitly or
tacitly. They also argue that the owner demonstrated his preference
for the fridge being stolen over it remaining in his yard because of his
choice not to interfere with the thief. As such, they conclude that he
benefited from the theft. Further, the fridge owner benefitted not only
in relative terms, but also in absolute terms because if there were no
thief, he would still be stuck with the fridge in his backyard.

Does this example show that Rothbard’s second pillar—that gov-
ernment intervention can never increase social welfare—is false? No.
The primary issue with their argument, from the vantage point of the
principle of demonstrated preference, is the limited inference we can
make about the fridge owner’s preferences based on his action. We can
rightfully infer that the owner preferred not to interfere, but we cannot
from his act of non-interference infer that he preferred the fridge to
be stolen rather than remain in his yard. We could also suspect that
he feared that the thief may attack him if he had tried to stop him, or
that he would rather enjoy his leisure than have to get up and stop the
thief (he was, after all, presumably too lazy to do so little as put a sign
that reads “FREE” on the fridge). Therefore, Wysocki and Dominiak
do not successfully side-step the “fallacy of psychologizing” as they
claim since a real-world equivalent to their thought experiment would
require that we are able to analyze the internal thoughts of the fridge

owner in order to be able to determine the reason for non-interference,
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without which we cannot say that he prefers his fridge taken away over
remaining in his yard. The fact that we can simply assume all of that
in a thought experiment is completely irrelevant. We emphasize again,
as Rothbard (201 1a, p.320) put it, that the principle of demonstrated
preference “eliminates hypothetical imaginings about individual value
scales.”

Wysocki and Dominiak (2023, pp.63—64) further criticize Roth-
bard’s position for assuming that only rights-respecting exchanges can
be voluntary. They challenge Rothard’s rights-based understanding
of voluntariness. They argue that the thief of the fridge is violating
the property rights of the fridge owner, but that the fridge owner is
agreeing to that rights violation voluntarily. For them, the scenario
gives an example of a voluntary rights-violating exchange and hence
of a welfare-enhancing rights violation. But this is an unsubstantial
play with words.® Nothing in the thought experiment suggests that
the fridge owner’s property rights are actually violated. Quite to the
contrary, the fridge owner decides to execute his property rights in just
the way that allows the thief to freely take the fridge. Economically
speaking, the fridge in his backyard is not a good but a bad—not
an asset, but a liability. The thief renders a free service to the fridge
owner by removing it, albeit unknowingly.’

Let us give another example to show that this semantic play is

unhelpful. If a man advances to kiss a woman, he does not know

6 These quibblings are equally sterile as the debates on the concept of voluntary slavery
(Block, 2003; Casey, 2011; Dominiak, 2017). Of course we can define our terms in such
a way that “voluntary slavery” can exist, but we can do the same for “married bachelors”
or “huge midgets.” It does not help. For more on the concept of voluntariness and rights
under Austro-libertarianism according to Dominiak and Wysocki see (Dominiak, 2018;
Dominiak and Fegley, 2022; Dominiak, 2023; Dominiak and Fegley, 2022; Megger
and Wysocki, 2023; Wysocki, 2020; 2021; Wysocki and Megger, 2019; Wysocki,
2020).

7 For a general theory of gratuitous goods, see Hiilsmann (2023).
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whether she likes it or not. He has no right to use the woman’s lips
for his pleasure. She can refuse or reciprocate. If she refuses, but the
man forces her, it is an involuntary rights violation. If she instead
reciprocates, it must constitute a voluntary rights violation according
to Wysocki and Dominiak (2023). But the kiss then is always a rights
violation. We can of course define terms in this way, but it does not
facilitate or clarify the analysis. And where is the love, if every kiss is
a rights violation?

The difference between the kisser and the thief is that the thief
(presumably) assumes that his action is unwelcome and the kisser
(presumably) hopes that his advance is welcome. The action of the
thief seems like a rights violation from his own point of view. He
does not intend to benefit the fridge owner and is willing to violate
his rights, but that seems irrelevant. Sometimes we do not intend
to violate anyone’s rights, but do, and sometimes we do not violate
anyone’s rights, although we willingly take the risk of doing so. The
intent is not what matters for the welfare economic analysis of the
situation.

Interestingly, given that the thief rendered a welcome service to
the fridge owner, he could have charged a price for it. If he were an
honest chap and had asked the owner whether the fridge should be
removed, he could have fetched a better deal for himself. He could
have been even better off than from just taking the fridge. From
a welfare economic perspective, it would have been better for the
thief himself, if he had intended to respect the fridge owners property
rights. He would have benefited absolutely, not just relatively, so to
speak.

Wysocki and Dominiak additionally argue that Rothbard is incor-
rect when he argues that there are two distinct cases that can be made

in favor of the free market: the moral and the economic. According
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to them, it really boils down to only one argument. For if it is the
rights-respecting character of an exchange that guarantees mutual
benefits and the free market increases welfare by virtue of it being the
set of all rights-respecting exchanges that people engage in, then there
are no separate moral and economic cases. But this misunderstands
Rothbard’s argument, for he writes in the passage that Wysocki and

Dominiak themselves quote,

[i]t so happens that the free-market economy, and the spe-
cialization and division of labor it implies, is by far the most
productive form of economy known to man, and has been
responsible for industrialization and for the modern economy
on which civilization has been built [. .. ] Even if a society of
despotism and systematic invasion of rights could be shown to
be more productive than what Adam Smith called “the system
of natural liberty,” the libertarian would support this system.
(Rothbard, 2006, p.48)

We see clearly that for Rothbard, the “economic case” for the
free market is not synonymous with welfare “maximization” based
on free exchange. Rather, it is about the production of wealth or
material goods and services which widen the possibilities of mutually
beneficial exchanges. Material wealth and welfare are distinct, and
therefore there really are two separate cases being made, not just one.
A free-market economy does not only respect private property rights
and is thus preferable on moral grounds, it also brings about a greater
material abundance and is thus preferable on economic grounds. The
potential counterargument that some people might not like material
abundance can be discarded, since every person is free to live a life in

poverty amidst an otherwise wealthy society.
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4. Conclusion and some further reflections

Wysocki and Dominiak (2023, pp.58-59) anticipate a counterargu-
ment to their fridge example that some readers might believe is similar
to ours. They expect that critics might rely on some notion of tacit con-
sent to claim that the thief did not actually violate the fridge owners
rights. But this line of argument they say is not available to Austro-
libertarians, because they “repudiate the juridical significance of tacit
or implicit consent” (Wysocki and Dominiak, 2023, p.58). While it is
true that Austro-libertarians reject and sometimes even mock the idea
of tacit consent to justify specific state interventions or the institution
of the state as such (Hoppe, 20006), it is not the case that one has to
rely on tacit consent to recognize that the fridge owners rights were
not violated. Wysocki and Dominiak give us a thought experiment
after all, and they make it perfectly clear that the owner welcomes
the fridge being taken from his yard. In the thought experiment there
is nothing implicit about the fridge owner’s consent. Wysocki and
Dominiak (2023, p.58) explicitly tell us that “[o]ne day [the owner]
sees, to his delight, a thief absconding with the fridge. Having realized
his fridge is thus being removed for free, he decides not to interfere.”

In a real-world scenario we could never know. This is why rights
violations should not be allowed, neither from a moral nor welfare-
economic point of view. There is no way of demonstrating a preference
for one’s own rights to be violated. If you agree to getting smacked in
the face, and you get smacked in the face, your rights are not violated.
If on the other hand you get smacked in the face without consent, it is
still possible that you enjoyed it. You just got lucky. The important
point is that if you happen to enjoy such things, the free market allows
you to demonstrate your preference for it, for example, by joining

a fight club or a group of hooligans.
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From the example given by Wysocki and Dominiak (2023) it is
not clear how government inflicted rights violations could be shown to
increase social welfare. One could give an endless number of similar

examples:

e A student assistant sneaking into the professor’s office to cor-
rect all of the 250 macroeconomics exams of last semester

o A girlfriend taking money out of her boyfriend’s wallet to buy
groceries to cook his favorite dish

e A stranger going into an apartment to clean it up, leaving all of
the owner’s belongings in their rightful place

In all of these scenarios we can imagine the person whose “rights
were violated” being perfectly fine with it. A system of free and
voluntary interaction, in which property rights are respected, would
allow the persons involved to express these preferences explicitly. The
boyfriend could tell his girlfriend that he would appreciate it. The
professor could hire the student assistant under the condition that he
corrects the exams. And of course anyone could look for free cleaning
services. None of these examples is sufficient to disprove Rothbard’s
second pillar of welfare economics—that “no act of government can
ever increase social utility” (Rothbard, 2011a, p.323).

Rothbard’s formulation would have been more on point if he
had used the word “state” instead of “government.” We can imagine
forms of government that do not involve rights violations, that is,
governments to which everyone affected consents, but that is decidedly
not the case for the modern state. By virtue of it being financed through
coercive taxation it violates by its very nature the unanimity rule. Its

actions therefore cannot increase social utility if one accepts that rule.
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Now, one could imagine a fictitious world in which every single
citizen pays “taxes” voluntarily, believing that what their respective
“state” does is necessary and welfare-enhancing. This would be a world
of implicit consent. Rothbard would probably have loved to live in
such a world. But in the real world, institutions would have to radically
change for us to know whether we are in such an admirable state.
Institutions would have to change in such a way that implicit consent
can be made explicit. This would mean among many other things the
end of coercive taxation.
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What Rothbard could have done but
did not do: The merits of Austrian
economics without extreme
apriorism
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Abstract
Austrian economics emphasizes a priori components of social scien-
tific theory. Most emphatically, Ludwig Mises and Murray Rothbard
champion praxeology, a methodology often criticized as extremely
aprioristic. Among the numerous justifications and interpretations of
praxeology to be found in the primary and secondary literature, con-
ventionalism avoids the charge of extreme apriorism by construing the
fundamental axiom of praxeology as analytic instead of synthetic. This
paper (1) explicates the tentative structure of the fundamental axiom,
(2) clarifies some aspects of a conventionalist defense of praxeology,
and (3) appraises conventionalist praxeology according to Rothbar-
dian criteria. While Rothbard provides an essentialist justification
of praxeology and embraces extreme apriorism, a mildly aprioris-
tic conventionalist defense of praxeology fares better on Rothbard’s
own criteria and is much more compatible with other contemporary
methodological positions and economic theories.
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1. Apriorism and praxeology

roponents of Austrian Economics have emphasized a priori as-
Ppects of economic theorizing ever since the publication of the
Austrian School’s “founding document”, Carl Menger’s Principles of
Economics (1871). Yet, the extent to which members of the Austrian
School theoretically endorsed and practically applied apriorism varies
considerably between different scholars and perhaps even between
different writings of a single author. One of the most famous Aus-
trian economists, F. A. Hayek, radically changed his stance towards
apriorism once or twice—at least according to some but not all of his
discordant interpreters.! Sympathizers and critics alike identify the
praxeological branch of Austrian economics as the most extremely
apriorist.

Praxeology as a methodology for the social sciences was intro-
duced by Ludwig Mises and most famously continued by Murray
Rothbard. Although these two most prominent champions of praxeol-
ogy justify their position with different arguments, the basic idea is
the same. We will merely sketch it in two steps here, referring readers
to more extensive expositions, reconstructions, and discussions in the
literature.?

As Step One, the praxeologist has to prove that the fundamental
axiom of praxeology, “man acts” (see, e.g. Mises, 2012, p.4), is an
a priori true starting point. Explications of the overly short “man
acts” identify its content along the following lines: human individuals
and only human individuals (as opposed to viruses, planets, or social
classes) at least sometimes behave purposefully, i.e. they choose goals

and apply means they subjectively consider expedient to attain these

! See Caldwell (2009) and Scheall (2015).
2 See e.g. Linsbichler (2017; 2021a), Long (2008), Mises (1940; 2003; 2007; 2012).
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goals on the basis of their beliefs. Strictly speaking, the way Mises and
other Austrian economists apply the fundamental axiom only suggests
that human individuals act and none of the other known types of
objects act. In case we encounter intelligent aliens, praxeologists
might reconsider the “and only human individuals” clause.?

Note that our explication of the fundamental axiom presupposes
an independent characterization of “human beings” in advance but
does not state that human beings exist. When a social scientist ascribes
goals and beliefs to each human being (and only to human beings),
she has finished her job instantaneously if there are no human beings
in the universe of discourse. If (and only if) x is a human being,
then x acts. This is vacuously true, if there are no human beings.*
Strictly speaking, the fundamental axiom is of no help in ascertaining
whether a certain human behavior is merely behavior or an action
either. According to Mises, this assessment is neither praxeological
nor natural scientific but a thymological matter, i.e. obtained by the
“method” of Verstehen (understanding) and a posteriori. We hope
that the following tentative structure of the fundamental axiom—the
first explication of its kind—will facilitate further clarifications of its

content:

a) For all x: If and only if x is a human individual, then certain
theoretical entities tjy, tay, t3y, ... (goals, preferences, beliefs,

interpretations, ... ) exist, such that o(x, tiy, tay, t3x, - .. ).

3 Compare Rothbard’s related take on aliens or animals having rights (Rothbard, 1998,
pp.155-157) and children having rights (Rothbard, 1998, pp.97-112).

4 One reviewer invited us to consider that there might not have been men if a meteorite
wiped out not just dinosaurs but Mother Earth too. Can we nevertheless uphold the
analytic truth of “man acts”? We hope that our further explication of the fundamental
axiom addresses this worry—without engaging in discussions on the relationship
between necessity and analyticity.
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b) Forall x, y: If y is behavior of a human individual x, then: (If
and only if y is an action then 1 (X, y, tiy, t2x, t3x -+ - ))-

In Step Two, together with auxiliary hypotheses and empirical
claims including claims about the content of the actors’ preferences
and beliefs, economic theorizing proceeds in a purely deductive man-
ner. Hence, the praxeological “economist need not displace himself;
he can, in spite of all sneers, like the logician and the mathemati-
cian, accomplish his job in an armchair” (Mises, 2012, p.78). Since
deduction preserves truth and aprioricity, all logical consequences
of the fundamental axiom are a priori true—provided Step One was
successful.’ The wonderful result would be an a priori true economic
theory, immune to empirical criticisms.

Advancing the intricate methodological and epistemological dis-
cussions regarding praxeology and economic principles in general,
this paper reviews two types of problems with praxeology raised in the
literature (section 2), sketches how conventionalist praxeology aims
to circumvent and solve these problems (section 3), clarifies misun-
derstood aspects of conventionalist praxeology (section 4), contrasts
conventionalism with Rothbard’s essentialist defense of praxeology
(section 5), presents Rothbard’s criteria for the acceptability of funda-
mental axioms (section 6), and appraises whether his own arguments
(section 7) or conventionalist proposals (section 8) succeed in meeting
the criteria, and finally indicates one of many open problems for future

research (section 9).

5 Strictly speaking, given an a priori true axiom f, a posteriori auxiliary hypotheses
h1 and h2, and the a posteriori thymological statement t, the a priori praxeological
theorems could at best have the form ‘((hl & h2 & t) — x)’. Typically, the statement
‘x” will not be a priori true. For a similar analysis of mathematics and potential ensuing
problems, see Carnap (1955; 2000) and Jeffreys (1938)respectively.
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Before concluding this introduction, a clarification regarding ‘apri-
orism’ will be expedient for the remainder. The concept of ‘apriorism’
as discussed in the Austrian School literature and beyond comprises
three distinct, yet not always sufficiently distinguished, constituents:
First, and foremost for our purposes, apriorism is an epistemological
notion referring to those elements of economic theory that are not
subject to falsification, verification, confirmation, corroboration, or
challenge on an empirical basis. It would be a category mistake to
employ experience as a critical standard for an a priori statement.°
Second, experience as well as interpretative understanding are enabled
and directed by a theory and interpretational standpoints. Thirdly, ex-
perience is not the source or origin of ideas for theories. This final
component is contested even within the Austrian School, especially if
‘experience’ is meant to encompass inner, intuitive experience. Yet, for
the purposes of this paper, we are mainly concerned with justifications

and criticisms of praxeology, not with its psychological origins.

2. Two types of criticisms of praxeology

Arguably, almost every scientific research program contains implicit
a priori elements and perhaps Austrian economists merely tend to be
explicit and reflective about their presuppositions. That being said, ex-
treme apriorism which immunizes large parts of theory from empirical
criticisms, has become highly suspect in the development of philos-
ophy of science and, with some time lag, also among economists
(Scheall and Linsbichler, 2024). Accordingly, and since the stan-

6 Some Austrian economists including Rothbard reject sensory experience as a critical
standard for economic theory but highlight the justificatory role of inner experience
(intuition, introspection). We will return to this in sections 5-8.
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dard view maintains that praxeology depends on extreme apriorism,
philosophers and economists have condemned praxeological method-
ology as well as economic claims based on praxeological research.’

While some Austrian economists, most prominently Rothbard,
embrace extreme apriorism, others challenged the standard interpreta-
tion of Mises’s justification of praxeology.® They tried to argue that,
rightly understood, Mises’s position is not extremely aprioristic after
all. Scheall (2017b) clarified these debates by explicating the notion
of “extreme apriorism” as involving three dimensions. Unlike some
overblown statements, especially in popularized portrayals of Aus-
trian economics and in uncharitable criticisms, the extent of apriorism
in Mises’s (and Rothbard’s) account of praxeology is not extreme after
all. Only the fundamental axiom is a priori and very little is implied
by the fundamental axiom without additional premises. Yet, the kind
of justification given for the fundamental axiom and its purported
certainty are indeed extreme on almost all accounts of Misesean epis-
temology because they invoke introspection, intuition, or some other
form of inner experience as, possibly infallible, justification.

Partly motivated by the attempt to gauge the extremeness of
Mises’s apriorism, partly for its own sake, a considerable bulk of
secondary literature has emerged that engages in exegetical discus-
sions concerning Mises’s justification of praxeology. A radical but
convincingly argued assessment of the state of research by Scheall
(2024) maintains that Mises’s own writings are so incoherent that

a wide range of epistemological positions can be ascribed to him.’

7 See e.g. the quotes in Linsbichler (2021a, p.3360).

8 See e.g. (Zanotti, Borella and Cachanosky, 2023).

9 Zilian (1990) also identifies indications of inconsistencies in Mises’s epistemological
and methodological writings.
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Praxeology in Mises’s tradition faces two problems: (i) if it is
extremely aprioristic (as most interpreters hold), then it is considered
untenable in light of contemporary philosophy of science; (ii) Mises’s
writings seem to allow for radically different interpretations as to how
he attempts to justify praxeology and consequently how extreme his

apriorism is.

3. The conventionalist turn: a few clarifications

A recent proposal by Linsbichler (2017; 2021a) addresses the problem
of extreme apriorism and circumvents the problem of the exegesis of
Mises’s works. Instead of engaging in the exegetical debates, Lins-
bichler proposes a defense of praxeology that is supported by some
passages in Mises’s writings but, more importantly, aims at “dispelling
charges according to which praxeology is untenable because it relies
on extreme apriorism” (Linsbichler, 2021b, p.204)—independently of
whether Mises defended praxeology in this manner or not.'?

Other justifications of praxeology which avoid extreme apriorism
are not precluded, but Linsbichler (2017) proposes a conventionalist
defense of analytic praxeology, first embedded in a broader recon-
struction of Mises’s methodological views and later more focused and
detailed on conventionalist praxeology (Linsbichler, 2021a).

The vital step is to construe the fundamental axiom as analytic
instead of synthetic a priori. This shift is prompted by the insight that,
contrary to claims by many praxeologists, it is perfectly conceivable

to explain human behavior employing alternatives to the fundamental

10 This reformist and constructive agenda was already present in the first presentation
(Linsbichler, 2017, see e .g. p.124) but is more accentuated in (Linsbichler, 2021a,b;
2024a).
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axiom. Neither direct observation nor intuition nor introspection can
rule out these alternatives conclusively. This is a challenge to the
interpretation of the fundamental axiom as a Kantian synthetic a priori,
which would preclude the existence of any alternatives.

An analytic sentence is true in virtue of the definitions and se-
mantic rules of the language in which it is formulated (and logical
rules of inference). Hence, an analytic fundamental axiom would also
be a priori.!! This is in line with Oliva Cérdoba’s presentation of
“Analytic Praxeology” according to which “it is conceded on all sides
that being analytic is sufficient for being a priori” (Oliva Cérdoba,
2017, p.528, see also p.523).

That being said, there seems to be a subtle difference between
Linsbichler’s and Oliva Cérdoba’s versions of analytic praxeology.!?
On the one hand, Linsbichler stresses that definitions of terms and
rules of a language can in principle be set at will, as long as they are
consistent with each other. Which definitions and rules of language
to adopt is a matter of choice. Definitions are true in virtue of being
definitions and, more generally, analytic truths are true by conven-
tion.!3 Introspection or intuition play a minor role at best, and the

resulting approach is only mildly aprioristic with respect to the kind

11 See Kripke (1980, pp.122—123) for potential complications that can, however, be
avoided by choosing a suitable semantic theory and adequate definitions.

12 Linsbichler also separates his approach from Oliva Cérdoba’s while commending
the “logical and explicatory aspect” of the latter (Linsbichler, 2021a, p.3374).

13 One reviewer objects that analytic truths being true by convention “is a controversial
and ultimately untenable position in the philosophy of language and logic”. While an
encompassing defense would go far beyond the scope of this paper, we submit, first,
that our conceptions of analyticity and conventionalism as well as the internal/external
distinction sketched below are particularly amenable to deriving the conclusion that
analytic truths are truths by convention. Second, although there is indeed controversy
about the open problems of this account, it is by no means outlandish. For a contempo-
rary defense of conventionalism in logic and mathematics in natural and formalized
languages, see Warren (2020).
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of justification. On the other hand, Oliva Cérdoba (2017, p.527) states
that “what accounts for the truth of the conceptual explications [...] is
nothing over and above a proper grasp of the concepts involved”. This
approach seems to assume the existence of concepts, independent of
and prior to language. Apparently, these concepts can be “grasped”
and “explicated” more or less properly. Oliva Cérdoba (2017) gives
partial “conceptual explications” or “conceptual clarifications” of the
concepts of uneasiness, action, and scarcity, which he then skillfully
employs as premises in proofs. While Linsbichler would likely con-
strue these starting points of the proofs as partial definitions and thus
analytically true by convention (and probably scientifically fruitful
and in broad agreement with everyday language to boot), Oliva Cor-
doba’s notion of analyticity seems to require more. These starting
points have to reflect a “proper grasp of the concepts involved” (Oliva
Cordoba, 2017, p.527) to yield analytic truths. Arguably, the judgment
of whether such a grasp is indeed proper or not involves some sort
of intuition. Hence the resulting research program is more extremely
aprioristic than Linsbichler’s.'* If there is an ultimate standard to
assess the correctness of logical rules, semantic rules, and definitions

of terms, then analytic praxeology is not conventional.

fundamental axiom
claimed to be analytic

fundamental axiom
claimed to be synthetic

conventionalist
justification

Linsbichler

15

non-conventionalist

justification

Oliva Cérdoba

standard interpretation of
Mises and Rothbard

14 See also footnote 24 on essentialist conceptual analysis.

15 In principle, there could also be a conventionalist defense of a synthetic fundamental
axiom. It would have to ignore certain unpleasant empirical findings though. See also
footnote 32.
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Once the fundamental axiom is understood analytically and the
existence of different linguistic systems is acknowledged, conven-
tionalism stands to reason. Unless one invokes a strongly essentialist
philosophy of language aiming for “the one correct notion of action,”
the choice of linguistic systems is guided by pragmatic arguments.
Arguably, linguistic systems in which “man acts” is analytic are quite
close to natural language and also fruitful for social scientific investi-
gations.

Given an analytic fundamental axiom and provided the deductions
are valid, there is a limited theoretical core of analytic statements
that potentially facilitates more fruitful theorizing about economic
phenomena.'® Some clarifications of the notion of conventionalism
might be helpful.

Quite different epistemological positions have been labeled “con-
ventionalism” in the history of philosophy of science and beyond.
Linsbichler discusses some of the problems of many variants and
immunizing strategies of conventionalism. While he deployed a spe-
cific Popperian notion of conventionalism first (Linsbichler, 2017;
Popper, 2009, pp.367-511), he extended and generalized the approach
later (Linsbichler, 2021a) by highlighting two necessary conditions
for a methodology to be conventionalist. Arguably, these conditions—
which we will also adopt in this paper—encompass almost all posi-

tions labelled as “conventionalist’:

(A) The conventions could in principle have been chosen differently,

i.e. alternative theories or research programs are possible.

16 Cf. Linsbichler’s (2023a) reconstruction of Aumann’s position in the philosophy of
game theory, according to which game theory is an ultra-refined, analytic grammar for
talking and thinking about interactions.
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(B) The conventions are not justified by observation or intuition,
but by pragmatic arguments for the superior expediency of
the resulting theory or research program. (Linsbichler, 2021a,
p-3371)

While Linsbichler (2021a) indirectly hints at the Carnapian inspi-
ration throughout the paper, it should perhaps have been stated more
clearly that the formulations of (A) and (B) draw on a distinction
between internal questions to be solved within a linguistic frame-
work on the one hand and external questions about such frameworks
to be discussed in a meta-language on the other (cf. Carnap, 1950).
Once definitions and the rules of language are postulated, such that
a version of the fundamental axiom is analytic, there are no alter-
natives to the fundamental axiom in this framework. The axiom is
analytically true and it cannot be otherwise internally. The alternatives
mentioned in (A) exist in different frameworks which are visible from
the meta-perspective outside the framework only. By contrast, a non-
conventionalist Kantian reading of Mises holds that the fundamental
axiom is a synthetic statement a priori and as humans, equipped with
a particular structure of mind, we are not capable of imagining or expe-
riencing the world in a manner that would contradict the fundamental
axiom, so there are no alternatives to it, full stop.

The second condition, (B), can be elucidated by the framework
approach as well. Internal questions have to be distinguished from ex-
ternal questions again. Within a linguistic framework, the justification
of an analytic fundamental axiom rests solely on the definitions and
rules of language of that framework. Note that being true in virtue
of definitions does not imply triviality. The respective proofs can
be highly intricate. The formulation of (B), stating that conventions

are justified by pragmatic arguments, refers to the external question
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how to set up a framework or which framework to choose. Empiri-
cal evidence and intuitions play a role in such pragmatic arguments
and in the decisions they inform but so do evaluative elements. We
expand on this point at some length to emphasize that the choice of
frameworks and the choice of conventions is arbitrary only in the
limited sense that it is usually not determined but requires a decision.
The choice of conventions is eminently not arbitrary in the sense that
it is a purely subjective matter of taste (see also Linsbichler, 2021a,
p-3379; 2024b).

4. Dissipating further worries about praxeology
without extreme apriorism

An explication of praxeology with an analytic fundamental axiom and
with limited a priori scope is only mildly aprioristic. Accordingly, it is
much more amenable to empiricist and other contemporary positions
in philosophy of science and methodology of economics. Results of
praxeological investigations thus cannot be dismissed off-hand but
should and can be discussed constructively instead of dogmatically
between Austrian and non-Austrian economists.

Yet, perhaps conventionalist praxeology is only praxeology by
name, whereas in substance it is completely detached from Mises’s
and Rothbard’s original approach. Surely not any theory of human
action should be subsumed under praxeology in the sense of Austrian
economics. We offer a fivefold response to this worry: First, the
originator of praxeology, Mises, proclaims remarks and arguments
that contain at least traces of the idea of an analytic fundamental
axiom and arguably even of conventionalism (Linsbichler, 2021a,
pp-3376-3378).
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Second, aprioricity is the crucial property of the fundamental
axiom and of praxeology that Mises, Rothbard, virtually all praxeolo-
gists, and critics of praxeology stress again and again as quintessential
to the approach. Since analyticity implies aprioricity, this require-
ment is unequivocally fulfilled. By contrast, Lipski (2021) proposes
a more radical reform of praxeology by explicitly adding empirical
hypotheses as axioms to obtain directly testable predictions. Thereby,
he drops aprioricity. Lipski’s diligently argued venture might well
be advisable to promote the explanatory power of theories of human
action. However, for better or worse, without aprioricity it ceases to
qualify as praxeology in the Misesean tradition in our assessment.

Third, analogously to aprioricity, other epistemological or method-
ological traits might be considered indispensable from a praxeological
or Austrian School perspective. Although there is no clear consensus
on the details, some forms of realism and of anti-instrumentalism are
often regarded as a trademark of the philosophy of Austrian economics
(Linsbichler, 2021c¢,d). If conventionalism contradicted realism or anti-
instrumentalism, it might be unpalatable to many Austrian School
methodologists. Yet, Linsbichler (2021a, pp.3380-3383) substantiates
at length why his variant of conventionalism is anti-instrumentalist
as well as compatible with many versions of both realism and anti-
realism.

Fourth, prima facie the conventionalist proposal concerns the

justification of praxeology, not its content.'” If successful, working

17 Compare the related assessment that Mises’s praxeological research program can be
reconstructed in Lakatosian terms with a hard core that is de facto barred from empirical
tests—but that this does not imply that Mises was a conventionalist (see Zanotti,
Borella and Cachanosky, 2022). Different justifications are in principle available as to
why certain statements should be barred from empirical testing and these immunized
statements need not even be analytic.
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Austrian economist can ignore the methodological disputes and by
and large continue to use the fundamental axiom as before, i.e. draw
logical conclusions from it and not submit it to direct empirical tests.'

Fifth, in contrast to Mises’s justification of praxeology, Rothbard’s
does not contain any traces of conventionalism. At one point, he
explicitly dismisses the idea that the law expressed in the fundamental
axiom is a disguised definition (Rothbard, 1957, p.318). Consequently,
an analytic praxeology with a conventionalist justification seems to
be out of the question for him.

Having said that, his methodological writings allow for the re-
construction of four requirements which a praxeological fundamental
axiom must fulfill. Linsbichler (2021a, p.3376) bluntly states that
“these requirements pose more severe difficulties to Rothbard’s own
arguments [...] than to a conventionalist justification of praxeology”
but does not exhibit an argument. Sections 6 to 8 in the paper at
hand address that lacuna. If an analytic fundamental axiom meets the
Rothbardian criteria, we corroborate that conventionalist praxeology
is perfectly compatible with the philosophy of the Austrian School of
economics.

One final type of worry casts doubt on almost the entire debate
on praxeological epistemology. Aspects of those doubts can be traced
back to Rothbard who wonders whether “epistemological pigeon-

holing” into a priori and a posteriori, analytic and synthetic, or em-

18 Linsbichler’s (2017; 2021a) conventionalist defense of praxeology hinges on a con-
strual of the fundamental axiom as analytic, though. To be sure, it seems plausible
to assume that such an explication of the axiom’s exact content is in line with the
meaning of the fundamental axiom described by Mises and Rothbard and employed
by praxeologists, as well as quite coherent with natural language usage. Yet, future
more detailed logical inquiries might reveal that in order to be kept analytic, the exact
specification of the fundamental axiom would have to be altered to an extent unaccept-
able to working economists. Only in this unlikely case, a conventionalist defense of
praxeology would trigger a substantial change in the content of praxeological theory.
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pirical and theoretical, might not be a waste of time. After all, is not
the only relevant point that the fundamental axiom is self-evidently
true (see e.g. Rothbard, 1957, p.318)? Working economists might
indeed be well advised not to spend too much time on methodology.
However, for an analysis of the logical structure of the arguments
those economists make, of the consequences of the fundamental ax-
iom, and of the questionable claim regarding self-evidence—for these
and other questions, economic methodologists employ specialized
technical terms. They are picked out of the conceptual toolbox of
philosophy. It is inconsequential whether Mises, Rothbard, or other
scholars themselves used these concepts. They are analytical tools
which—if well-defined—might facilitate the analysis of the ideas of
these authors.

A priori, analytic, and the other concepts mentioned above are ap-
plicable to sentences. So, if praxeology does not consist of sentences
and the fundamental axiom is not a sentence, this would indeed con-
stitute a deep problem for the entire enterprise. In this spirit, Bylund
(2023) demurs that the term “fundamental axiom” was only coined
by Rothbard and the very idea of axiomatizing a set of sentences was
foreign to Mises. The latter’s conception of praxeology rather targets
at delimiting a realm of study, according to Bylund. Given the vital
role that Mises and virtually all praxeologists attribute to truth and to
deduction, we strongly suggest sticking with the standard interpreta-
tion of praxeological theory as a set of sentences. The predicate ‘truth’
is only applicable to sentences; and it is sentences that are governed

by deductive rules of inference as well (Linsbichler, 2023a).
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5. Rothbard’s essentialist defense of praxeology

Mises’s significance as the originator and principal proponent of prax-
eology notwithstanding, the secondary literature has perhaps overly
focused on his contributions—at the expense of more profound exami-
nation of his main successor. An analysis of the defenses of praxeology
ought to take into account the view of Rothbard. After all, his first
monograph on human action (Rothbard, 1962a; 2009) is considered
the most important theoretical work of the praxeological branch of
the Austrian School, which formed as a self-conscious group from
the 1970s onwards, not least through Rothbard’s initiatives, articles,
and personal conversations (Gordon, 2007, pp.122—-124; Holcombe,
2014; Rockwell Jr., 2010; White, 2003, pp.26-27). In reconstructing
his defense of praxeology below, we will place particular emphasis on
deviations from Mises. This should not obscure the fact that Rothbard
rightly sees his work as a continuation of Mises’s work and always
writes most admiringly of his mentor. Conversely, Mises expressly
praised the contents of the sections of the monograph presented first:
“I would subscribe to every word Rothbard has written in his study.”
(see Mises, 1976, p.158; cf. also Gordon, 2008, p.2).

Rothbard, like Mises, considers the deduction of economic the-
orems from the fundamental axiom to be the task of economics. He
refines and expands on the elaboration of praxeological theory forma-
tion in relation to economics. In doing so, he identifies the a posteriori
auxiliary axioms and discusses their role in derivations more clearly
than his predecessors. As with Mises, the extension of praxeology
to all human activity remains largely programmatic. The economic
sphere may be somewhat broader than in the mainstream of eco-
nomics but the theorems of the “general, formal theory of human
action” (Rothbard, 1951b, p.945) rarely stray far from the sphere of
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catallactics. Rothbard does indeed mention “largely unexplored areas’
of praxeology: the theory of war,!” game theory,? and “unknown”
(Rothbard, 1951b, p.946).

Rothbard goes into much more detail than Mises regarding the
structure of social scientific explanations and predictions. The re-
construction of praxeological explanations by Linsbichler (2017,
pp-52-55, see also Gordon, 1999) draws on Mises’s and Rothbard’s
expositions and are coherent with a conventionalist methodology: “If
his prediction proves erroneous, it is not praxeology that has failed,
but his judgement of the future behavior of the elements in the praxe-
ological theorem. Praxeology is indispensable, but it does not provide
omniscience” (Rothbard, 1951b, p.945). In the interplay of praxeol-
ogy and thymology, Rothbard transfers the entire empirical content
to the boundary conditions. However, Rothbard (1989) not only de-
scribes the application of praxeology and distinguishes thymology
from hermeneutics, but applied these conceptual insights practically.
While Mises largely confines himself to economics, philosophy of
science and, in his later work, some social philosophy, Rothbard,
a student of mathematics and economics, tries to pursue and combine
economics, philosophy, political theory, ethics, natural law, history,

and the history of ideas. In addition to this already versatile oeuvre, he

19 Compare Taghizadegan & Otto (2015).

20 Mises (1998, pp.116-117) does not concede the slightest connection between game
theory and praxeology. A similar remark can also be found later (Mises, 2012, p.135).
However, the more detailed passage on the relationship between Morgenstern’s and
Neumann’s work and praxeology could also be read as indicating a shift of opinion
(Mises, 2012, pp.89-90). It is difficult to assess the extent to which substantive reasons
were responsible for this, such as the advances within game theory, which was now
able to deliver results beyond zero-sum games. A certain distancing of parts of the
Austrian school from game theory, which still exists today, could be explained by the
general aversion to formalization. For a portrayal of game theory as a manifestation of
the Austrian School’s research program, see Streissler (Streissler, 2000).
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published a (not entirely serious) drama. The interplay between prax-
eology and thymology is consciously applied in many of Rothbard’s
historical works (Rothbard, 1962b; 2000; 2011a; 1996; 2012; 2002).
His methodological approach is in line with Mises’ and Hayek’s ideas
of the interplay between theory and history (White, 2003, p.26). In
the context of this paper, however, we are primarily interested in the
epistemological status of the fundamental axiom in Rothbard’s ap-
proach. How does he try to justify the truth of praxeology and how
successful is he? We will explore these questions in sections 5-7.

Rothbard phrases the fundamental axiom in some places, as Mises
does, with “man acts”, but more often with “human action exists”.
If one tries to explicate the content of these vague phrases from the
explanations as well as from the use in the deductions, one arrives at
very similar results as in Mises and as sketched in section 1.2!

Let us next turn to attempts to establish the truth or the necessary
truth of the fundamental axiom, and thus to Rothbard’s entire per-
spective on praxeology. He prefaces his arguments with an extremely
revealing remark. Rothbard reminds the reader, almost apologetically,
that the undertaking is difficult and, in a sense, useless. He quotes
Toohey and the choice of words is indicative of Rothbard’s view of

social scientific knowledge:

Proving means making evident something which is not evident.
If a truth or proposition is self-evident, it is useless to attempt
to prove it, to attempt to prove it would be to attempt to make
evident which is already evident (Rothbard, 1976, p.28).

Both Rothbard’s and Mises’s defense of praxeology are dealing

with “proofs”, i.e. the establishment of certain knowledge. Likewise,

2! ' We deem the apparent form as an existential proposition, which Rothbard’s short
form of the fundamental axiom assumes, of no particular importance.
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Rothbard, in his anticipation of arguments of Hoppe’s discourse ethics,
writes of attempts at a “refutation” (Rothbard, 1976, pp.28-29). Of
course, in Rothbard’s work, too, the economist is a fallible human be-
ing, and critical debate is the key to scientific progress. For Rothbard,
however, current social science knowledge does not contain bold,
fallible hypotheses that provide good explanations at the moment and
have corroborated their worth, but established truths.??> They might
only be overturned if some researcher made a mistake. This concep-
tion of science as a search for certainty may be partly responsible, at
least psychologically, for the vehemence with which Rothbard and
many other Austrians advocate their economic and oftentimes also
their political positions.

Rothbard’s epistemological and methodological writings hardly
suffer from the tensions discerned in Mises’s. He offers a straightfor-
ward, strongly essentialist justification of the fundamental axiom.

In the Aristotelian and Thomistic tradition, Rothbard does not
want to deal primarily with isolated sensory impressions, atomistic
units, or superficial economic quantities. The goal is rather to holis-
tically uncover the essences of phenomena by means of a cognitive
synthesis: “The empiricism is broad and qualitative, stemming from
the essence of human experience” (Rothbard, 2007, p.xvi). The grasp
of potentialities and essences is purportedly possible through targeted
attention. Rothbard controversially attributes a similar position to Al-
fred Schiitz (Rothbard, 2011b; 1976), arguably these essentialist tenets

rather have Austrian precursors in Spann, Wieser, and Mayer (Milford

22 Similarly, Mises (1998, p.68) draws a sharp line between tentative laws in the
natural sciences and praxeology: “Praxeology—and consequently economics too—is
a deductive system. It draws its strength from the starting point of its deductions, from
the category of action. No economic theorem can be considered sound that is not
solidly fastened upon its foundation by an irrefutable chain of reasoning. A statement
proclaimed without such a connection is arbitrary and floats in midair.”
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and Rosner, 1997; Linsbichler, 2022). How the synthetic, holistic
grasp of certain, intersubjectively verifiable truths is to proceed is
not even hinted at, let alone precise methodological regulations given.
Anyways, Rothbard insists that introspection, without any inductive
steps, warrants the necessary and universal truth of “man acts” with
certainty.

6. Rothbard’s requirements for a fundamental
axiom

From Rothbard’s methodological and epistemological writings, four
criteria for the acceptability of a fundamental axiom for the social
sciences can be reconstructed. To be sure, Rothbard’s deliberations
on “man acts” are much more exhaustive. Since our goal is to evalu-
ate justifications of a fundamental axiom, we only include pertinent
statements, though. Among other things, statements about the context
of discovery are not included in the criteria. For instance, Rothbard
obtains the fundamental axiom via introspection and uses alleged
attributes of introspection to argue for the a priori truth of the axiom.
We deem a priori truth to be the desired goal, the criterion which
a fundamental axiom must meet. Introspection is merely a means to
this end and thus not a necessary requirement.

The four Rothbardian criteria, on the basis of which we will assess
Rothbard’s essentialist and Linsbichler’s conventionalist defense of
“man acts,” are that a fundamental axiom of praxeology must have the
following four properties: (I) Its falsification is inconceivable. (II) It

is empirically meaningful. (IIT) It is a priori with respect to complex
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historical events. (IV) It is absolutely true. We will now explicate
and briefly discuss these four claims in turn (Rothbard, 1957, pp.314,
317-319; 1976, p.25).%

(I) A falsification of the fundamental axiom is inconceivable (Roth-
bard, 1957, p.318). While Rothbard classifies the auxiliary axioms of
praxeology as obviously true in our world, a counterfactual scenario
in which they are false can be thought of without contradiction, so
they are not necessarily true. As for the fundamental axiom however,
the fact that human individuals have some goals and pursue them
by any means must apply in every possible world in which there are
human individuals (Rothbard, 1957, pp.314-315):

In short, we can imagine a world where resources are not di-
verse, but not one where people exist but don’t act. We have
seen that the other postulates, although “empirical”, are so
obvious and acceptable that they can hardly be called “falsi-
fiable” in the usual empiricist sense. How much more is this
true of the axiom, which is not even conceivably falsifiable!
(Rothbard, 1957, p.317)

Quoting Toohey, Rothbard (1976, p.28) provides another illustra-
tive example of a proposition, the falsification of which is inconceiv-
able. He asserts that one cannot think that one has seen a round square.
Although Rothbard phrases this and similar remarks in terms of im-

possible thought processes, he can plausibly be interpreted in line with

23 Note, however, that this paper commits neither to an endorsement nor to a criticism
of these criteria for social scientific research in general. They serve an instrumental
purpose only. Given Rothbard’s eminent status within the praxeological branch of
Austrian economics, it is plausible that his criteria are or should be important for
many praxeologists. Hence the Rothbardian requirements are a prime candidate for
the intended “undogmatic methodological critique” (Caldwell, 1984, p.129), i.e. an
appraisal of (praxeological) Austrian School claims and arguments from the perspective
of (praxeological) Austrian economics.
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the approach in this paper. Since Rothbard disclaims impositionist
views, he arguably holds that the justification of a priori statements is
not concerned with the limitations of the human cognitive apparatus
but with conceptual analysis. That being said, conceptual analysis
is not a purely analytic method for Rothbard but involves intuitive

access to essences.?*

(IT) The fundamental axiom is “empirically meaningful” (Rothbard,
1957, p.318). Without clearly distinguishing the two, Rothbard situates
Mises’s epistemology sometimes in a Kantian framework (Rothbard,
2011b, p.33), and sometimes in neo-Kantian one (Rothbard, 1957,
pp-317-318). The salient point is that, according to Rothbard, Mises
considers the fundamental axiom to be a “law of thought” (Roth-
bard, 1957, p.318), a categorical truth a priori to all experience, and
apodictically true.

Rothbard (2011b, pp.33-34) asserts that most praxeologists, like
himself and in contrast to Mises, interpret the fundamental axiom
empirically, albeit apodictically true nonetheless. However, such ref-
erences to experience or to ‘the real world’ are a far cry from modern
conceptions of empiricism, as Rothbard (1957, p.318) himself ac-
knowledges. For Rothbard, in order to be “empirically meaningful”
some indirect, possibly vague relationship between the terms of prax-
eological theory and phenomena in the physical world suffices. In
particular, note that in more contemporary terminology, his idiosyn-
cratic use of “empirically meaningful” neither implies falsifiability
(Rothbard, 1976, p.25), nor testability, nor does it establish intersub-

jective experience as a critical standard for the truth of the statement.

24 For analytic conceptual analysis, see Linsbichler (2017, pp.81-83). For another
variant of essentialist conceptual analysis, see Wieser (1884), Linsbichler (2021e;
2023b), Schweinzer (2000), Tokumaru (2015).
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With a criterion of meaning or of empirical significance, such as that
discussed in the Vienna Circle and in today’s philosophy of science,
Rothbard’s demand has little more in common than the name.

An upshot of Rothbard’s view why the fundamental axiom counts
as empirically meaningful is that it is neither a law of thought nor
a psychological theory about the capacity of the human sensory and
cognitive apparatus. For Rothbard, “human action exists.” purports
to make an assertion about the world outside the human cognitive
apparatus, not merely about the human limits of the possibility of
perceiving this world. Thus, an interpretation of the fundamental
axiom as a genetic or psychological a priori can be ruled out for Roth-
bard’s defense of praxeology.?> When Rothbard calls the fundamental
axiom “‘empirically meaningful”, he excludes not only the genetic
a priori but also other interpretations: it cannot be a methodological
principle because such a principle would be a normative rule and not
a descriptive assertion. Moreover, we can conclude from Rothbard’s
demand for empirical meaning that an explication of the fundamental
axiom should not be understood as an uninterpreted axiom system
or as a group of pseudo-propositions. Instead, the meanings of the
terms contained, for example “human”, are at least partially fixed
independently of the fundamental axiom. Some of Rothbard’s objec-
tions to the mathematization of economics underpin this reading of

“empirically meaningful” as well.?

(IIT) The fundamental axiom is a priori with respect to complex histor-
ical events (Rothbard, 1957, p.318; 1976, p.25). Rothbard’s engage-
ment with the complexity of social scientific situations (in alleged
contrast to less complex natural scientific situations) is typical, if rela-

tively extreme, for Austrian economics. He describes the fundamental

25 Mises’s late work (Mises, 2012) is not entirely clear on this point.
26 See (Rothbard, 1976, pp.21-24) and also Linsbichler (2021e; 2023b).



66 Alexander Linsbichler

axiom not only as “empirically meaningful” but even as “radically
empirical” (Rothbard, 1976, p.24). We explained above that these
statements are not to be misunderstood in a post-Humean sense of
empiricism. According to Rothbard, complex historical events can
only illustrate conclusions from the fundamental axiom. They are not
suitable as proof or test (Rothbard, 1951a, p.181; 1951b, pp.944-945).
If, like Rothbard, one understands forms of introspection or reflection
as a form of experience, the fundamental axiom regarding this specific
inner experience is a posteriori. In any case, it is a priori with regard
to complex historical events. External experience is not a critical

standard by which praxeological sentences are measured.

(IV) The fundamental axiom is “absolutely true” (Rothbard, 1957,
pp-314). What distinguishes truth from absolute truth in Rothbard’s
nomenclature is not entirely clear. The formulation can be read as an
expression of the lack of differentiation between truth and certainty.
In other passages, Rothbard seems to have in mind truth without
exception in our world or the much stronger truth in all possible
worlds, i.e. necessary truth.

In any case, it is crucial for praxeology that the fundamental
axiom be true. Only if the starting point of the deductive chains is true,
this desired truth value is transferred to all conclusions. This fourth
and final requirement that Rothbard makes of the fundamental axiom
is therefore the most important for the project to justify general social
scientific laws, i.e. to solve the problem of induction in the theoretical
social sciences by means of praxeology.?’” As we shall see, however,

Rothbard’s argument is quite problematic.

27 For praxeology as a solution to the problem of induction, see Linsbichler (2017)
and Tokumaru (2009). Note that the essentialist Rothbard explicitly contends, quoting
John Elliott Cairnes, that no process of induction is necessary for the discovery of
praxeological knowledge because strictly general knowledge can be obtained directly
by turning attention to our consciousness (Rothbard, 201 1b, pp.65-68).
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First of all, it is striking that he tries to establish the truth of the
fundamental axiom with considerations that can be assigned to the con-
text of discovery instead of the context of justification.’® According
to Rothbard, the fundamental axiom as well as its truth are grounded
in “universal inner experience, and not simply on external experi-
ence, that is, its evidence is reflective rather than physical” (Rothbard,
1957, p.318).%° The special character of this holistic introspection as
a source of knowledge is supposed to prove the universality of the

fundamental axiom:

However, although the axioms are a priori to history, they
are a posteriori to the universal observations of the logical
structure of the human mind and human action. The axioms
are therefore open to the test of observation in the sense that,
once postulated, they are universally recognized as true. Such
recognition may be accused of being ‘introspective‘, but it
is nonetheless scientific, since it is an introspection that can
command the agreement of all. (Rothbard, 1951a, p.181)*°

Rothbard, like Mises, considers intersubjectivity to be a hallmark
of scientificity. With a wide variety of formulations, he tries to suggest
that the specific view of the nature of human action provides and
guarantees intersubjectivity in addition to truth and certainty: The
fundamental axiom is allegedly evident to anyone who contemplates

it—just as evident as sense experience (Rothbard, 2011b, p.35).3!

28 See Reichenbach (1938) and also Hoyningen-Huene (1987) for complications with
the distinction.

2 Elsewhere, Rothbard (2011b, pp.33-34) also emphasizes introspection. Yet, the
basis of knowledge about human action is not always solely universal inner or reflective
experience but external physical experience is additionally invoked.

30 See also Rothbard (1957, pp.317-318).

31 Note that standard empiricist epistemologies which Rothbard apparently aims to
emulate here do not accept reports of sensory data as infallible guarantees of certainty.
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Every individual, in the face of a reflection on the axiom of action,
must agree to its truth and to its importance for the social sciences
(Rothbard, 1951b, p.943). A person could, of course, claim to deny
the existence of these self-evident principles. You can say whatever
you want; but there are limits to thinking and doing (Rothbard, 1976,
p-28). For logical reasons, for example, no one can imagine a round

square.?

7. Appraisal of Rothbard’s account according to his
own criteria

“You can’t always get what you want.” (Keith Richards, Mick Jagger)

Given the discussion of Rothbard’s position in the previous two
sections, we can put on record that an essentialist account is able to
render the fundamental axiom “man acts” empirically meaningful in
Rothbard’s weak sense (II) and a priori to complex historical events
I1D).

Requirement (IV), absolute truth, turns out more questionable.
Rothbard invokes a special form of introspection as a source of knowl-
edge and approves of it as a criterion of truth. The postulation of
truth criteria is extremely problematic in the context of a fallibilistic
conception of science, even if only sentences about one’s own con-

sciousness would be affected. For someone with only the slightest

32 So far, so good, but Rothbard does not merely reject claims involving inconsistent
concepts. Going a decisive step further, he maintains that certain reports of alleged
logical or empirical findings have “no epistemological validity” either. If data contradict
“established truths of the real world”, they can and should be ignored in Rothbard’s
methodology (1976, p.28). Such ad hoc immunizing strategies are also characteristic of
some variants of conventionalism but decidedly not what Linsbichler (2021a, p.3370)
suggests, not least because they “facilitate [...] dogmatic tendencies”.
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empiricist inclination (in the modern sense), the description of an
empirical fact, such as a personal psychic experience, can only ever
be a hypothesis, not a certified truth.’* The compelling conviction
that Rothbard obviously feels, and which perhaps many humans feel
regarding some specific inner or outer experience, does not guarantee
that the sentence describing the content of the compelling experience
is true. A mental conviction of truth, no matter how intense, is not
proof of the validity of the content of a sentence or of a chain of
deductive steps.

Yet, for the sake of argument let us concede to Rothbard that
he has intuited, with necessary truth, that he himself has goals and
uses means to achieve them. The main difficulties for establishing
the fundamental axiom in a Rothbardian manner arise when one
tries to infer statements about the minds of other people from inner
experience. How is it possible to draw necessary conclusions about
other people from the exploration of one’s own consciousness?

Since Rothbard requires and considers the fundamental axiom
to be empirically meaningful, the term "human’ is at least partly
interpreted, i.e. at least for many paradigmatic cases it is determined
which physical objects are in the extension of ‘human’ and which are
not. Suppose m is one such human individual and suppose it turns out
that m does not act. Then, for Rothbard, the potential immunization
strategy of simply not calling everything that does not act a human
being is blocked.

33 The only exception to the epistemological impossibility of truth criteria may be
some formal systems with no reference to experience or an external world. Ironically,
the early Mises (1940, p.18) characterizes experience, including inner experience,
as yielding findings that always could have been expected differently and infers
explicitly that neither outer nor inner experience can justify the universal propositions
of praxeology.
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Rothbard seems to be aware of the problem and the respective
rejection of inner experience as a reliable source of knowledge in
Mises’s earlier writings (e.g. Mises, 1940, pp.17-19).3* Thus, Roth-
bard struggles to demonstrate why this particular form of intuition
is not tantamount to “the arbitrariness of intuitive flights of fancy”
(Mises, 2003, p.52) but would necessarily command universal inter-
subjective agreement. Without providing new arguments, he repeats
and reformulates the claim that it is so, sometimes quoting supposed
authorities like Aristotle, Thomas Aquinas, Say, Cairnes, Toohey,
Schiitz, and Knight.?

Let us suppose that every person states that introspection made
her realize that she is acting. This is insufficient for intersubjectiv-
ity, though. Intersubjectivity would require several people to be able
to focus their attention on the consciousness of the same person M.
Then, for the time being, consensus could possibly be reached on
the truth value of the statement "M acts.” Inner experience, however,
does not allow us to explore the consciousness of other people—at
least not without analogical conclusions. Such an analogy inference
involves induction. According to Rothbard, however, inductive meth-
ods are not possible or necessary in the sphere of human action. By
Rothbard’s own standards, not even the proposition ’M acts’ is inter-
subjectively verifiable. How much more problematic is the demand
that the fundamental axiom *All people act’ can be established as true.

Furthermore, it is dubious how Rothbard’s account can show that

a falsification of the fundamental axiom is inconceivable. This crite-

34 Cf also the following criticism of Spann’s essentialist intuitive universalism by
Mises, which would incidentally be applicable to Rothbard as well: “However, what
Spann has in mind when he declares the a priori method to be the only one appropriate
for sociology as he conceives it is not at all a priori reasoning, but intuitive insight into
a whole” (Mises, 2003, p.46).

35 See section 6, (IV) above.
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rion (I) does not concern falsifiability in a Popperian sense but negates
the existence of a consistent alternative. Yet, behaviorism and the on-
tology of what Mises calls “primitive man” contradict the fundamental
axiom “man and only man acts” by attributing purpose, goals, de-
sires, and beliefs to no objects at all (behaviorism) or to more objects
than human individuals respectively (“primitive man” speaks of angry
rivers and sad clouds and their intentions).3® Behaviorist monism may
be rejected for pragmatic reasons, as conventionalist praxeologists
and arguably Mises do. But theories in which other people merely
behave instead of acting purposefully can be conceived and formu-
lated without special problems. Indeed, some radical post-Humean
empiricists call for people to be treated in social scientific theories
in the same way as animals, plants, crystals, buildings, swamps, rain,
rivers, cities, X-rays, and the Milky Way (Neurath, 1970).
Rothbard’s attempt to establish certainty, intersubjectivity, and
truth for the fundamental axiom is on shaky ground.’’ Vague refer-
ences to a specific source of knowledge cannot close the gaps in the
arguments needed. A more precise specification of procedures and
methods of application of introspection would most likely reveal its
inductive character. Moreover, the object of cognition—the category

of one’s own actions—is not accessible to others.

36 Cf. the discussions of these alternatives and their acknowledgement by Mises in
Linsbichler (2017; 2021a).

37 Since Tarski’s work, the conceptual distinction between certainty and truth can be
made without epistemological concerns. “Once this is noted, it is obvious that truth
is distinct from certainty and that the supposed unattainability of the latter does not
undermine the legitimacy or utility of the former” (Soames, 1999, p.32).
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8. Appraisal of Linsbichler’s conventionalist
praxeology according to Rothbard’s criteria

“You can get it if you really want.* (Jimmy Cliff)

In sections 1,3, and 4, we outlined the conventionalist research
program with an analytic fundamental axiom as a starting point. De-
spite Rothbard’s deprecating stance towards such a project, we now

investigate whether it meets the four criteria he staunchly upholds.

(I) A falsification of the fundamental axiom is inconceivable. This is
the most challenging hurdle to overcome. While conventionalism fares
better than essentialism, neither approach fully meets the requirement.

Although Rothbard does not refer to the standard notion of fal-
sifiability, note that such a Popperian falsification is hard to achieve
for common versions of the fundamental axiom. Which observational
statements would contradict that human individuals and only human
individuals behave purposefully, i.e. act? The goals, preferences, and
knowledge which according to praxeology play a crucial role in acting
are not directly observable. Maybe humans do not have goals, maybe
door handles do, but how could we experience this? Following Mises
(1940, p.85), one might consider future improved neurophysiological
aids for falsifying the fundamental axiom. Such prospective meth-
ods would identify observable physical and chemical processes in
the brain with the very content of specific thoughts. Such a decision
between behaviorism and praxeology would, among other things,
depend on non-trivial theories of translation, though.

The very fact that—except for debatable future neurophysiology—
no potentially observable states of affairs are excluded by the fun-

damental axiom motivated the very idea to construe it as analytic
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and renders the variant of conventionalism regarding the fundamental
axiom “one of the least controversial versions” (Linsbichler, 2021a,
p.3371).

Reverting back to Rothbard’s demand, alternatives to the fun-
damental axiom remain conceivable, no matter what essentialist or
conventionalist arguments are brought forward. Even when granting
the validity of introspection for one’s own mental states, it remains
possible and conceivable—in principle—that all other human individ-
uals do not act but merely behave. Metaphysical speculation cannot
definitively decide the prima facie logical tie between praxeology
and behaviorism either, as Mises actually acknowledges at one point
(Mises, 1940, pp.84-86).

What conventionalism—in contrast to essentialism—can provide
is an approximation to meeting criterion (I). Once a specific version
of the fundamental axiom is construed as analytic, praxeological
reasoning proceeds in a framework in which it is true by definition.
Thus, within the conceptual scheme of this framework, a negation of
the fundamental axiom is analytically false after all. In this limited
sense, criterion (I) is almost fulfilled, as long as the economist stays
within her linguistic framework. Of course, she can step out of her
linguistic framework, abandon her research program, and conceive
of behaviorism in a meta-language. These remaining objections to

Rothbard’s criterion (I) are ultimately unavoidable.

(IT) The fundamental axiom is empirically meaningful. In the conven-
tionalist research program, the term ‘human individuals’ is intended
to designate objects in the physical world,3® even though some bor-
derline cases might be left undecided. On top of that, in all likelihood,

38 Strictly speaking, theories are not interpreted in “the physical world” or “reality”
but in the model(s) which serve as a proxy for the “real world” (cf. Linsbichler, 2023a;
Przelecki, 1969).
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the fundamental axiom can be ascribed the truth value ’true’ in all
situations without changing the observable extension of ‘human’ and
by merely tinkering with the structure of theoretical terms if need be.
The fundamental axiom is thus clearly empirically meaningful in the

weak sense demanded by Rothbard.

(IIT) The fundamental axiom is a priori with regard to complex histori-
cal events. The fundamental axiom is analytic, and therefore a priori to
any experience, both in the sense of epistemology and in the sense of
primacy. Capturing complex historical events is not possible without

praxeology or a comparable other theory.

It is only with the aid of a theory that we can determine what
the facts are. Even a complete stranger to scientific thinking,
who naively believes in being nothing if not “practical,” has
a definite theoretical conception of what he is doing. Without
a “theory” he could not speak about his action at all, he could
not think about it (Mises, 2003, p.29).

(IV) The fundamental axiom is absolutely true. In the conventionalist
approach, the fundamental axiom is always true, namely true per con-
ventionem. This result is already an improvement over the arguments
available to the essentialist. Yet, Rothbard’s criterion requires “abso-
lute” truth (whatever that exactly amounts to). If we interpret this as
being true in all linguistic frameworks, no matter how the terms are
defined in them, any justification must obviously fail. The sentence
‘Murray is a libertarian’ is true if the terms have their usual meaning,
but we can easily render the sentence false by changing the meaning
of ‘Murray’ or of ‘libertarian’. And to ask for the ‘truth’ of a sen-

tence, independently of a framework which assigns meanings to the
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sentence, is unintelligibly with standard notions of truth. No sentence,
considered as a purely syntactic string of signs, is true independently
of the meaning attached to it.

It is neither clear whether Rothbard demands necessary truth for
the fundamental axiom, nor which notion of necessity such a de-
mand would draw on. We therefore suspend judgement on whether
a conventionalist justification substantiates the necessary truth of the
fundamental axiom. However, Linsbichler’s conventionalist praxeol-
ogy does offer more than mere plain truth. The fundamental axiom
is analytically true, and thus can be plausibly interpreted as fulfilling

(IV). Our analysis results in the following summarizing chart:*

Rothbardian | Convention-
Essentialism alism
not conceivably ““falsifiable” X W)
“empirically meaningful” v v
a priori to complex historical Y Y
events
absolutely true X v

Rothbard does not provide a conventionalist defense of praxeol-
ogy at all. His methodological and epistemological writings do not
even contain the traces of this idea which we find in Mises. Given
the problems Rothbard’s own justification of praxeology faces in
light of his self-imposed criteria, perhaps he should have considered

conventionalism after all.

% The quotation marks serve as a reminder that Rothbard uses these terms with
idiosyncratic meaning.
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9. Outlook: What is to be done?

This paper, hopefully, clarified some details of Linsbichler’s conven-
tionalist defense of praxeology and compared its merits with Roth-
bard’s essentialist arguments. Whereas previous work (Linsbichler,
2017;2021a; Lipski, 2021; Scheall, 2017a,b; Tokumaru, 2018) mainly
emphasized the superiority of a conventionalist defense from the exter-
nal stance of empirically minded contemporary philosophy of science,
the paper at hand takes a different approach. Using Rothbard’s method-
ological and epistemological writings as the source, we reconstructed
four desired properties of a fundamental axiom which its justification
should be able to establish. These four are by no means the only
internal Austrian criteria by which conventionalism can be evaluated
but at least it passed this first test more successfully than intuitive
universalism.

One—but certainly not the only— major open problem that re-
mains to be addressed is the exact formulation of the fundamental
axiom, ideally both in natural language and in a formal language.*’
This task is vital for all praxeologists because it enables an assess-
ment whether certain intended consequences are actually derivable
deductively. If the fundamental axiom is construed as analytic, the
issue is even more pressing. It would be desirable to establish that

such a construal is possible.

Acknowledgments. 1 am grateful to two anonymous reviewers,
Agustina Borella, Daniel Eckert, David Mayer, Karl Milford, Berthold

40 The structure of the fundamental axiom explicated in section 1 of this paper as well
as the partial definitions and proofs in Oliva Cérdoba (2017) are first steps in that
direction. See also Linsbichler (2023b).



What Rothbard could have done but did not do... 77

Molden, William Peden, Scott Scheall, Lukas Starchl, Richard Sturn,
Igor Wysocki, and Gabriel Zanotti for helpful discussions, questions,

and comments.

Funding information. This research was funded in whole or in part
by the Austrian Science Fund (FWF) [grant DOI 10.55776/ESP206].
For open access purposes, the author has applied a CC BY public
copyright license to any author-accepted manuscript version arising

from this submission.

Bibliography

Bylund, P.L., 2023. Alexander Linsbichler, Was Ludwig von Mises a Conven-
tionalist? A New Analysis of the Epistemology of the Austrian School of
Economics: New York: Palgrave Macmillan, 2017. x + 151Pages. USD
69.99 (hardback). The Review of Austrian Economics, 36(4), pp.611-615.
https://doi.org/10.1007/s11138-021-00559-4.

Caldwell, B.J., 1984. Praxeology and its Critics: an Appraisal. History of Po-
litical Economy, 16(3), pp.363-379. https://doi.org/10.1215/00182702-
16-3-363.

Caldwell, B.J., 2009. A skirmish in the Popper Wars: Hutchison versus
Caldwell on Hayek, Popper, Mises, and methodology. Journal of Eco-
nomic Methodology, 16(3), pp.315-324. https://doi.org/10.1080/
13501780903129306.

Carnap, R., 1950. Empiricism, Semantics, and Ontology. Revue Interna-
tionale de Philosophie, 4(11), pp.20-40. Available at: <https://www.
jstor.org/stable/23932367> [visited on 15 January 2024].

Carnap, R., 1955. Foundations of Logic and Mathematics. In: O. Neurath,
R. Carnap and C. Morris, eds. Foundations of the Unity of Science.
Toward an International Encyclopedia of Unified Science. Volume 1.
Chicago: University of Chicago Press, pp.139-214.


https://doi.org/10.1007/s11138-021-00559-4
https://doi.org/10.1215/00182702-16-3-363
https://doi.org/10.1215/00182702-16-3-363
https://doi.org/10.1080/13501780903129306
https://doi.org/10.1080/13501780903129306
https://www.jstor.org/stable/23932367
https://www.jstor.org/stable/23932367

78 Alexander Linsbichler

Carnap, R., 2000. Untersuchungen zur allgemeinen Axiomatik. Darmstadt:
Wissenschaftliche Buchgesellschaft.

Gordon, D., 1999. Economics and reality by Tony Lawson. London and New
York: Routledge. 1997. The Quarterly Journal of Austrian Economics,
2(2), pp-93-96. https://doi.org/10.1007/s12113-999-1018-7.

Gordon, D., 2007. The Essential Rothbard. Auburn, AL: The Ludvig von
Mises Institute.

Gordon, D., 2008. Who is Murray Rothbard? Auburn, AL: The Ludvig von
Mises Institute.

Holcombe, R.G., 2014. Advanced Introduction to the Austrian School of
Economics, Elgar advanced introduction. Cheltenham Northampton:
Edward Elgar.

Hoyningen-Huene, P., 1987. Context of discovery and context of justification.
Studies in History and Philosophy of Science Part A, 18(4), pp.501-515.
https://doi.org/10.1016/0039-3681(87)90005-7.

Jeffreys, H., 1938. The Nature of Mathematics. Philosophy of Science, 5(4),
pp-434—451. https://doi.org/10.1086/286524.

Kripke, S.A., 1980. Naming and Necessity [1972]. Cambridge, Mass: Harvard
Univ. Press.

Linsbichler, A., 2017. Was Ludwig von Mises a Conventionalist? A New
Analysis of the Epistemology of the Austrian School of Economics. Bas-
ingstoke: Palgrave Macmillan. https://doi.org/10.1007/978-3-319-
46170-0.

Linsbichler, A., 2021a. Austrian economics without extreme apriorism: con-
struing the fundamental axiom of praxeology as analytic. Synthese,
198(14), pp-3359-3390. https://doi.org/10.1007/s11229-019-02150-8.

Linsbichler, A., 2021b. Otto Neurath and Ludwig von Mises: Philosophy,
Politics, and Economics in Viennese Late Enlightenment. Erasmus Jour-
nal for Philosophy and Economics, 14(2), pp.202-208. https://doi.org/
10.23941/ejpe.v14i2.623.

Linsbichler, A., 2021c. Philosophy of Austrian Economics. In: C. Heilmann
and J. Reiss, eds. The Routledge Handbook of the Philosophy of Eco-
nomics. New York: Routledge, pp.169—185. https://doi.org/10.4324/
9781315739793.


https://doi.org/10.1007/s12113-999-1018-7
https://doi.org/10.1016/0039-3681(87)90005-7
https://doi.org/10.1086/286524
https://doi.org/10.1007/978-3-319-46170-0
https://doi.org/10.1007/978-3-319-46170-0
https://doi.org/10.1007/s11229-019-02150-8
https://doi.org/10.23941/ejpe.v14i2.623
https://doi.org/10.23941/ejpe.v14i2.623
https://doi.org/10.4324/9781315739793
https://doi.org/10.4324/9781315739793

What Rothbard could have done but did not do... 79

Linsbichler, A., 2021d. Philosophy of Austrian Economics — Extended Cut.
SSRN Electronic Journal. https://doi.org/10.2139/ssrn.3984295.

Linsbichler, A., 2021e. Sprachgeist and Realisticness: The Troubled Relation-
ship between (Austrian) Economics and Mathematics Revisited. SSRV
Electronic Journal. https://doi.org/10.2139/ssrn.3897919.

Linsbichler, A., 2022. Viel mehr als nur Okonomie: Kopfe und Ideen der
Osterreichischen Schule der Nationalokonomie. 1st ed. Wien: Bohlau
Verlag.

Linsbichler, A., 2023a. An Ultra-Refined Grammar for Interactions: Thoughts
on Robert Aumann’s Philosophy of Game Theory. Revue Economique,
74(4), pp.635-650. https://doi.org/10.3917/reco.744.0635.

Linsbichler, A., 2023b. The case against formal methods in (Austrian) eco-
nomics: a partial defense of formalization as translation. Journal of
Economic Methodology, 30(2), pp.107—121. https://doi.org/10.1080/
1350178X.2023.2202669.

Linsbichler, A., 2024a. Rational reconstructions. In: A. Currie and S. Veigl,
eds. Methods in the Philosophy of Science. A User’s Guide. Cambridge:
MIT Press, 125-143, forthcoming.

Linsbichler, A., 2024b. The fact/value dichotomy as an alleged thought-
stopper. In: C. Dambock and G. Schiemer, eds. Rudolf Carnap Handbuch.
Heidelberg: Metzler Verlag, forthcoming.

Lipski, J., 2021. Austrian economics without extreme apriorism: A critical
reply. Synthese, 199(3), pp.10331-10341. https://doi.org/10.1007/
s11229-021-03249-7.

Long, R.T., 2008. Wittgenstein, Austrian Economics, and the Logic of Action:
Praxeological Investigations. Auburn University. Available at: <http:
//praxeology.net/wiggy-draft.pdf> [visited on 20 September 2024].

Menger, C., 1871. Grundsdtze der Volkswirtschaftslehre. Wien: Wilhelm
Braumiiller. Available at: <https://oll.libertyfund.org/titles/menger-
grundsatze-der-volkswirtschaftslehre> [visited on 2 October 2024].

Milford, K. and Rosner, P., 1997. Die Abkopplung der 6konomie an der Uni-
versitidt Wien nach 1920. In: H. Hagemann, ed. Zur deutschsprachigen
wirtschaftswissenschaftlichen Emigration nach 1933. Marburg: Metropo-
lis, pp.479-502.


https://doi.org/10.2139/ssrn.3984295
https://doi.org/10.2139/ssrn.3897919
https://doi.org/10.3917/reco.744.0635
https://doi.org/10.1080/1350178X.2023.2202669
https://doi.org/10.1080/1350178X.2023.2202669
https://doi.org/10.1007/s11229-021-03249-7
https://doi.org/10.1007/s11229-021-03249-7
http://praxeology.net/wiggy-draft.pdf
http://praxeology.net/wiggy-draft.pdf
https://oll.libertyfund.org/titles/menger-grundsatze-der-volkswirtschaftslehre
https://oll.libertyfund.org/titles/menger-grundsatze-der-volkswirtschaftslehre

80 Alexander Linsbichler

Mises, L.v., 1940. Nationalokonomie. Theorie des Handelns und
Wirtschaftens. Genf: Editions Union. Available at: <https://cdn.mises.
org/Nationalokonomie % 20Theorie % 20des % 20Handelns % 20und %
20Wirtschaftens_2.pdf> [visited on 9 October 2024].

Mises, L.v., 1998. Human Action: A Treatise on Economics. Scholar’s ed.
Auburn AL: Ludwig von Mises Institute.

Mises, L.v., 2003. Epistemological Problems of Economics [1933] (G. Reis-
man, Trans.). 3", Auburn, Alabama: Ludwig von Mises Institute. Avail-
able at: <https :// mises . org/ library / epistemological - problems -
economics> [visited on 9 January 2023].

Mises, L.v., 2007. Theory and History: An Interpretation of Social and
Economic Evolution. Auburn AL: Ludwig von Mises Institute.

Mises, L.v., 2012. The Ultimate Foundation of Economic Science: An Essay
on Method. Mansfield: Martino Fine Books.

Mises, M.v., 1976. My years with Ludwig von Mises. Arlington House: New
Rochelle, NY. Available at: <http://archive.org/details/myyearswithlud
wiOOvonm> [visited on 9 October 2024].

Neurath, O., 1970. Foundations of the Social Sciences [1944]. In: O. Neurath,
R. Carnap and C. Morris, eds. Foundations of the unity of science: toward
an international encyclopedia of unified science. Chicago: The University
of Chicago Press, pp.1-52.

Oliva Cérdoba, M., 2017. Uneasiness and Scarcity: An Analytic Approach
Towards Ludwig von Mises’s Praxeology. Axiomathes, 27(5), pp.521—
529. https://doi.org/10.1007/s10516-017-9352-4.

Popper, K.R., 2009. The Two Fundamental Problems of the Theory of Knowl-
edge [1930]. Ed. by T.E. Hansen (A. Pickel, Trans.), Routledge classics.
London; New York: Routledge.

Przelecki, M., 1969. The Logic of Empirical Theories, Monographs in modern
logic series. London: Routledge & K. Paul.

Reichenbach, H., 1938. Experience and Prediction an Analysis of the Founda-
tions and the Structure of Knowledge, by Hans Reichenbach .. Books for
college libraries. Chicago, IL: The University of Chicago Press. Avail-
able at: <http://books.google.com/books ?id=K64kAQAAMAAJ>
[visited on 9 October 2024].


https://cdn.mises.org/Nationalokonomie%20Theorie%20des%20Handelns%20und%20Wirtschaftens_2.pdf
https://cdn.mises.org/Nationalokonomie%20Theorie%20des%20Handelns%20und%20Wirtschaftens_2.pdf
https://cdn.mises.org/Nationalokonomie%20Theorie%20des%20Handelns%20und%20Wirtschaftens_2.pdf
https://mises.org/library/epistemological-problems-economics
https://mises.org/library/epistemological-problems-economics
http://archive.org/details/myyearswithludwi00vonm
http://archive.org/details/myyearswithludwi00vonm
https://doi.org/10.1007/s10516-017-9352-4
http://books.google.com/books?id=K64kAQAAMAAJ

What Rothbard could have done but did not do... 81

Rockwell Jr., L.H., 2010. Murray N. Rothbard: A Legacy of Liberty. The
Ludvig von Mises Institute. Available at: <https://mises.org/articles-
interest/murray-n-rothbard-legacy-liberty> [visited on 9 October 2024].

Rothbard, M., 1998. The Ethics of Liberty. New York: New York University
Press.

Rothbard, M.N., 1951a. Mises’ "Human Action": Comment. The American
Economic Review, 41(1), pp.181-185. Available at: <https://www.jstor.
org/stable/1815976> [visited on 9 October 2024].

Rothbard, M.N., 1951b. Praxeology: Reply to Mr. Schuller. The American
Economic Review, 41(5), pp.943-946. Available at: <https://www.jstor.
org/stable/1809097> [visited on 6 August 2024].

Rothbard, M.N., 1957. In Defense of "Extreme Apriorism". Southern Eco-
nomic Journal, 23(3), pp.314-320. https://doi.org/10.2307/1054221.

Rothbard, M.N., 1962a. Man, Economy and State: A Treatise on Economic
Principles. Princeton; Toronto: D. Van Nostrand.

Rothbard, M.N., 1962b. The Panic of 1819 — Reactions and Policies. New
York: Columbia University Press. Available at: <https://libertyme -
library.s3.amazonaws.com/Murray + N + Rothbard/ The + Panic + of +
1819+Reactions+and+Policies.pdf> [visited on 9 October 2024].

Rothbard, M.N., 1976. Praxeology: The methodology of Austrian economics.
In: E. Dolan, ed. The Foundations of Modern Austrian Economics.
Kansas City: Sheed & Ward, pp.58-77.

Rothbard, M.N., 1989. The hermeneutical invasion of philosophy and eco-
nomics. The Review of Austrian Economics, 3(1), pp.45-59. https://doi.
org/10.1007/BF01539557.

Rothbard, M.N., 1996. Origins of the Welfare State in America. Journal of
Libertarian Studies, 12(2), pp.193-232.

Rothbard, M.N., 2000. America’s Great Depression [1963]. 5th ed. Auburn,
AL: The Ludwig von Mises Institute.

Rothbard, M.N., 2002. A History of Money and Banking in the United States:
The Colonial Era to World War 1. Auburn, AL: The Ludvig von Mises
Institute.


https://mises.org/articles-interest/murray-n-rothbard-legacy-liberty
https://mises.org/articles-interest/murray-n-rothbard-legacy-liberty
https://www.jstor.org/stable/1815976
https://www.jstor.org/stable/1815976
https://www.jstor.org/stable/1809097
https://www.jstor.org/stable/1809097
https://doi.org/10.2307/1054221
https://libertyme-library.s3.amazonaws.com/Murray+N+Rothbard/The+Panic+of+1819+Reactions+and+Policies.pdf
https://libertyme-library.s3.amazonaws.com/Murray+N+Rothbard/The+Panic+of+1819+Reactions+and+Policies.pdf
https://libertyme-library.s3.amazonaws.com/Murray+N+Rothbard/The+Panic+of+1819+Reactions+and+Policies.pdf
https://doi.org/10.1007/BF01539557
https://doi.org/10.1007/BF01539557

82 Alexander Linsbichler

Rothbard, M.N., 2007. Preface [1985]. Theory and History: An Interpretation
of Social and Economic Evolution. Auburn, AL: Ludwig von Mises
Institute, pp.xi—xix.

Rothbard, M.N., 2009. Man, Economy, and State: A Treatise on Economic
Principles; with Power and Market: Government and the Economy.
2nd ed. Auburn AL: Ludwig von Mises Institute.

Rothbard, M.N., 2011a. Conceived in Liberty, Five Volumes. Auburn, AL:
The Ludvig von Mises Institute. Available at: <https://cdn.mises.org/
conceived_in_liberty_i-iv.pdf>.

Rothbard, M.N., 2011b. Praxeology as the Method of the Social Sciences
[1963]. Economic Controversies. Auburn AL: Ludwig von Mises Insti-
tute, pp.29-58.

Rothbard, M.N., 2012. War Collectivism: Power, Business, and the Intellec-
tual Class in World War I. Auburn, Alabama: Ludwig von Mises Institute.
Available at: <https://mises.org/library/war-collectivism> [visited on
11 October 2024].

Scheall, S., 2015. Hayek the Apriorist? Journal of the History of Eco-
nomic Thought, 37(1), pp.87-110. https : // doi . org / 10 . 1017 /
S1053837214000765.

Scheall, S., 2017a. Review of Alexander Linsbichler’s Was Ludwig von Mises
a Conventionalist? A New Analysis of the Epistemology of the Austrian
School of Economics. London: Palgrave Macmillan, 2017, ix + 151 pp.
Erasmus Journal for Philosophy and Economics, 10(2), pp.110-115.
https://doi.org/10.23941/ejpe.v10i2.312.

Scheall, S., 2017b. What is so extreme about mises’s extreme apriorism?
Journal of Economic Methodology, 24(3), pp.226-249. https://doi.org/
10.1080/1350178X.2017.1358522.

Scheall, S., 2024. The vacuity of ludwig von mises’s apriorism. Journal of
the History of Economic Thought, pp.1-16. https://doi.org/10.1017/
S1053837224000178.

Scheall, S. and Linsbichler, A., 2024. The Rise, Fall, and Strange Resilience
of the Greater Certainty Thesis in Economics. unpublished manuscript.

Schweinzer, P., 2000. Two Competing Paradigms in Austrian Economic
Theory. Notizie di Politeia, 16(59), pp.44—66.


https://cdn.mises.org/conceived_in_liberty_i-iv.pdf
https://cdn.mises.org/conceived_in_liberty_i-iv.pdf
https://mises.org/library/war-collectivism
https://doi.org/10.1017/S1053837214000765
https://doi.org/10.1017/S1053837214000765
https://doi.org/10.23941/ejpe.v10i2.312
https://doi.org/10.1080/1350178X.2017.1358522
https://doi.org/10.1080/1350178X.2017.1358522
https://doi.org/10.1017/S1053837224000178
https://doi.org/10.1017/S1053837224000178

What Rothbard could have done but did not do... 83

Soames, S., 1999. Understanding Truth. 1st ed. Oxford; New York: Oxford
University Press. https://doi.org/10.1093/0195123352.001.0001.

Streissler, E., 2000. Wirtschaftliche entscheidungstheorie als angelpunkt
der Osterreichischen schule der nationalokonomie. In: K. Acham, ed.
Geschichte der osterreichischen humanwissenschaften. band 3.2: men-
schliches verhalten und gesellschaftliche institutionen: wirtschaft, politik
und recht. Wien: Passagen, pp.79-124.

Taghizadegan, R. and Otto, M.-F,, 2015. Praxeology of Coercion: Catallactics
vs. Cratics. The Quarterly Journal of Austrian Economics, 18(3), pp.294—
311. Available at: <https://go.gale.com/ps/i.do?p=AONE&sw=w&
issn=10983708 & v=2.1&it=r&id=GALE % 7CA452290399 & sid=
googleScholar&linkaccess=abs> [visited on 11 October 2024].

Tokumaru, N., 2009. Popper’s Analysis of the Problems of Induction and
Demarcation and Mises’ Justification of the Theoretical Social Sciences.
In: Z. Parusnikovd and R.S. Cohen, eds. Rethinking Popper. Dordrecht:
Springer Netherlands, pp.161-174. https://doi.org/10.1007/978-1-4020-
9338-8_13.

Tokumaru, N., 2015. Wieser’s Unity of Thought. Journal of the History
of Economic Thought, 37(4), pp.583-596. https://doi.org/10.1017/
S$1053837215000486.

Tokumaru, N., 2018. Review of Was Ludwig von Mises a Conventionalist?: A
New Analysis of the Epistemology of the Austrian School of Economics.
History of Economic Ideas, 26(2), pp.168—169. Available at: <https:
//www jstor.org/stable/48538006> [visited on 11 October 2024].

Warren, J., 2020. Shadows of Syntax: Revitalizing Logical and Mathematical
Conventionalism. Oxford; New York: Oxford University Press.

White, L.H., 2003. The Methodology of the Austrian School Economists
[1977]. Auburn, AL: The Ludvig von Mises Institute.

Wieser, FF.v., 1884. Uber den Ursprung und die Hauptgesetze des
wirtschaftlichen Werthes. Alfred Holder.

Zanotti, G.J., Borella, A. and Cachanosky, N., 2022. Can Mises be Recon-
structed Following Lakatos? Yes. Does it Mean Mises is a Conventional-
ist? No. unpublished manuscript.


https://doi.org/10.1093/0195123352.001.0001
https://go.gale.com/ps/i.do?p=AONE&sw=w&issn=10983708&v=2.1&it=r&id=GALE%7CA452290399&sid=googleScholar&linkaccess=abs
https://go.gale.com/ps/i.do?p=AONE&sw=w&issn=10983708&v=2.1&it=r&id=GALE%7CA452290399&sid=googleScholar&linkaccess=abs
https://go.gale.com/ps/i.do?p=AONE&sw=w&issn=10983708&v=2.1&it=r&id=GALE%7CA452290399&sid=googleScholar&linkaccess=abs
https://doi.org/10.1007/978-1-4020-9338-8_13
https://doi.org/10.1007/978-1-4020-9338-8_13
https://doi.org/10.1017/S1053837215000486
https://doi.org/10.1017/S1053837215000486
https://www.jstor.org/stable/48538006
https://www.jstor.org/stable/48538006

84 Alexander Linsbichler

Zanotti, G.J., Borella, A. and Cachanosky, N., 2023. Hermeneutics and phe-
nomenology in the social sciences: Lessons from the Austrian school of
economics case. The Review of Austrian Economics, 36(3), pp.403—415.
https://doi.org/10.1007/s11138-021-00548-7.

Zilian, H.G., 1990. Klarheit und Methode: Felix Kaufmanns Wissenschaftsthe-
orie, Studien zur osterreichischen Philosophie, 16. Amsterdam: Rodopi.


https://doi.org/10.1007/s11138-021-00548-7

Free market, blackmail, and
Austro-libertarianism”

tukasz Dominiak
Nicolaus Copernicus University in Torun

Abstract
In the present paper we examine the standard Austro-libertarian ac-
count of blackmail according to which blackmail should be legal as
it does not coerce the blackmailee to part with his property and so
cannot be subsumed under extortion. Against this account we put
forth a preliminary argument or a hypothesis, if you will, that even
if blackmail cannot be subsumed under extortion, it still does not
follow that it should be legal, for it might be subsumed under fraud.
Indeed, the hypothesis we would like to offer for consideration is that
blackmail is fraud, at least under some circumstances. To wit, we
claim that even if the blackmailer does not coerce the blackmailee, in
cases in which the blackmailer does not have an intention to execute
his otherwise legal threats, he nonetheless deceives the blackmailee,
thereby inducing him to part with his property. This is fraud and it
renders the blackmailee’s property transfer involuntary and invalid.
As fraud should be illegal under Austro-libertarianism, so should
blackmail.
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1. Introduction

he standard Austro-libertarian view on blackmail is that black-

mail would be legal on the free market due to the fact that ex-
changes effectuated under blackmail are not coerced and thus free
or voluntary.! Since the free market is nothing else than the entirety
of voluntary exchanges,” blackmail would be part and parcel thereof.
Certainly, blackmail is immoral, but there are many immoral things
taking place on the free market.> What is crucial, is not whether it
is moral or immoral, but whether it is free or unfree, voluntary or
involuntary. Similarly, it can be argued that blackmail is a threat rather
than an offer, but then again, it is inconsequential if it is a threat or an
offer.* On the free market there are many offers that cannot be refused
and many threats that can be withstood. What matters is whether it
coerces another to part with his goods or services. Since it does not, it
is voluntary and would therefore be legal on the free market. Or so
argue Austro-libertarians.

In the present paper we supplement this argument with an obser-
vation concerning another dimension of blackmail. More specifically,
we put forth a preliminary argument or a hypothesis, if you will, that
even if one accepts the Austro-libertarian premise that blackmail pro-
posals do not coerce, it does not follow that exchanges induced by

! Writes Rothbard (2009, p.183): “[B]lackmail would not be illegal in the free society.
For blackmail is the receipt of money in exchange for the service of not publicizing
certain information about the other person. No violence or threat of violence to person
or property is involved.”

2 Again, writes Rothbard (2011, p.320): “The free market is the name for the array of
all the voluntary exchanges that take place in the world.”

3 On immoral although legitimate free market practices see (Block, 2018).

4 Walter Block sometimes calls blackmail a threat, sometimes an offer. See, for exam-
ple, Block and Anderson (2000, p.546), Block (1998a, p.218).
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such proposals are free or voluntary> and so would find their place
on the free market as it is understood by Austro-libertarians. The
reason for which the non-coercive character of blackmail proposals
does not entail voluntariness of the resultant exchanges is that there
are two ways in which voluntariness of human actions can be vitiated
and coercion is only one of them. Another is ignorance. As we try
to argue and explain, at least some blackmail proposals deceive the
blackmailee and thus render the resultant exchange involuntary due to
the blackmailee’s induced ignorance. In other words, the blackmailer,
at least in some cases, defrauds the blackmailee. Thus, the hypothesis
we would like to offer for consideration is that blackmail is oftentimes
fraud. Now since Austro-libertarians strongly believe that fraud ought
to be illegal, they should reject their current view on blackmail as
inconsistent with this strong belief and instead embrace the view that
qua fraud, blackmail should also be illegal.

The present paper is organized in the following way. Section 2
offers an in-depth analysis of the standard Austro-libertarian account
of blackmail. Section 3 argues against this account and puts forth what
can be called a preliminary revisionist Austro-libertarian account of
blackmail. The crucial aspect of this account is that it tries to subsume
some types of blackmail under fraud. Section 4 elucidates reasons
for which fraud, and thus blackmail, should be illegal under Austro-

libertarianism. Section 5 concludes.

5 It might be viewed as a bit clumsy to use ‘free’ and ‘voluntary’ synonymously. We
are aware of that. Regardless, we take our liberty to do so because Austro-libertarians
themselves do so.



88 tukasz Dominiak

2. The standard Austro-libertarian account of
blackmail

The standard Austro-libertarian account of blackmail begins with
the distinction between blackmail and extortion. According to this
account, extortion—regardless of how this term is actually used in
existing legal systems®—consists in obtaining another’s goods or
services by coercion or effective threats of property rights violation.
A typical case of extortion would be the proverbial highwayman
threatening a traveler with his “Your money or your life’ proposal
or John Locke’s (Locke, 2003, p. 385 [1698, II, Chap. XVI, §176])
robber who “break[s] into my House, and with a Dagger at my Throat
make[s] me seal Deeds to convey my Estate to him.” What renders
extortion illegal according to the standard Austro-libertarian account
is that the transfer of money to the highwayman is involuntary. As
a result, although the money physically travels to the highwayman,
title thereto stays with the victim. In other words, victim’s waiver is
void or what comes to the same thing, his consent is invalid. Now the
fact that the highwayman gets hold of the victim’s property without
having title thereto results in a broadly construed theft, appropriation
of another’s property’ or what Murray Rothbard (1998, p.77) calls
an implicit theft. Since theft should be illegal on the free market, so
should extortion.

6 For example, Glanville Williams (1983, p.838) reminds us that as far as English law
is concerned, “[i]t is the offence of extortion at common law for a public officer to take,
by colour of his office, any money or thing that is not due to him.” In turn, California
Penal Code (2006), as reported by Sanford H. Kadish, Stephen J. Schulhofer and Carol
S. Steiker (2007, p.941), defines extortion under Section 518 in the following way:
“Extortion is the obtaining of property from another, with his consent, or the obtaining
of an official act of a public officer, induced by a wrongful use of force or fear, or under
color of official right.”

7 On the crime of appropriation see George P. Fletcher (2000, pp.7-22).
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The crucial step in the above argument concerns the reason for
which extortive exchanges are involuntary and thus result in invalid
title transfers. Generally speaking, this reason can be identified as
acting under duress or coercion. It is the fact that the victim acts
under duress or coercion that renders his actions involuntary and in
consequence invalidates his title transfers. However, and here a pe-
culiarity of the Austro-libertarian account comes to the fore, it is not
(only?) due to the fact that the extortion victim’s will is overborne,
fettered or somehow influenced by threats that the victim’s actions
are involuntary. Rather, it is (also?) a function of the content of the
extortive proposal that renders these actions involuntary. To wit, it
is because the extortive proposal threatens the victim with rights vi-
olation that makes the victim’s actions involuntary. To use Richard
Epstein’s (1975, p.296) pertinent words, the victim’s actions are invol-
untary and his title transfer invalid because “in the case of duress by
the threat of force, B has required A to abandon one of his rights to
protect another.” Thus, as explained by Robert Nozick® (1974, p.262),
under libertarianism:

Whether a person’s actions are voluntary depends on what it is
that limits his alternatives. If facts of nature do so, the actions
are voluntary. (I may voluntarily walk to someplace I would
prefer to fly to unaided.) Other peoples’ actions place limits
on one’s available opportunities. Whether this makes one’s
resulting actions non-voluntary depends upon whether these
others had the right to act as they did.

8 Note, however, that Nozick cannot be classified as a representative of the standard
Austro-libertarian account of blackmail and this is so not only for the reason that he was
not Austrian in his economic thinking. More importantly, in his discussion of blackmail,
Nozick focuses mainly on the question of productivity of blackmail exchanges rather
than on the question of rights. Moreover, exactly due to its unproductivity, he is quite
critical of blackmail legalization.
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And this view is further confirmed by Rothbard who also believes
that whether an action or an exchange is free depends on the question
of property rights. After all, for Rothbard freedom as such is defined
in terms of property rights. As he (2006, p.50) puts it, “[fJreedom is
a condition in which a person’s ownership rights in his own body and
his legitimate material property are not invaded.” Thus, for example,
Rothbard (2009, pp.182—-183) “completely overthrows the basis for
a law of defamation” because “a man has no such objective property”
in his reputation. Rather, “[h]is reputation is simply what others think
of him, i.e., it is purely a function of the subjective thoughts of others.
But a man cannot own the minds or thoughts of others. Therefore,
I cannot invade a man’s property by criticizing him publicly.”

Indeed, analyzing extortion, Walter Block and Gary M. Anderson
(2000, p.546) point out that in the case of extortion “there is no
voluntary exchange” since “the victim’s rights are violated, in that
he must give up something to which he was legally entitled.” And
further they (2000, p.546) elaborate that “[w]hen someone extorts
money from you with the statement ‘your money or your life!” and
you give up the former, you are wronged since you own both.” Thus,
for Block and Anderson (2000, p.545) the highwayman’s proposal
“would not constitute a voluntary contract” because regarding the
threatened consequence, his “right does not exist, since we have no
right to murder other people.” Clearly, one does not have a right to
kill, rape, maim or rob another and since it is and should be “illegal to
murder or rape, it should also be a criminal act to threaten such acts.”
(Block and Anderson, 2000, p.543)

Now Block and Anderson (2000, p.544) draw a very sharp dis-
tinction “between blackmail and extortion, and argues that the former
does, under all circumstances, represent an entirely voluntary trans-
action.” Or as they (2000, p.560) put it in slightly different terms,
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“blackmail per se, the exchange of silence for cash, is an uncompli-
cated voluntary act between consenting adults.” And when they (2000,
p-546) identify the fact that “the victim’s rights are violated” as the
reason for which “there is no voluntary exchange” in extortion, they
(2000, p.546) in turn point out that in the case of blackmail, “[i]n sharp
contrast, when someone threatens ‘Give me money or I reveal your
secret,” you are not wronged since you do not have title to both.” More
specifically, you do not have title to the blackmailer’s forbearance to
exercise his freedom of speech. After all, as pointed out by Block and
Anderson (2000, p.546), while “extortion is the threat to do something
which should be illegal (murder, rape, pillage). .., in blackmail the
offer is to commit the paradigm lawful act (i.e. engage in free speech
or gossip about secrets which embarrass or humiliate other people).”
Thus, ultimately, for Block (1998a, p.281) the difference between
voluntary blackmail and involuntary extortion stems from the fact that
although “[i]n both cases, a threat is made, coupled with a demand
(usually for money, but it might include sexual or other services, etc.),
in the former case, as we have seen, the threat is to do something
licit; e.g., indulge in free speech, where as in the latter, the threat is
anything but legal””®

Hence, the standard Austro-libertarian account of blackmail can
be summarized in the following way. Even though it can be viewed
as a threat, a blackmail proposal does not coerce the blackmailee to

part with his goods or services. It does not coerce the blackmailee

° Note, for example, that Rothbard concurs with this analysis. As he (1998, p.124)
points out, “Smith has the right to ‘blackmail’ Jones. As in all voluntary exchanges,
both parties benefit from such an exchange. Smith receives money, and Jones obtains
the service of Smith’s not disseminating information about him which Jones does
not wish to see others possess. The right to blackmail is deducible from the general
property right in one’s person and knowledge and the right to disseminate or not
disseminate that knowledge.”
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because the threat it involves is legitimate, that is, it threatens the
blackmailee with something he does not have a right against. Or from
a different angle, it threatens the blackmailee with something that the
blackmailer has a right to. Now since the blackmail proposal does
not coerce the blackmailee, his parting with his goods or services is
voluntary. In consequence, the blackmailee’s consent or waiver or
title transfer, if you will, is valid and so the blackmailer acquires not
only the blackmailee’s goods or services, but also the rights thereto.
Accordingly, the blackmailer cannot be considered liable for theft,
be it implicit, explicit or attempted. In sharp contrast, an extortive
proposal involves an illegitimate threat (of something that the victim
has a right against and the offender does not have a right to) and
so coerces the victim, rendering his actions involuntary and thus
invalidating his consent, waivers or title transfers. In consequence,
the perpetrator of extortion acquires the victim’s goods or services
without having the rights thereto and so becomes liable for an implicit
theft (or attempted one if his actions are not carried out to completion).

The standard Austro-libertarian account of blackmail can there-

fore be reduced to the following reasoning:

1. Since blackmail proposals are legitimate (they do not threaten
with rights violations), they do not coerce.

2. Since blackmail proposals do not coerce, the blackmailee’s
actions are voluntary.

3. Since the blackmailee’s actions are voluntary, the blackmailee’s
waivers are valid.

4. Since the blackmailee’s waivers are valid, the blackmailer ac-

quires rights to blackmailee’s goods and services.
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5. Since the blackmailer acquires rights to blackmailee’s goods
and services, blackmail is not an implicit, explicit or attempted
theft.

6. Since blackmail is not a theft (implicit, explicit or attempted),
it is legitimate itself.

We assume the truth of the first premise for the sake of discussion.
We also believe that if the second premise were true, all the steps from
3 to 6 would be true as well. However, we submit that the second

premise is false. Hence, it is to the second premise that we now turn.

3. The revisionist Austro-libertarian account of
blackmail

The standard Austro-libertarian account of blackmail boils down to
the claim that since blackmail proposals are not extortive, that is, they
do not coerce the blackmailee to part with his property or, what comes
to the same thing, they do not threaten the blackmailee with rights
violation so that he has to give up one of his rights, they are legitimate.
This claim can be debunked in two different ways which yet in the
end come to the same thing. The first approach is to argue that even
if blackmail is not extortive, it is still illegitimate under a different
heading. The second approach is to submit that even if blackmail does
not coerce, it still renders the blackmailee’s actions involuntary via
a different route. In this section we take the first approach. In the next
one, the second.

Consider Block and Anderson’s (2000, p.546) aforementioned
typical blackmail formula: “Give me money or I reveal your secret.”
Clearly, this typical formula covers almost infinite number of black-

mail instances (for example, ‘Give me your money or I reveal your
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affair to your wife,” ‘Give me your money or I enter this year’s music
competition’ etc.), so if we show that it can be illegitimate, we will
show—pace Block and Rothbard—that indeed innumerable cases
of blackmail can be illegitimate as well. Now Block and Anderson
(2000, p.546) believe that it is legitimate to make a proposal of this
type because “you are not wronged since you do not have title to
both” and it is only an “offer to commit the paradigm lawful act (i.e.
engage in free speech or gossip about secrets which embarrass or
humiliate other people).” In other words, it is legitimate because it is
not extortive, where “extortion is the threat to do something which
should be illegal (murder, rape, pillage).”

However, assume that the blackmailer does not want to “reveal
your secret.” The only thing he wants, quite typically as it seems, is
your money. So, he leverages the fact that he knows your secret which
you do not want to be revealed to induce you to pay—similarly to
Nozick’s (1974, pp.84—-85) architectonic monstrosity case in which
the blackmailer “has no desire to erect the structure on the land; he
formulates his plan and informs you of it solely in order to sell you
his abstention from it.” In such cases, nothing changes as far as the
extortion/blackmail distinction is concerned, for the blackmailer still
proposes to commit what Block and Anderson (2000, p.546) call “the
paradigm lawful act” of engaging in free speech (and free speech
clearly comprises speaking as well as abstaining from speaking) or
building on his own land (and private property rights to land equally
clearly comprise rights to build as well as to abstain from building on
the land). And indeed, Block and David Gordon (1985, p.49) admit
that “[i]t is difficult to see... why “unproductive’ exchanges, in this
sense, ought to be prohibited or singled out for special regulations.”
Alas, there is a pretty straightforward Austro-libertarian reason why

they ought to.
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For note that in such cases the blackmailer deceives the black-
mailee about his intentions. Even though he proposes to reveal a secret
or to build a monstrosity, he does not intend to do so. He intentionally
misrepresents crucial facts about his plans, purposes or, if you will,
mental states (desires and intentions to reveal a secret etc.) in order to
deprive the blackmailee of his money and to acquire it himself. This
is already an attempted fraud. And if the blackmailer successfully in-
duces by such an intentional misrepresentation the blackmailee to part
with his property, it is a completed crime of fraud, period. There is (1)
the actus reus of fraud in the shape of the blackmailer making a false
representation of the blackmailer’s mental state, thereby deceiving
the blackmailee about the said mental state and inducing or causing
him to part with his property, accompanied by (2) the mens rea of
fraud in the shape of making the false representation knowingly (re its
falsehood) while intending to deceive the blackmailee and to deprive

him of his property.'” Hence, we can conclude, in a nutshell, that any

10 Compare, for example, (Regina v. Théroux, 1993) 2 S.C.R. 5, where the court
identifies the actus reus of fraud as an act of “deceit, falsehood, or some other dishonest
act” which “consequence is depriving another of what is or should be his” while the
accompanying “mens rea would then consist in the subjective awareness that one was
undertaking a prohibited act (the deceit, falsehood or other dishonest act) which could
cause deprivation in the sense of depriving another of property or putting that property
at risk. If this is shown, the crime is complete.” Even more pertinently, compare the
(Fraud Act 2006, n.d.) of the Parliament of the United Kingdom, section 2 (Fraud by
false representation):
1. A person is in breach of this section if he—

(a) dishonestly makes a false representation, and
(b) intends, by making the representation—
i. to make a gain for himself or another, or
ii. to cause loss to another or to expose another to a risk of loss.

2. A representation is false if—

(a) itis untrue or misleading, and
(b) the person making it knows that it is, or might be, untrue or misleading.
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blackmailer (such as, for example, Nozick’s monstrosity builder) who
says anything that falls under Block and Anderson’s (2000, p.546)
generic formula “Give me money or I reveal your secret” while not
being keen on executing his threats, commits a crime of fraud.!!
Now Austro-libertarians are as much against fraud as they are
against extortion, for they both are kinds of implicit (attempted or
completed) theft. Thus, for example, Rothbard (1998, p.77) argues
that invasion of private property “may include two corollaries to ac-

tual physical aggression: intimidation, or a direct threat of physical

3. “Representation” means any representation as to fact or law, including a repre-
sentation as to the state of mind of—

(a) the person making the representation, or
(b) any other person.

' An anonymous referee of this journal put some strain on our present argument by
inviting us to consider a scenario in which a car dealer makes the following proposal
to his potential customer: “Pay me $20,000 and I will give you a car. Don’t pay me
$20,000 and I will not give you the car.” The customer decides to not pay the $20,000,
but the car dealer gives him the car anyway (and planned to do so regardless if the
customer paid him or not). Is this an attempted fraud since the car dealer gave the car
when he said he would not do so? And further: Should the customer be free to accept
the car? Should the car dealer not be free to give the car for free since he said he would
not? By the same token, should the blackmailer who never intended to reveal secrets
be punished? Should the blackmailee be free to accept the silence for free? Should the
blackmailer not be free to not reveal secrets for free since he said he would not? Now
this ingenious thought experiment of the referee is supposed to provide a reductio ad
absurdum of our argument, for we have a strong intuition that the car dealer does not
do anything wrong. However, if he commits no wrong, neither does the blackmailer
and our argument is debunked. One response to this challenge is to point out that in
normal circumstances the customer is not caused to pay $20,000 for the car simply by
the car dealer saying that otherwise he will not give it to the customer and thus there
is no actus reus of fraud. But since the customer is not normally caused to part with
his $20,000 by the car dealer simply saying this, then saying this does not seem to
constitute coming to a dangerous proximity of causing such a deprivation and so is not
sufficient for the actus reus of attempted fraud either. Once this is established, answers
to other questions follow quite straightforwardly.
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violence; and fraud, which involves the appropriation of someone
else’s property without his consent, and is therefore ‘implicit theft’.”
And further he asks: “Under our proposed theory, would fraud be
actionable at law? Yes, because fraud is failure to fulfill a voluntarily
agreed upon transfer of property, and is therefore implicit theft.” (Roth-
bard, 1998, p.143) Also in other places Rothbard expresses a similar
view about fraud, for he (2009, p.803) believes that “[t]he purely free
market is, by definition, one where theft and fraud (implicit theft)
are illegal and do not exist.” After all, as he (Rothbard, 2011, p.216)

3

explains, “a ‘free market’ necessarily implies total respect for and
protection of private property... This implies not only a cracking
down on assault and murder, but also on all forms of theft and fraud.”
Thus, Rothbard (2009, p.184) contends that we should “exclude both
explicit violence and the implicit violence of fraud from our definition
of the free market—the pattern of voluntary interpersonal exchanges.”

By the same token, Block (1998a, p.294) also claims that “fraud
is equivalent to theft” and to this effect references the above quoted
passages from Rothbard (1998, pp.77-78). According to Block, this is
so both in special cases of fraud such as, for example, counterfeiting
or false witness, and in fraud per se, regardless of its specific subject-
matter. Thus, when he (2015, p.38) probes the relation between the
Ten Commandments and the libertarian Non-Aggression Principle
(NAP), Block intimates that the biblical prohibition of bearing false
witness could also find its place in the libertarian penal code qua fraud
prohibition. As he (2015, p.38) puts it, “[m]urder, stealing, and false
witness (fraud) are explicitly prohibited by libertarian law.” In turn
writing about counterfeiting, he (2018, p.99) submits that “counterfeit-
ing is a special case of fraud. .. This special case of fraud constitutes
theft, just as fraud in general does.” Now of course this anti-fraud
stance stems from Block’s (2004, p.275) belief that “libertarianism is
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a deontological theory of law. .. [where] [p]roper legal enactments are
these that support this basic premise (e.g. prohibitions of murder, rape,
theft, fraud, etc.)”. Or as he (1998b, p.1889) explains it in a different
place, in “libertarianism. .. the only improper human activity is the
initiation of threat or force against another or his property” while “[t]o
prevent murder, theft, rape, trespass, fraud, arson, etc., and all other
such invasions is the only proper function of legal enactments.”

It is therefore clear that Austro-libertarians believe that fraud
should be illegal. However, when juxtaposed with the above analysis
of blackmail, this belief puts them in the following predicament. The
blackmailer who does not intend to execute his otherwise legal threats
and is only after the blackmailee’s money does not commit extortion,
but he does commit fraud. Since fraud is illegal under libertarian
law, so should any blackmail that is perpetrated without intention
to execute its otherwise legal threats. To put it as transparently as

possible:

P;: Fraud is illegal under libertarian law.
P,: Blackmail (without intention to execute its threats) is fraud.
C: Blackmail (without intention to execute its threats) is illegal under

libertarian law.

Yet, Austro-libertarians, including the most prominent ones, that
is, Rothbard and Block, want to “legalize blackmail.” (see Block,
2013) This position, as far as it pertains to blackmail without intention
to execute its threats, clearly fails to account for the possibility of
blackmail being fraud and so to cohere with their own stance on fraud.
That they do not see it can only be explained by what Judith Jarvis
Thomson (1990, pp.25-33) called “failing to connect.”!? Thus, once
presented with the proper connection between blackmail and fraud,

12 Thomson quotes here Edward Morgan Forster (1941) as the author of the term.
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they should withdraw their support for the legalization of (this sort of)
blackmail, for the legalization of fraud as such would have much more
profound and far-reaching consequences for the libertarian theory of
justice than opposing legalization of blackmail and since there is
no third way, they should oppose legalization of blackmail. Hence,
they should embrace what we called a revisionist Austro-libertarian
account of blackmail. It is revisionist because it proposes that (a)
blackmail without intention to execute its threats should be illegal
and that (b) this sort of blackmail is better subsumed under fraud than
extortion. It is nonetheless Austro-libertarian because it acknowledges
that (c) blackmail proposals do not coerce and that (d) fraud should
be illegal. It basically connects these dots, as the standard Austro-
libertarian account fails to do.

4. The logic of the Austro-libertarian ban on fraud

Now let us turn to the second way of debunking the standard Austro-
libertarian account of blackmail, that is, to the claim that even if
blackmail does not coerce, it still renders the blackmailee’s actions
involuntary via a different route. In other words, let us try to demon-
strate that from the fact (assumed for the sake of discussion) that the
blackmailer does not (due to the legitimate nature of his threats) co-
erce the blackmailee, it does not follow that the blackmailee’s actions
are voluntary.

As pointed out by Michael S. Moore (1984, p.85), beginning
with Aristotle’s Nicomachean Ethics, human actions have always
been deemed “involuntary when they are performed (a) under com-
pulsion, (b) as the result of ignorance.” (Aristotle, 1955, p. 77
[Book III, Chap. I, 1110a]). Compulsion assumes either a form of
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necessity when a natural threat of, say, a sudden tempest compels
a captain to jettison cargo in order to save the ship or a form of duress
or coercion, if you will, when a human threat of, for example, death
compels a man to hand his money to a robber. One peculiarity of
Austro-libertarianism is that it rejects the claim that necessity com-
pels in a way that can justify or excuse property rights violations or
invalidate title transfers. Another peculiarity of Austro-libertarianism
is that it believes that only illegal threats, that is, proposals of rights
violations, compel in a way that can invalidate consent (although it
is not clear whether such illegal threats can also excuse or justify
violations of the third party’s property rights). As we saw above, it is
ultimately for this reason that Austro-libertarianism contends that only
extortion should be prohibited whereas blackmail should be legal.
However, as we also saw above, Austro-libertarians believe that
fraud should be illegal despite the fact that there is no illegal threat
involved in it. For instance, Rothbard (1998, p.77) explicitly distin-
guishes a “threat of physical violence; and fraud, which involves the
appropriation of someone else’s property without his consent” and
Block (2015, p.38) links the biblical prohibition of bearing false wit-
ness with the libertarian prohibition of fraud. Thus, it stands to reason
to say that fraud must affect consent in some other way than via threat
or coercion and that this way has something to do with the falsehood
of the representation made by the offender. Indeed, as pointed out by
Hillel Steiner (2019, p.100), it is most natural for libertarians to try
to oppose fraud by taking the second Aristotelian route, that is, the
route of ignorance or mistake. As Steiner (2019, p.100) puts it, for an
exchange to be valid, there must be a title transfer between the parties
and “[f]or that waiver-generated transfer to be normatively valid—for
the waiver to effect the transfer of the right in question—it is neces-

sary that it be done voluntarily.” Since coercion is here beside the
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point, it is therefore sufficient for the preservation of this voluntariness
condition that the transferee, to put it in Steiner’s (2019, p.100) own
words, “is not falsely informed, or what I'll simply call ignorant. ..
The buyer’s waiver, to be normally valid, must also be performed non-
ignorantly. And the duplicity of the fraudulent seller is held to defeat
that condition.” Hence, it is the ignorance of the defrauded party that
accounts for the fact that his consent is invalid or as Rothbard (1998,
p-77) puts it, that “fraud. .. involves the appropriation of someone
else’s property without his consent.”

Certainly, if the defrauded party knew that, for example, a car
he was buying was a lemon, he would not have bought it. It is only
because he thought that the car is in good condition that he decided to
purchase it. Unfortunately, he was deceived and thus ignorant about
the crucial fact, that is, the car’s poor condition. Accordingly, he did
not know what he was really buying. He thought he was purchasing
a good car while what he was getting was a lemon. Therefore, if
he consented to anything at all, it was to exchange his money for
a different car than the one he actually got. For the latter, he did not
consent to pay. Hence, now the other party has his money without
his consent. This is an implicit theft, for although the offender did
not take the money himself, it was handed to him without the title
travelling therewith and so he now has the money without any rights
thereto.

By the same token, if the blackmailee knew that the blackmailer
had no intention to reveal his secrets, he could have decided not to pay
him. It is only because he thought that the blackmailer would reveal
his secrets that he chose to pay him. In a sense, the blackmailee paid
for what he already had. If he knew that he was paying for what he
already had, he most likely would not have paid for it. Or still in other

words, it was a crucial fact for the blackmailee that the blackmailer
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was willing to reveal his secrets. As it turned out, he was deceived
and so mistaken about this crucial fact. Thus, he did not know what
he was paying for. He thought he was paying for x while what he
was getting was y. Hence, if he voluntarily and validly consented to
anything at all, it was to paying for x, not for y. He decidedly did not
consent to exchange his money for y. For this purpose, his waiver-
generated title transfer was invalid. Accordingly, the blackmailer got
the blackmailee’s money without his consent. This is an implicit theft,
for even though the offender did not take the money himself, it was
transferred to him without proper waiver-generated title transfer and
so he now enjoys the money without having any title thereto.

We can therefore see that it is not true—contra what the standard
Austro-libertarian account of blackmail claims in the second step of

its case for the legalization of blackmail—that:

(2) Since blackmail proposals do not coerce, the blackmailee’s

actions are voluntary.

It is not true because even though the blackmailee is indeed (by as-
sumption) not coerced, his actions are nonetheless involuntary due
to his—induced by the blackmailer—mistake or ignorance. In conse-
quence, nothing that follows from (2) can be true either. Thus, it is

likewise not the case that:

(3) Since the blackmailee’s actions are voluntary, the blackmailee’s
waivers are valid.

(4) Since the blackmailee’s waivers are valid, the blackmailer ac-
quires rights to blackmailee’s goods and services.

(5) Since the blackmailer acquires rights to blackmailee’s goods
and services, blackmail is not an implicit, explicit or attempted
theft.
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(6) Since blackmail is not a theft (implicit, explicit or attempted),

it is legitimate itself.

No, blackmail (without intention to execute its threats) is fraud and as
such it is neither legitimate nor should it be legalized.

5. Conclusions

In the present paper we examined the standard Austro-libertarian
account of blackmail. According to this account, blackmail should
be legal because the blackmailer’s threat—in contradistinction to
the extortionist’s threat—is in itself legal and so does not coerce
the blackmailee. In consequence, the blackmailee’s property trans-
fer is voluntary and valid and the blackmailer does not commit any
theft by acquiring it. Against this account we argued that even if the
blackmailer’s threat does not coerce, it does not follow that the black-
mailee’s property transfer is voluntary and valid. Or in other words,
even if blackmail cannot be subsumed under extortion, it does not
follow that it cannot be subsumed under some other crime. Indeed, as
we demonstrated, in the case of blackmail which is not accompanied
by the blackmailer’s intention to execute his threats, the blackmailee
is deceived by the blackmailer about the latter’s mental state and thus
ignorant about the crucial fact regarding the service he is buying.
Accordingly, even though the blackmailee is not coerced to pay, his
title transfer is involuntary and invalid due to ignorance. Likewise
and for the same reason, blackmail which is not accompanied by the
blackmailer’s intention to execute his threats can be viewed as the one
in which the blackmailer intentionally deceives the blackmailee about
his mental state and induces him by this intentional misrepresentation

to part with his property. This is fraud. Thus, even if blackmail cannot



104 tukasz Dominiak

be subsumed under extortion, it can nonetheless be subsumed under
fraud. As such, it is illegitimate even by Austro-libertarians’ own
lights and so should not be legalized.
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On the philosophy and logic of
human action: A Neo-Austrian
contribution to the methodology of
the social sciences

Michael Oliva Cérdoba
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Abstract
Philosophical action theory seems to be in pretty good shape. The
same may not be true for the study of human action in economics.
Famous is the rant that the study of human action in economics gives
reason to tremble for the reputation of the subject. But how does this
come about? Since economic action is about action, the broader study
must surely have a strong impact on the more specific field. The paper
sets out, from the ground up, how an essential concept in economic
theory—the concept of competition—can fundamentally benefit from
insights derived exclusively from analytical action theory broadly con-
ceived. In doing so, the paper delivers on an old Austrian promise: it is
sometimes claimed that Austrian economists understand competition
better than most economists. This may be a bold claim, since Austrian
economists have neither traced the understanding of subjectivity to its
very origin (the theory of intentionality), nor have they traced their
sympathy for methodological individualism in relation to market pro-
cesses to its very ground (the theory of (human) action). This paper
aims to fill this gap. Moreover, by grounding an Austrian view of
competition in analytic action theory, it succeeds in avoiding the seri-
ous problems of the dominant equilibrium approach. By explaining

competition as rivalry, the paper draws on the philosophy and logic
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of human action to bring the (economic) agent back into play. In this
way, a case is made for an integrated view of Austrian theory as an

amalgam of Austrian economics and analytic action theory.

Keywords
competition, rivalry, equilibrium theory, action theory, subjectivism,
Ludwig von Mises.

1. Introduction

n the last century, much attention has been paid to the philoso-
Iphy and logic of human action. Milestones in its development
were Anscombe’s Intention (1957), Davidson’s “Actions, reasons and
causes” (1963) and von Wright’s Explanation and understanding
(1971). Anscombe sought to highlight the knowledge basis that must
be invoked when attributing an action to someone. Davidson defended
the claim that action explanations are a kind of causal explanations.
Von Wright pointed out that explanations in history and the social
sciences take very different forms. These studies arguably shaped
the form of the philosophical discipline now known as action the-
ory. They triggered a multitude of philosophical contributions that
eventually broadened the perspective on the philosophy and logic of
human action to encompass approaches as diverse as critical reviews
of ancient problems (such as the problem of weakness of will, cf.,
e.g., Mele, 2010; Walker, 1989; Davidson, 2001) and contemporary
concerns about normative aspects of reason-based approaches (such
as patient autonomy in medical ethics and related problems, cf., e.g.,
Zambrano, 2017; Flanigan, 2016; Jennings, 2009). Thus, the stream
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became a river, and the river became an ocean. Today, there is no
denying that action theory is in pretty good shape. Of course, there are
controversies and difficulties in action theory, as in all other scientific
disciplines. But there is a solid consensus on the phenomena to be ex-
plained, there are paradigmatic theories that are referred to again and
again, and there are classic contributions that offer points of contact
for old insights and new debates. Although there are specialists in the
field, philosophical action theory is by no means marginalised. Even
theorists who do not specialise in action theory acknowledge its rele-
vance for practical disciplines without hesitation. Philosophers of any
provenance also usually have more than a hunch that the relevance
of action theory must somehow spill over into the social sciences
themselves. And last but not least: Being a philosopher of action is
neither leftist, centrist or rightist. It has no hidden or obvious implica-
tions for your ideology, political and moral views or creed. So, it is
safe to say that as a scientific discipline, theory of action is a decent,
well-established and worthwhile subject to study.

In the social sciences, and especially in economics, this seems to
be different. Apart from occasional lip service, the study of human
action does not seem to have a high priority in economics. This is
especially true for praxeology, the most comprehensive and com-
plete economic approach towards the study of human action, which
emerged from the Austrian school of economics. Praxeology has
antedated philosophical action theory by about a quarter of a cen-
tury. Unlike philosophical action theory, however, praxeology was not
particularly well-received. One gets the impression that the study of
praxeology is seen as a trivial, partisan, dogmatic or shadowy endeav-
our. Some economists openly toy with the idea that praxeology is not
a scientific enterprise at all. The picture is emerging that the study of

human agency in economics is considered to be a serious threat to the
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respectability of economic theory. But how can the study of human
action in economics, as Paul Samuelson once put it (1964, p.736), give
“reason to tremble for the reputation” of the subject, when economics
is, as Alfred Marshall (1890, p.1) famously observed, “a study of
mankind in the ordinary business of life” and a study of “individual
and social action”?

The present paper is intended to help to resolve this tension and
to make a new attempt at justifying the importance that the study
of human action can have for the social sciences and for economics
in particular. This will be done by tracing economic problems, es-
pecially the problem of competition, back to their action-theoretical
foundations. A welcome side effect will be a belated rehabilitation of
the research programme that has unjustly brought Ludwig von Mises
and the Austrian School of Economics into disrepute in the social
sciences: If Mises’ praxeology is ultimately interpreted as merely an
early variant of what analytical action theory does in philosophy, then
there is no reason to worry about the foundations of economics, quite

the opposite.

2. The need for a better understanding

The contrasting views of Marshall and Samuelson make it clear that
something is fundamentally wrong with economists’ understanding
of the basics of their science. What has gone wrong? As always, the
explanation is complex. I can only hint at a few elements. Certainly,
the rise of socialism to scientific respectability in the early 20" century
played a role. It raised hopes of the feasibility of a supposedly superior
system of objective central planning, freed from the arbitrariness of

consideration for the individual. The same applies to the missionary
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impetus of the Vienna Circle. Even if some of its members liked to
think they could keep their scientific work separate from their political
goals, Otto Neurath being a prominent exception (cf. Richardson,
2009, p.23; Carnap, 1963, p.23), the strong socialist undercurrent
ensured a remarkable anti-individualist tendency. Thus, the positivist
view of science triggered by the Vienna Circle and the astonishing
advances in the natural sciences led to a view that was incompatible
with a subjectivist and individualist understanding of society and
its sciences. No wonder many thinkers were tempted to align the
social sciences with the natural sciences and mathematics. They still
are today. The last element, but not the least, was the triumphant
emergence of equilibrium theory. It gradually led to a transformation
of economic theory as a whole. Contrary to its original intention,
positive economics ultimately developed into a normative enterprise.
And as positivism, naturalism and normativism gained more and more
influence, a tendency towards objectivism seemed more and more
inevitable.

All these issues have been discussed elsewhere. They have con-
tributed significantly to the diminished importance of the study of
human action in economics. Consequently, they led to the marginal-
isation of Austrian economics to the point where it was declared
dead and mentioned only in historical retrospect. On this occasion,
however, I do not want to go into this research. The reason is that
it is not entirely clear whether the study of action in economics is
really best placed in the mainstream of the Austrian school of eco-
nomics, at least in its present state. To be sure, there is no doubt that
the Austrian school of economics openly professes subjectivism, the
central element in explaining human action. In the words of one of its
most important representatives, Israel Kirzner, ,,the Austrian school

is usually and quite correctly identified with subjectivism. Subjec-
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tivism in economics means that Austrian economists are convinced
that the regularities in economic life [...] can be understood only
by focusing analytical attention on individual actions* of the human
agent (Kirzner, 2016, p.2:12). But this concession seems half-hearted
in more ways than one.

First, what Kirzner calls the “modern version of subjectivism”
aims to find a middle ground between the “flawed subjectivism of
Menger” and the “nihilistic conclusions” of the Shackle-Lachmann
view (Kirzner, 1995, pp.14, 19; cf. Lachmann, 1982). This modern
Austrian view thus rejects both Menger’s “heritage” of perfect knowl-
edge' and the idea of the radical spontaneity of choice. But while the
first rejection is fully justified, the second is not. Denying the “radical
spontaneity of choice” comes dangerously close to denying the essen-
tial autonomy of the agent. From the point of view of action theory,
then, it remains a mystery how the individual actions of the acting
individual can be given the full weight they deserve without accepting
much of what Kirzner calls “nihilistic conclusions”. Therefore, one
would really hope that “Lachmann’s influence on modern Austrian
economics” would be “underappreciated” and that his positions “es-
pecially [on] subjectivism” would be “the dominant positions within
the school” (Storr, 2019, p.63). Unfortunately, however, this may be
an overly optimistic assessment.

Second, and more importantly, Kirzner’s Austrian commitment to
subjectivism underlines the importance of subjectivism in economics

and the economisation of human action without really analysing sub-

>

! (Kirzner, 1995, pp.14 & 16) seems to assume such a “legacy of perfect knowledge’
and I will not dispute that: “We have seen the central subjectivist thrust of Menger’s
vision. And we have seen the incompleteness of that vision (in its assumption of
the normalcy of perfect knowledge.). [...] We shall [steer] clear of [...] the incom-
pleteness in Menger’s view (which led to the death of subjectivism in mainstream
microeconomics).”
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jectivism and human action in sufficient detail. Kirzner’s “modern
Austrian subjectivism” proceeds as if the differentia specifica can
be understood without understanding the genus proximum. It treats
subjectivism in economics and the economisation of human action as
simple concepts whose meanings do not need to be broken down into
their conceptual components. It seeks to redeem Ludwig von Mises’
claim that economics is grounded in the theory of (human) action, but
shies away from going beyond the boundaries of economic theory.
And since it deals only with subjectivism in economics, it is silent on
the nature of subjectivism itself.

Mises’ assertion that economics is grounded in action theory was
naturally quite disturbing to his fellow economists, even to some
Austrians. One can understand why: reductive claims of this mag-
nitude are rarely met with enthusiasm, especially by those whose
discipline is subsumed under another. Consider the resistance that the
positivist credo of the unity of the sciences met with in some natural
sciences. Chemists and biologists usually pay lip service at best to
the assumption that they are really concerned with physics. However,
Mises’ rallying cry found at least some support. The sociologist Al-
fred Schiitz, a long-time member of Mises’ private seminar in Vienna
(Prendergast, 1986, p.5ff), echoed it: ‘All social phenomena can be
traced back to actions of agents in the social world, which in turn
can be observed by social scientists’ (Schiitz, 1996, p.96; cf. Schiitz,
1953, p.26; Kurrild-Klitgaard, 2001, p.122). In order to give more
substance to the claim that the social sciences, especially economics,
are based on action theory, this paper will focus on the two aspects
that have not yet received all the attention they deserve. We will focus
on a more general and thorough understanding of subjectivism and
human agency. Subjectivism in economics and the economic aspects

of human action will then emerge only as special cases.
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It is clear that these investigations must be carried out indepen-
dently of what they are later applied to. The impatient reader may
therefore get the impression of a somewhat lengthy diversions. How-
ever, since this is a paper on proper foundations, there is no alternative
to starting from scratch. Our reward will be a picture of what the study
of human action can contribute to the study of the social sciences.
A systematic and integrated approach will be outlined, showing what
the philosophy and logic of human action can contribute to the social
sciences at large and economics in particular. It will also show that
it can contribute in this way without compromising the rigour, rich-
ness, and seriousness it deserves as the decent, well-established and
worthwhile field of study that it is.

3. The subjective and the objective: A fundamental
distinction?

We can only understand subjectivism if we understand the subjective.
Starting from scratch means going beyond economics and social
sciences. Therefore, a more fundamental science, i.e., philosophy, will
be our guide. There, the distinction between the subjective and the
objective has a very long tradition. The terms go back to Aristotle’s
Categories. In his translation, Boethius (cf. Minio-Paluello, 1961,
5:22; Aristotle, 1938, Cat. 1a20) uses the Latin word subiectum as
a counterpart of the original Greek Vmoxewpwévarv (hypokeimenon, the
“underlying thing”’). However, our modern understanding of these

terms dates back only to the early modern period. The distinction

2 For a more detailed discussion of the following cf. my forthcoming paper “Subjectiv-
ity and objectivity. Intentional inexistence and the independence of the mind”.
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they mark as a pair of opposites is usually described as a kind of
mind-(in)dependence. As mathematician and logician Gottlob Frege
put it:

If we say “The North Sea is 10,000 square miles in extent”
then neither by “North Sea” nor by “10,000” do we refer to
any state of or process in our minds: on the contrary, we assert
something quite objective, which is independent of our ideas
and everything of the sort. (Frege, 1953, p.34)

This understanding is echoed time and again:

An element in some subject-matter conceptions of objectivity
is mind independence: an objective subject matter is a subject
matter that is constitutively mind-independent. [...] By con-
trast, minds, beliefs, feelings, [...] are not constitutively mind-
independent, and hence not objective, in this sense (Burge,
2010, p.46).

So, according to the common view, the objective is objective insofar as
it is independent of the mind, and the subjective is subjective insofar
as it is not. But what exactly are the elements that make the subjective
and the objective independent or dependent?

There are two paths open to us, the cognitive and the attitudinal.
The cognitive way describes the element as a perspective or a point
of view. To take a subjective attitude towards something would be to
look at it from a particular perspective: the individual perspective of
the subject. To take an objective attitude towards something would
be not to look at it from a particular perspective. In this way, it has
become popular to distinguish the view from somewhere against the
view from nowhere (cf. Nagel, 1979). The most important metaphor
of the cognitive path is the metaphor of the eye and what and how it

sees. A powerful metaphor indeed, but ultimately not a very helpful
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one: surely there can be no looking from nowhere. Therefore, we had
better explore the other path, i.e., the path of attitude. In doing so,
we implicitly acknowledge the importance of the intentional. This is
what the Austro-German philosopher Franz Brentano considered to
be the very characteristic of the mental (see, e.g., Crane, 1998; 2001;

2013). Brentano’s much quoted illustration reads:

Every mental phenomenon is characterized by what the
Scholastics of the Middle Ages called the intentional (or men-
tal) inexistence of an object, and what we might call, though
not wholly unambiguously, reference to a content, direction
toward an object (which is not to be understood here as mean-
ing a [real] thing), or immanent objectivity. Every mental
phenomenon includes something as object within itself, al-
though they do not all do so in the same way. In presentation
something is presented, in judgement something is affirmed or
denied, in love loved, in hate hated, in desire desired and so on.
[...] This intentional inexistence is characteristic exclusively
of mental phenomena. No physical phenomenon exhibits any-
thing like it. We can, therefore, define mental phenomena by
saying that they are those phenomena which contain an object
intentionally within themselves. (Brentano, 2009, p.68; orig.
Brentano, 1874, emphasis added)

It is this passage where Brentano rediscovers the intentional. Eventu-
ally, this discovery led to the development of the theory of proposi-
tional attitudes. This is because in natural language we are familiar
with a common feature that pretty much shows what Brentano took
to be the defining feature of the mental: We recall that in natural lan-
guage we very often attribute propositional attitudes to persons: We
say, for example, that Tom believes that the earth is flat, or that Dick
wants the man in the doorway to stop staring at him, or that little Harry

hopes that Father Christmas will come to visit next Christmas. Be-
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lieving, wanting and hoping (and others) are propositional attitudes;
they are mental states or events attributed by reference to a person
experiencing the mental state or event and described by (the nomi-
nalisation of) a sentence within the scope of an appropriate attitude
verb. That’s a lot of new vocabulary to learn, of course, but despite the
new jargon it is not sophistry. It is a natural feature of humans to have
propositional attitudes, and it is a natural feature of language that they
can be expressed in natural language. Propositional attitudes are not
sophisticated theoretical gimmicks, but part of the cognitive toolbox
with which humans encounter the world. And, very importantly in
this context, propositional attitudes have that very important feature
of intentionality. This is the link to Brentano. For as the examples
illustrate, someone can be in such a state of mind that it can be correct
to attribute a certain propositional attitude to him, even if the object
given in the attitude does not exist or is not as the subject imagines
it. The earth is not flat, there is no Father Christmas, and sometimes
we mistake a reflection of ourselves for something or someone else.
Nevertheless, Tom can believe that the earth is flat, Harry can hope
that Father Christmas will come to visit next Christmas, and Dick can
want the man at the door to stop staring at him. So, attitudes can have
a “real” object, but they don’t have to. You could say they provide
an “internal” or “intentional” object. Or, as philosophers choose to
express it, intentional objects are inexistent, (propositional) attitudes
display intentionality.

2 For the sake of simplicity, I will refrain from adding “propositional” in the following
where no misunderstandings are to be expected. In general, however, I have no other
attitudes in mind in this work than propositional ones. Moreover, for what could
theoretically be called subpropositional attitudes (like, e.g., making reference to an
object) I would argue that these are only partial aspects in which one can regard
“fully-fledged” or “complete” propositional attitudes and not a separate category of
attitudes in their own right.
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The intentional inexistence of objects and, by extension, that
of attitudes is what best illustrates the attitude’s intentionality (cf.
Simons, 2009, p.xvi). It is also what constitutes the subjective. By
providing an intentional object, attitudes bring out the subjective view
of the individual who holds the attitude. Put differently: By describing
attitudes, we describe the peculiar view that Tom, Dick and Harry
have of the earth, the man in the door and next Christmas. We are
describing their subjective perspective. Thus, we have an explanation
of subjectivity that both makes the metaphor of the eye superfluous
and is able to incorporate it: The cognitively subjective is subjective if
and insofar as it is grounded in the attitudinally subjective. The mind-
dependence that explains the subjective turns out to be a dependence
on the attitudes of the individual. The objective is thus objective
because it is independent of the attitudes of the individual, and the
subjective is subjective because it is not. So, all’s well that ends well:
The cognitive path leads to the attitudinal path, and the attitudinal
path leads to the correct understanding of the matter.

In closing, let us illustrate the specificity of both subjectivity
and individuality in a more formal way. To do this, we use the basic
language of modern attitudinal logic along the lines proposed in
(Hintikka, 1962) and explained, for example, in (Ditmarsch et al.,
2015, p.7). Let us extend it to apply to attitudes in general, using “A,”
as a proxy for any adequate form of an attitude operator, e.g., “B,” for
“x believes that”, “F,” for “x fears that”, and so on. Note that what “A,”
is representative of involves the expression of an attitude subject and
takes an indicative sentence as an argument (p). We can now express

that subjectivity lies in the following fact of mutual non-entailment:
(Subjectivity)

() p A, V4

(ii) Acp¥Fp



On the philosophy and logic of human action... 119

Thus, from the fact that Columbus discovered America (p), it does
not follow (¥) that he believed he discovered America (B, p). Nor
does it follow () from the fact that George VI did not want to follow
his brother to the throne (W, p) that he did not follow his brother
to the throne (p). No special knowledge of early modern or modern
history is needed to see this. It is already analytically contained in our
understanding of behavioural verbs. By extension, we can characterise
individuality by the following fact of intrapersonal non-entailment

(for x # y, of course):

(Individuality)
@) Acp¥ Ayp
(i) ApFEAp

From the fact that Cleopatra (x) feared being brought to Rome and
paraded in the streets as part of Octavian’s triumphal procession (F,
p), it does not follow () that Octavian (y) feared bringing Cleopatra
to Rome and parading her in the streets as part of his triumphal
procession (F, p). Nor does it follow from the fact that Odysseus
hoped that the Trojans would drag the wooden horse to their city
(H,, p) that Laocoon hoped this (H, p). Again, all that is required is
a proper understanding of the corresponding verbs. So, in the end,
mind-independence amounts to mutual non-entailment.’

Let us summarise: One’s attitudes are independent of both the
world at stake and the attitudes of others. We happen to have stumbled
upon the fact that the subjective-objective gap is, from a certain point
of view, simply the gap between mind and world. What is subjective
is subjective because it depends on someone’s attitudes. What is
objective is objective because it does not depend on anyone’s attitudes.

3 In my “Subjectivity and objectivity” I argue it is even stronger and comprises causal
independence as well.
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Certainly, more could be said about the subjective, the objective and
their distinction. But none of what has been said could be a sound
insight into the matter if it were not ultimately based on this. So
basically, we have just based the subjective-objective distinction on
the unique mental feature of intentionality, i.e., intentional inexistence.
We must leave it at that, however, because we need to move on quickly

to the next topic, the topic of (human) action. To this I turn now.

4. Foundations of action theory

We have understood what the subjective is: it is what we understand to
be dependent on a person’s attitude. Now we need to understand what
action is. Our everyday talk about our actions will serve as a guide.
Using the long-established method of variation, we can identify the
underlying basic categories of action in what the average person
would regard as accounts of action. This sort of corpus analysis is ba-
sically best practice among logicians, semanticists and linguists. They
all use this method when defining basic categories via distribution,
even if they apply it to different domains (see, e.g., Burton-Roberts,
2016, p.46; Tallerman, 2015, p.34; Lewis, 1970, p.20ff; Lyons, 1968,
p-147; Ajdukiewicz, 1935, p.3; Husserl, 1913, p.242; all anticipated
by Frege, 1891; Engl. transl. Frege, 1960, p.189; and Plato, 1921,
[ Sophist 261d-262e]).

Our starting point is that accounts of action, when properly or-
dered, are substitution instances of each other. This is true across

contexts, styles and registers. So

3 For more detailed discussions, please refer to my book Analytical Action Theory,
Fundamentals and Applications [in German], forthcoming from Academia-Verlag,
Baden-Baden.
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(1) Peter eases the jib because he thinks that will stop the main

from backing (and he wants it to)*

and

2) Oedipus married Jocasta because he wanted to ascend the
throne of Thebes (and thought he would if he did).

can be understood as resulting from each other by substitution salva
congruitate. That means that the substitution of an appropriate non-
logical part of speech with a categorically equivalent one does not
transform an account of action into something that would not count
as such. Of course, substituting “Oedipus” in (2) with “Peter” from
(1) or “wanted to ascend the throne of Thebes” in (2) with “wants to
stop the main from backing” in (1), etc., may turn a correct action
report into one that is most likely false. However, since we are not
concerned with truth, but only with logical form, conceptual structure,
and, ultimately, understanding, this difference does not matter. On the

contrary, it gives us the canonical form of action reports (A):

(A) X -s because x wants that p & x believes that x ¢-s — p

This rendering now brings our logico-linguistic approach to
fruition. For (A) manifests, understood distributively, the basic cat-
egories of action. We can thus distinguish the formal categories of
agent, doing, wanting and believing in the following way: We take
an agent to be whatever is made reference to by an appropriate sub-

stitution instance salva congruitate in the argument place indicated

4 Natural language is quite economical, cf. (Davidson, 1963, 6f.): “[I]t is generally
otiose to mention both, If you tell me you are easing the jib because you think that
will stop the main from backing, I don’t need to be told that you want to stop the main
from backing; and if you say you are biting your thumb at me because you want to
insult me, there is no point in adding that you think that by biting your thumb at me
you will insult me” (emphasis added).
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by {x}; we take a doing to be whatever is made reference to by an
appropriate substitution instance salva congruitate in the argument
place indicated {y-s]; and we proceed in the same way with regard to
the remaining categories. When done correctly, we arrive at something
closely resembling the classic Davidson’s belief desire model of hu-
man action, where acting would be doing something for a reason. This
is the general model favoured by Anscombe (1957), Davidson (1963)
and Wright (1971) in their respective versions, and it is probably fair
to say that it is generally accepted nowadays. However, we arrive
at our version of this model in a purely formal, purely descriptive
way, with the fewest possible theoretical presuppositions and without
unwanted ballast. This spares us a whole series of substantial and
often controversial theoretical assumptions that are common in action
theory today.’

The formal understanding we have arrived at also rewards us with
a formal understanding of what reasons for action (also known as
“motivating reasons”) are. Recall that it is common to call anything that
starts with the connective “because” in response to a “why?” question
a reason. Why is four even? Because it is divisible by two. Why did
the dinosaurs become extinct? Because the Chicxulub asteroid hit the
Gulf of Mexico some 65 million years ago. In relation to (1) and (2),
the reason for Peter’s manceuvre and Oedipus’ marriage to Jocasta

is what is given in response to a corresponding question in (1) and

3 Is acting a kind of doing and doing a kind of bodily movement? But then how about
mental actions? (cf., e.g., O’Brien and Soteriou, 2009). And are all doings extended in
time? (Frankfurt, 1978, p.158) But then how about point actions like, e.g., finishing
a paper or taking Mary to be your lawfully wedded wife? Other questions in this
context would be whether there is a causal sense of “because” that ensures that action
explanations are causal explanations (cf. Davidson, 1963) and, frankly, even whether
the agents must necessarily be human beings. We need not go into all these thorny
issues here: They only arise if one adds substantial assumptions to our minimalist
explanation of action, which is not at all necessary at this point.
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(2) respectively. Reasons for action are thus hybrid. They are given
by the combination of two particular attitudes: Peter’s (or Oedipus’)
wanting that p in conjunction with his (or Oedipus’) believing that if
he ¢-s, then p.

This fits in well with our findings from the previous section. Given
that reasons for action are described by complex attitudes, it is clear
that motivating reasons are (i) subjective and (ii) individual in the
following ways: (i) someone’s reason is neither implied nor otherwise
determined by how things are, nor does it imply or otherwise deter-
mine how things are; (ii) a reason for one need not be a reason for the
other. Moreover, because of the intentionality of attitudes, the reason
of the agent can, but need not, collide with reality. It can lead to failure.
But that is just grist to our mill because, surely, an unsuccessful action
is still an action. On closer examination, this raises an even more
interesting question: If the reasons for action must necessarily be seen
as subjective and individual, what about the talk of objective reasons
that is so prominent today? Indeed, the essential subjectivity and indi-
viduality of motivation bears a striking resemblance to the eye of the
needle in Matthew 19:24: “And again I say unto you, It is easier for
a camel to go through the eye of a needle, than for a rich man to enter
into the kingdom of God.” Since objective reasons are neither neces-
sary nor sufficient for an agent’s actions, but his subjective reasons
are, it seems that objective reasons are like the rich man in the Gospel.
Like him, who would have to divest himself of his wealth in order
to enter the kingdom of God, objective reasons would have to divest
themselves of their objectivity and instead become subjective in order
to truly motivate. Thus, in order to truly explain human action, one
cannot ultimately abstract from the individual agent and his subjective

reasons.
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If we take stock now, we see that to act is to do something for
a reason. For most people this is just a platitude. But the way we
have derived it has unlocked the foundations of action theory. And
since we started from scratch, we now know exactly the theoretical
presuppositions we encountered. In particular, we see that in our ap-
proach they are minimal and purely descriptive. Interestingly, human
action is also seen as necessarily subjective and individual in the Aus-
trian School of Economics. This is what Austrian subjectivism boils
down to, or at least it should be based on. Our brief examination of
the philosophy and logic of human action, however, was conducted
independently of any economic and social science presuppositions.
Frankly, it was independent of all questions of practical disciplines,
including moral philosophy, political theory, law and economics and
so on. Our subjectivism is thus based on nothing other than a funda-
mental understanding of intentionality and a distributional analysis of
action reports. As a result, it is much more comprehensive than the
surrogate discussed in economic methodology or the social sciences
at large. Subjectivism in economics or the social sciences now appears
only as a special case.

It should be noted in passing that those branches of philosophy
that usually come into play when economists discuss the foundations
of their subject, i.e., Kantianism, positivism, sometimes even phe-
nomenology or hermeneutics, were neither necessary nor helpful. To
dispel a common misunderstanding about the ultimate foundation of
economic science, it must also be pointed out that our enquiry was by
no means epistemological either (pace 1962). Thus, since the ultimate
foundation of economic science is the philosophy and logic of human
action—just as (young) Mises rightly said, Austrians should like to as-
sume, and as was demonstrated in the previous reasoning—what (old)

Mises arrived at at the end of his intellectual development, namely
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that these ultimate foundations were epistemological, cannot also
be true. It is not: Action theory is not epistemology; it has nothing
essential in common with it. To assume otherwise is simply to commit
an error in judgement.® This should be a serious warning to all those
Austrians who are in the habit of saying that there is an epistemo-
logical problem at the core of economics (cf. Condic and Morefield,
2021; Rajagopalan and Rizzo, 2019, p.94; Knudsen, 2004; Yeager,
1994; Ebeling, 1993, p.63f. Boettke, 1990, p.23ff. Lavoie, 2015, p.50;
Hayek, 1945; Hayek, 1948, p.33; Schiitz, 1996, 98f).

More importantly, however, we have seen the sketch of a sound
and solid philosophical basis for the study of human action. As the
study of human action in economics is quite often accused of resting
“on a weak philosophical foundation” (cf. Barrotta, 1996, p.65), it is
almost vital to be able to show that we are not like the foolish man
in Matthew 7:27 who built his house on sand, and it rained, and the
flood came, and the winds blew and beat against the house, and it fell.

And that is precisely what we have shown.

6 Unfortunately, it will hardly help to make the Kantian point that “in some sense
epistemology is the basis of all the sciences”. At the end of the day, that is quite a strong
statement. It presupposes its own truth and, lamentably, proves nothing. Following
(Fumerton, 2017, p.3) one could complain that proponents of such a view are “simply
trying to legislate a meaning for the term ‘[science]’ a meaning that has little bearing
on how the term is actually used.” Kant, of course, thought otherwise. But the history
of philosophy has not been kind to this kind of epistemological imperialism. Kantian
idealism is in part excused, however, since Kant planted his flag well before the
advent of modern-day logic and formal semantics. But it is fair to say that advances
in philosophical reasoning, particularly in logic and semantics, have ensured that
the idealist stance in philosophy has not aged well. It may well be that the present
foundational stance in philosophy, adopted by the Vienna Circle and acknowledged
by Fumerton (2017, p.14), is an exaggeration too: “All philosophy is a ‘critique of
language™ (Wittgenstein, 1922; 2013, 4.0031). But surely, that is a different kind
of exaggeration. One that places logic and semantics at the heart of science. Not
epistemology.
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5. The study of human action in economics

We have now acquired a sufficiently thorough and solid understanding
of the concept of human agency and the phenomenon of subjectivity.
If economics is really a part of the “study of mankind in the ordinary
business of life” and an examination “of individual and social action”
(Marshall 1890, 1), we should expect these insights to bear fruit in
relation to essential economic questions. In fact, first steps in this
direction have already been taken when, with the help of analytic
action theory, it was shown that two cornerstones of praxeology, the
Uneasiness Theorem and the Scarcity Theorem, are analytic, hence
not synthetic, but nevertheless a priori (Oliva Cérdoba, 2017). The
Uneasiness Theorem, which states that the incentive to act is always
uneasiness (Mises, 1998, p.13), and the Scarcity Theorem, which
states that action is the manifestation of scarcity (Mises, 1998, p.70),
are at the centre of Mises’ programme to ground economic theory
in action theory. Given the controversial nature of this programme
even among Austrian economists, it seems that this justification of
the proper study of human action in economics was far too subtle to
leave a more lasting impression on economists. But, as the saying
goes, a house is built by wisdom and erected by understanding; fools
tear it down with impatience. Having demonstrated the purity and
soundness of its foundations, we can now take the study of human
action in economics a step further and address a subject that must
certainly be classified as essential in both theory and practice: the
problem of competition.

Competition is both an ancient phenomenon and a central concept
in economics. With the increasing importance of welfare economics
for policy advice, competition has acquired an increasingly important

role as the main criterion for assessing the so-called efficiency of
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actual markets (e.g., Motta, 2004; Armentano, 1972, p.311f.). This im-
portance stands in stark contrast to the still inadequate understanding
of the phenomenon and the insufficient understanding of the concept.
It is true that the development of the theory of perfect competition,
a centrepiece of general equilibrium theory,” was hoped to improve
understanding; and today’s mainstream economic theory seems more
or less satisfied on this issue. However, as we shall see in a moment,
there are even more serious difficulties with the equilibrium approach
to competition, precisely because it aims to explain competition in
terms of that perfectly realised market structure it describes.

This market structure is criticised even within mainstream eco-
nomic theory (cf., e.g., Ackerman and Nadal, 2004; Petri and Hahn,
2003). Completely unimpressed, however, economics textbooks re-
iterate ad nauseam, that it exists when (i) the number of suppliers
is very large and (ii) the goods traded are homogeneous (see, e.g.,
Mankiw, 2020, p.62). As a rule, the requirements are also added, at
least implicitly, that in a perfectly competitive market (iii) transaction
costs or other obstacles to free and direct exchange and (iv) knowl-
edge differences between market participants are negligible. These
provisions are intended to ensure that under conditions of perfect

competition sellers have no influence on market prices and thus take

7 Thanks to an anonymous reviewer for pointing out that this is true only relative to
the nature of your approach to equilibrium theory. Thus, while the starting point of
Walras 1874—-1877/1896—entirely in line with his conviction that “economic theory
is essentially the theory of the determination of prices in a hypothetical regime of
perfectly free competition” (Walras, 2019)—and also the classic works (Edgeworth,
1881; Marshall, 1890; Arrow and Debreu, 1954; McKenzie, 1954) do seem to make this
essential connection, this is less obvious in the case of, say, (Wald, 1935; Samuelson,
1947; Mas-Colell, 1974). Cf. also (McKenzie, 1981; Weintraub, 2011). Nevertheless,
some importance must be attached to the fact that nowadays there still seems to be
a widespread belief “that GE theory describes with sufficient approximation the result
of the unfettered working of competitive markets” (Petri and Hahn, 2003, p.8).
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prices as given. Perfect competition, according to mainstream text-
books, “is the world of price takers” (Samuelson and Nordhaus, 2009,
p-150). However, from a more general point of view, since there is no
clear distinction between buyers and sellers, there is no difference in
principle between the case in which Dick trades his goat for Tom’s
sheep and the case in which he trades it for Tom’s $40. Consequently,
we cannot say in principle who is the buyer and who is the seller apart
from saying that both are both:

The buyer of a thing is the seller of what he gives in exchange.
The seller of a thing is the buyer of what he receives in ex-
change for it. In other words, every exchange of two things,
one for the other, is composed of a double purchase and a dou-
ble sale. (Walras, 2019, p.42 [orig. 1896])

To simplify matters, what we can say is that both Dick and Tom are
economic subjects, individual participants in the economy, or, if you
will, traders. So, the idea of a world of price-takers has to be formu-
lated more generally. What the perfect competition provisions are
really meant to ensure is “the fundamental competitive assumption
that agents cannot influence market prices” (Safra, 1989, p.225; cf.
Khan, 2008). The economist’s basic perspective is thus to ensure that
“the influence of an individual participant on the economy [...] be
mathematically negligible” (Aumann, 1964, p.39). This can best be
achieved, as Aumann has shown, by representing the ideal infinity
of economic agents as a single continuum. Since the circumstances
in which individual economic agents are economically negligible are
precisely the circumstances in which they are numerically negligible
(Bryant, 2010, p.332), this formally amounts to the introduction of
a single entity, the all-trader, as the single unit of economic exchange.
The assumption that traded goods are homogeneous also serves a sim-

ilar function. It abstracts from the differences between goods, so it is
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about product differentiation. It is assumed that under perfect compe-
tition it makes no significant difference whether the traded goods are,
for example, slightly heavier or smell slightly different: “A perfectly
competitive [trader] sells a homogeneous product (one identical to the
product sold by others in the industry)” (Samuelson and Nordhaus,
2009, p.150). The homogeneity assumption on the side of the goods
and the continuum assumption regarding traders are thus two sides
of the same coin: both serve the purpose of mathematical integration.
They are supported in this by the third stipulation that there are no
transaction costs or other obstacles to free and immediate exchange.
This ensures the uniqueness of the allocation. Thus, from a logical
point of view (and this analysis is not anticipated by economists) the
following picture emerges: In perfect competition the all-trader is
uniquely mapped onto the all-good. The fact that the all-trader then
also knows everything there is to know is only a trivial consequence.
The triviality of perfect knowledge. So now we are almost in a posi-
tion to understand what is deeply problematic about the equilibrium
picture of perfect competition. It is not primarily what Friedman
intended to defend, namely the lack of realism of the assumptions
(Friedman, 1966), although the assumptions are of course very strong
and highly unrealistic. Also, it is not what economists usually criticise
from within economic theory (cf., e.g., Ackerman and Nadal, 2004;
Petri and Hahn, 2003), although these are often points of criticism that
very much deserve attention. What really speaks against this picture
is ultimately something else.

To see this more clearly, we first need to look at the standard
response that is used to dismiss all inconsistencies that arise from
the picture of perfect competition. Inconsistencies with real markets
and real competition are usually answered by saying that perfect

competition is only an ideal. For example, perfect competition is rou-
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tinely compared to the idea of frictionless surfaces (Samuelson, 1947,
Friedman, 1966; Aumann, 1964; Khan, 2008). The argument goes
something like this: Frictionless surfaces cannot exist, but progress
towards this ideal helps to reduce friction on real surfaces. This is
what makes frictionless surfaces an ideal in the first place. In the case
of perfect competition, unfortunately, the opposite is true. Here, every
step towards perfection contributes to a reduction in competition. Take
(product) differentiation, for example. Decried in applied equilibrium
theory as an unfair barrier to entry to the detriment of pure compe-
tition, in real life it is more a function of consumer acceptance. In
an effort to secure business, every supplier or producer will try to
attract consumers to his product or service. He will strive to make his
product or service as unique from the point of view of his potential
customers as they will honour by buying it. As competition increases,
we will therefore expect more rather than less differentiation. If need
be, not in the product itself, but in the service, in the transaction costs
or elsewhere in the economic sphere: “In a free market individualism
is to be expected on the part of the consumers and firms; the goods
produced, therefore, will be differentiated to the extent and degree
that consumers reward differentiation” (Armentano, 1972, p.33). Dif-
ferentiation, i.e., making a difference, is of the very essence of real
competition. Remove this feature, abstract from all remaining differ-
ences, and what you are looking at is really something else. Seen in
the light of day, then, the idea of perfect competition is not at all an
ideal that enhances competition or that gives us a better understanding
of it, but quite the opposite. It is a false, mock or anti-ideal. The
pursuit of this ideal leads to a gradual elimination of competition to
the point where there is none at all. The idea of perfect competition
thus tempts us to misunderstand the nature of competition. Instead, it

paints an irretrievably distorted picture. Perhaps the most charitable
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thing to say would be that perfect competition is about perfection,
not competition. A perfection that is admittedly neither achievable
nor desirable in the real world. A perfection that is guaranteed by
successive steps of logical abstraction. But that is precisely what has
got us into trouble.

The logical analysis we have arrived at ultimately reveals the
following: we are dealing with a neat mathematical representation
of a quasi-Parmenidean idea of an almost all-encompassing monism:
The all-trader is uniquely mapped onto the all-good. No wonder there
is neither change nor waste in such a metaphysical picture. As a result,
there is Pareto optimality and even a Nash equilibrium, great. But this
is merely due to stipulation. A nice little sleight of hand. And look
what it costs: There is no competition either. That is why the immense
intellectual effort invested in this idea has always led to resistance.
What has not been taken into account, and what could instead help
us to better understand competition, is the individual economic agent

with all his subjective attitudes. It is to him that we must turn next.

6. Competition as rivalry

The idea of pure competition arose in an effort to understand more
precisely the ultimate ground of truth of two very popular and plausi-
ble classical theses. One was Adam Smith’s assertion that the greater
the number of sellers, the lower the price (Smith, 1776, pp.68—69),
the other was John Stuart Mill’s assumption that there can be only
one price in the market (Mill, 1848, p.291). The aim of the fathers
of general equilibrium theory was to prove these assumptions in
a mathematically convenient way. The imprecise understanding that

economists sought to refine (and eventually inadvertently replaced)
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related to the behaviour of people: “‘Competition’ entered economics
from common discourse, and for long it connoted only the indepen-
dent rivalry of two or more persons” (Stigler, 1957, p.1). Today, when
the economic mainstream understands competition almost exclusively
in terms of perfect competition, the original understanding of com-
petition as rivalry is nevertheless taken for granted. It is consistently
implicit in mainstream textbooks (cf. Acemoglu, Laibson and List,
2016, p.357; Pindyck and Rubinfeld, 2013, p.281 et passim; Samuel-
son and Nordhaus, 2009, 172f. p.241 et passim; among others Stiglitz
and Walsh, 2006). Sometimes it is also stated very clearly: “Competi-
tion exists when two or more firms are rivals for customers” (Mankiw
and Taylor, 2014, p.42).

Underlying all these characterisations is the concession that com-
petition is essentially due to human behaviour. However, the concept
of competition as rivalry is then usually explained from equilibrium
theory and not the other way around. In contrast to the economic
mainstream, the Austrian School of Economics has long recognised
that this reverse order of explanation puts the cart before the horse.
In his Rivalry and central planning, Austrian economist Don Lavoie
argued that the information function of rivalry is fundamental to under-
standing the market process. “Markets are inherently rivalrous, [...]
they work only as a consequence of a competitive struggle among in-
compatible plans” (Lavoie, 2015, p. 180 [orig. 1985]). But like other
Austrian approaches, Lavoie’s account is full of strong assumptions
and, more importantly, it does not provide us with an action-theoretic
explanation either. Rather, we are offered an inherently economic
explanation that invokes assumed “market forces”. This explanation
may or may not be plausible, but it is certainly not fundamental in
the sense we are exploring in this paper. So how can we make sense

of the idea that competition is essentially rivalry without introducing
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strong assumptions or economic presuppositions on our part? This is
where the minimalist philosophy and the logic of action outlined in
the first two sections will make the difference.

We will use (and have already been using) a simplified, slightly
extended variant of first-order predicate logic with logical connectives,
variables and the usual quantifiers. Connectives are “—”, “&”, “v”,
“—”, and “+”, which correspond to their natural language equivalents
“not”, “and”, “or”, “if ... then”, and “if and only if ... then ...”.
Standard single variables are “x”, “y”, “z”, efc., which can be replaced
by proper names (or expressions of the same logical type) such as
“Tom”, “Dick” and “Harry”. Standard variables that take a predicate
position are “p”, “”, “x”, etc., which can be replaced by predicates
such as “sleeps”, “dropped out of high school” and “will join the
military”. Standard propositional variables are “p”, “q”, “r”, etc.,
which can be replaced by full declarative sentences such as “Tom
will join the military”, “Dick is asleep” and “Harry dropped out of
high school”. The essential point about variables is that they can be
bound, thus there are the quantifiers “3” and “V”, the latter symbol
often omitted, which correspond to their natural language equivalents
“at least one (is such that)” and ““all (are such that)”, so that we can
render formulae like “(3x) (x is asleep)” as approximately “Someone
is asleep” or “(x) (J¢) (px)” as approximately “Everyone is somehow”
or “(p) (Harry says that p — p)” as approximately “Everything is as
Harry says”. The final step, already introduced in Section 2 above, is
the addition of attitude operators “B,”, “W,”, “F,” and “H,”, which
correspond to their natural language equivalents “x believes that”,
“x wants that”, “x fears that”, and “x hopes that”, so that we can
reproduce formulae such as “B, r”” which can be expanded to “Tom
believes that Harry dropped out of high school”, “W, ¢” to “Harry

99 ¢

wants Dick to sleep”, “F, p” to “Tom fears that nothing is as Harry
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says”, and “H, r” to “Harry hopes that someone will join the military”.

So much for a brief sketch of the apparatus involved.® The next step
is to imagine a simple exchange, such as Dick trading his goat for

Tom’s sheep. This involves at least the following:

(a) Tom gives Dick his sheep.

(b) Dick gives Tom his goat.

(©) Tom wants Dick to give him his goat.

(d) Dick wants Tom to give him his sheep.

(e) Tom thinks that if he gives Dick his sheep, Dick will give
Tom his goat.

() Dick thinks that if he gives Tom his goat, Tom will give him
his sheep.

But that is not all. Tom gives Dick his sheep and Dick gives Tom his

goat because they want what they want and believe what they believe:
(TD*) (a) & (b) because ((c) & (d)) & ((e)&(f)).

So, we have a case of intertwined, one could also say reciprocal,
action, for the above is nothing but a notational variant for a plural

case of our familiar canonical form of action-reports (A):
(A) X p-s because x wants that p & x believes that x -5 — p

According to simple formal language described, Tom and Dick’s

exchange would have to be rendered more perspicuously as follows:

(TD)  @xy & 9yx because W, yx & W, pxy & B, (pxy — ¥yx) &
By (Yyx — pxy)

with “p” = “gives his sheep to”, “x” = “Tom”, “y” = “Dick”, “¢” =

“gives his goat to”, “W,” = “Tom wants that”, “W,” = “Dick wants

8 Should readers miss an easily accessible introduction to logic at this point, I refer
them to the classic Lemmon (1965), for example.
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that”, “B,” = “Tom believes that”, and “B,” = “Dick believes that”.
I will admit that this may look a bit cryptic indeed. But remember
that this is only applying the previously explained and innocuous
stipulations. (TD) may be complex, but it is not complicated. Note
also that (TD) is just an action-theoretic account of a reciprocal doing,
a rendering of what sometimes is referred to by the Latin phrase do
ut des. There is nothing particularly economic about it, or to put it
another way, an economic exchange would be nothing but a special
case of (TD).

Now the rivalry only comes into play when we add another partic-
ipant to the scene. So, let’s imagine a different situation. Tom is still
willing to trade with Dick, but now we are counting on another pos-
sible trader, Harry. Nothing has happened yet, but in this alternative
situation it is conceivable that Tom will trade his sheep for Harry’s
llama. In strict analogy to (TD), but with suitable substitutions, this
would yield (TH):

(TH) pxz & zx because W, zx & W, oxz & B, (pxz = 92x) &
B: (Yzx — ¢x2).

In order to give an action-theoretic explanation of rivalry, we need to
put these parts together in the right way. The essential step we need
to add comes from the theory of intentionality: we need to take into
account the attitudes Dick and Harry have towards the possibilities
(TD) and (TH). This is what makes them rivals in the first place.
The realisation that the introduction of an intentional element is
essential to explaining rivalry is almost a truism. What causes two
runners to be in a race with each other is not that they are moving
fast in the same direction. So many people do that every day. Rather,
it is the fact that one wants to outdo the other. So, of course, they

have to have a certain attitude towards each other. This introduces
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an intentional, i.e., subjective, characteristic as an essential element.
Since the role of human beings in general equilibrium theory is not
really different from the role of “atoms of the rare gas in my balloon”
(Samuelson, 1966, p.1411), we cannot be surprised that this essential
element of competition must be absent from the equilibrium picture
of perfect competition. However, with the help of the philosophy and
logic of human action, it is not difficult to reinsert this element. The
essential step is that Dick hopes to make the deal but fears that Harry
might make it instead, and vice versa. This means that they see each
other as rivals, and that if they act accordingly, they will be rivals. So,
the next step is to establish that if and only if

(PR) H, (TD) & F, (TH) & H. (TH) & F. (TD)

Dick and Harry perceive each other as rivals. They are rivals if and

only if they act on this perception:

(AR)  ~ybecause W, (TD) & = (TH)) & B, vy — ((TD) & — (TH)) &
Az because W, (TH) & — (TD)) & B, \z — ((TH) & — (TD))

where “+” and “\” are representative of what Dick and Harry do to
outdo the other. What might that be? Well, Dick might offer Tom
a discount or some other perk, Harry might offer Tom special trade
relations or immediate delivery. If this is what they do to secure the
deal (and prevent the other from making it), this is their respective ri-
valrous behaviour. For each agent that involves an individual complex
attitude, though. But through simple conjunction elimination in (PR)
and (AR) we can uncover the subjective and individual perspective of

the respective agent:
(PR,) H, (TD) & F, (TH)
and

(AR,) ~ybecause W, ((TD) & - (TH))
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such that now we can describe his rivalrous behaviour:
(R) y acts rivalrously <+ (AR,) because (PR,).

Rivalry, thus, is when an agent acts rivalrously because he perceives
another to be a rival. And, lo and behold, I hear some people scoff and
say that this is exactly what we had to hear from the philosophers. But
anyone who reacts in this way misses an important, indeed crucial,
point: in any serious scientific discussion, success is not measured by
the conclusion you reach, but by the way you derive it. This is precisely
the reason why we talk about the scientific method. Science without
method is not science. It may well be that authors like Sebastian De
Haro are right and that the interaction between the empirical, natural
and social sciences on the one hand and philosophy on the other is
characterised by a kind of “love-hate relationship” (De Haro, 2020).
Nevertheless, the “analytical function of philosophy” (De Haro, 2020,
p-304£.) is undeniable in any case. So let us not forget that there are
good arguments with a true conclusion and good arguments with
a false conclusion; there are bad arguments with a true conclusion
and bad arguments with a false conclusion. Hence, it is not the truth
or falsity of a conclusion that determines whether an argument is
good or bad. It must be something else. Philosophers would say: the
plausibility of the premisses and the extent to which they lead to
the conclusion. But as already mentioned, some economists, most
likely under the spell of Friedmann’s methodology (Friedman, 1966,
14f.), care little about the so-called “reality of assumptions”. This
only means, though, that they sometimes and to a certain extent do
not care whether they have a good or a bad argument in front of them.
Ultimately, however, this cannot stand. And where the foundations of

praxeology are at stake, we are well advised not to allow it to.
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Let us therefore continue on our chosen path and see that the
seemingly trivial (R) leads to our last step, explaining competition to
be present when there is rivalrous behaviour, i.e., if and only if there

is at least one acting rivalrously:
© Competition exists <> (3x) (x acts rivalrously).

Again, this may be complex when expanded, but it is not complicated.
More importantly, we can trace this understanding of competition back
to its familiar origins in the theory of action and intentionality, i.e.,
Sections 2 and 3, so that we are left with nothing but the parsimonious
and innocuous assumptions we made there and the assumptions that
belong to our variant of first-order predicate logic, which are in any

case essential to any reasonable argument.

7. Conclusion and a glimpse beyond

It is sometimes said that “Austrian economists understand competition
better than most economists” (Nell, 2010, p.142). Perhaps this is so,
but the fact remains that Austrian economists have not traced their
understanding of subjectivity to its origin, the theory of intentionality,
nor have they traced their sympathy for agent-based modelling of
market processes to its foundation, the theory of action. So, they strug-
gled to establish what makes their contribution to economic theory
so unique: the philosophy and logic of human action. Looking back
at our explanation of competition as rivalry, one might be tempted
to say that the conclusion we reached is hardly surprising. And it is
true, I never meant to doubt that economists were aware of the truth

of this conclusion.® But what some did not know, or others could not

9 Remember, however, the lesson from the previous section above.



On the philosophy and logic of human action... 139

trace back to its root cause, was that there was no need or place in
this understanding for anything remotely resembling an equilibrium
picture of perfect competition. (C) even makes it clear that explain-
ing competition as rivalry cannot be done within the framework of
its market structure approach. Its market structure leaves out what
is essential, namely the individual with his subjective attitudes. The
explanation of competition as rivalry, on the other hand, avoids the
pitfalls of the equilibrium picture. It can also give us a good idea of
what the study of human action can contribute to the study of social
sciences in general and economics in particular.

So, what else can the action-theoretic approach contribute to
economic theory besides a solid foundation? For reasons of space,

I can only give an outline here:

(1) The Coase presumption: Competition without competitors.
Ronald Coase (1972) famously posited that even a monop-
olist can only charge competitive prices in the long run. This
conjecture helped to explain real phenomena, e.g., why OPEC
did not arbitrarily raise oil prices even when it had a (near)
monopoly. Our approach can explain these results without mak-
ing extravagant assumptions (such as Coase’s assumption of
competition with a future self). According to (C), it is sufficient
for competitive behaviour that an agent perceives someone as
arival and acts accordingly. This perception may be erroneous.
It may merely be an anticipation of possible future behaviour.
Since, in our view, the rival is merely the intentional object
of the agent’s attitudes, he may or may not be as the agent
imagines him, he may even not exist at all (see Section 2);

(ii) Risk, Uncertainty and Profit. In action theory it is a common-

place that an agent neither strives for what he (really) believes
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(i)

to be impossible, nor for what he (really) believes to be already
achieved. Motivation can therefore only be located in the realm
of the uncertain. But it is only where the agent acts that the
meaning of all competitive behaviour, namely profit, can lie.
Thus, we can underline a result advocated by Frank Knight
(1921), and we need only resort to insights gained with the help
of the philosophy and logic of human action;

Market failure and antitrust. Competition does not presuppose
the existence of any kind of equilibrium. On the contrary, if
there were such an equilibrium, there would be no competition.
Consequently, there is also no market failure that manifests
itself in competitive behaviour such as (product) differentiation,
mergers and acquisitions. This undermines the conceptual basis
of most antitrust laws (cf. Armentano, 1972). What drives
competition is intentional and therefore subjective: it is the
fear of losing business and the hope of somehow still getting
it. On action-theoretic grounds, then, it is difficult to find any

justification at all for state intervention into the market.

As I said earlier, Mises held that economic science is based on

action theory. This was a claim that many found too disturbing to de-

fend. He also believed that the theory of human action was ultimately

grounded in epistemology, and in his last book he even referred to

epistemology as the very foundation of economic science (Mises,

1962). On this latter point, Mises was mistaken. There is nothing

epistemological about action theory or the theory of intentionality. We

have proven this by omission. It is more important, however, that we

found considerable support for Mises’ former point. What has been

shown here is evidence for something closely akin to Mises’ original

claim: The basis of economic science is analytic action theory. To
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make this very clear: The point here is not to accuse Mises of not hav-
ing seriously attempted to ground economics in the theory of action.
Mises did this like no other. And with considerable success. However,
Mises was arguably the only Austrian who was really prepared to go
beyond the confines of economic theory—which you have to do if
you want to anchor it in another discipline. In this respect, support for
Mises within the Austrian community was half-hearted at best. And it
did not help that (old) Mises turned on his alter ego and endorsed the
mistaken claim about epistemology, which so many have repeated ever
since. But this unforced error can be corrected, and in part this is what
the present paper has done. Thus, as has been suggested elsewhere
before (cf. Oliva Cérdoba, 2017), praxeology can be well aligned
with analytic action theory, retaining the spirit but not the letter of
Mises’ original approach. The prospects for an integrated approach
to Austrian theory as a fusion of Austrian economics and analytical
action theory thus seem good. But even if Austrian economists were
to abstain, we should not overlook the fact that in the course of this
enquiry we have never had to compromise the rigour, richness and
soundness of analytical action theory and the theory of propositional
attitudes. If these are decent, well-established and worthwhile fields
of study, then recourse to them has most likely added to, rather than
detracted from, economic theory. And if this way of studying human
action has made a valuable contribution to explaining competition,
it shows not only that the philosophy and logic of human action is
useful in the social sciences, but also that it is, or should be, central to

economic theory.
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Model uncertainty:
When modeling risk leads to
a pretense of knowledge
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Abstract
The main purpose of the paper is to develop a concept of model
uncertainty as opposed to the existing and well-established concept
of model risk. Up to date the broad literature on probability not only
developed complete probability systems, but also correctly noticed
limitations of probability calculus. Despite the acknowledgement of
such probability restrictions, drawbacks of modeling are often related
to model risk. We present an argument here to distinguish a feature
limiting models even further: model uncertainty. The tenets of it
already exist in the literature on probability, but were not properly
emphasized while the idea of model risk was developed. Our plan
it to start with a broad overview of the existing knowledge about
probability in order to start with fundamental principles. From them

we are deriving a new concept of model uncertainty.
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1. Introduction

robability theoreticians from all disciplines have recognized for
Pa long time that calculation of probability has its limitations,
especially when one applies it to describe existing reality, or even
predict future events. Probability has wide variety of applications in
various scientific fields, ranging from hard natural physical sciences,
through biological sciences, to social sciences, including economics,
sociology, and especially policy making. Even though, while building
philosophical foundations of probability, experts virtually always rec-
ognize its shortcomings, these are often brushed aside in application
to practical aspects of social sciences. There is a notion of model risk
used especially in finance regarding models used for pricing and deci-
sion making—which is an attempt to infer the potential mistakes from
wrong parameters used in the model. Yet it may suffer a similar limit-
ing feature as the model itself, for it has to assume something about
knowing the underlying parameters (or kind of meta-parameters).

In analyzing probability two separate concepts were developed:
the Knightian distinction between uncertainty and risk, which happens
to parallel the Misesian distinction between case probability and class
probability. Class probability (risk) is commonly associated with
the traditional approach in statistics, and refers to the probability
of an event based on a long-run frequency within a well-defined
reference class. It is therefore applicable to situations where events
are repeatable and strictly homogeneous, whereas case probability
(uncertainty), or specific event probability, applies to unique, non-
repeatable events and is based on subjective judgment rather than
empirical frequency. Following this line of distinction we suggest
to create a concept of model uncertainty being parallel to already

existing concept of model risk (uncertainty would here mean that we
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have an undetermined component which influences the outcomes and
is not subjected to probability calculus). In order to arrive at it we
start off with the basic principles of probability.

The first section describes the subjective perspective on the nature
of probability. The second section discusses the limits of probabil-
ity calculus, mostly due to Knightian uncertainty. The third section
defends the notion that even under pure uncertainty there exist regular-
ities in economies, hence economic laws. The fourth section explains
how flawed probability models can lead to pretense of knowledge,
thus increasing economic ignorance rather than enhancing knowledge.
The fifth section discusses model risk as opposed to our notion of

model uncertainty. The last section offers concluding comments.

2. Probability as a solution to ignorance

Probability is an indispensible scientific concept. Repeated analyses
of numerous events under varying circumstances do not always lead to
deterministic recognition of the variables. The future of any observed
system, both in the social and natural sciences, is not entirely foresee-
able. Despite such a lack of knowledge, we might recognize patterns
of possible outcomes. Under reasonable assumptions scientists can
create probability distributions of likely scenarios. The absence of full
knowledge leads to partial knowledge. From this perspective probabil-
ity analysis can be seen as a partial solution to ignorance. Probability
analysis produces knowledge about ignorance that helps us identify
the boundaries of knowing and predicting.

Let us use the example of coin flipping by person A. Person B is
asked whether the result is going to be heads or tails. To give a correct

answer she would have to know all the relevant conditions and factors
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that might influence the result, including very specific circumstances
of small particles and forces affecting the coin flipping. This would
have to include knowledge of magnetic forces, atoms, electrons, and
their relation to each other, plus of course a perfect simulation of
person A’s hand throwing a coin into the air. In other words, one
would need to have a complete model of the part of the universe
inside the room to make a correct prediction. The model would be
complete, and it would be an equilibrium model of reality. Probability
distributions would be worthless. Strictly speaking there would exist
only two probabilities: 1 or 0. Something was sure to happen, or not
to happen.

Equipped with this knowledge person B would become like
Laplace’s demon, capable of giving an ultimate and complete de-
scription of the world. But human beings are not capable of creating
a complete model of the whole universe, and there are a priori and
empirical reasons to believe they will never be capable of doing so.
It seems that statements about reality contain probabilities ranging
from O and 1 because our knowledge of causal relation is necessarily
deficient. Our ignorance becomes the reason for probability substi-
tuting for the unattainable ideal of full knowledge. If we knew more
about the specific state of the coin, then probabilities might have been
different (Reeves, 1988, pp.179-180).

Probability limits the strictness of scientific laws. Nonetheless
the recognition of limits for exact laws in physics does not justify
scientific nihilism. One cannot answer with certainty whether the coin
will land heads or tails up; but this does not mean one cannot say
anything about the coin flipping. The role of science is to allow people
to minimize their ignorance and yield information even about cases
where full prediction is impossible. Even though one is not able to

gather all the individual pieces of knowledge and predict the result of
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coin flipping, it is possible to learn something about this event (or these
types of events). Observed and systematized studies on the distribution
of outcomes in such cases can increase our knowledge although it is
still partial knowledge (Kyburg, 1966, p.254). The analysis would tell
us whether something is more or less likely to follow. Assuming the
analyzed event can be repeatedly observed, this “more or less likely”
is captured more technically in the mathematical operations known
as probability calculus. The principle of maximum likelihood selects
preferred statistical theories (Swinburne, 1971, p.328). Because we
recognize limits to our understanding, though, we accept the fact that
a full, Laplacean model of the universe and perfect predictability is
unattainable.

Assuming a probabilistic view of the world does not prohibit our
assuming a more general metaphysical determinism. Only one world
exists, the one we are experiencing, “and it never occurs twice in ex-
actly the same state” (Bricmont, 2002, p.4). Every event occurring in
the world represents some characteristic feature of this world (Fetzer,
1977, p.397). Yet determinism broadly understood as the rule that
every effect has a specifically related, exclusive set of causes is not
the same as predictability. As Bricmont argues, just because we can
lock up a clock in a drawer on an unattainable mountain and make
its movement become unpredictable to us, does not mean that the
movement itself is undetermined. Something can be unknown and
unpredictable to us, but still determined by a strict set of laws. Physics
and metaphysics are not against each other in this respect. It might be
the case that outside of the physical perspective Laplace’s demon, or
God, can describe the universe in a more fundamental manner than
probability theory does. Probability theory is merely a specific type
of theory that allows us to gather partial empirical knowledge that is

better than complete ignorance. Under (the impossible ideal of) full
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knowledge the concept of probability would not be needed. In other
words, we study probabilities because of epistemic indeterminism,
not ontic indeterminism (Fetzer, 1983, pp.371—372).l

Put differently, probabilities need not really be “out there” in the
universe. They are inherently linked to our existence in empirical
reality and represent the relationship of our mind to that reality.?
Probability statements reflect the “relation between a body of evidence

and propositions” (Moser, 1988, p.232).

3. Limits of probability calculus: from calculus to
judgment

Ironically, the application of probability models might be risky. There
is one important reason for that, which is to be found in the answer to
the question, “What is probability?” Mathematics is not an empirical
science—it is a reflection of the mind (corresponding in some loose
way to real objects). For that reason, relating mathematics to the real
world is always challenging. The theory of probability, being a mathe-

matical science, is not different in that respect. In order to make sure

1 Although the probabilistic view does not rule out an underlying determinism, it
doesn’t require it either.

2 Bricmont (2002) argues that even physical determinism leading to the rejection of
the neo-indeterminist approach might come one day. The case of micro world and
quantum laws is more complex and controversial. Probabilities can be seen as “casual
tendencies” (Shanks, 1993, p.295). In those cases we appear to deal with irreducibly
probabilistic behavior of molecules not being disrupted by additional forces (Fetzer,
1983, p.372). Yet just because the current state of knowledge does not allow us to
point to any secondary factors, it does not mean that they are not there (Fetzer, 1983,
p-373). On the general level, Max Planck commented similarly to Albert Einstein,
“determinism is to be preferred over indeterminism under all circumstances, simply for
the reason that determinate (bestimmte) answer to a question is always more valuable
than an undeterminate (unbestimmte) one” (quoted in Kriiger, 1986, p.281).
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that observations of real events comply with computed probability
distributions, a methodological leap is needed. If probabilities were
just mathematical functions, written and worked out on computers,
then they would have to be limited to mere mental gymnastics.

One of the most important probability theorists in history was the
great Austrian mathematician Richard von Mises, who offered strong
support for the frequency interpretation of probability.? (Modern,
mainstream axiomatic foundations were built by Andrey Kolmogorov;
see Howson, 1995, pp.17-18). According to him, probabilities, un-
derstood as mathematical functions, need to be applied to certain
collectives which one can subject to repeated trials. We cannot talk
of probabilities of single events, but only about classes of events
constituting a collective. Hence one cannot say there is a 90 percent
probability that a certain candidate will win the presidential elections
in 2012 because it is a one-off event. For that claim to be true one
would need a number of that type of elections, and only then could
one venture probability distributions. Particular events have to be
classified in terms of truly homogenous collectives (like the number
of coins flipped) to be subjected to a probability calculus.

Richard von Mises’s argument was that a collective needs to
satisfy two essential conditions: relative frequencies need to tend to
fixed limits and they have to be random (Mises, 1957, pp.28-29). If
the coin is perfect, then the probability is 50 percent each for heads
and tails. This does not mean, however, that for every ten throws the
result will be 5 of each. What it means is that an infinite amount of
throws will lead to a distribution in which 50 percent of them will

land heads up and 50 percent will land tails up. Randomness also

3 The concept of frequency probability was of course developed much earlier than
Richard von Mises. Its traces can be found in Aristotle, while, among others, Gauss,
Laplace, Poisson were well aware of it (I thank an anonymous referee for this point).



158 Mateusz Machaj

means that if I decide to register only every seventh flip of a coin,
probabilities would still tend to the same fixed limits—that is, for
every seventh throw until infinity, probabilities would also tend to 50
percent.

Despite mathematical clarity there is an obvious problem here,
since it is never possible to engage in infinite trials to identify true and
“certain” probabilities of empirical regularities. One would have to rely
instead on approximations and experiments. For Richard von Mises,
a methodological positivist, probabilities are out there in the world,
existing objectively, and a sufficient amount of controlled experiments
should allow us to establish them in purely mathematical form. Thus
the experiment under controlled conditions is a bridge between pure
mathematical function and reality. In this sense probability comes
from experience with large elements from collectives. Estimations,
however, are usually not set and fixed links between reality and math-
ematical formulas because they are derived from prior experiences,
subjected to some unpredicted changes waiting to happen in the future
(possible exception is naturally probability in fundamental physical
models).

Richard’s brother Ludwig offered what is probably a better solu-
tion to this problem. (At least it is more empirical than relying on the
concept of limiting frequencies.) Instead of a criterion of randomness
and limiting frequencies, where one needs infinite trials, it would be
better to state that we do not know anything specific about partic-
ular elements of a class except that they are members of that class
(Mises, 1966, p.109). Ludwig’s improvement on his brother’s theory,
though, not only clarified probability assumptions and thereby made
it better suited for empirical science, but also dramatically shifted
away in a philosophical approach. According to Ludwig, probability

is not out there in the world, but comes from our reflections upon
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reality. Probabilities are proxies used to tame full ignorance. They are
neither purely subjective, nor do they completely describe objective
reality. They are not wishful thinking, and they are based on empirical
evidence (Moser, 1988, p.233).

Because of his quasi-subjectivist approach, Ludwig von Mises
noticed another form of probability, which is inapplicable to repeat-
able and homogenous events, that he called case probability. By this
he referred to events, in particular related to human actions, where
conditions and circumstances are so specific that repeatable trials are
impossible. It is questionable to use the word probability in those
cases since the class cannot be identified through experience. We
cannot, for example, say what the probability is that Bill Gates will
earn $10 million next month in the same way that we may say a coin
flip lands 50 percent tails up and 50 percent heads up. The meaning
is radically different. How so? Because the former event is unique
and we know something more and something less about it. We cannot
find an analytically useful class and yet it is not true that we know
nothing distinctive about this event. Hence when we say that Trump
has a 10 percent chance of winning the election, we merely express
our qualitative judgment. We cannot and will not have ten identical
elections, leading to ten parallel worlds, one of which would have
Trump as president in it. We have only one really existing world.
Moreover, the judgment of 10% does not mean the event would not
happen in this one existing world. Neither it means there was some
necessary fundamental flaw in the reasoning.

The case-probability notion relates closely to Frank Knight’s
concept of uncertainty (1971, pp.226-232). Knight pointed to the

unknown, let us even say accidental, element in everyday life.* This

4 It seems that John Maynard Keynes (1921) would also adhere to this view (though
he subscribed to a logical-relationist theory of probability). See also a comparison
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element cannot be applied to a probability calculus because it concerns
unique events.’> Hence the radical conclusion that we cannot perfectly
model human beings and their economic choices as elements of prob-
ability distributions. Yet this neither stops us from stating economic

laws, nor from using a probability calculus.

4. True uncertainty and economic laws

Given true, or Knightian, uncertainty, are there truly any social uni-
versals? The impossibility of inference under uncertainty may lead
one to scientific skepticism, the rejection of universal social laws, and
what Lachmann (1976) saw a kaleidoscopic view of the world. Every
single decision, with its distinctive, unrepeatable features, reshapes
existing and dynamic social reality, moving it to a new disequilibrium.
In fact very soon this disequilibrium is again disturbed by another
unrepeatable and unique event. Hence an economist trying to answer
the question about regularities in the economy is fooling himself. That
seems to be an implication of rejecting determinism and probability
determinism.

George Shackle, skeptical of the neoclassical approach, took this
observation to its radical extreme: there are no strict economic laws
(Shackle, 1972, p.427). Uncertainty pervades everyday choices, which

hence cannot be subjected to formalization. Such a criticism refers to

between Mises and Keynes (Hauwe, 2007). Van den Hauwe makes a compelling case
to demonstrate that both of those thinkers were subjective probability theorists. For
a comprehensible comparison between Knight and Ludwig von Mises, see (Hoppe,
2007).

3 Although there is a difference between stating that class probabilities do not exist and
that class probabilities are not known. Economists sometimes understand “uncertainty”
in the much narrower sense as not knowing the really existing probability distribution,
or not knowing the exact position in the probability distribution.
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the deterministic approach in the form of simple marginal calculus,
but also with the same strength to the probability calculus since such
calculus requires the economic world to be varying yet unchanging
(Shackle, 1972, p.381).

Despite the fact that mainstream economists are not extreme
Shackleans, they seem to implicitly agree with Shackle’s point of
view. Mathematical models are all we have and without them nothing
is left. Nassim Taleb, criticizing the naive class-probability approach,
has this attitude (Taleb, 2007, p.276). One could echo here Keynes’s
comment on Tinbergen’s works, which back in the 1930s took a step
towards greater mathematization of economics: “I have a feeling that
Prof. Tinbergen may agree with much of my comment, but that his
reaction will be to engage another ten computors [sic] and drown his
sorrows in arithmetic” (Keynes, 1939, p.568).

Economists from the mainstream recognize this problem, no mat-
ter which school of thought they represent. Robert Lucas, brilliant
pioneer of New Classical macroeconomics, recognized that under true,
Knightian uncertainty neoclassical theory is not useful: “In situations
of risk, the hypothesis of rational behavior may be explainable in
terms of economic theory. [...] In cases of uncertainty, economic
reasoning will be of [sic] no value* (Lucas, 1977, emphasis added).
Paul Samuelson, the godfather of the neoclassical synthesis and the
Keynesian interpretation of business cycles, commenting on utility
analysis, expressed the same opinion: “[We should] never forget that
economics can at no time become an exact science for the reason
that actual economic history is not ever what mathematicians call
a ‘stationary probability distribution’. There are thus no exact simple
rules to learn how to benefit from knowledge of the past. None at all”
(Samuelson, 2008, emphasis added). Let us notice that even though

Lucas and Samuelson, both Nobel Prize winners, radically differ on
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macroeconomic policies and their effectiveness, in this they reach the
same conclusion: Knightian uncertainty endangers their economic
theories and pushes them towards Shackle’s kaleidics.

The Shacklean approach to the validity of economic laws is de-
fensible, however, only if economics exclusively relies on human
beings’ motives, ideas, and psychological states. If the economic
subject dwells only on preference functions and expectations, then
an ultrasubjectivist rejection of economic laws may seem reasonable.
Naturally economics is about choices, while all choices are unique and
specific events. We can grasp them individually in separation of other
choices and discuss them using Verstehen—historical understanding
of specific circumstances (Tucker, 1965). Yet economics is not about
exact and particular choices, which form our historical experience.
Economics is about the broad range of choices made in objective
reality bounded by observable constraints. It is true that people can
adopt completely randomly their subjective preferences (and also do
not engage in mental gymnastics with indifference curves). But since
the objects of their choices exist objectively, outside of their minds,
there is at least the possibility of conditions limiting the power of
humans to shape economic reality. Hence, economics can illustrate
the connections between subjectively chosen ends and objectively
existing means no matter what those ends are.

One example concerns expectations and budget constraints. Peo-
ple form expectations subjectively. No economic modeling could cre-
ate a complete description of them that could lead to full predictability
of actions. If economics were only about expectations (individual
human perceptions and motives), then there would be no universal
economic laws since expectations are always unique. But, as Garrison

(2001, p.9) commented, we cannot spend our expectations. We form
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our expectations based on budget constraints and resource scarcity,
money supplies, asset ownership and levels of debt, etc.— the markets
and institutions that limit our choices.

Since we are capable of analyzing those constraints and their
effects, we are also capable of identifying economic laws, even given
Knightian uncertainty. Examples (possibly debatable) include the fol-
lowing: “Price controls lead to discoordination (surpluses and short-
ages),” or “The central bank cannot permanently keep the interest rates
below the market level,” or “Increases of the money supply lead to
redistribution effects.” Economic laws do not lead to perfect forecasts.

But science is not synonymous with prediction.

5. lllusions of certainty: Probability as a pretense of
knowledge

There are certain pillars of probability calculus. As Shackle stresses,
the analyzed system neither is inherently evolutionary, nor has a “ten-
dency to explode.” Thus the system needs to be stable and mod-
eled with constant features, so that it should be one particular thing
(Shackle, 1972, p.381). For example, regarding dice throwing, the
dices need to be solid, with sufficient material strength. They cannot
collapse with each and every throw because a sufficiently large num-
ber of observations is needed for the proper modeling of probabilities
(Salmon, 1967, p.91). An intermediate goal is to find out when the
number becomes large enough that we can be sure that the system is
not evolving and stays relatively “stable”. An important part of this
process is classification of events into classes, which is not simple
(Swinburne, 1971, pp.337-338).
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Robert Higgs described in his article the notion of “regime un-
certainty” (Higgs, 1997). Persistent change of economic policies in-
creases uncertainty, causing capital and other economic resources to
become idle. In a similar manner, bad probability assignments due
to government regulations can lead to illusions of certainty. They
can create an impression of economic safety and push investors into
malinvestments, which may end in capital consumption. Under spe-
cific conditions and assumptions probability analysis is a solution
to ignorance. But it is useful only if certain conditions are met. If
those conditions do not exist it might be that probability calculus
in response to government policy is not only not a solution to igno-
rance, but even worse: it itself is a source of pretense of knowledge,
especially when it is based on past data, which are “explosive” in the
Shacklean sense. Data may represent a stable past trend, but at the
same time an unsustainable, destructive trend for the future that is not
visible in the past data.

Consider a simple metaphorical Nassim Taleb’s example of an
owner feeding his turkey each day (Taleb, 2007). Based on past behav-
ior, the pattern of feeding hours might help us establish a probability
distribution: the likeliness that during the day the owner will show up
to feed the turkey. But the probability calculus is based on important
assumptions. Richard von Mises’s argument was that one needs ran-
domness and an infinite amount of trials; otherwise the calculus is just
an approximation that may fail. Since that is never perfectly the case,
the truer statement is that of his brother Ludwig: we do not know the
individual characteristics of actions, but we know they are part of one
class. Hence we start from this fact: we do not know something and
yet we can accurately group and interpret historical data.

When the owner finally kills the turkey, we might conclude that

we failed in our probability modeling and were surprised by a black
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swan, or rather a dead turkey. One possible conclusion is that it was
a completely unpredictable event. This would be a comfortable expla-
nation for the failed positivist model. Perhaps the overall prediction
was fine, and we lacked sufficient experience to recognize the mistake.
Hence in that case, black swans would be Shacklean demons attacking
existing economic frameworks.

In the above case, calling the outcome a black swan rests on an
important assumption we made before our probability calculus: we
do not know anything particular about events apart from that they are
members of the same class. We can gain knowledge about feeding
in the future only from past trends. But from a different perspective,
the opposite may be the case, for perhaps we do know something
more, something qualitative, about the particular event than just that
it is a member of a class. We know the purpose of the owner—why
he kills the turkey. Focusing on the repetitive homogenous data can
lead to a neglect of qualitative analysis, and create quasi-certainty.
Repetition of that data may falsely suggest there is inherent stability
in the non-evolving system.

In the late 1990’s an investment fund Long-Term Capital Manage-
ment (LTCM) believed itself to have found an El Dorado of business
investments. It inferred from specific assumptions that it could flaw-
lessly arbitrage government bonds. To Nobel Prize winners Robert
Merton and Myron Scholes, both involved in the LTCM case, the
crisis of 1997-1998 came like a dead turkey, or black swan. We could
give similar examples from the recent financial crisis. Additionally
conducting an empirical analysis of past events, and constructing
models built upon it with sophisticated RiskMetrics and Creditscoring
programs, one would not have foreseen the Great Recession.

Such an approach is based on the assumption that we do not

know more about price movements than that they are members of



166 Mateusz Machaj

the same class. We do not see the potentially explosive aspect, and
choose to hide important factors behind the notion of randomness.
Yet there is something more to be found than randomness. From Knut
Wicksell we know that the central bank cannot permanently reduce
interest rates below market levels; and from Hayek (and for the main-
stream, from Phelps and Friedman) we know that endogenous market
forces counteract the interest-rate reduction, leading to a recession
and a market correction.®

Similarly, in 1929 Irving Fisher famously declared that the val-
ues of stock market assets were too low. There are analyses still
trying to prove him right (see, for example, McGrattan and Prescott,
2003). These analyses are based on the assumption that one can ex-
trapolate future trends from historical data. Fisher’s hypothesis is
based on an analysis of data from 1921 to 1929 and the postulate that
prices of assets, interest rates, and other significant variables were in
equilibrium—that there was no tendency for the economic system to
explode in the Shacklean sense.

Hence, as in our discussion of probability, one could assume that
one does not know about particular variables, and construct a seem-
ingly viable model based on past data. It turns out, nevertheless, that
one could know something about the variables, particularly about
artificially low interest rates during 1921-1929, which caused an asset
bubble. In that case the assets were not priced correctly; hence the
extension of the trends from 1929 prices was also incorrect. If some-
thing was “wrong” with the data, it could mean that this “wrongness”
could not go on forever. But this can be recognized only if we go
beyond extrapolations from statistics.

The same is the case with debt and credit creation in the United
States from the 1980s, which intensified after 2001. Existence of pre-

6 See: Wicksell 1962, Friedman 1968, Phelps 1967, Hayek 1969.
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vious data is a fact, but an extrapolation of it into the future through
a probability calculus assumes that underlying conditions are sustain-
able. Contrary to this we argue that we can know much more about
existing cases than just that they are members of the same class. We
know economic laws, which do not assume away Knightian uncer-
tainty. Otherwise, if they do, and if we were to substitute them for
objective probability calculus, they might lead to a mere pretense of
knowledge. They may become truly a source of ignorance rather than
knowledge. For an example of how deceptive this probabilistic theory

might be, consider Stiglitz’s analysis of the mortgage market in 2002:

Specifically, historical data were used to create millions of
potential future scenarios. [...] These results regarding the
risk-based capital standard are striking: They suggest that on
the basis of historical experience, the risk to the government
from a potential default on GSE debt is effectively zero. [...]
The first potential shortcoming is that the risk-based capital
standard, while based on a hypothetical economic shock sig-
nificantly more severe than anything that the economy has
actually experienced over the past forty years, may fail to re-
flect the probability of another Great Depression-like scenario.
Fundamentally, the extremely rare events located in the tail
of a distribution are often quite difficult to analyze accurately.
Interestingly, however, the Office of Management and Budget
tested Fannie Mae’s and Freddie Mac’s capital adequacy in the
early 1990s by subjecting their business activities to a ten-year
stress test that simulated the financial and economic conditions
of the Great Depression. The test showed that if a Depression
lasted ten years, given 1990 levels of capital, both Fannie Mae
and Freddie Mac had sufficient capital to survive. This result
led OMB to conclude that in the event of a severe nationwide
economic downturn, the probability of either Fannie Mae or
Freddie Mac defaulting would be “close to zero.” (Stiglitz,
Orszag and Orszag, 2002, p.5, emphasis added)
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In the foreword to this paper, Arne Christenson, senior vice presi-
dent for regulatory policy of Fannie Mae, remarked that probability
of a default was “effectively zero.” His approach was based on econo-
metric analysis and simulations, which in their nature are the same as
the equations used in the banking system, based on Basel regulatory
rules. Under those regulations banks are supposed to measure risk
and assign it to particular assets in order to protect themselves by
raising a sufficient amount of capital. The root of the problem lies
in the fact that there is no universal probability calculus that one
could apply to an economy subjected to credit expansions;’ hence
those “probabilities” and “risks” should be called what they truly are:
subjective probabilities or judgments based on historical data. Most
American banks before the crisis of 2008 achieved relatively high
capital ratios, and yet they severely suffered from the crisis. Even
though, on paper, risk was properly measured and secured by capital,
the crisis strongly hit financial institutions. Apparently, regulations
reduced uncertainty. In reality, uncertainty was hidden under the veil
of pretense of knowledge and this led to capital consumption and

property misusage.®

6. Model risk versus model uncertainty

One way to curtail uncertainty about grouping economic events into
class probabilities is to subject the act of calculating itself to calculus.

This is called model risk. To use again the coin-flipping example, it is

7 On a more general level, take the case of the so called “operational risk”: the risk
that the employer will steal the funds from the institution. It begs Richard von Mises’s
question, how could such an incidental and unique event be assigned an objective
probability measure?

8 See on this Jabtecki and Machaj 2009.
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possible that the coin may not be perfect—and the model builder may
be wrong in assuming some probability distribution. The model-risk
approach subjects model building itself to probability calculus to do
away with the model’s uncertainty. As we can see, this shifts the prob-
lem to another level, for now the act of model building itself has to
be a member of some homogenous class, and we would need repeat-
able experience. Sufficiently large numbers would produce statistics.
Hence for example we could speculate that a model of 50 percent
probability of heads has a 90 percent chance of working, but other
models, though less likely to succeed, are still possibly correct.’

The above considerations are particularly relevant for financial
markets. Derivatives markets depend heavily on theoretical models
traders use in their transactions (Green and Figlewski, 1999, p.1466).
There are problems in estimating and specifying various types of risks.
Since the risks are not easily verified, assessing how reliable the model
is can be problematic. In proceeding to model model risk we could
compare the model used to some imaginary “correct” model, or take
one model and compare it to a bunch of other models as though they
were of one class (Kerkhof, Melenberg and Schumacher, 2010, p.268).
Under the assumption that the “correct model” is still an idealized
one and works as virtual reality with well-established parameters and
structure. '©

This comparison can help shield the company from risk, espe-
cially if it leads the company to create an additional capital reserve.
But does this actually do away with uncertainty to such an extent as
to potentially secure the economy from macroeconomic crises? It all

depends on the underlying theory and how we treat the explosive as-

9 After the 2008 BASEL regulators introduced the necessity for capital reserves associ-
ated with “model risk” (Alexander and Sarabia, 2012, p.1295).
101 thank an anonymous referee for this point.
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pect of credit expansions. Part of the problem with model risk comes
with identifying the distribution in the tails—assigning probabilities
to “random” and less predictable events (see Nassim Taleb)—or the
existence of markets that are not “perfect” such that at least some ar-
bitrage may take place. Another issue relates to the positivist reliance
on observable data. Not all input parameters are observable (Green
and Figlewski, 1999, p.1467):

In particular, even if one has a correctly specified model, us-
ing it requires knowledge of the volatility of the underlying
asset over the entire lifetime of the contract. This creates
a formidable forecasting problem, for which neither the “best”
estimation procedure nor the model risk characteristics of the
resulting theoretical option values are known.

Futhermore according to Green and Figlewski three known
sources of model risk are (1) tail distribution, (2) with non-observable
input parameters (and hence wrong estimations resulting from the
impossibility to have future knowledge of all asset changes) and
also (3) non-continuous markets (and hence arbitrage is not working
infinitely long to equilibrate). Yet their “quantitative impact is not
known.” Therefore as Alexander and Sarbia (2012, pp.1295-1296)

comment:

s

Outside of a simulation environment, the concept of a “true’
model against which one might assess model risk is mean-
ingless. All we have is some observable data and our beliefs
about the conditional and/or unconditional distribution of the
random variable in question. As a result, model risk can only
be assessed relative to some benchmark model, which itself is
a matter for subjective choice. [...]

[O]utside of an experimental or simulation environment, we
never know the “true” model for sure. In practice, all we can
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observe are realizations of the data generation processes for
the random variables in our model. It is futile to propose the
existence of a unique and measurable “true” process because
such an exercise is beyond our realm of knowledge. (emphasis
added)

As Alexander and Sarabia discuss further, parameter uncertainty
and model choice condition model risk; therefore model risk cannot
assume true uncertainty away.'! For those reasons the term “model
risk” does not adequately apply to the nature of the problem inferred.
The more proper name would be model uncertainty, which would
be a qualitative margin of stating: there may be something wrong
with the model; something that cannot be quantitatively expressed and
compared to an imaginary perfect scenario.

Although data analyses can no doubt be helpful in risk assess-
ments, exclusive focus on past data is not sufficient for good model
choice. Same applies to a meta approach of generating model risk with
assigned probabilities of being successful with the chosen models.
What we need is a proper economic theory that helps to go beyond vis-
ible data, and allows us to notice the Shacklean epistemic probability,
Misesian case probability, or Knightian uncertainty associated with

something outside of empirically witnessed computation numbers.

7. Conclusion

The theory of probability is a significant scientific tool that should
not be underemphasized. Its utility, however, is based on correct
recognition of its limits. Only then will probability analysis increase

our knowledge and capability of prediction. If, on the other hand, we

1 Especially in the case of exotic instruments (Hull and Suo, 2002, p.298).
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apply probability calculus to instances where it should not be applied,
especially as we may in economics and regulatory policies, we can
get erroneous results and cause even more ignorance than it aspires
to reduce. Probability theorist are well aware of model limitations,
therefore they try to develop notions of “model risk”, which is in
a way extension of a traditional approach to risk based on the notion
of probability distributions.

Yet as we have seen, it cannot fully solve the problem of true
Knightian uncertainty, reflecting the challenges of Misesian case
probability. Therefore even if model risk may be helpful in tackling
parametric mistakes, there still remains a possibility that models do not
capture some things that cannot be modelled. Literature of probability
concepts created a distinction between risk and uncertainty, hence
it would be appropriate to use the term “model uncertainty” parallel
to model risk since some aspects cannot be parametrized under the
notion of probability measurements. In other words, there is some
non-measurable element in choosing correct and incorrect economic
models and this also applies to meta considerations of inter-model
comparisons. An element of “true model uncertainty”, which is not
subjected to similar calculus as model risk is. The main benefit of such
an approach is to extend economic interpretations of true uncertainty

and apply them also to broader model considerations.
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Abstract
Frederic Bastiat (1801-1850) was an economist and journalist. A mem-
ber of the French Liberal School, he is best known for his free trade
ideas and his philosophy of law. Mark Blaug ranks him as one of
the 100 greatest economists before Keynes. Schumpeter called him
a brilliant economic journalist. Haney devoted a chapter of his History
of Economic Thought to Bastiat.
Although Bastiat is known for his work on free trade and the
philosophy of law, he also wrote on other topics. To date, almost no
one has examined his views on taxation. The purpose of this paper is

to fill that gap in the literature.
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1. Introduction

Frédéric Bastiat (1801-1850) was born in France and spent most
of his life there, although he traveled to England to visit with
Cobden and Bright and fully supported their free trade movement.
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Much of their correspondence was later published as an entire volume
of his seven-volume Oeuvres Completes (1864). He died in Rome on
December 24, 1850 of tuberculosis.

Bastiat wore many hats. He was an economic journalist and
philosopher of law. He was a gentleman farmer. He was a justice
of the peace and later served in the French Chamber of Deputies in
Paris. He was a husband and father (Bidet, 1906; Bastiat, 1889; Haney,
1949; Imbert, 1913; Nouvion, 1905; Roche, 1971; 1993; Ronce, 1905;
Russell, 1959; 1969). For six years, starting at age seventeen, he
worked in his uncle’s counting house, which exposed him to account-
ing (Hazlitt, 1964, p.xi).

Richman (1998, p.ix) stated that he was a legal philosopher of the
first rank. Skousen (2001, p.59) compared him to Benjamin Franklin
or Voltaire for his integrity and the purity and elegance of his writing
style. Hébert (2016, p.205) considers him to be unrivaled in the way
he exposed fallacies (Skousen, 2001, p.59). Schumpeter (1954, p.500)
called him one of the most brilliant economic journalists who ever
lived, although he did not consider him to be a first-rate theorist.
Blaug (1986) ranks Bastiat as one of the 100 greatest economists
before Keynes. According to some historians of economic thought,
political economy reached its apogée with Bastiat. “After Bastiat,
Reybaud could state that work in political economy had almost been
exhausted and that there was nothing else to discover.” (Screpanti
and Zamagni, 1993, p.2). That turned out not to be true, of course, but
that was the thinking at the time.

Although classified as a member of the French Liberal School
or Optimist School (Cossa, 1893, pp.376-382; Gide and Rist, 1948,
pp-329-354), he is also considered to be a forerunner of the Austrian
School of Economics (DiLorenzo, 1999) because of the similarity of

his methodology to theirs. Some of his essays applied the theory of



Taxation and the philosophy of Frédéric Bastiat 179

opportunity cost, which was unusual at the time (1840s), since the
theory of opportunity costs was not fully developed until Carl Menger,
the founder of the Austrian School of Economics (Menger, 1871).

Although the concept of opportunity cost is attributed to the
Austrian School of Economics (Buchanan, 1973, p.14; Haney, 1949,
p-895; Schumpeter, 1954, p.917), its origins can be traced back to
Cantillon’s Essai sur la Nature du Commerce en Général (1755) as
well as the work of Turgot (Rothbard, 1995, p.391; 1999, pp.34, 40)
and Bastiat (DiL.orenzo, 1999, pp.62-63), all of whom were French
economists.

The classic exposition of Bastiat’s application of opportunity cost
is in his essay What is seen and what is not seen (Bastiat, 1850;
1964c, pp.1-50; 2007, U: 1-48). In this essay, Bastiat applies the
theory of opportunity cost to a number of issues, including destruction
of property, military demobilization, taxes, theater and the fine arts,
public works, middlemen, restraints on trade, machinery, credit and
several other topics.

Opportunity cost might be defined as “the sacrifice of the utility
of those other things which we could have had from the resources that
went into the one we did produce.” (Schumpeter, 1954, p.917). Stated
more simply, “Opportunity cost is income of a foregone opportunity.”
(Magni, 2009). Friedrich von Wieser (1851-1926) is credited with
inventing the term (Skousen, 2001, p.184), although Bastiat actually
applied the concept before von Wieser was born.

The importance of applying opportunity cost to public policy
issues cannot be overstated. Much public policy debate ignores the is-
sue of opportunity cost. Economists, politicians and the media almost

uniformly ignore some affected groups when they try to determine
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public policy positions. Bastiat’s methodology makes a serious effort
to include all affected groups. Thus, his essay, What Is Seen and What
Is Not Seen, remains an important, if neglected, piece of literature.

He was a vehement opponent of protectionism and socialism and
much of his writing attacked one or the other. His book, The Law
(1998) is required reading in some Tea Party circles (Zernike, 2010).

He equated socialism with a government that goes beyond its role
of protecting life, liberty and property and ventures into the realm
of redistribution. He debated the socialists of his time, most notably
Proudhon, with whom he exchanged a series of letters (Bastiat, 1873b).
Unfortunately, that debate has not been discussed in the English
literature to any great extent, although Imbert (1913, pp.57-66) and
de Nouvion (1905, pp.256-269) discussed it in French and Miilberger
(1896) wrote about it extensively in German.

Much of his work, in the original French, is now available on the
internet (Bastiat, 1850; 1861; 1862b,a; 1864; 1870; 1873a,b). About
one-third of his works have been translated into English (Bastiat,
1926; 1964c,b,a; 1991; 1998; 2007). The person most responsible for
introducing Bastiat to the English speaking world is Dean Russell,
who wrote a dissertation (Russell, 1959) and two books (Russell,
1969; 1985) about Bastiat and his work. Hendrick (1987) also wrote
a doctoral dissertation devoted to Bastiat’s work, although he did not
publish any portion of it. Buccino (1990) discussed some of Bastiat’s
philosophy in her study of other classical political economists in her
doctoral dissertation.

George Charles Roche, III, an American historian, wrote two
books about Bastiat (Roche, 1971; 1993). Bidet (1906), DeFoville
(1889), Imbert (1913), de Nouvion (1905) and Ronce (1905) wrote
books about him in French. Henry Hazlitt (1946; 1979) applied Bas-
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tiat’s methodology to a number of economic policy issues in the
mid- twentieth century. Russell (1985) took a similar approach in the
mid-1980s.

Although best known for his work in trade and the philosophy of
law, he wrote on other topics as well. To date, no one has examined
his views on taxation. The purpose of this paper is to fill that gap in
the literature.

2. Two philosophical approaches

Bastiat was both a utilitarian (Bastiat, 1850; 1862b; 1864; 1870;
1873a,b; 1964b,a,c; 2007; 2010) and a rights theorist (Bastiat, 1873a,
pp-342-393; 1998; 2007, I: 49-94). In order to more fully understand
his views on taxation it is necessary to take a few minutes to discuss

his two philosophical approaches to various public policy issues.

2.1 Rights theory

The most comprehensive presentation of his rights theory is contained
in The Law (Bastiat, 1873a, pp.342-393; 1998; 2007, I: 49-94). In this
essay, first published as a pamphlet in 1850, Bastiat outlines his basic
legal philosophy, which is similar to that of Locke (1689) and Nozick
(1974) in many ways. All three believed that government should be
limited to the defense of life, liberty and property, which could be
labeled a night watchman state.

Justice reigns when the law is confined to these three functions.
When the law goes beyond these three basic functions and into the
realm of the redistribution of wealth, the result is injustice.

Bastiat believed that liberty and property existed prior to govern-

ment. Indeed, the reason governments were formed was to protect life,
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liberty and property. His position rejects the view of legal positivists,
who believe that there is no such thing as inherent rights and that all
rights come from government (Bentham, 1843; Austin, 1869; Fuller,
1969; Kramer, 1999; Marmor, 2001; Waldron, 1987).

In this regard, his view is similar to that of Locke (1689) and
Nozick (1974), who also reject legal positivism. Although Bastiat
mentions “God” several times in his writings, he does not take the
position that property rights are part of God’s plan to make the world
a better place. Such a position would be closer to that of Locke, who
was a natural law theorist in the Protestant tradition. It could fairly be
said that Bastiat was a secular rights theorist, since his views could
be accepted and applied by individuals of any religion, or no religion,
although Meredith (2009) places him in the Christian tradition of
normative natural law along the lines of Augustine and Aquinas.

He is against entitlements, such as the right to government health
care, government pensions, government subsidies, government en-
forced minimum wages, government provided welfare, protective
tariffs, government education, and so forth. These entitlements are
examples of positive law, where the right is not inherent, but rather
comes from government. In order for one individual to have a positive
right to something, a negative right (such as the right to property or
the right to contract) of someone else must be violated. In these cases,

one person lives at the expense of another.

L'Etat, c’est la grande fiction a travers laquelle tout le monde
s’efforce de vivre aux dépens de tout le monde. (Bastiat, 1873a,
p-332) [The state is that great fiction through which everyone
tries to live at the expense of everyone else.]

Governments may not legitimately engage in charity. Engaging in

government charity is false philanthropy. True philanthropy involves
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the giving of one’s own property for some worthy cause. False philan-
thropy involves taking one person’s property and giving it to another
for what some politician or bureaucrat considers to be a worthy cause.
Individuals have the right to defend their rights to life, liberty
and property. That being the case, it follows logically that groups
of individuals can band together to defend these individual rights.
Forming defense organizations to defend these rights often makes
sense, since it increases efficiency. These defense organizations are
often governments, but can also be private defense organizations.
These governments or private defense organizations possess no
rights that the individuals who formed them do not possess. Just as an
individual has no right to steal, neither does a government have a right
to steal. If an individual forcibly takes someone else’s property, it is
theft, which Bastiat refers to as illegal plunder. When a government
takes one person’s property and gives it to another person, Bastiat

calls it illegal plunder.

Under the pretense of organization, regulation, protection, or
encouragement, the law takes property from one person and
gives it to another; the law takes the wealth of all and gives it
to a few — whether farmers, manufacturers, shipowners, artists,
or comedians. (Bastiat, 1998, p.13)

For Bastiat, government expenditures are just and legitimate only
if made for the general welfare, such as the protection of life, liberty
and property. Justice, defense and public works expenditures may be
justified, but not much else (Braun and Blanco, 2011). Expenditures
for special interests such as farmers, manufacturers, artists, students
or anyone else are illegitimate because the government takes property
from some and gives it to others. All special interest legislation consti-
tutes a form of legal plunder and any legislation that does not benefit

the vast majority constitutes special interest legislation.



184 Robert W. McGee

But how is this legal plunder to be identified? Quite simply.
See if the law takes from some persons what belongs to them,
and gives it to other persons to whom it does not belong. See
if the law benefits one citizen at the expense of another by
doing what the citizen himself cannot do without committing
a crime.

Then abolish this law without delay, for it is not only an evil
itself, but also it is a fertile source for further evils because
it invites reprisals. If such a law — which may be an isolated
case — is not abolished immediately, it will spread, multiply,
and develop into a system. (Bastiat, 1998, p.17)

When a portion of wealth is transferred from the person who
owns it — without his consent and without compensation, and
whether by force or by fraud — to anyone who does not own
it, then I say that property is violated; that an act of plunder is
committed. (Bastiat, 1998, p.22)

2.2 Utilitarianism

Bastiat was also a utilitarian. What distinguishes Bastiat’s version of
utilitarianism from some other versions is that Bastiat made a sincere
attempt to determine the effect a policy would have on all groups in
both the long-run and the short-run. On the first page of his Selected
Essays on Political Economy (Bastiat, 1964c, p.1; 2007, I, p.1) he
states that:

There is only one difference between a bad economist and
a good one: the bad economist confines himself to the vis-
ible effect; the good economist takes into account both the
effect that can be seen and those effects that must be foreseen.
(Bastiat, 1964c, p.1)
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He goes on to elaborate on this methodology and provides exam-
ples in several of his works (Bastiat, 1850; 1870; 1873a,b; 1964b,a,c;
2007).

3. Views on taxation and public finance

“The state can give nothing to the citizens that it has not first taken
from them.” (Bastiat, 1964c, p.183)

According to one journalist, Bastiat “argues that governments are
essentially stealing when they tax their citizens to spend on welfare,
infrastructure or public education (Zernike, 2010). However, this
statement is not quite accurate. Bastiat was not against spending for
some public works (Bastiat, 1964b, p.46) and he thought that spending
for national defense and justice were acceptable uses of tax funds
(Bastiat, 1964c, p.184).

While taxes may be raised for the defense of life, liberty and
property, they may not be raised for redistributive purposes. A redis-
tributive tax system is inherently unjust because it uses force to take
property from its rightful owners and distributes it to those who have
no just claim on it. Redistributive taxation is a form of legal plunder.

However, Bastiat was not against all forms of taxation. Taxes
were justified if the people whose salaries they paid rendered services
to the taxpayers that were equal to what they were paid, in other
words, if the people got their money’s worth from their taxes (Bastiat,
1964c, p.182). Economists who are familiar with the relative costs
and benefits of privatization might be quick to assert that the citizenry
seldom, if ever, gets its money’s worth from government, since the
private sector can do just about anything faster, cheaper and better than
government (Finley, 1989; Ohashi and Roth, 1980; Pirie, 1988; Savas,
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1991), but Bastiat did not raise that question, since privatization was
not an issue in the 1840s, probably because the state was relatively
small at the time in terms of the institutions and infrastructure that it
owned that could be transferred to the private sector.

Then there is the question of whether it can be determined whether
the people actually got their money’s worth from government services,
since value is a subjective thing. It’s probably true to say that there is
no way to determine whether every individual received equal value
for government services rendered, but it can be assumed that some
individuals received more in services than what they paid in taxes
while others received less than what they paid. That being the case, it

would be impossible to determine whether taxes could be justified.

3.1 Progressive taxation

Bastiat identified progressive taxation as a form of plunder (Richman,
1998, pp.18). Presumably, he would approve of a flat tax, provided the
funds spent were limited to the defense of life, liberty and property.
He strongly opposed the Marxist concept, “From each according to
his ability, to each according to his needs.” (Marx, 1875) Marx and
Engels advocated both a heavy, progressive income tax and a 100
percent inheritance tax (Marx and Engels, 1848). Unless Bastiat could
read German, we can be sure that he did not read The Communist
Manifesto (Marx and Engels, 1848) because the French and English
translations did not appear until after his death (see Marx and Engels,
2010), but the ideas Marx and Engels espoused in that document were

circulating in Europe during Bastiat’s lifetime.
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3.2 Using taxes as a means of equalizing wealth

Bastiat viewed the use of the tax system as a means of equalizing
wealth as communism (Bastiat, 1964c, p.111). He was against the
notion that disparities of wealth should be reduced through the tax
system.

3.3 Gift taxes
Bastiat viewed gift taxes as a violation of property rights:

Exchange, like property, is a natural right. Every citizen who
has produced or acquired a product should have the option
of applying it immediately to his own use or of giving it
to whoever on the face of the earth consents to give him in
exchange the object of his desires. To deprive him of this
faculty, when he has committed no act contrary to public order
and good morals, and solely to satisfy the convenience of
another citizen, is to legitimize an act of plunder and to violate
the law of justice. (Bastiat, 1964c, p.112)

3.4 Inheritance taxes

Bastiat was against inheritance taxes, which he regarded as a violation
of property rights. Property comes into existence as the result of labor.
It is the fruit of one’s labor, which can be passed on to others (Bastiat,
1964c, pp.188—193).

The right of inheritance, against which so much has been
objected of late, is one of the forms of gift, and assuredly the
most natural of all. That which a man has produced, he may
consume, exchange, or give. What can be more natural than
that he should give it to his children? It is this power, more than
any other, that inspires him with the drive to labor and to save.
Do you know why the principle of right of inheritance is thus
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called in question? Because it is imagined that the property
thus transmitted is plundered from the masses. This is a fatal
error. (Bastiat, 2007, p.142)

3.5 Using taxes to stimulate economic activity

Bastiat opposed the use of tax money to stimulate the economy for two
reasons: (1) it was a form of redistribution of wealth, and therefore
legalized plunder, and (2) it did not work. He did not oppose the use
of taxes to provide legitimate services, whatever they may be (i.e.
services that benefitted the vast majority of the people), but he did
oppose using taxes to prime the pump, so to speak, as Keynesian
economists advocate. (Bastiat, 1964c, pp.8-9, 16). Every hundred
sous (a French monetary unit at the time) a Frenchman gives to
support the salary of some government bureaucrat is 100 sous that
he cannot spend himself (Bastiat, 1964c, p.8). The transfer is merely
from one person’s pocket to that of another. Total spending and total
economic activity do not increase.

While this example may seem to be so obvious that it is hardly
worthy of mention, the Keynesian multiplier theory (Keynes, 1936)
is based on the belief that increasing government spending results
in a multiplier effect that increases total economic activity. In fact,
increased government spending results in less private sector spending.
If the additional funds are raised in the form of borrowing rather
than taxes, the result does not change. A detailed examination of this
phenomenon is beyond the scope of the present paper, but this topic
has been covered in depth elsewhere (Ahiakpor, 2000; Dimand, 1997;
2000; Hazlitt, 1946; 1959; 1960; 1979; Hegeland, 1954; Hutt, 1963;
Hutt, 1979; Skousen, 1992; Terborgh, 1968).

In Bastiat’s time the argument was made that a troop demobiliza-

tion would result in increased unemployment. What would happen to
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the troops if they were demobilized? The reply was that they would
become unemployed. As they returned to their home towns they would
depress labor rates.

The opposite side of the coin is that French taxpayers would be
relieved of paying a hundred million francs. But the army consumes
bread, wine, clothes and weapons, and such purchases spread through-
out the economy. All this commercial activity would come to an end
if the soldiers went home. Thus, the army must be maintained for
economic reasons, even though the soldiers are not needed, or so the
argument goes (Bastiat, 1964c, pp.4-5).

As Bastiat would say, what is seen is 100,000 soldiers who live
well and who provide a living for their suppliers. What is not seen is
the fact that the hundred million francs used to support those soldiers
cannot be used to support the taxpayers who are providing the funds.

If the soldiers return to their home towns, what is seen is 100,000
unemployed men being dumped into the labor market, causing wages
to become depressed and deepening unemployment. What is not
seen is the hundred million francs that are now free to hire those
unemployed soldiers. Since the taxpayers are no longer being taxed
to support soldiers who create no products or services, they are free
to employ those soldiers, who will now be able to produce something.
Overall production will increase because the soldiers, who were paid
to march back and force, will now be producing something. All of
society will benefit (Bastiat, 1964c, pp.6-7).

3.6 Tariffs

Tariffs are a form of taxation, in the sense that they raise revenue for
governments. Prior to the adoption of the Sixteenth Amendment to
the U.S. Constitution in 1913, tariffs were one of the major sources of

revenue in the United States and were the major source of revenue in
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many other countries prior to the income tax (Webber and Wildavsky,
1986, pp.269-270). However, governments often use tariffs for a more
sinister reason: to protect domestic industry from foreign competition.
This use (abuse) of tariffs has been present in history ever since tariffs
were first imposed (Webber and Wildavsky, 1986).

Tariffs are a form of subsidy, special interest legislation, since
they help one small segment of the domestic population (domestic
producers) at the expense of the general public. Bastiat was against all
tariffs because he regarded them as legalized plunder (Bastiat, 1861;
1862b,a; 1864; 1873a,b; 1964b,a,c; 1998; 2007).

There are two potential causes of revolution in the United
States: slavery and the high protective tariff. .. In regard to the
tariff question the law says: “I shall create an armed force, at
the citizens’ expense, not to make sure that their transactions
are free, but to make sure that they are not free, to impair
the equivalence of services, so that one citizen may have the
liberty of two, and that another may have none at all.” (Bastiat,
1964a, p.462)

Bastiat’s perception was correct. The reason Fort Sumter was
attacked by Confederate forces on April 12, 1861, thus starting the
American Civil War, was because the fort was being used as a collec-
tion point for the tariff. The fort had no military significance (Adams,
2000, pp.17-33). The reason the southern states wanted to secede
from the Union was because of northern hegemony, part of which
included the high tariff.

At the time Lincoln was pushing his high tariff through the
Congress, the Southerners were doing just the opposite. Their
new constitution was adopted. .. with a unique provision ban-
ning high import taxation... Jefferson Davis, the first presi-
dent of the Confederacy, justified secession in his inaugural
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address by making reference to the Declaration of Indepen-
dence, then emphasizing the import tax issue. .. With low du-
ties the trade of North America would shift from New York,
Boston, and Philadelphia to Savannah, Charleston, and New
Orleans. .. This would spell disaster for the Northern indus-
trialists. Secession offered the South not only freedom from
Northern tax bondage but also an opportunity to turn from the
oppressed into the oppressor... (Adams, 1993, p.332).

Adams (1993, pp.332-333) goes on to state that the main cause of
the Civil War was the tariff, not slavery, which was a secure institution
in the South, and which Lincoln promised not to change in the territo-
ries where it already existed. Bastiat (1964a, p.462) was able to see
that the high U.S. tariff could lead to war during the 1840s. DiLorenzo
(2002, p.63) points out that the high tariff triggered a constitutional
crisis when some South Carolina politicians suggested refusing to
collect the tariff at the Charleston, South Carolina port.

As a general rule, Bastiat viewed tariffs, or customs duties, as
a violation of property rights because the purpose is to protect domes-
tic producers from foreign competition. The tariff constitutes special
interest legislation because it benefits a small group at the expense of
the general public. However, if the funds are used for the common

expense, the tax is legitimate (Bastiat, 1964c, pp.111-112).

3.7 Taxes on capital

Bastiat believed that the proletariat can be freed only by increases
in capital accumulation. When the amount of capital increases more
rapidly than the increase in population, two things happen: lower
prices and higher wages. Both of these things improve the lot of the
worker. He was against what he referred to as the war on capital, the

taxing of capital for reasons other than to raise the revenue necessary
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to perform the legitimate functions of government. Capital that is not
secure hides or flees. When that happens there is less money available
to employ people. The result is unemployment for some and lower
wages for others (Bastiat, 1964c, pp.184-185).

3.8 Tax burden

When a nation is burdened with taxes, nothing is more impossible than
to levy them equally. The tax burden is shifted onto the rich. When
government expenditures expand beyond what is needed to pay for
its legitimate functions, the state produces more poverty than it cures.
When it is an accepted principle that the function of government is
to distribute wealth, the tax burden expands beyond its just limits.
The amount taken in taxes should be no more than what is needed to
protect the people from violence and fraud. Bastiat proposed a single
tax that is proportional to the amount of property owned (Bastiat,
1964c, pp.125-126).

3.9 School taxes

Bastiat opposed forcing some people to pay for the education of other
people’s children. In Bastiat’s time, the government supported the
major religions. As a result, Catholics were forced to support Jewish
organizations and Jews were forced to support Catholic organizations.
Some religious organizations had their own schools.

Bastiat believed that parents should be responsible for the educa-
tion of their own children. He also believed that government should
not have a monopoly on education. He disapproved of the top-down,
government monopoly on university curriculum, which was based on

a study of the classics. He disapproved of a classic education because
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classical scholars glorified plunder and socialism. He did not believe
that taxpayers should be forced to pay for indoctrinating the younger
generation with such false knowledge (Bastiat, 1964c, pp.278-283).

3.10 Subsidizing the arts

Bastiat begins his discussion with the question, “Should the state
subsidize the arts?” (Bastiat, 1964c, p.11) It could be argued that the
arts broaden and elevate the soul of the nation. Furthermore, French
culture is the envy of the world. Should this modest assessment on
the citizens of France be stopped?

He goes on to point out that the issue is really a question of
distributive justice. Do the rights of the legislator allow him to reach
into the pocket of the workers to supplement the income of the artist?
He also asks whether subsidizing the arts results in the progress of the
arts. One might point out that in totalitarian regimes such as those in
Nazi Germany (Fiirstenau, 2020), Stalinist Russia (Beale, 2019) or
Maoist China (Burgess, 2018) the arts were used as propaganda tools.
Using art as propaganda has a long, if undistinguished history (Levy,
2017; Weissman, 2023).

But getting back to the question of opportunity cost, what is seen
is the effect of subsidizing certain arts. What is not seen is what would
have happened if those funds had instead been spent by the taxpayers
who earned that income. Bastiat believes that the decision as to where
the funds should be spent should come from below, not from above.

He later points out that any francs the government spends on
the arts creates employment in that field, but only at the expense of
employment in the fields where the taxpayers otherwise would have
spent their wages. He concludes that the government cannot create

jobs but only shift them from one sector of the economy to another.
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3.11 Public works

Another example in his essay What is seen and what is not seen
(Bastiat, 1964c) addresses the question of public works. Whenever the
state opens a road, builds a palace, digs a canal or repairs a street, it
provides jobs for certain workers. That is what is seen. But what is not
seen is the workers who are deprived of jobs because the funds that
are used for those public works cannot be used to hire their services.

He goes on to say that where the expenditure has utility, such
as building a bridge that is needed, there is not a problem. Problems
result when the state engages in public works projects for the purpose
of creating employment. Such a goal might be used to justify the most

prodigal enterprises (Bastiat, 1964c, p.17).

The great Napoleon, it is said, thought he was doing philan-
thropic work when he had ditches dug and then filled in. He
also said: “What difference does the result make? All we need
is to see wealth spread among the laboring classes.” (Bastiat,
1964c, p.18)

Later in his essay he goes on to say that public expenditures must
be evaluated on their own merits because the effect of any public
expenditure is not to create jobs but to divert them. Furthermore,
reallocating jobs displaces workers, which disturbs the natural laws
that govern the distribution of population over the earth (Bastiat,
1964c, p.41). There is also the danger that the public expenditure will
create less useful jobs than the jobs that are prevented from coming
into existence, since the latter are created by the wants and demands of
the people who have earned the money whereas the former are created
by bureaucrats, who are creating jobs just for the sake of expanding

employment without regard to the wants and needs of the citizenry.
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4. Conclusion

The contributions Bastiat has made to the economic and philosophical
literature are substantial (McGee, 2014c). He saw the market econ-
omy as a harmony of interests rather than a struggle between classes
(Braun and Blanco, 2011). He opposed government intervention in
the economy, since intervention would cause more harm than good
(Hulsmann, 2001). He anticipated and refuted the Keynesian multi-
plier theory more than a generation before Keynes (1883-1946) was
born (McGee, 2014b). He is one of the few economic philosophers
whose essays have lived on more than 150 years after his death. His
view of free trade and protectionism is unsurpassed (McGee, 2014a).

His contributions to public finance are discussed in the current
paper. His view was that of a utilitarian classical liberal who believed
that taxation could be justified only in cases where the tax funds were
spent on projects that benefitted the vast majority of the population.
Such expenditures included programs that would protect life, liberty
and property. Tax funds spent for any other purpose constituted redis-
tribution, and were therefore illegitimate. His philosophy of public
finance is as relevant today as it was in the 1840s, when he wrote on

this topic.
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Ludwig Lachmann: A subjectivist
institutionalist, but not a nihilist

Krzysztof Turowski
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Abstract
The legacy of Ludwig Lachmann within the Austrian School of Eco-
nomics is subject to several interpretations in the literature: though
he clearly considered himself a member of the school and he in-
fluenced many Austrian economists, his particular methodological
claims prompted Murray Rothbard to disavow him as a nihilist.

In this article, we defend Lachmann by arguing that in order
to defend his methodological stance he invoked extra-Austrian in-
fluences (Max Weber, G.L.S. Shackle). This way, he championed
subjectivist institutionalism consistently both in theory and in prac-
tice. His approach leaves a peculiar, unorthodox, yet positive legacy
for contemporary Austrian economics, not so far from the orthodox
Misesian stance as it is broadly understood.

Keywords
subjectivism, institutionalism, methodology of economics, financial
markets, Austrian School of Economics, Ludwig Lachmann

1. Introduction

Ludwig Lachmann (1906-1990) is definitely one of the most
controversial figures within the Austrian School of Economics.
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He came across the writings of Menger while he was studying in
Berlin with Werner Sombart, the leader of the last generation of
the German Historical School'. He had become so interested in this
approach to economics that he eventually went to study at the London
School of Economics in the 1930s. There he witnessed first-hand
the Austrian-Keynesian debates on capital and trade cycle, and the
eclipse of Austrian economics by Keynesianism in the UK, as he
remained the only young adherent of the thought of Mises and Hayek
at the LSE. Then, for many years he taught in South Africa, which
put him somewhat at a distance from the center of gravity of the
Austrian School, that moved to the USA after the Second World
War. Despite that, he was still active e.g. with publishing his book
Capital and its Structure in 1956. Ultimately, he came to the forefront
when he was invited as one of the three main speakers at the first big
post-war Austrian School meeting at the South Royalton Conference
in 1974, alongside Murray Rothbard and Israel Kirzner, the most
prominent post-war students of Mises. Later, throughout the 1970s
and 1980s, he was invited every year to the New York University
and George Mason University, two important centers of Austrian
economics, thus gaining prominence among younger generations of
economists gathered there?.

Lachmann is widely praised by many economists for his works
e.g. on capital (Lewin, 2007; Rothbard, 1995), entrepreneurship
(Endres and Harper, 2013; Horwitz, 2019), and institutions (Foss
and Garzarelli, 2007). His assessment of the Hayek-Sraffa debate on

the theory of cycles also stands out as a lucid restatement of the crux

! Actually, his tutor in Berlin was Emil Kauder, another disciple of Sombart who got
interested in Austrian economics (Wasserman, 2020, p.111).

2 For a biographical sketch of Lachmann, see Mittenmaier (1992), Lewin (2007). For
personal reminiscences of his students and acquaintances see e.g. Boehm (1991),
Boehm et al. (2000), Caldwell (1991) and Fransman et al. (2019).
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of the dispute, either missed or deliberately obscured by both sides
(Gordon, 2007). He is also perceived as a harsh critic of the dominant
general equilibrium paradigm, which he viewed as inferior to the
market process perspective, espoused by Mises and his followers.

Yet, the Austrianness of Lachmann is only one side of his work. It
is also true that he held John Maynard Keynes in much higher regard
than any other Austrian School economist. He was also highly influ-
enced by a radical Keynesian George Lennox Sharman Shackle, who
is best known for stressing the importance of all-pervasive uncertainty
in the world of human affairs for economics. Although Lachmann was
keen on subscribing himself to the Austrian School of Economics as
a follower of Menger, Mises, and Hayek, he was also very eager to
look for fruitful interactions with institutionalists or post-Keynesians,
both perceived as having congenial insights that could be assimilated
to form a broader common approach to the studies of the markets
(Lavoie, 1994, p.8). Moreover, he was widely known to have strong
methodological pronouncements that led Murray Rothbard to disavow
him as a nihilist (1995, pp.52-53).

His peculiar intellectual perspective combined with the influence
on many representatives of the Austrian School, especially in the
1980s (Vaughn, 1994, pp.139-140), incited various opinions of his
legacy, from highly negative (Rothbard, 1995, p.82) to overwhelm-
ingly positive ones (Lavoie, 1994, p.1). This divergence itself raises
a question of the proper assessment of the place Ludwig Lachmann
occupies within Austrian economics, both for his methodological
position and for its relevance to economic practice.

The aim of this article is to argue contra Rothbard that Ludwig
Lachmann indeed offered a fruitful positive program for economic
research in line with Austrian tradition. However, we also recognize

a grain of truth in Rothbard’s assertion that Lachmann, thanks to his
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extra-Austrian influences, put strong emphasis on institutions and
distanced himself from high theory, and pursued a different route
than the people steeped in Austrian economics in the traditions of
Mises, Hayek, and Rothbard—and therefore prone to other kinds of
challenges. Overall, it is best to treat Lachmann as supplementing
the main corpus of economic knowledge rather than superseding the
praxeological paradigm.

Our line of reasoning proceeds in three steps. First, in section 2,
we reconstruct the main tenets of Lachmann’s methodology: his radi-
cal subjectivism and the primacy of institutions as the guiding posts
for actions in the rapidly changing economic world. Next, in sec-
tion 3 we outline his general view of economics as a science, and we
follow up with a section discussing the differences separating him
from Mises, Hayek, and Rothbard. We also summarize the intellectual
indebtedness of Lachmann to Max Weber and G.L.S. Shackle, and
argue that these extra-Austrian influences are both clearly recogniz-
able at the core of his subjectivist-institutionalist methodology, and
they are reasons why Rothbard accused Lachmann of being a nihilist
and anti-economist. Finally, in section 5 we show, contra Rothbard,
Lachmann’s method in action in his analysis of financial markets. This
helps us assess both the strengths and weaknesses of the Lachman-
nian approach, and its relevance to the main (Misesian-Rothbardian)

Austrian economics paradigm.

2. Main methodological tenets

Although Lachmann had the same inclination as many other Aus-
trian economists to outline a broader vision of doing social science,

extending beyond economics, he did not delve deep into systematic
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philosophical and anthropological considerations, unlike Mises or
Hayek. Neither did he publish a comprehensive definitive pronounce-
ment of his methodological views as did Mises and Menger. It is
important to remember that Lachmann started as a capital theorist,
and it was the motivation to clear misunderstandings and get rid
of flawed approaches mostly in this area that eventually drew his
methodological efforts to the forefront (Prychitko, 1997, p.215).

His most prominent methodological analyses can be found in
a series of articles ranging from the 1940s up to his death, gathered

mostly in four books:

e Legacy of Max Weber, 1970,

o The Market as an Economic Process, 1986,

e Capital, Expectations, and the Market Process, 1977, a collec-
tion of articles from the 1940s to the 1970s, edited by Walter
Grinder,

o Expectations and the Meaning of Institutions, 2005, a collection
of articles from the 1930s to the 1980s, edited by Don Lavoie.

Unfortunately, in these works many of his particular insights appear
only in passing, for example when he is commenting on works of other
economists, such as Mises or Shackle. And in more programmatic
publications he does not repeat some crucial insights or reservations
that nuance his line of reasoning. Still, we believe that even though
Lachmann did not write any work devoted solely to outlining his
methodological stance, it is possible to reconstruct the main prin-
ciples of his methodological stance from these works. Indeed two
themes come to the forefront throughout his career: subjectivism and
institutions. Let us look at each of them in turn.
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2.1 Subjectivism

As it was observed in the literature, if there is one particular stance
that can be associated with Lachmann throughout his whole career,
it is his often-repeated commitment to subjectivism (Grinder, 1977,
p-3). He defined it as

[t]he postulate that all economic and social phenomena have
to be made intelligible by explaining them in terms of human
choices and decisions (Lachmann, 1973a, p.10).

This includes also uncovering the purpose and the general design of
the plan behind observable actions (Lachmann, 1940, pp.71-72).

Subjectivism is for Lachmann the principle of explanation of
social sciences, and he tried to push it as far as possible with his
agenda of radical subjectivism. He quoted several times with approval
Hayek’s remark that “every important advance in economic theory
during the last hundred years was a further step in the consistent
application of subjectivism” (Lachmann, 1969, p.155; 1986, p.23;
1990, p.3, originally in Hayek, 1952, p.31). The task of the economist
in this view (dubbed “the market process approach”), is “to make
human action intelligible, to let us understand the nature of the logical
structures called ‘plans’, to exhibit the successive modes of thought
which give rise to successive modes of action” (Lachmann, 1951,
p-417), or simply “to understand [...] what men do in markets” (Lach-
mann, 1986b, p.3). He states that the access to intelligible meaning
as social causes gives social scientists an advantage compared to the
natural sciences, which he assumes to be confined only to observable
uniformities (Lachmann, 1959, p.90).

This conceptualization of human action as the subject matter
of economics has several further consequences. First, as Lachmann

points out, “each plan is a logical structure in which-means and ends
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are coordinated by a directing and controlling mind” (Lachmann,
1951, p.418). This dispenses with the possibility that actions in the
real world can be considered passive reactions to external incentives,
as these would effectively mean abolishing planning altogether. Next,
since the plans are meaningful, this means that not only social scien-
tists but also other agents can understand them and use them in their

plans:

At any moment the actor’s mind takes its orientation from (but
does not permit its acts to be dictated by) surrounding facts as
seen from its perspective, and in the light of this assessment
decides on action, making and carrying out plans marked by
the distinction between means and ends. [...] [W]hat men
adjust their plans to are not observable events as such, but their
own interpretations of them and their changing expectations
about them (Lachmann, 1986b, p.4).

This, in turn, leads him to point out that there are no objective data
such as “tastes” that can be separated from resources and technological
knowledge as an independent exogenous variable (Lachmann, 1986b,
p-24; see also Lachmann, 1966¢, p.35).

As Lachmann points out, plans are conceived with certain back-
ground knowledge about the environment, including both the physical
world and the actions of other agents. He notes that events happening
in the world in virtue of their being observable and understandable
may affect our knowledge. Our previous actions, and especially our
assessment of their success, also influence our current planning. How-
ever, knowledge has very peculiar properties. As he notes: “[c]hanges
in the constellation of knowledge are an inevitable concomitant of the
passing of time” (Lachmann, 1975, p.200). Thus, models assuming

a fixed stock of knowledge of agents are essentially timeless.
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The subjective character of knowledge acquisition by a human
mind implies heterogeneity of knowledge among agents. Particular
results depend on countless factors e.g. on attitude towards the future
(optimists vs. pessimists, bulls vs. bears), and “no recipe for turning
information into knowledge can exist” (Lachmann, 1986b, p.51). The
whole concept of a market of homogeneous units of information flow
is deeply flawed and cannot be sustained in this view. Any attempt to
incorporate a formal rule of learning is self-defeating since Lachmann
argues that such an approach would undermine free will as a plausible

working hypothesis concerning human action in general:

[f]lor how otherwise could they take part in discussions without
regarding themselves as mere human gramophones emitting
strange but irrelevant noises, and how could they ever hope to
“convince” anybody else? (Lachmann, 1950, p.167)

In essence, this argument anticipates® Popper (1957, p.10) by pointing
out that if there were causal laws determining human learning and
actions, then it would mean the world devoid of meanings and argu-
ments, so only with passive reactions and not actions in the proper
sense of the word.

Lachmann as early as 1943 underlined that not only the current
knowledge matters for agents, but even more importantly, their expec-

tations concerning the world and other agents:

Expectations, it is true, are largely a response to events experi-
enced in the past, but the modus operandi of the response is
not the same in all cases even of the same experience. This ex-
perience, before being transformed into expectations, has, so
to speak, to pass through a “filter”” in the human mind, and the

3 Thus, Hoppe (1995, p.38) is not right in his attribution of primacy to Popper. And
though one can see this argument also in Shackle (1958, p.104), it seems that Lachmann
got it right first.
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undefinable character of this process makes the outcome of it
unpredictable ... It follows that they [expectations] have to be
regarded as economically indeterminate and cannot be treated
as “variables which it is our task to explain” (Lachmann, 1943,
p-67).

The heterogeneity and subjectivity of expectations induced him to
reject an attempt by Oskar Lange to find an objective measure of the
degree of uncertainty of price expectations (Lachmann, 1940, p.120;
see also van Zijp, 1995, p.422).

In a broader perspective, Lachmann viewed the modern history of
economic thought as a battlefield between two approaches: subjectivist
and formalist—the first exemplified by Austrians, but also by Post-
Keynesians, the second associated typically with general equilibrium
framework and Neo-Ricardians (Lachmann, 1986b, pp.22-23, 164).
The problem with the formalist approach is, as he points out, an
assumption of constant relationships, mathematical tractability, and
measurability, which dispenses with the real causal force of human
action, both subjective and changing. In Lachmann’s own words
“expectations, and other subjective elements, constitute an alien body
within the organism of formal model analysis” (Lachmann, 1966b,
p-249).

These two views are tied to two meanings of economics distin-
guished by John Hicks: plutology, the science of wealth, and catallac-
tics, the science of exchange (Hicks, 1976, p.215). Although there is
no one-to-one correspondence, the former is often framed in formalist
language, and the latter is more congenial to the subjectivist approach.
Lachmann accepts this distinction, yet he sees a paradox: neoclassical

theory of growth, a contemporary example of plutology, requires capi-
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tal homogeneity as one of its assumptions, and in doing so it relies on
a catallactic framework of general equilibrium of Walras and Pareto
(Lachmann, 1986b, pp.25-26).

The emphasis on subjectivity with regard to production plans
made Lachmann the harshest critic of all equilibrium approaches
among all representatives of the Austrian School. He argued that the
only meaningful sense of equilibrium in modern economics obtains
when an individual (household, firm) acts rationally and exhausts
all the gains from removing the inconsistencies between his various
plans (Lachmann, 1973a, p.15; 1986, p.141). However, for the whole

economy, he seems to be taking exactly the opposite view:

In a kaleidic society the equilibrating forces, operating slowly,
especially where much of the capital equipment is durable and
specific, are always overtaken by unexpected change before
they have done their work. [...] Equilibrium of the economic
system as a whole will thus never be reached (Lachmann,
1976b, pp.60-61).

His argument was simple: for an individual person (household, firm)
we can talk of equilibrium as rationality, consistency of concurrent
plans because there is a single organizing unit of agency*. However,
with a multiplicity of agents, it is a brute fact of life that there is no
such unified perspective. All capital goods gain meaning only within
some production plan and such plans are divergent since they are
undertaken by different people. It directly follows that there is no God-
like macroeconomic perspective or an objective measure in terms of

some appropriately defined quantity that allows the amalgamation of

4 Lachmann actually broadens the legitimate use of equilibrium to include single
organized markets or even single industries, as did Marshall (Lachmann, 1966¢, p.37;
1969, pp.149-150). However, he does not provide any examples of good and bad uses
of the concept in these areas, so it is hard to assess these claims.
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heterogeneous capital goods into a single blob like the macroeconomic
K (Lachmann, 1982b, pp.175-177; 1975, p.194; see also Garzarelli
and Kuchar, 2018).

One could expect that Lachmann would be more sympathetic
to the neoclassical microeconomic theory since it is concentrated
on a single decision unit. However, this is not the case. He identifies
a pernicious influence of formalism in the assumption of “independent
variables” of tastes, resources, and technical knowledge, completely
unrealistic and removing the true objective of the study of human
action from the picture (Lachmann, 1978b, pp.217-220). In the indif-
ference curve approach, a complete scale of preference is assumed,
thus action follows by inference. But, as Lachmann asserts, real acting
people making genuine choices have limited imagination and they
can conceive only several alternative courses of action (Lachmann,
1978b, p.216). For similar reasons he suggests that a concept of pro-
duction function is useless in the world of perpetual change, requiring
entrepreneurs to devise and execute their plans (Lachmann, 1956b,
p-312).

2.2 Importance of institutions

Lachmann, in line with his upbringing under Werner Sombart, a leader
of the last generation of the German Historical School, and with his
lasting admiration for Max Weber was always inclined to emphasize

the institutional aspect of the economy. As he said late in his life:

Few economists will deny that the market operates within
a framework of legal and other institutions, that its modus
operandi may be helped or hindered by the varying modes of
this framework, and that the outcome of market processes will
not be unaffected by changes in it. [...] our world is far more
complex than was that of the classical economists and [... ]



216 Krzysztof Turowski

there is evidently a good case for having another look at the
relationship between the market economy of our days and its
institutional basis (Lachmann, 1979, pp.249-250)

At one point he defines institutions as ‘“certain superindividual
schemes of thought [...] to which the schemes of thought of the
first order, the plans, must be oriented” (Lachmann, 1976a, p.62) and
comments that “designed institutions can be regarded as successful
plans which have crystallized into institutions through widespread
imitation” (Lachmann, 1971a, pp.81, 89). This functional description
indicates that he does not want to limit his analysis to organized or
legal institutions (Lachmann, 1971b, pp.62—63). Rather there would
fall all kinds of associations and norms under this category, just as
in the popular contemporary new institutionalist approach (Alvesson
and Spicer, 2019, pp.7-8).

Institutions perform a very important function within the sub-
jectivist framework: they provide people with means of orientation
towards their goals in a more effective way since they “enable us to
rely on the actions of thousands of anonymous others about whose
individual purposes and plans we can know nothing” (Lachmann,
1971b, pp.49-50). In other words,

[i]nstitutions reduce uncertainty by circumscribing the range
of action of different groups of actors, buyers and sellers, cred-
itors and debtors, employers and employees. We understand
how they work by grasping the meaning of the orientation of
these groups towards them (Lachmann, 1991, p.277).
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For example, we just have to know what a post office does (delivers
letters), and we do not need to grasp the plans of any managers or
postmen to use this idea to our advantage in our plans’.

Clearly, institutions do not have an objective character to be in-
ferred e.g. from their physical characteristics, but they are intrinsically
intersubjective, and perceived individually by each agent. Thus, the
orientation they give, as any other knowledge “cannot be regarded
as a ‘function’ of anything else” and “does not fit into a world of
‘function-maximizing’ agents” (Lachmann, 1991, p.277).

In Lachmann’s view, one of the main research problems is the
investigation of institutional change. Institutions are good indicators
of other people’s actions if they are stable and predictable. However,
omnipresent uncertainty and continuous change require that effective
institutions have to be also flexible, to adapt to new circumstances. As

he writes,

All institutions are subject to historical change. In the due
course, they may on the one hand acquire new functions, while
old functions become obsolete [...] it may happen that what
was originally quite a sound institution may turn out to become
most unsound, or (though I would not know of one example!)
it may happen the other way round. (Lachmann, 1962, p.177).

However, in writing he distances himself from an institutionalist
charge against neoclassical economics that the latter is neglecting
institutions (Lachmann, 1991, p.275; see also Udehn, 2002, p.499
comparing Austrians with general equilibrium theorists on this point).

As he points out, after all, markets are institutions too, and there

5 Although Lachmann would probably say those insights into plan patterns of such
people are of course crucial when we try to explain why post offices work in general,
or why some are more effective than others.
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are at least rudimentary theories of property, contract, banking, and
finance assumed. For example, Lachmann as a market process theorist

champions a view that

[I]n a world of continuous change prices are no longer in all cir-
cumstances a safe guide to action [... ] nevertheless even here
price changes do transmit information, though now incom-
plete information [...] such information, therefore, requires
interpretation (the messages have to be “decoded”) in order
to be transformed into knowledge, and all such knowledge
is bound to be imperfect knowledge. In a market economy
success depends largely on the degree of refinement of one’s
instruments of interpretation (Lachmann, 1956a, p.22).

In fact, despite all his criticism of the Walrasian paradigm Lach-
mann conceded that it also cannot be accused of an institutionless
approach. The only problem is that the ideal types of institutions may
be and indeed are ill-designed in their case. For example, he even
concedes that it may be useful to rely on an auctioneer as an ideal
type provided that it is supplemented with comparative studies of real
markets in comparison to this ideal type—but to his disappointment,
there was no research in this field (Lachmann, 1986b, pp.40—41).
Instead, neoclassical economists focus solely on this assumption as
a tractable, mathematically convenient axiom for building formal the-
ories. However, as Lachmann notes by doing so, they had to dispense
with practical relevance for many important questions about the real
world (Lachmann, 1986b, p.142).
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3. Economics as a subjectivist-institutionalist
science

Given these two major themes underlying Lachmann’s methodology
throughout his whole career, we can coin the phrase “subjective in-
stitutionalism” to describe this overall outlook. In short, it would
suggest a research program that would be interested in understanding
the economic phenomena in terms of subjective plans of agents, with
the emphasis on how they are shaped by particular institutions as
perceived by these agents.

Lachmann argues that both the subject matter and the aim of
theoretical and historical social sciences are identical since both are
concerned with causal explanations of phenomena of the social world
(both intended and unintended) in terms of action guided by plans as
their causes. Their only difference lies in the guiding methodological
principles. However, he does not support the Neo-Kantian division
between nomothetic and idiographic sciences but rather opts for pure
versus applied sciences as the proper way of framing both types of
sciences (Lachmann, 1950, pp.173-175).

The tasks of economists and historians are in this view highly
complementary. Theoreticians contribute analytical schemes of inter-
pretations at different levels of abstractions (Lachmann, 1950, p.179).
In economics they are concerned with (social) causation, thus they
have to be constructed according to the “compositive” method, i.e.
“analyzing complex phenomena into their simplest elements” (Lach-
mann, 1950, p.172), in this case, individual actions guided by plans.
Interestingly, he adds that it is hardly an accident that
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has more nearly approached the ideal of a closed theoretical
system in which all propositions are linked to each other and
the number of fundamental hypotheses reduced to a bare mini-
mum than any other social science (Lachmann, 1950, p.179).

Theoretical models do not provide predictions. However, Lachmann
allows for negative prediction in the sense that certain policies could
be uncovered as internally inconsistent and thus will be doomed to
failure (Lachmann, 1959, p.89; see also Lachmann, 1990, pp.7-8).

A historian, on the other hand, “endeavors to render his narrative
intelligible by means of causal imputation” (Lachmann, 1950, p.178)
i.e. “to “fill in’ the descriptive signs between the logical signs, to
tell us what ends by what means men in a given situation pursued”
(Lachmann, 1950, p.175).

This perspective also comes to the forefront when Lachmann
downplays the importance of a prioristic praxeology as purely analyt-
ical:

[O]ur network of means and ends, precisely by virtue of the
logical necessity inherent in it, is impotent to engender em-
pirical generalizations. Its truth is purely abstract and formal.
The means and ends it connects are abstract entities. In the
real world the concrete means used sought are ever-changing
as knowledge changes and what seemed worthwhile yesterday
no longer seems so today. We appeal in vain to the logic of

means and ends to provide us with support for empirical gen-
eralizations of the kind mentioned (Lachmann, 1986b, p.31).

However, most of the Lachmannian scorn is directed again to-
wards models, which abandoned the pursuit of describing and accen-
tuating particular significant traits of reality in favor of devising a set
of mathematical equations describing some observable relations with
parameters as regression coefficients in statistical time series (Lach-
mann, 1986b, p.35). In passing, he also dispelled the myth that the
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accumulation of statistical data made much impact on economics, as
he noted that there were no recurring patterns of observable variables
detected (Lachmann, 1950, p.177).

The unknowability of the future posits a problem for empirical
generalizations, but he did not preclude their existence for some past
events, even if only with a narrow scope and character. To quote

Lachmann:

every action depends on the state of knowledge of the agent
at the point in time of the action, which is not predictable at
the point in time of the formulation of the theory (Lachmann,
19764, p.61).

Moreover, while it is possible to trace the consequences of action in
the sphere of production and wealth accumulation e.g. due to coin
debasements or tariffs, it is far more questionable to trace the effects of
changing the technology, tastes, or available resources on prices and
quantities, as the latter have to be understood as taken in equilibrium
(Lachmann, 1986b, pp.32-33).

Lachmann did not present a single unified systematic perspective,
nor did he believe in one. Rather he assumes that there are different
goals for economic sciences, and while some of them may be unreach-
able because of some inherent limitations within the subject matter
(e.g. prediction), the Austrian market process perspective is only one
of the possibilities, adequate for some explanations, but maybe not
universal (Lachmann, 1986b, p.41).

It is the task of a historian to look at alternative models provided
by theoreticians and choose the proper ones according to his under-
standing of a situation or a process under study (Lachmann, 1950,
p.179). There are no rules for applying models by historians, they

can be misapplied in various ways, but the ultimate test is the fruitful-
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ness of research (Lachmann, 1950, p.175). For example, he criticizes
Hayek for calling Frank Knight’s concept of capital “mythological”,
because:

In assessing the merits of our two perspectives we have to
judge by the facts on which they cast light and by the signifi-
cance of these facts to us. If we are interested in certain facts,
which is one of the perspectives are either abstracted from or
given low status, we shall of course not adopt it, but this gives
us no right to condemn it as an analytical device (Lachmann,
1982b, p.175).

In particular, in some circumstances he suggests concentrating on
particular traits of phenomena and the differences they bring to the
table:

Markets differ in many ways that do not matter to the pur-
pose of understanding the constellation, the entirety, of market
forces. These differences become relevant only when they af-
fect the character of human action in markets. But when they
do, they must not be abstracted from, for in such cases talk of
“the market” is as likely to mislead as to enlighten (Lachmann,
1988, p.271).

Similarly, in the context of the Austrian Business Cycle Theory

he wrote:

Once we admit that people learn from experience, the cycle
cannot be reproduced time after time [...] [I]Jt may be better
to give up the doubtful quest for a model of the business
cycle and to regard phenomena such as cyclical fluctuations in
output and prices simply as phenomena of history [...] with
the events of each successive cycle requiring different, though
often similar, explanations (Lachmann, 1986b, pp.30-31).

Overall, Lachmann seems to be critical of any unified approach:
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logic certainly is immanent in all human action. But this alone
does not mean that the logic of success, which depends upon
means and ends, is also the logic governing all action. Con-
ceivably another kind of logic, one employing other categories,
might be applicable here (Lachmann, 1976a, p.59).

Given this, it should not surprise anyone that Lachmann was
happy when he noted similarities between the reformulated Hick-
sian and the Austrian capital and growth theory (Lachmann, 1966b,
pp-253-254, 258, 264-265). At the same time he did not dispute the
validity of the Keynesian one (Lachmann, 1951, p.106). Indeed at one
point, he stated that in his view Great Depression was an example of
a crisis of underconsumption (Lachmann, 1951, p.111).

Lachmann gives historians practical advice not to give in to the
temptation of reducing the number of causal factors as it often leads
to perceiving a historical process under consideration as a response
of an individual or a social group to a quasi-external cause. Such
“cause”, e.g. Hegelian group-spirit, is substituted for plans of individ-
uals, and it is in his opinion mythology, not history, “reminiscent of
the Olympian interventions in the struggles of the Homeric heroes
(Lachmann, 1950, p.175). As an example of failed endeavors, Lach-
mann points to explanations of the period 1815-1914 solely in terms
of the “process of industrializations”, as they abstract from crucially
significant dissimilarities between countries or industries that this
frame of reference cannot capture (Lachmann, 1950, p.176).

It is informative to have a short glance at Lachmann’s interpre-
tation of two important debates in the history of economic thought:
between Hayek and Keynes on the Great Depression, and between
Hayek and Sraffa on business cycles. For the first one, Lachmann
does not really challenge the validity of their respective theories. He

rather resolved the issue by claiming that both sides were talking past
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each other. Interestingly enough, he noticed that there was a lot of
common ground since Keynes and Hayek were both committed to
a similar subjectivist methodology, and they put aside their political
differences in the course of the debate (Lachmann, 1983, p.183). The
true difference arose at the level of interpretation of contemporary
facts: Keynes assumed that it was only in the case of financial markets
that prices were fixed largely independent of expectations, whereas
Hayek pointed out that it is rather the case for ordinary market, but
not for financial assets with prices set by banks (Lachmann, 1983,
pp-183—-184). However, for Lachmann such conflicts are hard to avoid,

because:

whenever we confront very large numbers of facts, it is in
any case impossible to know all of them and we have to ‘styl-
ize’ what we regard as a representative selection of them®
(Lachmann, 1983, p.190).

Lachmann notes this is an exact application of the principle of sub-
jectivity to the social sciences (after all, products of human activity
themselves) that leads us to dispense with the idea of objective facts in
economic history that could be subjected to a universal intersubjective
agreement e.g. via testing.

However, when he discusses the attack Sraffa launched on the
Hayekian theory of business cycles, he gives him credit on several
points, but not for having an alternative sound theory. On the con-
trary, he accuses him of having the wrong theory, based on improper
usage of equilibrium, inconsistent with subjectivism. Even worse,

since Sraffa knew that his (neo-Ricardian) stance was highly disputed,

6 Compare Mises (1956, p.304), who was convinced that “scientists may disagree
about theories. They never lastingly disagree about the establishment of what is called
pure facts”.
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he was deliberately concealing it to discredit Hayek in the eyes of
fellow subjectivist Keynesians or formalist general equilibrium theory
adherents (Lachmann, 1986a, pp.144—145).

4. Lachmann versus the Austrian School

For a reader familiar with the works of the major economists of the
Austrian School, that is, Mises, Hayek, and Rothbard, the above view
on the tasks of economists might sound like a mixed bag. Clearly,
Lachmann with his insistence on subjectivism and acting men is
perfectly in line with their own pronouncements, and it was acknowl-

edged at least by Israel Kirzner, another major Austrian economist:

Lachmann, similarly, instructed us that when we deal with
broader questions, with institutions and regularities in eco-
nomic affairs, we have not completed our task if we have not
called attention to the purposes and motives and interests that
underlie these phenomena (Kirzner, 1976, p.46).

His agenda is in clear agreement with the works of the Austrian
School, and Lachmann acknowledged the connection, hailing his
predecessors as champions of subjectivism (Lachmann, 1966¢, p.28).
Indeed, he seems to be strongly influenced by the seminal works
of Hayek on knowledge and its dissemination in society (primarily
Economics and Knowledge, 1937, and The Use of Knowledge in
Society, 1945), and he recognizes congeniality of the main claims
from the Mises’ opus magnum Human Action to his own research
program (Lachmann, 1976b, pp.56-57).

Kirzner also agrees with the two main tasks of economics outlined
by Lachmann: “to make the world around us intelligible in terms

of human action and the pursuit of plans [...] [and] to trace the
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unintended consequences of such action (Kirzner, 1976, p.41; see
also Lachmann, 1973b, pp.261-262), and directly relate them to the
writings of Carl Menger.’

In addition, Lachmann is also eager to defend methodological
dualism of natural and social sciences (Lachmann, 1950, pp.167-
168), independence of the theoretical social sciences, in particular
economics (Lachmann, 1976a, p.59)—both points heavily emphasized
by modern Austrian economists. He also agrees with his predecessors
that the validity of economic theories is warranted solely by logic,
and not by experience (Lachmann, 1976a, p.58; see also Mises, 1998,
p-41, Rothbard, 1976, pp.21, 31-32). His insistence that “actions
certainly are events in space and time and, as such, are observable.
But observation alone cannot reveal meaning” (Lachmann, 1976a,
p-58) is highly reminiscent of the respective pronouncements e.g. by
Mises (1998, p.26, 1956, p.245), or Hoppe (1995, pp.63—-64) when
they rebuke behaviorism and positivism.

Paradoxically, Lachmann is closer to Mises than to his teacher
Hayek, as the latter used intertemporal general equilibrium as his
basic tool of macroeconomic analysis8 (Lachmann, 1975, p.190; see
also Lachmann, 1986a). Mises and Lachmann were known to be un-
compromising in rejecting any kind of macroeconomic reasoning in
terms of equilibrium terms as meaningless for the real economy. Lach-

mann happily endorsed Misesian restriction of general equilibrium

7 Interestingly, both Kirzner and Rothbard (1976, pp.66-67) pointed out the insuf-
ficiency of Hayek’s position in this respect, preferred to emphasize only the latter
task.

8 Note that even Hayek was conscious that “to make full use of the equilibrium concept
we must abandon the pretence that it refers to something real” (Hayek, 2011, p.23).
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constructs to hypothetical ones and replaced them with the concept of
the market process (Lachmann, 1971a, p.183; see also Mises, 1980,
pp.230-231).°

There are also many similarities between Lachmann and other
Austrians in the economics proper, e.g. in the theories of business
cycles and entrepreneurship. Lachmann acknowledges Mises as the
champion of the market process approach (Lachmann, 1971a, pp.182—
183; 1976, p.60), and he praises Misesian dynamic theory of en-
trepreneurship (Lachmann, 1951, p.102). Similarly, he points to Hayek
as the one who raised fatal charges against the neoclassical notion
of a homogeneous capital already in the 1930s!?, but unfortunately,
their insights were completely ignored by the mainstream, though
preserved in the Austrian School e.g. in the works of Kirzner (Lach-
mann, 1975, pp.195-198). And while he notes that there was also later,
independent, but far more famous criticism espoused by so-called
Cambridge UK Keynesians, at the same time he points out that they
rely on the Ricardian and formalist framework instead of Keynes’
subjectivism—which makes them wrong in other respects (Lachmann,
1973a, pp.21, 51-52; see also Lachmann, 1966¢, p.33).

4.1 Points of divergence: subjectivism and institutions

On the other hand, there are in Lachmann some pronouncements that
distanced him from his fellow Austrian economists. They were mostly
concerned with the two main topics of his methodological thought,

subjectivism, and institutions.

9 See Salerno (1994) for different kinds of equilibrium used by Austrian economists.
Check also Cowen and Fink (1985) for a critique of inconsistent use of evenly rotating
economy auxiliary construct by Mises and Rothbard.

10 As Hiilsmann (2002, pp.Ixii—Ixiii) notes, this point was observed even earlier by
Mises in his 1933 essay Inconvertible Capital, and only then developed in detail by
Hayek.
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First, Lachmann contended that the Austrians were not radical
enough in their subjectivism. To prove the case, he distinguished
three stages of the development of subjectivism. The first one, ap-
pearing in the 1870s and presented most consistently in the works of
Carl Menger, was concerned with the consumer as a source of value
in economics, and stressed the subjectivity of wants. However, as
Lachmann rightly pointed out, Menger’s subjectivism was limited in
that he believed in distinctions between real and imaginary goods,
and he postulated the existence of the objective hierarchy of wants
(Lachmann, 1978a, p.57).

The next step was done by Mises, who first recognized these
limitations in Menger’s work (Mises, 2002, p.192), and improved on
him by introducing subjectivism of means and ends. In doing so he
argued that uncertainty and change in the world imply the appraisal of
means. Still, in Lachmann’s view, Mises did not pay enough attention
to the role of changing knowledge and expectations (Lachmann, 1940,
p-57; 1982, p.37; see also Koppl, 1998, pp.65—-66). Later in his life,
Lachmann expressed his concern that Mises assumed the aims of
individuals as fixed, thus neglecting the importance of mind choosing
and changing goals (Lachmann, 1990, p.6).

Hayek, though still, for Lachmann, remained an incomplete sub-
jectivist, is credited with going beyond Mises at least on two occasions.
Already in 1933 in his Copenhagen lecture, he explicitly mentioned
expectations in the context of his trade cycle theory (Hayek, 1939;
see also Lachmann, 1973b, p.259). Moreover, in his famous 1948
article Economics and Knowledge, he claimed that the logic of choice
is far from sufficient, and for economics to be empirical it has to study
patterns of knowledge acquisition and dissemination (Hayek, 1937,
p-33). Still, as it was mentioned above, in Lachmann’s view even

Hayek did not pursue this route consistently because he considered
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the general equilibrium model as his starting point, and for a while,
he was captured by an idea that there is a “strong tendency towards
general equilibrium as a real phenomenon of the market economy”
(Lachmann, 1976b, p.60).

For Lachmann, the final stage comes with an acknowledgment
of the subjectivity of expectations. He praised Keynes, Knight, and
the Swedish disciples of Wicksell (mainly Lindahl and Myrdal) for
introducing expectations in their economic theories in the 1930s (Lach-
mann, 1954, p.141; 1969, pp.157-158; 1990, p.5). He viewed that this
move was partly responsible for the Keynesian victory over the Aus-
trians in the 1930s (see Mittenmaier, 1992, p.10). However, he notes
that the usage of expectations in General Theory was inconsistent, and
later Keynesians disposed of them when they formalized the dominant
neoclassical synthesis paradigm, so the radical subjectivist parts of
Keynes’ work remained unnoticed (Lachmann, 1954, pp.141-142;
see also Lachmann, 1978b, p.221). On this point, he also criticized
Mises and Hayek for not noticing expectations as a fellow subjectivist
topic that should be embraced and analyzed using a market process ap-
proach they were developing (Lachmann, 1990, p.5). But it was only
when the dominant neoclassical paradigm started to be challenged
in the 1960s that the issue was slowly reintroduced in the economic
discussion.

Indeed, it was a long-time friend of Lachmann and a fellow stu-
dent at the LSE, George Shackle, who was credited by Lachmann for
carrying forward the ideas of close links between time and knowledge,
subjectivism of expectations, and finally the notion of the kaleidic
world. Following Shackle, Lachmann also endorsed the subjectivist
reading of General Theory, according to which there is an internal
tension in the book between the formalist, equilibrium way of present-

ing a large part of his arguments, and his subjectivist leanings visible
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e.g. in his treatment of expectations, leading him to regard Keynes
as even more subjectivist than Austrians (Lachmann, 1991, p.281).
Clearly, with this perspective at hand, both Shackle and Lachmann
were extremely critical of what was preserved from Keynes in the
post-war neoclassical synthesis, i.e. the “hydraulic approach”, in par-
ticular including the multiplier-accelerator mechanism (Lachmann,
1983, p.188; 1986, p.149).

No wonder Lachmann was against any notion of “lagged re-
sponses” or “adaptive expectations”, which reduced actions to reac-
tions to antecedent events and denied creativity on the part of the
economic agents. With changing knowledge and without a determinis-
tic dependency between knowledge and expectations he contends after
Shackle that the world of human action is kaleidic, that is, changing
rapidly like in a kaleidoscope, forming new, ever-changing patterns
as time passes (Lachmann, 1986b, pp.28-29).

The second point of divergence between Lachmann and the Aus-
trians is the embrace of the Weberian method of understanding (Ver-
stehen) as “the ‘natural’ method of rendering an intelligible account of
the manifestations of the human mind” (Lachmann, 1971b, pp.17-18;
see also Lachmann, 1976a, p.47), which

is nothing less than the traditional method of scholarship that
scholars have used throughout the ages whenever they were
concerned with the interpretation of texts. Whenever one is
in doubt about the meaning of a passage one tries to establish
what the author “meant by it”. [...] It is evidently possible
to extend this classical method of scholarship to human acts
other than writings (Lachmann, 1971b, p.10).

Applications of Verstehen result, following Weber, in the for-
mation of the ideal types. They are not distillations from historical

experience, but rather figments of our imagination, and there is no uni-
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versal algorithm for their construction, as they depend on the events
under consideration. They abstract from a mass of unnecessary de-
tail but accentuate the features we wish to study (Lachmann, 1971b,
pp-26-27; see also Weber, 2012, p.90). They “serve us as criteria
of classification of real events [but] we must not confuse them with
reality” (Lachmann, 1979, p.254).

Contrary to what Mises wrote in distinguishing real and ideal
types e.g. in the context of entrepreneurship (Mises, 1998, pp.59-64,
252-256), and restricting the usage of ideal types to history, Lach-
mann considers praxeology as providing historians with ideal-typical
conceptual classification schemes (Lachmann, 1986b, pp.34-35). In
fact, his perspective on ideal and real types is almost the opposite of
what we can see in Mises: real types here serve as proxies for masses
of particular historical facts, obtained by inductive generalization.
Either facts themselves or real types are compared with “theoretical”
ideal types to gain insights into particular causal processes and to
obtain explanations expressed in terms of the plans of individuals.

Lachmann takes the considerations on ideal types further by argu-
ing that what makes the general equilibrium framework problematic
is not exactly its assumptions such as setting all producers as price
takers, as this can be seen as an accentuation of the situation of the
real-world consumers, where they cannot alter the prices. The real
problem lies in mistaking the ideal type for a “normal” or “higher”
reality that real events may deviate from (Lachmann, 1986b, p.37).
Moreover, there is a question of of what use could be such a model
since its inbuilt stability can only accommodate a very narrow group
of adjustment processes.

Lachmann believes that although Weber himself was reluctant to
search for wider generalizations, it is possible to develop a general dy-

namic theory of institutions based on Weber’s work. Using subjectivist
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insights that every plan has to include expectations of plans of others,
we saw Lachmann introducing institutions as points of orientation for
acting people. Then, he believes there can be developed a rudimentary
general theory that can capture issues e.g. of elasticity of institutions

and cohesion of orders (Lachmann, 1971b, p.8).

4.2 Was Lachmann a nihilist?

The comments on the subjectivism, ideal types, and the relative neglect
of the a priori theory present in Lachmann’s works were likely the
cause of Rothbard’s ire. Although Rothbard was happily endorsing
Capital and its structure by Lachmann as a work in the Misesian
paradigm, he stated that by the mid-1970s there was a significant break
in Lachmann’s thought related to his “conversion to Shackleinism”
(Rothbard, 1995, p.53; see also Barbieri, 2021) leading to his * crusade
to bring the blessings of randomness and abandonment of theory to
Austrian economics” (Rothbard, 1989, pp.56-57). To quote Rothbard
at length:

Lachmannian Man knows no economic law, no law of cause

and effect, qualitative or quantitative. In fact, he can have no

Verstehen into patterns that are likely to occur in the future. At

every moment of succeeding time, Lachmannian Man steps

into a trackless void [...] Money? Prices? They can have no

relation to the future, qualitative or quantitative, which means

they are not causally related at all (Rothbard, 1995, p.52).!!

In short, Rothbard adds that by assuming the radical uncertainty of the
future Lachmann confined himself to the studies of the past. Then, we

can pose a simple dilemma: either we have causal theories in social

I Curiously, twenty years earlier Rothbard (1973, p.50) quoted Lachmann approvingly
in that “the Austrians were endeavoring to construct a ‘verstehende social science’, the
same ideal that Max Weber was later to uphold”.
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science, and thus the future is somewhat (even though imperfectly)
knowable, or we do not have ones—but then there appears a problem
with how we can interpret the past. And Lachmann by discarding
the former case has to embrace the untenable second one (Rothbard,
1995, pp.53-54).

However, note that even late in his life Lachmann (1986b, p.140)
did not consider himself a nihilist. Rather he called nihilists those
looking for mechanical causation in social sciences, despite all the
problems that subjectivists raise against this line of research. He still
believed that with all their limitations economists can render useful
services to society in a kaleidic world (Lachmann, 1990, p.7) and

stressed that

if we accept that we have to seek the causes of human action
in ends pursued and the constraints operating in such pursuit,
causal analysis in terms of the orientation of the various actors
at various points of time during a course of action appears
quite possible (Lachmann, 1975, p.200).

On several points, Rothbard’s criticism sounds too harsh and not
justified enough. For example, he asserted that “the past is, in principle,
absolutely knowable; the future is absolutely unknowable” (Rothbard,
1995, p.52), but he forgot to add that Lachmann qualified it by saying
that the future is not unimaginable (Lachmann, 1975, p.194; 1978,
p.215; 1988, p.265). And it was already Mises who in his Theory and
History pronounced that “one of the fundamental conditions of man’s
existence and action is the fact that he does not know what will happen
in the future” (Mises, 1956, p.180) and “what a man can say about
the future is always merely speculative anticipation” (Mises, 1956,
p-203). This is in complete agreement with Lachmann’s own words
that “a world of uncertainty is not a world of chaos” and our condition

compels us to make forecasts about the success of our actions, but
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we just cannot have any scientific ones (Lachmann, 1986b, p.139). In
this view, he rather restricts the uncertainty problem to a lack of exact
predictions, while still allowing for informed guesswork in ordinary
action based on Verstehen (Lewin, 2007). Curiously, even in the case
of the subjectivism of expectations, one can find in the writings of

Mises thoughts congenial to Lachmann:

There is neither constancy nor continuity in the valuations
and in the formation of exchange ratios between various com-
modities. Every new datum brings about a reshuffling of the
whole price structure. Understanding, by trying to grasp what
is going on in the minds of the men concerned, can approach
the problem of forecasting future conditions. We may call
its methods unsatisfactory and the positivists may arrogantly
scorn it. But such arbitrary judgments must not and cannot
obscure the fact that understanding is the only appropriate
method of dealing with the uncertainty of future conditions
(Mises, 1998, p.118).

Similarly, when Rothbard (1995, p.57) declares that “by tossing
out equilibrium concepts altogether, and in concentrating only on
market processes, Lachmannians and other non-Misesian Austrians
fail to realize that they thereby give up any chance of understanding
those processes themselves,” it is not directed against Lachmann, as
he was declaring that “equilibrium analysis is a necessary first step on
our way to causal explanation, a means towards an end” (Lachmann,
1975, p.198).

And when Rothbard wrote that

In value theory, the non-Misesians, especially the Lachmanni-
ans, neglect or deny the objective fact that physical objects are
being produced, exchanged, and evaluated, albeit that they are
subjectively evaluated by acting individuals (Rothbard, 1995,
p-50),
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he clearly forgot that it was his teacher Mises who pointed out that
“Economics is not about goods and services; it is about human choice
and action [...] The sole task of economics is analysis of the actions
of men, is the analysis of processes” (Mises, 1998, p.354). That said,
Lachmann would never deny that plans in the sphere of production
determine the uses of capital goods, i.e. stocks of material resources
(for example in Lachmann, 1956a, pp.10-11).

Moreover, it is too far-fetched to identify Lachmann’s views with
Shackle. For example, in his early review of Shackle, he rightly notes
that the kaleidic claim, if it was taken literally, would imply that
“there could be no testing the success of plans, no plan revision, and
no comparison between ex ante and ex post” (Lachmann, 1959, p.84).
Therefore, he postulates a clear delineation, allowing for intertempo-
ral comparisons concerning knowledge of relations between means
and ends while admitting discontinuities of human ends. Certainly,
Rothbard pointed to the change that occurred somewhere until the
mid-1970s, but it can be easily interpreted as a change of emphasis.
For example, the late Lachmann was still known to convince Shackle
later in his life to admit the role of institutions as points of orientation
for agents in the uncertain world (in Dekker and Kuchat, 2019, p.31).
And while discussing kaleidic markets he still throws an off-hand
remark that "Marshallian markets for individual goods may for a time
find their respective equilibria” (Lachmann, 1976b, p.61).

Overall, general denigration of a priori theory by Lachmann is
not limited to his later years, and bears resemblance to the comments
Hayek formulated against the pure logic of choice, cited favorably by
Lachmann (19764, p.57). And by Hayek’s own admission, this was

directed also against the Misesian approach to economic theory:

[M]y 1937 article on the economics of knowledge [...] was an
attempt to persuade Mises himself that when he asserted that



236 Krzysztof Turowski

the market theory was a priori, he was wrong; that what was
a priori was only the logic of particular action, but the moment
that you passed from this to the interaction of many people,
you entered into the empirical field (Hayek, 1994, p.72; see
also Lachmann quoted in Selgin, 1990, p.35).

Thus, the real point of contention is that Hayek and Lachmann relied
in the latter context on the considerations about knowledge, where
there can be no definite laws. This combines well on the one hand
with his criticism of behaviorism and purely observational language
in economics, but on the other hand with his negative remarks about
any talking of stable dispositions as inoperative as they change over
time, sometimes very rapidly (Lachmann, 1971b, p.11). He includes
preferences, plans, knowledge, and expectations as the central notions
of analysis, but only as terms denoting momentary dispositions.
Mises and Rothbard distinguished formal (universal) and material
(contingent) aspects of actions by restricting theory only to an inquiry
into the formal side (see e.g. Mises, 1998, pp.31-32; Rothbard, 2004,
p-83). Therefore, they can be easily seen as more interested in isolating
certain singular causal processes in the social world under ceteris
paribus clause or using counterfactual reasoning. This is exactly why
they developed the Austrian theory of growth based on the analysis
of singular changes in time preference or the Austrian theory of
a business cycle based on tracing a single injection of new money
substitutes into a credit market. This, contra Hayek and Lachmann,
could be a case for a priori laws in the sphere of catallactics—however
to argue for the full-blown theories of growth and business cycle we
also need to trace the subsequent changes, and they clearly would
proceed differently depending on the particular pattern of knowledge
dissemination, which indeed complicated the picture. And contra

Menger who claimed that the laws of economics are as exact as in



Ludwig Lachmann: A subjectivist institutionalist, but not a nihilist 237

natural sciences, Lachmann was the first to correctly object that such
determinism would contradict freedom of the human will (Lachmann,
1978a, p.59). In short, Lachmann would not even need to dispute if the
claim “that if the money supply increases and the people’s demand for
money remains the same, prices will rise” (cited in Rothbard, 1995,
p-52) is an absolutely true, apodictic praxeological law, but he could
just complain that one of the antecedents (constant demand for money)
is virtually never true and thus hardly relevant to the real world.'?

Additionally, a Weberian economic sociologist could be much
more interested in the totality of social causation, including secondary
chains contingent on particular characteristics of an epoch, a market,
etc. For Mises it would not count as praxeology, but rather thymology,
a purely historical discipline'® (Mises, 1956, pp.272-274). And in-
deed later in his life, Lachmann called for the “economic sociology”,
general theory of institutions along Weberian lines (Lachmann, 1991,
pp.277-278, 282).

Seemingly, often Lachmann had none of these subtleties in mind
e.g. when he claimed that in Human Action “it is the work of Max
Weber that is being carried on” (Lachmann, 1951, p.95), and when
he downplayed the Misesian distinction between Verstehen and Be-
greifen as the methods of historical and theoretical inquiry, respec-
tively (Lachmann, 1976a, p.49). Of course, Mises acknowledged his
intellectual debt to Weber (Mises, 2002, p.79), but unlike Lachmann
it was not done without serious qualifications. And many Austrians,

contra Lachmann, would rather frame it in a way that leaves out the

12 See also similar doubts about the quantitatively determinable law of demand in the
absence of error and ignorance in Lachmann (1978a, p.58).

13 As one of the commentators noted, “from Mises’s perspective, Lachmann is inter-
ested in the methods of history, not those of economics (Parsons, 1998, p.37).
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necessity apodictic, yet open to counter-operation of some other con-
tingent causes or limited to the cases when entities in question (such
as humans, society, money) exist (Rothbard, 1995, p.57).

However, there is also one common point between Lachmann,
Shackle, and Weber, separating them from the Misesian paradigm. It
is the case that all agreed on the importance of more particular studies,
and constructing theory in a bottom-up fashion instead of searching
for large, comprehensive theoretical systems. Interestingly, it is clearly
in line with the famous phrase of Joan Robinson, borrowed by another
idiosyncratic Austrian Joseph Schumpeter, that “economic theory is
a box of tools” (Schumpeter, 1954, p.15), that neatly described the
approach that is dominating in the mainstream since the post-war
period (Morgan and Morrison, 1999; Rodrik, 2015).

In scarce remarks on a general concept of science in his earlier
writings, Lachmann defines science as “systematic generalizations
about observable phenomena” (Lachmann, 1950, p.166) and he argues
for the similarity between scientists forming working hypotheses and
businessmen forming their expectations, picking the right concepts
for the problem at hand'# (Lachmann, 1959, pp.90, 93). If theories of
social sciences differ from commonsense generalizations only by a de-
gree of systematicity and prudence involved in their formation, then
there is no reason to state such hard distinctions. In fact, Lachmann

seems to be leaning toward this view when he mentions that the proper

14 Note the striking similarity to the quote “It is not enough for the statesman, the
politician, the general, or the entrepreneur to know all the factors that can possibly
contribute to the determination of a future event. In order to anticipate correctly they
must also anticipate correctly the quantity as it were of each factor’s contribution and
the instant at which its contribution will become effective. And later the historians will
have to face the same difficulty in analyzing and understanding the case in retrospect”
in Mises (1956, pp.314-315).
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understanding of the past taking into account nuances of subjective
interpretation helps to recognize e.g. which current problems are the
most urgent (Lachmann, 1991, p.240).

This leads us to a problem that was identified by Rothbard when
he wrote that “they could be called “historians” except they do very
little actual historical work™ (Rothbard, 1995, p.53). One can jus-
tifiably ask: is there any lasting value for example to Lachmann’s
comments about differences between fixprice and flexprice markets,
or a division of processes into intra-market, inter-market, and macroe-
conomic ones? (Lachmann, 1986b, pp.6—14) Awkward silence on
this issue by younger generations of Austrian economists inspired by
Lachmann can serve as evidence that ultimately this did not bring

anything important to the table.

5. The method applied: financial markets

In our view a defense of the Lachmannian subjectivist-institutionalist
project would be incomplete if it were concluded on the philosophical
plane. And probably the best way to prove the fruitfulness of method-
ological pronouncements is to put them into practice. Fortunately,
with Lachmann we can find examples that show his adherence to the
professed method in his economic works—so let us concentrate on
one, often overlooked example of his research interests, that is, the
topic of financial markets.

As Lachmann notes, “in the real world there are markets and
markets”, and abstracting from their differences can easily lead one
astray (Lachmann, 1988, pp.263-264). And it is clear that if there
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is one institution that distinguishes capitalism from other economic
systems, it is the capital market. Lachmann agrees with this claim
completely when he states that

[m]arkets of course may exist in a centrally administered econ-

omy [...] but markets for capital assets, and thus for financial

assets, cannot exist in a socialist economy. [...] asset markets,

and in particular a Stock Exchange embedded in a network

of financial asset markets, form the core of a market econ-

omy: they are in fact its central markets'? (Lachmann, 1986c,

p-255).

Lachmann distinguished two classes of agents in intertemporal
markets: hedgers and speculators (Lachmann, 1986b, p.10; 1988,
pp-264-265). The first typically want to “cover a position they for
other reasons have to take up, for example, to protect stock they hold
against depreciation through fall in price, or to ascertain their ability
to buy future input into production processes under their control”,
whereas the second just wants to earn profits from intertemporal price
changes. Note that speculators are not exactly arbitrageurs, because
they do not secure their position by buying and selling the same good
at the same time (Lachmann, 1986b, p.10).

He, however, often stresses another property of financial markets,
that is, their speculative nature:

without divergence of expectations there can be no market at

all, we can say that this divergence provides the substrate upon
which the market price rests (Lachmann, 1966a, p.161).

Note that this claim can sound problematic to Austrian economists in
the tradition of Mises and Rothbard: although it is true that the real-

world financial markets exhibit a high divergence of expectations, its

15 Interestingly, Mises too once said to Rothbard that “a stock market is crucial to
the existence of capitalism and private property”, and it serves as the criterion to
distinguish capitalism from socialism (Rothbard, 2006, p.426).
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existence is not necessary for the transactions to occur. For example,
such economists could claim that financial markets are ultimately
just capital markets, where people trade not only because of existing
uncertainty but also because of differences in their time preferences
(Rothbard, 2004, pp.376-378). Both functions are important: first
serves as a selection process of people with better entrepreneurial
skills, who are rewarded with monetary profit; second allows for
adjustment of investment to the interest rate as a social expression of
individual time preferences (Klein, 1999).

Lachmann often underlines that since financial markets are spec-
ulative, they have a peculiar quality that agents can far more easily
switch sides of transactions compared to the more traditional com-
modity markets, which in turn leads to the peculiar volatility of asset
markets (Lachmann, 1986b, p.42; 1988, p.267). In comparison, “ordi-
nary” markets have stable underlying patterns of supply and demand,
“which provides all participants a common point of orientation” for
expectation convergence (Lachmann, 1988, p.264). Furthermore, in
his 1976 article, Lachmann claims that

[i]n an asset market in which the whole stock always is po-
tentially on sale and in which everybody can easily choose or
change sides, we find an element of volatility that is absent
from the product market. Such asset markets are inherently
“restless”, and equilibrium prices established in them reflect
nothing, but the daily balance of expectations. In the cotton
market, for example, it is likely that expectations about the
probable price in July 1976 will tend to converge as this date
draws nearer. But this cannot happen in the Stock Exchange,
since what is being traded there are titles to (in principle)
permanent income streams, which have no “date” that could
“move nearer”. All we get is a succession of market-day equi-

libria determined by a balance of expectations tilting from one
day to the next as the flow of the news turns bulls into bears
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and vice versa. There is here no question of a gradual approach
towards long-run equilibrium (Lachmann, 1976b, p.60, see
also Lachmann, 1975, p.202; 1969, pp.161-162; 1988, p.264).

However, under this description stock market is equivalent to
some kind of organized betting on some purely random events. How-
ever, one may ask a very simple question: what could be a rationale
for such a market to systematically support coordination? Clearly,
betting markets help people with divergent expectations concerning
such events to meet and engage in transactions, but despite realizing
the double coincidence of wants e.g. stemming from the pure joy of
betting it is hard to find any reason to call such markets “coordination
institutions”. Unfortunately, Lachmann does not provide us with any
indication what could be the difference between a stock exchange
and a casino. He is embracing the idea of the volatility of financial

markets, as marked by the following quote:

It is a typical feature of volatile speculative markets that strong
price movements will attract outsiders to them so that either
bulls or bears are continuously reinforced and a given price
trend is maintained. In such circumstances, market forces
tending towards a balance of bullish and bearish expectations
may remain weak (Lachmann, 1986¢, p.259).

All this does raise a question of why any follower of this argument

should not agree with the famous comparison by Keynes:

It is usually agreed that casinos should, in the public interest,
be inaccessible and expensive. And perhaps the same is true
of stock exchanges (Keynes, 1936, p.159).

If the profit and loss mechanism is not in place, then in volatile

financial markets it is more plausible that the expectations often func-
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tion as self-fulfilling prophecies that destabilize production structure
e.g. as described in Financial Instability Hypothesis by another Post-
Keynesian economist, Hyman Minsky (1977).

In his earlier works, he clearly stated coordination forces on the
market stem from knowledge transmission through the price system,
aligning the expectations of people and the structure of production
(Lachmann, 1951, p.103; 1956, p.62). For example, he follows Mises
that the market is

[a] process of redistribution of wealth [...] not prompted by
a concatenation of hazards. Those who participate in it are not
playing a game of chance, but a game of skill. This process,
like all real dynamic processes, reflects the transmission of
knowledge from mind to mind. It is possible only because
some people have knowledge that others have not yet acquired
because knowledge of change and its implications spread grad-
ually and unevenly throughout society (Lachmann, 1956b,
p-313).

Similarly, for assets markets

the sources of income streams are revalued every day in ac-
cordance with the prevailing balance of expectations, giving
capital gains to some, and inflicting capital losses upon oth-
ers. What reason is there to believe that interference with this
market process is any less detrimental than interference with
the production and exchange of goods and services? Those
who believe that such a reason does exist (and most of our
contemporary “welfare economists” do!) must assume that
asset holders, like Ricardian landlords, somehow stand outside
all market processes and “get rich in their sleep” (Lachmann,
1966a, p.163).

And for Lachmann this “continued redistribution of wealth in a market

economy” (Lachmann, 1975, p.202) has an important function:
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Stock Exchange “monitors” the performance of managers.
[...] The shareholder watches these prices and draws his con-
clusions. When he disapproves of some action by his managers
he ‘votes with his feet’—he sells. [...] Owners and managers,
so far from being ‘separated’ from each other, are linked to-
gether indirectly through the market (Lachmann, 1979, p.249).

This way he sounds like Mises, who declared “the more profits a man
earns, the greater his wealth consequently becomes, the more influen-
tial does he become in the conduct of business affairs” (Mises, 2008,
p-23).

So, did Lachmann in the later years change his mind on the price
system and its function? It is clear that as late as 1967 he contended
that

while it is true that in an uncertain world present prices cannot
offer entrepreneurs more than a basis of orientation for their
plans, it is also true that the disappearance of this basis must
constitute a serious loss (Lachmann, 1967, p.300).

And although in later works Lachmann did not return to this issue,
it is not clear if he repudiated them in any form or just shifted his
attention to other aspects. As long as he remained in agreement with
Mises on this point, this provided the missing puzzle, which does not
allow to equate markets with games of chance (Manish, 2018, p.221).

However, there is another puzzling statement about the expecta-
tions:

[e]ach one of us catches a different glimpse. The wider the
range of divergence the greater the possibility that somebody’s
expectation will turn out to be right (Lachmann, 1976b, p.59).
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This claim is obviously true, but on a closer look, it has no explanatory
power. The success of a single plan among the masses of failures
would not give any hint of the apparent functioning of capital markets,
as admitted even by many critics of capitalism.

Although Lachmann did not say it directly, he probably would
appreciate an intrinsic advantage of asset markets stemming from
their network character. Capital goods can change hands more easily,
which is especially important for durable ones that were created with
some plan in mind, which turned out to be inconsistent. And some
other people may bid on them, to use them in their plans.

Overall, it can be said that Lachmann was only emphasizing the
problems that were neglected by some Austrians, especially the ones
sympathetic towards some kind of general equilibrium perspective'®,
while repeating after Mises the essential functions of capital markets
continued well into the 1970s and 1980s.

6. Conclusion

As with other Austrian economists, assessing Lachmann’s deep philo-
sophical influences has to include the fact that he was not interested in
philosophy for its own sake, but rather to develop a useful alternative
to formal neoclassical models of production with their mathematically
convenient assumptions. In the beginning, he was trying to make the

point to his fellow economists about the importance of commonsen-

16 See Salerno (1999; 2002) for a parallel view of two traditions in Austrian economics,
one causal-realist, more in line with the market process approach, and another relying
on a verbal general equilibrium analysis.
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sical characteristics of capital goods, such as their heterogeneity or
limited specificity, and their dependence on the use of knowledge and
expectations in society.

Over the years, he refined his methodological views along the
lines of subjectivist institutionalism, taking inspiration from Max We-
ber (institutions) and G.L.S. Shackle (subjectivism), and ultimately ar-
rived at the stance that appeared out of line with the orthodox approach
represented e.g. by Mises, Hayek, and Rothbard. This prompted Roth-
bard to criticize Lachmann as “opposed to even the possibility of
economic theory”, “no longer economists at all”, or even “profes-
sional anti-economists and meta-historians, expending their energies
denouncing economics and urging other economists to act as histo-
rians” (Rothbard, 1995, p.53). Unfortunately, this criticism largely
stemmed from a misunderstanding of Lachmann as a traitor of the
Austrian banner!’, rather than a heavily Austrian-influenced institu-
tionalist with a decisive subjectivist bent with a modest, eclectic, and
ecumenical approach.

At the same time, one is under a clear impression that Lachmann
is deliberately trying to emphasize similarities between them while
downplaying the fundamental differences e.g. between Austrians and
subjectivist Keynesians (e.g. in Lachmann, 1983, p.184). He is al-
ways eager to praise subjectivist and institutionalist endeavors of such
non-Austrian thinkers as John Hicks (Lachmann, 1978b, p.218; 1983,
p-184), Luigi Pasinetti (Lachmann, 1982b, p.164), or Paul Davidson
(Lachmann, 1982b, p.166), and calls for brokers of ideas, who could

assimilate ideas stemming from different paradigms (Lachmann, 1991,

17 The is somewhat understandable, because some of his particular insights appear
only in passing, for example when he is commenting on works of other economists,
such as Mises or Shackle. Instead, in more programmatic publications he does not
repeat some crucial insights or reservations that nuance his line of reasoning.
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p-282). Even when Lachmann credits Mises, Hayek, and their disci-
ples as the ones “concerned with meaningful action” and emphasizing
institutional aspects of the economy, he does so in one breath with
a mention of ordoliberals and disciples of Weber (Lachmann, 1979,
pp-251-253).

Unfortunately, this approach obscures some theoretical problems,
for example, the completely different price and entrepreneurship theo-
ries, which lie at the heart of understanding the market process and
its main institutions such as financial markets, probably the most
important institutions in developed capitalist economies. However,
this does not mean that the particular analysis or insights could not be
transferred between schools or paradigms.

Although Lachmann is rightly viewed as guilty by Rothbard for
accepting at least prima facie on equal footing different theories as

18 one should not be too quick in dismissing the

possible explanations
whole Lachmannian enterprise as a completely useless lesson for Aus-
trians. Of course, in such lines of research there is always the risk of
wasting time developing distinctions with no lasting relevance. At the
same time, no matter how powerful we judge the praxological theory
to be, there is always a huge room for purely historical research and it
cannot be reduced to a simple application of ready-made theorems.
First, as we have seen above, the program pursued by Lachmann
was far from being anti-economics, but in practice allowed for some
non-trivial insights into particular properties of financial markets.
Second, many of his particular results could be directly assimilated

by any Austrian economist stemming from the Misesian paradigm. In

18 Interestingly, Rothbard and Lachmann agree on one point: both are skeptical of the-
ories emphasizing biological evolution, inspired by Hayek and popular for some time
in Austrian circles (Rothbard, 1995, p.81; Lachmann quoted in Dekker and Kuchar,
2019, p.26).
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doing so, one does not have to reject praxeology or extreme apriorism
(Rothbard, 1957), but one can fully embrace this line of research as
thymological.

Austrian economists should remind themselves that they do not
have only a particular approach to studying human action but also
developed a system of theories according to this methodology. When
one is confronted with a subjectivist approach from another strand
of thought it may be not the case that these are just different models
based on different stylized facts, capturing different aspects of price
phenomena. It may be also the case that our theory in question is
indeed universal and immune to such external subjective objections,
though by rethinking it we can understand better its strength or re-
fine it. For example, it would be very instructive to check the core
Austrian theories (e.g. price or money theory) and point out where
other Austrian economists made unwarranted steps and went astray in
their analyses along the similar lines as Lachmann, who tried to raise
some issues concerning expectations and learning in his comments on
the Austrian theory of the business cycle (Lachmann, 1940, pp.123—
124).19

Finally, Lachmann’s remarks may be helpful as a guide for some
Austrian economists more interested in developing theories of par-
ticular markets or providing some case studies. However, in the area
of history the proof of the pudding is in eating—and as Lachmann
himself noted, any progress in this area has to be judged ex post by
the value of particular insights, not by merely being faithful to the

right pronouncements. After all, in economics, it is not the plausibility

19 See e.g. excellent work by Machaj (2017), when an Austrian economist confronts
Post-Keynesian arguments for mark-up pricing and shows that indeed rightly under-
stood Austrian price theory including Bohm-Bawerk’s law of costs is compatible with
these arguments, and thus immune to a valid criticism directed towards the neoclassical
price theory.
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of Austrian methodology that is the major argument for endorsing

it—but rather the fact that this method can be indeed used to develop

a large body of useful theories and relevant explanations.?’
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Abstract
The aim of this paper is to reflect on contemporary understanding of
“knowledge” within the Knowledge-Based Economy. Since the pursuit
of knowledge has been a longstanding focus of European culture
since Greek philosophy, we employ the original ancient terminology.
Applying the hermeneutics of ancient texts along with critical and
comparative analysis can aid in differentiating between “knowledge”
and “wisdom”, often linked in modern theories, while also connecting
this issue to the Aristotelian concept of phronesis. The authors argue
that since human relations impact social (and so—economic) spheres,
the issue of phronesis, a relational type of knowledge, should not go
unexamined. The idea that application of knowledge (rather than its
mere acquisition), crucial for the Knowledge-Based Economy, was
embedded in the Greek term oikonomiké, which provides a basis
for considering oneself a phronimos. Our aim is to demonstrate the
value of phronesis particularly in the fields of management and the
philosophical foundations of economics, as the skills encompassed
within it have the potential to aid in educating not only a “sage” but
also an active member of the community, capable of acting in a manner

that benefits both themselves and the society.
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1. Introduction

he inspiration for this text was the question posed by David
TRooney and Bernard McKenna in their article: “Should the
Knowledge-based Economy be a Savant or a Sage?” (2005). The an-
swer we propose is—neither. The problem that Rooney and McKenna
pose is: should we not be demanding an economy based on wisdom,
i.e. that decision-makers should not only acquire knowledge but also
the wisdom that results from it? On the basis of ancient considerations,
we put up for discussion the fact that replacing knowledge with wis-
dom (or making the Knowledge-Based Economy a Sage) may not be
as desirable as it seems. Yet the alternative seems to be the economy
based on the knowledge of technocratic experts, who could measure
its development with indicators, treating it like another material that
can be measured and formed by some higher authority. This opening
question firmly establishes a distinction between a fully ethical and
almost altruistic economy (that of the sages), or a technocratic one,
focused on the goal, expressed in sets of indicators (that of the sa-
vants). And given the importance of the Knowledge-Based Economy
nowadays, the first alternative is quite tempting. The idea that wisdom
should govern our lives in all aspects: political, economic, social, etc.
is not new. As Alfred North Whitehead famously said: “The safest
general characterization of the European philosophical tradition is that
it consists of a series of footnotes to Plato” (Whitehead, 2010, p.39).
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And yet, according to Karl Popper, among others, Plato’s ideal state,
ruled by wise men (we deliberately avoid the term “philosophers”
here), is seen as a pre-totalitarian one, denying its citizens most of the
freedoms we cherish today.

The question that we see posed before us is not the one that obliges
us to choose between savant, sage, or a fool or an astute ignoramus, as
these terms are also used by Rooney and McKenna (2005, p.315), but
rather between a sage, a savant, and a prudent man, who, as we argue,
contrary to the aforementioned authors and following the footsteps of
Aristotle and Greek philosophy, is not the same as the wise-man. Since
ancient times, knowledge has had many different names, referring
to its different aspects and qualities: episteme (scientific knowledge),
techne (technical knowledge) and phronesis (practical knowledge,
prudence), while sophia has been associated with wisdom (Aristotle,
1934). The latter has also been perceived for centuries as the ultimate
goal of man and has been the object of interest and analysis since
ancient times. The wise-man knows everything and can therefore
make the best decisions and give the best advice. In Plato’s ideal state
the philosophers—those who love wisdom—should be the decision-
makers. Instead, we would propose to understand the “knowledge”
in the Knowledge-Based Economy as the Aristotelian concept of
phronesis, usually translated as “practical knowledge” or “prudence”.
Therefore, our first goal is to establish the difference between sophia
and phronesis in the present-day world. We wish to reflect on today’s
understanding of “knowledge” within the Knowledge-Based Economy
and, by referring to ancient terminology, to determine if there has
been an unjustifiable association of “knowledge” with the notion
of “wisdom”. Furthermore, we would like to consider whether this
“knowledge” is not treated similarly to all other resources, such as

labour and capital. Finally, we shall emphasise the importance of the
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relational nature of knowledge, which involves not only acquiring
it but also the ability to apply it in practical situations. That would
lead to our second goal: to see whether, and if so, how, the concept of
phronesis can be found useful in current interpretations and what can
still be learnt from it. Given the specificity of the phronesis itself, as it
relates to individuals and their relations with the community, we aim
to demonstrate the value of phronesis for leaders and managersl, as it
pertains to the relational aspects of human society. Our argument is
that the ability to function in relationships cannot be left unexamined,
as the “human factor” significantly affects both economic and social
spheres.

In order to achieve these goals, we have mostly employed a desk
research method combined with hermeneutics of ancient texts, en-
riched with the elements of the critical analysis, developed by CLS.
The comparative analysis was undertaken to confront the meaning of
different types of knowledge in our source material (Aristotle) and its
modern interpretations. As we were primarily interested in exploring
the philosophical foundations of economics, we deliberately avoided
researching specific economic trends that would require the research
methods and techniques characteristic of the discipline of economics.
First, we will discuss some basic ancient concepts, starting with the
oikonomiké (oeconomica) itself, as it shall, along with its differen-
tiation from chrematistiké, will lead us to an important distinction
between “action” and “accumulation”. The ability to “act” we see as
a fundamental value that leads to the attainment of knowledge, a good

life and general progress. The next part shall be devoted to establish-

! Since we are basing our discussion on Aristotle’s concepts, we use the terms “man-
ager”, “leader”, and “phronimos” interchangeably, as Aristotle viewed these spheres
of life (economic, social, and political as well) as deeply interconnected. Further
elaboration on Aristotle’s thoughts regarding the relationship between the economic

and political spheres is provided in the subsequent chapter.
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ing some general meaning of the Knowledge-Based Economy and
within this we will consider whether, despite the lexical distinction,
we have not made an unauthorised identification of knowledge with
wisdom in contemporary discourse.

These two concepts have been distinguished since ancient times.
Today, however, most theories focus on what we possess, be it wealth,
capital or knowledge, rather than on what we do with this good (or how
we do it). We therefore remain mostly in the realm of chrematistiké,
and—transferring it to the philosophical realm—vita contemplativa.
A true sage who lives such a life becomes more and more immersed
in himself through contemplation, striving to see the Good and the
Truth—universal and unchanging ideas>—and thus alienates himself
from other people. On the other hand, vita activa, like oeconomica,
is concerned with human affairs, relationships and actions that arise
from “the fact that men, not Man, live on the earth” (Arendt, 1998,
p-7). It belongs to the realm of praxis, which includes all kinds of
active engagement with the things of this world. Thus, politics, like
economics, is about people and is only realised in relationships with
others and in action.

2. From oikos to economy

The term “economy” itself comes from the Greek oikos (oikog), which
is often translated simply as “household”, but it is worth noting that

its use in Greek is often broader and also changes depending on the

2 At this point, it should be noted that the terms Good and Truth, written with a capital
letter in the text, denote these values understood as the highest ones, ideas in the
Platonic sense. “Ordinary” good and truth (in lower case), which appear e.g. in the
context of the Aristotelian “good life”, are already relativised. Hence, they are not
Platonic Ideas, but only exist in the realm of opinion (doxa).
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context (Roy, 1999, p.2). For oikos is not only a mere “house” in the
sense of building, but also “home”, understood as a community living
in the same house (in the narrowest sense—family; however, it could
also include more distant relatives, servants or slaves), but it could also
be used to mean the “king’s house”, as the whole dynasty (Herodotus,
1920, V.31, VI.9) and in material terms was akin to the patrimonium,
the inheritance running through the whole lineage, and extending
beyond a single generation. Thus, while oikos was a basic social unit,
it was not limited to what Cheryl Anne Cox (1998) calls the “nuclear
family”, since the activities associated with oikos could be, in today’s
sense, strictly private ones (concerning only the family unit), but
also extended to public affairs and people outside the particular oikos
(Martin, 2016).

The inherent relationship between these two spheres of life—the
private and the public—is a point of emphasis for Werner Jaeger: man
leads “besides his private life a sort of second life, his bios politikos.
Now, every citizen belongs to two orders of existence” (Jaeger, 1946,
p-111). Indeed, there were important and unmistakable links between
the oikos and the polis (state). For Aristotle (Aristotle, 1934, 1253b.1),
the oikos is the basis for the functioning of society and the state, the
smallest unit of the human community. Because of the primacy of
the community prevailing in ancient Greece, actions within the oikos,
while remaining private, had political significance for the polis (Roy,
1999, p.4). Therefore, even if treaties devoted to “economy’? dealt
mainly with the household management, some scholars emphasize

that they could also be seen as a guide to the successful management

3 From which the most famous ones were the dialogue of Xenophon (Qeconomicus)
and a treatise attributed to Aristotle (Oeconomica).
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of state. Aristotle (1920, p.1345b) for example distinguishes the type
of “political economy”, which seems to be the closest to our current
understanding.*

Naturally, the direct application of the Aristotelian framework of
concepts and definitions raises a number of questions today. It has
been argued more than once in the literature that the Stagirite used
a different concept of the economy, focusing primarily on domestic
issues. However, as Ricardo Crespo (2010) rightly points out, this does
not imply that Aristotelian thought is completely irrelevant, nor that
it lacks links or foundations for today’s thinking about the economy,
its goals and the rules that govern it. However, our intention is not to
analyse the Aristotelian concept of the economy, as this has already
been done quite well by many scholars (e.g., Crespo, 2006; 2010;
Meikle, 1995; Soudek, 1952; Pack, 2008; Finley, 1970).

In the context of our analysis, it is worth noting Aristotle’s distinc-
tion between oikonomiké and chrematistiké. Moreover, we would be
well-advised to reflect on the implications of this division. In Politics
Aristotle poses the question: is the art of the acquisition of wealth
(xpnuotiotikt)) the same as the art of the management of the house-
hold (oixovouiki}). The answer he gives is negative (Aristotle, 1944,
1.1256a). Whereas chrematistiké is concerned with the acquisition
of wealth, oikonomiké focuses on its use. Moreover, if the accumula-
tion of wealth (chrematistiké) consists solely in the pursuit of capital
accumulation and the expansion of one’s wealth, rather than in the
acquisition of things necessary to live, or to love well, it becomes, for

Aristotle, something contrary to nature:

4 Especially since, due to changes in the political arena, other types distinguished by
the philosopher (namely royal and satrapic) have been absorbed into it, as the coinage,
exports, imports or taxes are now also the areas of state regulation and action.
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Consequently some people suppose that it is the function of house-
hold management to increase property, and they keep believing that
it is their duty to be either safeguarding their substance in money or
increasing it ad infinitum. The cause of this state of mind is that their
interests are set upon mere life but not upon the good life (Aristotle,
1944, 1.1257b).

Given the fact that the “good life” was the main objective of the
polis and that moderation was one of the most important virtues not
only for Aristotle but for other philosophers as well, we can clearly
see that the mere “accumulation” of wealth is not a suitable way
to live and manage the household, i.e., to participate in the broadly
understood economy. The natural, proper acquisition of wealth occurs
when the goods are being used not to obtain more goods, but for
a good life. Therefore, the basic factor that distinguishes between the
natural, useful way of accumulating wealth from the unnatural, and
therefore requiring the introduction of certain restrictions, is the way
in which the accumulated wealth is used, or more precisely, how it is
acted upon. Economics presupposes precisely the use and therefore
the action on and with the goods. As stated by R. Crespo (2006, p.772),
“Oikonomiké is an action of using, in Greek, chresasthai”.

This focus on action and human activity, particularly within a com-
munity like the oikos or polis, appears to be fundamental in Aristotle’s
philosophy. It also applies to other areas of life and, in our opinion,
can and should be used when interpreting the fundamental goals and

objectives of the Knowledge-Based Economy.



The role of phronesis in Knowledge-Based Economy 265

3. What is Knowledge-Based Economy?

However, as the initial definitions of economics placed a stronger
emphasis on wealth, the notion of the Knowledge-Based Economy
presents a substantial breakthrough. This concept deviates signifi-
cantly from these early endeavours in defining the economy and its
corresponding regulations and customs, given that knowledge—rather
than material goods, their value and distribution—now plays a crucial
role. In the 21 century, knowledge became the crucial element at the
heart of management theory and the pursuit of economic achievement.
And so, “Knowledge-Based Economy” can be included into the rich
catalogue of modern economic schools that focus on sustainable devel-
opment (e.g., Rogall, 2010; Shmelev, 2012; Raworth, 2017; Govender,
2021). It strives for development through the rational use of human
resources (information, knowledge), not natural resources (land, raw
materials) or financial resources (capital). Therefore, according to
its assumptions, if we want to develop, we should invest in human
capital. This leads to the conclusion that knowledge as a resource
plays an important role in shaping the socio-economic reality and
effective harnessing of knowledge potential, including human intellec-
tual potential, science, and research and development sphere, are the
strategic factors that determine the pace and extent of socio-economic
development today (Skrzypek, 2012, p.193). In light of the above, it
can be concluded that the continuous creation and use of knowledge
is a source of innovation and provides innovative solutions that are
the basis for the creation of Knowledge-Based Economy (Zienkowski,
2003, p.15). While traditional factors such as land, natural resources,
labour or capital continue to impact socio-economic development
opportunities, knowledge plays a crucial role as it not only acts as

a new factor of production, but also coordinates others. The signifi-
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cance of knowledge is continuously rising, rendering it the primary
factor of production and the key source of wealth. Elzbieta Skrzypek’s
statement that knowledge is the “raw material of the future” and the
currency of the “new economy” is fitting in this context (Skrzypek,
2018, p.20).

The phrase “Knowledge-Based Economy” is a fairly recent addi-
tion to the world’s literature, but it is receiving increasing attention.
The first academic study to define the “knowledge-based economies”
as “economies which are directly based on the production, distribu-
tion and use of knowledge and information” was a research report
produced by the OECD, entitled The Knowledge-Based Economy
(OECD, 1996, p.7). Since then, however, the term “Knowledge-Based
Economy” has not received a single universally accepted definition
although it should be noted that the vast majority of proposed defini-
tions are based on an attempt to list its distinctive features (Chojnacki,
2001, p.80). However, this poses a significant problem which was
observed nota bene already in ancient times. In the Platonic dialogue
Meno, Socrates points out that providing numerous characteristics or
instances of a defined concept does not significantly aid our compre-
hension but rather poses additional issues. Using the case of colours,
Socrates argues to Meno that attempting to define colour by giving
an example or even listing all possible colours does not bring us any
closer to a general definition of what colour itself is. Furthermore,
encountering a new phenomenon poses a significant problem in at-
tributing it. A better approach is to seek identifying features that they
share in common (Plato, 1967b, pp.74c—77a). Studies and analyses
concerning the Knowledge-Based Economy encounter a similar chal-
lenge. While emphasising the importance of information, knowledge,
and intellectual capital in modern society and economy, they tend to

expand this list to include other elements such as data, experience
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and wisdom. This catalogue of attributes can be almost endless, but
paradoxically, it can divert attention from the fundamental concept.
This can be clearly observed in the literature on the subject, where the
general term “Knowledge-Based Economy” itself has several signifi-
cant “competitors” to claim the title of the most precise definition of
contemporary socio-economic reality. These include, among others:

99 ¢ 9% ¢

“new economy”, “digital economy”, “knowledge-driven economy”’,

CEINT3

“post-industrial economy” or “post-industrial society”, “post-capitalist

9 9

economy”’, “network economy”, “third wave economy” (or, again,
society), “service economy”’, “intangible resource economy”’, “infor-
mation age”, “knowledge society” and several others. All of them
describe the same reality, but it is impossible to definitively determine
which set of characteristics accurately represents the current state of
affairs.

Hence, without attempting a universal definition, yet emulating
Socrates in search of a shared feature among them, enabling us to af-
firm that they “all have one common character” (Plato, 1967b, p.72c),
our attention centres on the realm of knowledge, with the aim of

highlighting some fundamental problems.

4. Between knowledge and wisdom

Various definitions of knowledge can be found in the literature. This
presents a terminological challenge which persists in a Knowledge-
Based Economy (Winter, 1987; OECD, 2000). This is due to the
fact that knowledge is an elusive resource that is complex to de-
fine, measure and apply in practice, given the limited conceptual
resources, methods and techniques that are available in the current,
post-industrial era (Strojny, 2000, p.20).
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Peter F. Drucker (2013, p.7) emphasises that:

[...] the basic economic resource—‘the means of production’
to use the economist’s term—is no longer capital, nor natural
resources (the economist’s ‘land’) nor ‘labour’ [...] Value is
now created by ‘productivity’ and ‘innovation’, both applica-
tions of knowledge to work. The leading social groups of the
knowledge society will be ‘knowledge workers’—knowledge
executives who know how to allocate knowledge to productive
use.

Marcin Ktak (2010, p.42) highlights that this unique situation is
a result of knowledge’s indeterminate nature and the need for constant
renewal, updating and modification. Only knowledge that is applied
has any value as it serves progress, development and change, in other
words, it is useful.

The pursuit of systematisation and the effort to create reasonably
uniform yet comprehensive definitions of scientific concepts have
generated several definitions of knowledge. According to Thomas H.
Davenport and Laurence Prusak (1998), knowledge, in contrast to
data and information, is produced, developed and consolidated in the
human mind as a result of accumulated experience and learning—it
is, so to speak, a “product” of the human mind, therefore it can be
classified as either conscious (acquired systematically and intention-
ally through education) or unconscious (acquired unsystematically
and unintentionally). In light of the above, it can be argued, in line
with Michael Polanyi’s thinking, that individuals are not always con-
scious of the knowledge they possess, and therefore also unaware
of its worth (Polanyi, 1966, p.37). Thus, data and information form
the foundation of knowledge, which only becomes knowledge after
it has been analysed. It is noteworthy to mention in this context the

definition of knowledge proposed by Wiestaw M. Grudzewski and
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Irena K. Hajduk, who differentiate between the concept of knowledge,
understood as the application of information in practice, and wis-
dom, which is a combination of knowledge, intuition and experience
(Grudzewski and Hejduk, 2004, p.73). The distinction between these
two elements, knowledge and wisdom, also dates back to antiquity.
The philosopher, according to Plato, is defined as the one who “loved
wisdom” (sophia), and the acquisition of it constitutes his ultimate
goal and desire. The famous metaphor of the cave depicted in the
book VII of the Republic, portrays sophia as the sun, the source of
pure, primal light that is, however, unattainable for most individuals
(Plato, 1969, pp.VII, 514-516). They sit in the cave observing only
shadows, which are imperfect representations of the true object. The
philosopher, however, can liberate themselves from constraints and,
upon exiting the cave, step out into the sun and see the Truth.

The association of wisdom with the Truth holds significance in
this context. An average individual typically possesses mere opinions
(doxa). Such opinions can have varying degrees of accuracy (or in-
accuracy), lack the quality of certainty and completeness. In Plato’s
view, opinion is starkly contrasting to truth (Arendt, 2005, pp.7-8).
Thus, while the multiplicity of opinions allows for discourse and per-
suasion, which are, after all, the foundation of Athenian politics, Truth
is not subject to doubt or criticism. Furthermore, someone who has
attained knowledge of the Truth through this intuition often chooses
to retreat into vita contemplativa, instead of taking action in a social
field, for they are incapable of describing the “light” to people mired
in darkness. Such a person does not receive understanding or attention
from society, and he himself above all wishes to see more, to know
more. The ancient sophia, the knowledge of the sage, was the knowl-

edge of the observer who merely watches the truth without interacting
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with it®. Such wisdom is absolute, but only few are able to possess it.
Socrates’ renowned statement, ‘I know that I know nothing”, arose
from the fact that, unlike others, he was aware of his own limitations.

The paradox of modern understanding is that we expect the “wise”
to possess full knowledge while being capable of challenging it. The
wise person understands the workings of various social domains, in-
cluding political, economic, and cultural aspects. Based on this under-
standing, they can accurately predict behaviours, consequences, and
changes. However, their opinions may face criticism. As wise-men,
they should be capable of defending their viewpoint and persuading
others of its validity. Thus, they are, firstly, closer to Socrates, who
walked among people, questioned and taught them, than to Plato,
who preferred to observe. Secondly, they should possess the ability
to accomplish what the archetypal philosopher, Socrates, failed to do,
namely to persuade others to adopt their viewpoint.

It was actually Plato’s disciple, Aristotle, who adopted an ap-
proach that aligned more closely with Socrates’ beliefs. For Aristotle,
relationships play a fundamental role in the human world, where
practical knowledge, rather than wisdom, reigns supreme. For him
prudence involves above all the ability to act—and after all, proclaim-
ing one’s position, teaching and persuading is an action. It is called

phronesis.

5 This matter is also connected to the notion of “theory”. The theoroi were special
envoys who observed customs and rituals in other poleis (without engaging in them)
and then reported their observations, enriching the knowledge of their homeland.
For a more comprehensive analysis of the role of observation in Greek culture, see
(Ceglarska, 2022).
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5. Practical knowledge in Knowledge-Based
Economy

Based on Aristotle’s Nicomachean Ethics, it is indicated that the
Greeks distinguished between three types of knowledge: episteme
(scientific knowledge), techne (technical, manufacturing knowledge)
and phronesis (practical knowledge, although perhaps it should rather
be called knowledge of action and its consequences, also known as
“prudence” thanks to Cicero’s translation). Notably, the concept of
“wisdom” is absent from this framework. This is because wisdom is
not simply knowledge, but rather something that can only be attained
through it, in addition to some other essential elements, as defined
earlier by W.M. Grudzewski and I.K. Hajduk. Aristotle believed that
one of the most crucial elements is nous, which translates to intuitive
thinking or intuition. Thanks to nous, individuals can discover the
initial premises that form the foundation of knowledge even if they are
often indescribable. Although a child may not be able to articulate the
laws of physics, they intuitively comprehend the concept of gravitation
to a certain degree; their intuition informs them that objects fall. The
possession of this intuition enables further exploration and acquisition
of knowledge; however, not everyone possessing it, nor even those
who specialise in a particular field, count as a “sage”. Socrates raises
this matter somewhat mischievously in Plato’s Republic: “Is it then
owing to the science of her carpenters that a city is to be called wise
and well advised?”, to which his interlocutor replies: “By no means
for that, but rather mistress of the arts of building.” (Plato, 1969, pp.1V,
428b—c).

“Master” (of some craft) does not equate to being a “sage”. This
does not disregard the importance of craftsmen and their role in the

state, which was considered the optimal community by Greeks. They
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are essential to meeting the needs of citizens, as are farmers, merchants
or warriors (although Plato had reservations with poets). Nevertheless,
they lack “true” wisdom and only possess the knowledge of a producer,
focused on the goal. It is worth noting that the philosophers included
the sophists in this group of specialists in fechne. According to them,
the sophists did not strive to attain sophia—wisdom, contrary to their
name. Instead, they used their skilful manipulation of language as
a tool to influence, shape, and convince their listeners of their own
reasoning, just as a craftsman skilfully shapes wood to obtain the
desired piece of furniture. This is also the foundation of the sophists’
teachings: refining the ability to use eloquence in a competent manner,
craftsman-like, rather than seeking the Truth and wisdom. Sophists
were not truly “sages” but rather “experts in craft”.

Nowadays, experts are widely respected. Dating back to the era
of Saint-Simon, they have been viewed as the individuals who set
goals for and direct global development. As it was already stated by
Friedrich von Hayek (1945, p.521), the kind of knowledge we “expect
to find in the possession of an authority made up of suitably chosen
experts [...] occupies now so prominent a place in public imagination
that we tend to forget that it is not the only kind that is relevant.”
This knowledge of the experts—*scientific knowledge”—is seen as
an organized system that encompasses all knowledge and can help
define development objectives. It should be noted, however, that this
kind of knowledge is not one of the “sages”. Rather it belongs to
the “savants” who utilise their accumulated knowledge as a tool to
mould their surrounding reality, similar to how ancient sophists used
words. The emergence of a new techne required new craftsmen and
tools. As a result, this kind of knowledge was enclosed within sets of
parameters or indicators. The mainstream economy, with a focus on

promoting economic and social development, has embraced GDP per
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capita as the key indicator of progress. Later on, various alternative
measures, including the Human Development Index (HDI) and the
Genuine Progress Indicator (GPI), have emerged. However, while
indicators can measure progress, they fail to address the fundamental
questions: how to achieve balanced development and well-being. How
to act? The social (and so—economic) sphere is treated as a material
to work on, “design”, and the quality of this design is evaluated
solely through established indicators. Those appear to be practical,
but only in the sense of techne, which focuses on a goal, expressed
through the said indicators. Yet, while they aid in influencing societies
and governments to reach established goals, yet they do not provide
any information regarding actual progress, values, consequences, nor
regarding the human actions. The “savant economy” can be called
a “technocratic one”, which was defined by Howard Scott (1965,
p-10) in the following words: “Technocracy has proposed the design
of almost every component of a large scale social system.” It is also
knowledge of the experts but intended not to uncover the truth, but
instead to manage the unpredictable reality within precise bounds
of indicators that give the impression of command over the rapidly
changing environment.

Therefore, we are still consequently stuck in the dichotomy be-
tween savants and sages. Aristotle, however, leaves a caveat. While
wisdom is the highest value, those who wish to engage with worldly
matters, to immerse themselves in vita activa, ought to pursue phrone-
sis—practical knowledge. Although this pursuit does not result in
becoming a philosopher, it can help one be a good leader, ruler, or, in
modern times, manager, without succumbing to mere “technical” or
rather “technocratic” approach. This phronetic knowledge pertains to
interpersonal relationships and facilitates a community’s functioning,

with the goal of ensuring a “good life” for the general public.
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In this regard, the goals of ancient philosophers and the
Knowledge-Based Economy share a commonality. They both assume
the establishment of a community, whether political or economic,
founded on knowledge. However, this knowledge is not to be under-
stood in abstract, as wisdom or truth (finally, even Plato deemed this
impossible to achieve in “real” world). It is also not merely a “tech-
nique” used to control the reality or to reach a certain goal. Rather,
it refers to knowledge that has practical applications and therefore
enables peaceful coexistence and development. This particular type
of knowledge is called phronesis by Aristotle, and the individual who
possesses it is called phronimos.

As mentioned, Knowledge-Based Economy has mostly integrated
the concept of phronesis through the work of Ikujiro Nonaka, Ryoko
Toyama and Toru Hirata, entitled Managing Flow. A Process Theory of
the Knowledge-Based Firm. The Japanese researchers define phrone-
sis as a type of tacit knowledge, “the ability to grasp the essence of
a situation in process and take the action necessary to create change.”
(Nonaka et al., 2008, p.4). It is a unique attribute of leaders who
strive to benefit the collective interests of the enterprise they manage.
According to them, “phronesis synthesizes “knowing why” as in sci-
entific theory, and “knowing how” as in practical skill, with “knowing
what” as a goal to be realized.” (Nonaka et al., 2008, pp.14-15). This
concept aligns with the economic definition of knowledge put forward
by the OECD. The organization has introduced a classification system

that divides knowledge into four distinct categories:

1. know-what, descriptive-informational knowledge—this is nor-
mative knowledge based on experience, context and common
sense; it refers to fundamental knowledge used in everyday
functioning; its meaning is very close to information and it is

easily communicated and passed on;



The role of phronesis in Knowledge-Based Economy 275

2. know-how, practical-technological knowledge—it refers to peo-
ple’s skills and capabilities and means the ability to do some-
thing; it is instrumental, contextual and related to experience;

3. know-why, exploratory-prognostic knowledge—this is univer-
sal and theoretical knowledge; it explains the principles and
laws of nature and is closest to what we would call “scientific
knowledge”;

4. know-who, descriptive-informational knowledge—this knowl-
edge mostly refers to information about social relationships,
such as who knows whom and what they know. This type of
knowledge is becoming increasingly important due to the grow-
ing level of specialisation and constant changes (OECD, 1996,
p.12; Clarke, 2001, p.190).

Considering both the OECD classification of knowledge and
Nonaka, Toyama and Hirata’s definition of practical knowledge, we
can observe that phronesis appears to be a kind of “super-knowledge”
that combines elements of various knowledge types listed by the
OECD. It encompasses both “knowing why/how/what” and so is not
limited to the Aristotelian concept of the ability to “calculate well”,
but is akin to the all-encompassing “full knowledge” of the world
that only a “good manager” can possess. Meanwhile, as indicated
above, in Greek thought there already is an appropriate term for
“certain” and “full” knowledge, namely wisdom (sofia). Phronesis
is not so much knowledge per se, but the ability to act. According
to Nonaka, Toyama and Hirata (2008, p.53), it involves “the ability
to determine and undertake the best action in a specific situation
to serve the common good”. Aristotle provides a seemingly similar
definition. In the Nicomachean Ethics, he defines phronesis as ability

to “deliberate well about what is good and advantageous for himself,



276 Anna Ceglarska, Katarzyna Cymbranowicz

not in some one department ... ] but what is advantageous as a means
to the good life in general” and also “rational quality, concerned
with action in relation to things that are good and bad for human
beings.” Furthermore, he completes his definition with an example:
the one deemed prudent was Pericles, since he was one of the men
able to judge “what things are good for themselves and for mankind”
(Aristotle, 1934).

There is a fundamental difference between these definitions.
Whereas Aristotle’s definition focuses on the action itself (“to de-
liberate well”, “action in relation to things”), later definitions refer
to the effects of that action (“action [...] to serve common good”).
Moreover, in modern definitions phronimos is the one who HAS
phronesis—possesses this ability or skill. In Aristotle, one is CON-
SIDERED to be a phronimos. Thus, for the Stagirite, the emphasis was
on the relationship between the phronimos and the community. It was
the community, which, judging somebody’s actions, could recognise
him as the possessor of practical knowledge, and therefore—deem
him a phronimos. It was not a given quality, but one that depended on
the judgement of others. This element of judgement firstly established
the relationship between the leader and his followers as a mutual one,
and secondly, while allowing the leader to act for his own benefit,
it also ensured concern for the benefit of others. However, in later
times, phronesis came to be identified with one of the many qualities
that a leader is entitled to, that he should acquire and possess as an
attribute—another sceptre that he can show to his subjects (or subordi-
nates) to gain their obedience. The Aristotelian phronesis was shifted
to either episteme or techne.

This first aspect, the identification of prudence (phronesis) with
knowledge (episteme), is a particular merit of Christian doctrine. As

St Thomas Aquinas notes, Augustine ascribes to prudence “the avoid-
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ance of ambushes”, thus associating it not only with knowledge but
also with the most common colloquial understanding of it: the ability
to avoid unnecessary risk. St Thomas himself emphasises the “com-
manding” aspect of prudence, since it establishes order and applies
the previous judgement, thus restraining the will and ensuring one’s
proper conduct. It does not allow any action, but only the “proper”
one—those who sin voluntarily do not possess prudence, since they
lack the right reason. Prudence that is “both true and perfect, [...]
commands aright in respect of the good end of man’s whole life”
(Aquinas, 1947, q.47 a.8, 13). An important implication follows from
this—in Christian thought, the one who has prudence has knowledge
of right conduct. Therefore, he does not need recognition from his
subordinates; on the contrary, as in Plato’s ideal state, they should give
him unconditional obedience. St Thomas makes this argument directly
in relation to political power—the best system would be a monarchy,
because one person is better able to govern, without having to con-
sult with others and listen to their opinions. For the whole may not
be as reasonable and wise as the chosen individual, especially since
Aquinas’s doctrine assumes that the earthly monarch is a reflection of
the one God, so that the community will be best if it comes as close
as possible to the ideal of a community subject to a single, eminently
wise ruler who most resembles God (Aquinas, 1949). The possibilities
of opposing the will of this monarch, on the other hand, are relatively
limited and concern the situation in which he goes against the word of
God—de facto manifesting a lack of episteme, knowledge of higher
matters and first premises.

On the other side of the spectrum phronesis is placed by Niccolo
Machiavelli. For the Florentine philosopher, it becomes identical to
techne. A prudent leader is one who knows the secrets of the art

of governing and is able to use them to achieve specific goals. In
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Machiavelli’s political theory, the ultimate goal is to raise the state
from decline, and so a good leader needs to “differentiate between the
lion and the fox” (Machiavelli, 2003, p.96), and so possess a certain
knowledge—not of the highest premises, but a knowledge of the craft.
For a change, he will not resemble a Platonic philosopher, but an
ancient sophist who, thanks to his knowledge of the art of eloquence,
argumentation and rhetorical techniques, will be able to shape the
audience to agree with his position and concede the point®.

In both cases, the understanding of prudence differs from that
proposed by Aristotle. First of all, it is directed towards an end—be
it salvation or the survival of the state—rather than being an activity
in itself. Moreover, it is treated as a kind of virtue that only a few
chosen possess. The general public should submit to them and listen
to them, accepting their wisdom, and if they do not do so—this only
shows the stupidity of the general public, and does not undermine the
virtue of the phronimos. For Aristotle, however, it was precisely in the
eyes of the public that the phronimos had to prove himself. Notice the
wording: Pericles “is deemed” phronimos, about Thales people “say”
he is not. Thus, the recognition of a leader’s prudence is something
that depends on the community in which he functions—Pericles “is”
not, but “is recognised as”, by a particular group, in specific situa-
tions. Moreover, his prudence is not a fixed and unquestionable virtue.
Thucydides, describing the activities of Pericles in the Peloponnesian
War, in addition to emphasising his merits, also repeatedly refers to
the criticism or opposition of the citizens of Athens, who constantly
comment on, praise or blame the actions of their leader (Thucydides,

2009). Their opinion is not always correct, but it is what positions

6 It is worth noting that the Machiavellian prince first and foremost acts for the good
of the state, to develop it or save it from decline, not just to pursue his own ends, no
matter the consequences.
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Pericles in relation to the community. He is aware that his actions
are being watched and evaluated. His leadership role also depends
on this assessment—he can be re-elected or removed. Pericles does
not act from the height of infallible authority, nor is he a simple ma-
nipulator. He strives to ensure that his actions benefit Athens as well
as himself because the interests of the community are not separable
from the interests of the individual. A good leader is one who cares
about the group he leads, be it a state, an organisation or a company,
but at the same time expects (and has the right to expect) certain
benefits for himself—respect and recognition, another term of office,
remuneration.

Contemporary conceptions, on the other hand, emphasise mostly
the aspect of looking only after the good of the community. Machi-
avelli’s image of the leader has taken on a negative connotation, in
which the leader is concerned only with himself and pursues only his
own interests, using the community for this purpose’. A good leader
should therefore become someone close to the image presented by
Plato or Aquinas. In both Nonaka, Toyama and Hirata’s theory and in
the quoted text by Rooney and MacKenna, phronesis is something that
should lead to the common good, while the interests of the individual
are overlooked or seen as merely a side effect of concern for the whole.
Moreover, phronesis actually becomes a tool for transforming knowl-
edge into wisdom (Nonaka et al., 2008, p.67). As stated by German
Scalzo and Guillermo Farifias (2018, p.30): “an original interest in
knowledge, with the idea of phronesis, clearly evolved into a more

ambitious purpose: wisdom”.

7 This is, as we have said, a fundamental distortion of Machiavelli’s concept, but
because of the different leitmotif of this text, we do not attempt to rehabilitate the
Florentine’s theory here.
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It may appear that the concept of “dispersed knowledge” pro-
posed by F. von Hayek (1945) is closest to the original meaning of
phronesis. He strongly emphasized that no one has complete and
perfect knowledge—there are no Platonic sages. Furthermore, knowl-
edge itself never exists in a concentrated form but rather is scattered,
with multiple individuals possessing bits and pieces of it. In contrast
to the aforementioned “experts’ knowledge”, Hayek acknowledged
that individuals® “dispersed knowledge” is frequently marginalised.
Meanwhile, this type of knowledge relates to specific temporal and
spatial circumstances and therefore requires (and promotes) quick
adaptation to new circumstances. As knowledge is not evenly spread,
those who hold the presently relevant portion of “dispersed knowl-
edge” are best equipped to make informed decisions, based on the
possessed premises.

It would seem that this is the knowledge of phronimos, who is
able to consider the context of a situation and its various possible
developments, adapting and modifying the undertaken actions accord-
ingly to effectively achieve their goals in given circumstances. This
individual does not need to be aware of all circumstances or their
consequences, but should be capable of adjusting their behaviour as
necessary in response to the situation. However, a crucial difference
exists that prevents us from classifying Hayek’s possessor of “dis-
persed knowledge” as a phronimos, and that is the postulated lack of
deliberation. Hayek, to affirm his point, quotes A. Whitehead: “Civi-
lization advances by extending the number of important operations
which we can perform without thinking about them” (Hayek, 1945,
p-528). Hayek’s man operates intuitively, activating the knowledge
he possesses subconsciously. However, this is not true in the case
of phronimos, who not only thinks, but thinks well and thoroughly.

Aristotle defined humans as beings that are not only the zoon poli-
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tikon, but also possess the “rational principle” (Aristotle, 1934) which
distinguishes them from other animals. We have the ability not just
to think, but to think rationally. Relying solely on intuition when
interpreting “formulas, symbols, and rules whose meaning we do not
understand”, as Hayek (1945, p.528) stated, limits our knowledge
solely to nous—Aristotelian “intuitive thinking”. And nous is only
the initial phase of acquiring knowledge. Phronimos, besides nous,
must also possess the knowledge of time and place, which cannot
be merely gained through intuition. These are indeed the elements
of “dispersed knowledge”, but to undertake successful action, these
circumstances must be acknowledged and analysed. This notion is
present in Hayek’s considerations, despite his subsequent affirmation
of intuitive thinking. In order to plan and act, one must use, exchange,
and put one’s knowledge into action. Hayek provides an example:
“All that the users of tin need to know is that some of the tin they
used to consume is now more profitably employed elsewhere and
that, in consequence, they must economize tin.” (Hayek, 1945, p.526).
It is not essential for them to possess a complete understanding of
all the circumstances that have contributed to this situation, nor is it
necessary for them to gain more knowledge. However, they must draw
on their existing, “dispersed” knowledge to take action that would be
most beneficial to them, and so act consciously rather than intuitively.

The action itself is the core of Aristotelian concept®. To better
illustrate this aspect, let us return to Aristotle’s distinction between
chrematistiké and oikonomiké. The former is the pursuit of the accu-
mulation of goods, the latter the use of goods. An important aspect of
“use” is a certain possibility of its evaluation—one can use something

well or badly, more or less carefully, achieving the intended goal or

8 Not gaining the full knowledge (which would mean gaining epistene and so becoming
a sage) nor reaching some goal or level of indicator—that falls into the realm of techne.
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not. However, our predictions and expectations may be wrong or not
accurate enough, we may lack certain information for various reasons,
or we may succumb to bad advice. Following Hayek’s example: we
economised tin, only for the sudden demand for it to stop abruptly.
As a result, we were left with loads of now useless and worthless
tin. According to Aristotle, those who have practical knowledge are
able to analyse all the conditions they know of in order to take what
they consider to be the best action. Nevertheless, its effect remains
uncertain. Moreover, this action is judged post factum, and in the
case of the leader or manager, not only by him, but also by the whole
community, which then will be able to give him (or take away) the title
of phronimos. Mere chrematistiké (economization or accumulation
of goods, e.g. tin) is not enough to obtain it. Phronesis is the ability
to adapt to changing situations, based on the dispersed knowledge
possessed, but not absolute and infallible because it is about what is
contingent.

It seems somewhat ironic that in theoretical approach, Knowledge-
Based Economy is more about chrematistiké than oikonomiké, since
the emphasis is on acquiring, deepening and developing knowledge;
of course, knowledge that can be used practically, but the latter aspect
arouses much less interest. There seems to be an implicit assumption
that someone who acquires this knowledge (and we mean the various
types of knowledge mentioned above) will also know how to use it
correctly. This knowledge should come from experience, but since our
leader, after accumulating chrematistiké, always acted properly—for
the common good, it is virtually impossible to point out when and
where they could have gained such experience. Meanwhile, the an-
cient concept leads to a disturbing implication—even with theoretical
knowledge and experience, the outcomes of our actions are always un-

certain and subject to evaluation. Conditions, people, premises change,
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purely subjective or emotional factors come to the fore. Phronesis,
then, is not so much the ability to act effectively towards a specific
goal, as it is the ability to take the risk of action—action that the
phronimos, on the basis of their knowledge, believes to be effective,
but the effect of which is not a foregone conclusion.

Phronesis is thus the most social of all the dispositions that Aris-
totle writes about, and it can only be realised within a community, be
it a state, a company, or any other kind of society. It is shaped not so
much by experience as by relationships and constant evaluation, as
the case of Pericles shows: the Athenian made a series of decisions
that were evaluated both positively and negatively by the citizens, and
he was able to adapt his behaviour to the situation not only because
of the influence of external factors (e.g. by changing his strategy),
but precisely because of opinion. He was able to negotiate and per-
suade to such an extent that he “was recognized” as a phronimos.
An experienced phronimos evaluates and draws conclusions from it
not only from the perspective of the results achieved, but also tak-
ing into account the way his behaviour is evaluated by others, while
this evaluation (feedback) should not so much set new or different
goals for him, but show the possibility of a change at the level of
behaviour. Moreover, the Aristotelian phronimos is not obliged to act
altruistically only for the benefit of the community. Nowadays, it is
the sphere of the “common good” that is most emphasized. Nonaka,
Toyama and Hirata see profit as a side effect, resulting from pursuing
the standards of excellence, rather than ultimate goal. The aim is to
produce an almost infallible leader who will always make the right
decisions, of course, “right” in the sense of “virtuous”. This is the
result of the Thomistic transformation of phronesis, which became an-

other virtue. Therefore, the prudence expected of a leader is prudence
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understood as caution in activities, impartiality, virtue, and action for
the benefit of society. Aristotle, on the other hand, allows phronimos
to concentrate also on what is good for himself.

Phronesis does not require the sacrifice of one’s own interests
on the altar of the common good, but precisely the kind of reflection
that makes it possible to achieve both the particular interests of the
individual (whether they be benefits or, for example, recognition
and respect) and the interests of the whole community (the benefits
achieved will affect the whole company, a good manager will lead
to greater trust on the part of contractors, etc.). It can therefore be
understood as making the “right” decisions and actions, but these
are not just virtuous ones, they are also beneficial to the person who
makes them, to the community, and to whom it is dedicated. It is by
no means strictly utilitarian, though it is not strictly virtuous either.
Moreover, it is emphasized that the leader should act for the common
good, without trying to think about how to do it (since he somehow
already has the knowledge of how to do it), focusing on the fact that
they should strive for development, success, improvement in quality
and what is good for everyone. Here, too, the focus is on the objectives
to be achieved, rather than on the value of the action itself.

Returning to Nonaka, Toyama and Hirata, the authors illustrate
their concept with a vivid comparison to constructing a car. “If techne
is the knowledge of how to make a car well, phronesis is the knowl-
edge of what a ‘good’ car is (value judgment) and how to build such
a car (realize the value judgment).” (Nonaka et al., 2008, p.54). How-
ever, with reference to Aristotle’s definitions, we would consider
it more reasonable to combine techne with the knowledge of “how
to make a car”, and phronesis is not so much the knowledge what
a “good” car is, since this aspect fits more with episteme, the scientific

knowledge of things. The authors suggest that the episteme cannot
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answer the question of what is a “good” car, because the question
is subjective. No doubt, but if our understanding of a “good car” is
completely subjective, what about the concept of “common good”,
that a prudent manager should pursue? And since the “common good”
is presented as a kind of superior one, in order to maintain consis-
tency, a truly “good” car should also refer to some superior values,
and thus try to match as many elements of the “ideal” car as possible.
Therefore, either the “common good” (and, consequently, a “good
car”) is subjective and thus depends on the will of the manager, or it
has to satisfy additional requirements. From the previous arguments,
we can conclude that it is the latter, since the “common good” of the
company means pursuing the interests of employees, shareholders or
customers, and so many different and sometimes conflicting ones.
The difference here lies both in what can be judged as a “good
life” or “common good” and in the actions of a leader. For Aristotle,
the phronimos acts to achieve the “good life”, which is defined rather
vaguely as self-sufficiency. Phronimos is not expected to achieve the
“perfect life”, because that is impossible—it would be achievable in
Plato’s world of ideas. Phronimos has to act to make the normal
earthly life as good as possible. To use the car analogy, is a “good car”
a safe car in the sense that it guarantees survival in the event of an
accident, or should it prevent injury or even be automated enough to
avoid accidents? For Aristotle, each of these goals is important, but
what matters is what the designer or builder actually does. If he wants
only and at all costs a car that will never allow an accident—which is
the realisation of the “highest” common good, namely safety—and
for this reason does not take any measures to i.e. increase the chances

of survival during an accident, he will not be deemed a phronimos,
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although he will strive to achieve a good cause. In this case he will
become like the philosopher Thales, who, dealing with the affairs of
the universe, did not notice the well on his way.

This example is cited by both Plato and Aristotle. Plato gives the
following anecdote: “While he [Thales] was studying the stars and
looking upwards, he fell into a pit, and a neat, witty Thracian servant
girl jeered at him, they say, because he was so eager to know the things
in the sky that he could not see what was there before him at his very
feet.” (Plato, 1921, 174a). Aristotle, referring to this anecdote, claims
that people like Thales can be attributed theoretical wisdom (episteme
and sophia)® but not practical knowledge (phronesis), because “these
sages do not seek to know the things that are good for human beings.”
(Aristotle, 1934). However the same Thales in Politics displays some
practical knowledge. When his fellow citizens reproached him for
the uselessness of philosophy, Thales, on the basis of his knowledge
of astrology, predicted an extraordinarily rich olive harvest for the
coming year. Then he rented out all the olive presses in advance for
a pittance. When his theory was confirmed and the harvest was indeed
bountiful, everyone had to turn to him for the use of the presses, and
then Thales—as the current monopolist—could set any rental price.
In this way he made a fortune, but the purpose of his activities was
not to get rich, but to show that “it is easy for philosophers to be rich
if they choose, but this is not what they care about” (Aristotle, 1944,
1.1259a).

An attempt to reconcile these two images of Thales, the sage and

the phronimos, leads to a simple conclusion—a true philosopher has

° For Plato, this particular anecdote is also the story of all the philosophers who study
fundamental and universal things. They are like a wise-man who, blinded by the light,
returns to the cave to share his knowledge with the rest of the people there, but since
his eyes are no longer accustomed to the darkness, he is unable to move smoothly in it
and thus exposes himself to ridicule.
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both theoretical and practical knowledge, and is able to forge one into
the other. At the same time, sophia is more important to him, and
therefore he often does not do what is useful to him (for example,
live in poverty or endure the ridicule of his fellow citizens), because
above all he wants to finally achieve wisdom. This does not mean,
however, that he could not act and use his knowledge if he wanted
to. The problem, from a practical point of view, is that he does not
want to. Paradoxically, full knowledge encourages neither action nor
risk. Thales, who bought olive presses, did not turn out to be a good
manager and phronimos—his behaviour did not bring much benefit
to the community, unless we consider as such a greater respect for
philosophy.

Similarly, our creator of the car may be a brilliant inventor, a sage,
but has no prudence, because the knowledge he accumulates is not
applicable. Not only does it not benefit society (e.g. by slightly in-
creasing safety), but it also does not benefit the owner himself, who,
locked in his studio, leads a kind of vita contemplativa, searching for
the final, ideal solution. Meanwhile, the Aristotle phronetic leader
uses what he has gathered (chrematistiké) to act on the accumulated
goods—knowledge, experience, knowledge of the craft. He acts with
the awareness that his action is subject to the risk of lack of suc-
cess, but at the same time, basing on his knowledge, he considers
it good and beneficial. This is because only action allows him to
verify this knowledge. The postulate of achieving a more ambitious
goal—wisdom—and making Knowledge-Based Economy a Sage, as
in Rooney and McKenna'’s text, paradoxically leads to the inhibition
of its development. For a true sage, having perceived the whole truth,
does not feel the need to interact, to engage in human, less important
matters, because “human affairs do not deserve to be given great im-
portance”, as Plato (Plato, 1967a, 803b) wrote. And as Hannah Arendt
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(2005, p.32) notes, the philosopher devotes himself entirely to the
vita contemplativa. He participates in community life solely because
that community may be an obstacle to his complete engagement in
philosophy.

The true phronimos is the one who predicts—but does not know.
Nonetheless, he is willing to take some risks. He assumes some pos-
sibilities of development, but he takes the risk that his decision is
flawed. He introduces a fresh invention on the assumption that it will
be successful—but people accustomed to the old methods may decline
to employ it. However, development and the accumulation of new
knowledge are only possible due to uncertain activities that bear the

risk of error.

6. Conclusions

It should be noted that modern research often dismisses the signifi-
cance of ancient ideas or interprets aspects of the ancient world using
contemporary terminology. Scott Meikle stresses that “The ‘mod-
ernist’ view is that the ancient economy is to be understood as an
early restricted version of what we are familiar with today” (Meikle,
1995, p.2). Hence, there is emerging criticism regarding the relevance
of Aristotle’s theories in contemporary research, as the Stagirite ad-
dressed a significantly different economy. On the other hand, there is
an attempt to adapt past phenomena and events to modern schemes.

That unfortunately results in the loss of historical context. Ancient
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situations or myths are described without reference to their contempo-
rary background, which included different values and concepts (like
the role of fate, concept of justice, and punishment).!?

Therefore, our aim was not to reinterpret ancient theories in con-
temporary terminology, nor to shoehorn modern theories into the
ancient conceptual framework. Rather, by drawing on the wealth of
philosophical ideas, our objective was to highlight the potential rele-
vance of the ancient Greek notion of “knowledge” and its associated
elements in present-day analyses. Knowledge played a crucial role
in ancient thinking, regarded both as an intrinsic value and a means
to attain virtue. It served as the foundation for many aspects of life,
including political, cultural, and economic spheres. And Greeks under-
stood quite well the different types of this knowledge, including not
only episteme, (pure knowledge) and techne (knowledge of the craft)
but also knowledge of human relations that influences the community
in which we live and work - the phronetic one.

Considering the volatile nature of the modern world, including
the rapidly changing social and economic relations, we believe that
the concept of phronesis remains relevant in updating the prevail-
ing perception of the Knowledge-Based Economy and contemporary

management theories.

10 A good example can be also found in Mielke, where there is an attempt to describe
Prometheus’ trick at Mecone as “an example of a pure isolated distribution where two
parties meet on an equal footing and negotiate the division of a joint asset” (Meikle,
1995, p.178). While this may be adequate in economic terms, it fails to present the
complexity behind the myth and, more importantly, does not address its main purpose.
The myth was meant to explain sacrificial customs as well as the reason why mankind
is plagued by troubles, illnesses and sorrow. What is worth noting in this context is that
Zeus and Prometheus were certainly not “on an equal footing” and “negotiating”, as it
is clear that one party (Prometheus), aware of the other’s (Zeus) superiority, attempted
to cheat in order to reach the desired outcome. Additionally, in one of the earliest
descriptions of the myth, Hesiod suggests that Zeus was aware of the deception, but
gave in to it, since Fate demanded so.
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Above all, we advocate for the prioritisation of the acquisition
and application of knowledge (oikonomiké) over its mere accumula-
tion and possession (chrematistiké) as the fundamental principle of
the Knowledge-Based Economy. In numerous instances, attempts to
characterise Knowledge-Based Economy focus on the stage where
knowledge is already possessed or assume that its acquisition oc-
curs during the learning process, therefore seeking to streamline this
process by minimizing errors, introducing indicators and forming
recommendations to enable the largest number of people to acquire
knowledge. Unfortunately, in this manner, we only elevate the level of
chrematistiké and delve deeper into the “savant economy”, quantifying
our attained knowledge through grades, diplomas, or certificates, with-
out due consideration of how to apply it. This aspect, the significant
role of education in the Knowledge-Based Economy was highlighted
by the International Commission on Education for the 21% Century
chaired by Jacques Delors and by Benjamin R. Barber, referring to
the infantilisation of knowledge and education''. In the midst of these
complex issues, it may be worthwhile to follow Hayek’s advice and
perceive the idea of knowledge as “dispersed”, while preserving the
Aristotelian elements of risk and action, which we deem particularly
valuable. Progress can be achieved not by attaining higher levels of
indicators, but by equipping future leaders'? in various social fields
with competencies that empower them to apply their knowledge while
being mindful of potential risks. This requires acting with due consid-
eration and not only as a leader, but also as a team member because

phronesis can only be achieved through communal relationships. As

11 Barber explains this phenomenon by referencing three dichotomous pairs of con-
cepts: the dominance of “easy over hard”, “simple over complex”, and “fast over slow”
(Barber, 2008, pp.85-107).

12 Managers, business leaders, political ones, etc.
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Aristotle previously explained, it is necessary to possess a certain level
of adaptability in a constantly changing reality. Rather than having
complete control through certainty and expertise (episteme), both the
ability to think and act are required, accepting the possibility of failure
and receiving criticism from others involved in the interaction. Phro-
netic knowledge is not an unequivocal or definitive knowledge, given
once and for all. It evolves, adapts and moulds itself to suit the various
types and requirements of human societies. Therefore, the endeavour
to assign the “knowledge” only to “sages”, as in the question posed
in the introduction, automatically reduces its complexity. As Non-
aka, Toyama and Hirata (2008, p.242) accurately note, “knowledge
is created by human beings in relationships, knowledge-based theory
of the firm has to broaden its perspective from the static, atomistic,
substance-based worldview typical of conventional economic theory,
to a view of the firm as a dynamic entity in flow.”

The competences included within phronesis might lead to very
(nomen omen) practical recommendations. The concept in its orig-
inal, Aristotelian meaning appears worthwhile for implementation,
particularly in management theories, since phronesis pertains to an
individual’s knowledge expressed through action. Hence, it can only
be realized in situations that necessitate interactions among diverse
actors and not merely in the theoretical sphere. Thus, our aim should
not be to create a know-it-all Platonic philosopher, but rather an Aris-
totelian phronetic leader who is willing to take action, make errors,
and receive feedback from others and who is not afraid to act or make
difficult but deliberate decisions that influence the whole society, with
their (and his own) best interests in mind. This requires focusing not
only on the desired qualities of the manager in terms of their char-
acter and skills but also providing them with tools from both techne

and episteme—abilities related to managing stress, decision-making,
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holding challenging conversations or negotiations, thinking creatively
or out-of-the-box, and mentoring. Those could assist in educating
a conscious, mindful individual, able to use their particular, individ-
ual knowledge to operate and interact within the dynamic domain of
social relationships in a manner that would benefit both themselves

and the surrounding community.
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indeterminacy: In defense of
Rothbard®
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Abstract
The present paper argues that Rothbard’s economic case against the
state is more robust than suggested by his critics. The charge that it
might be anemic is based on the suggestion that we can say literally
nothing about the way governmental acts bear on social utility. Contra
this supposition we submit that Rothbard’s critics missed the fact that
the effects of governmental interventions might be actually indetermi-
nate in two ways: weakly or strongly. If the indeterminacy involved
in his welfare theory is weak, then his economic criticism of the state
is more robust than envisaged by these authors. To the effect that
this indeterminacy is indeed weak we advance the following reasons:
Rothbard’s understanding of the Unanimity Rule; the avoidance of
the contradiction allegedly committed by Rothbard over one and the
same page of his famous essay; his economic criticism of interven-
tionism being better aligned with his overall ethical anti-governmental
stance; the principle of charitable reading, which cuts across all of
the previously stated reasons. If our arguments count for something,

then we are warranted in claiming that Rothbard is indeed able to say
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something about social utility under interventionism. And if so, then
his criticism of interventionism should be viewed as robust rather than

anemic.

Keywords
indeterminacy, interventionism, social welfare, Murray N. Rothbard,

welfare.

1. Introduction

ryan Caplan (1999, p.834) claims that Murray Rothbard’s wel-
B fare theory provides only a weak basis for the criticism of govern-
mental interventions. Specifically, Caplan argues that what Rothbard
can at most establish is that these interventions have indeterminate
effects on social utility. It is true, as demonstrated by Joseph Salerno
(1993, p.131), that Rothbard does not show that governmental inter-
ventions decrease social welfare and so this fact might have prompted
Caplan to make the said charge. However, there are still two possi-
ble sorts of indeterminacies left to consider, given Rothbard’s anti-
governmental stance. For the impact of governmental interventions on
social welfare might be indeterminate in a strong or a weak sense. In
the strong sense, we cannot say whether these interventions increase,
decrease or leave social utility unaffected. By contrast, in the weak
sense, we cannot say only whether they decrease or leave social utility
as it was although what we can say is that they never increase it. Now
if Rothbard’s criticism of governmental intervention were to involve

the strong indeterminacy, then it would indeed be anemic. If, on the
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other hand, the indeterminacy appealed to in his welfare theory were
to be weak, then his criticism of the government would be much more
radical than suggested by Caplan.

In the present paper we argue that the Rothbardian welfare eco-
nomics' should be interpreted as claiming that the effects governmen-
tal interventions have on social welfare are indeterminate® only in the
weak sense, that is, that they can never increase it and that the only
indeterminacy they involve reduces to whether they decrease or leave
social utility unaffected. Hence, we believe that Rothbard’s critique of
governmental interventions should be viewed as much more radical
than Caplan contends. We posit that unless we construed the concept
of indeterminacy in the weak way, we would have to conclude that
Rothbard contradicts himself over one and the same page of his paper

Toward a Reconstruction of Utility and Welfare Economics, which

! An anonymous reviewer rightly noted that it is not very clear whether in this paper
we defend Rothbard himself or his welfare theory. What we can offer as a reply is that
this paper is meant to be primarily theoretical (even if interpretive at times). Therefore,
its main focus is to defend Rothbard’s welfare theory rather than its author. However,
by defending the theory, we, nolens volens, defend its author. Given this, irrespective
of whether we speak of “the Rothbardian welfare theory” or indeed of “Rothbard’s
welfare theory”, it is always the theory itself that we intend to defend.

2 A compelling case can be made that according to Rothbard’s welfare economics it
does not make sense to call effects of state interventions ‘indeterminate’ to start with.
Besides the fact that Rothbard himself does not call them ‘indeterminate’, the idea
that they could be indeterminate presupposes that interpersonal comparisons of utility
can be made, although the result of such comparisons is, sometimes, indeterminate.
However, Rothbard rejected the very possibility of making such comparisons. It
is therefore better to say that Rothbard’s conclusion that state interventions cannot
increase social utility simply and trivially follows from his premise—afforded by
his doctrine of demonstrated preferences—that interpersonal comparisons of utility
are impossible than to say that the effects of state interventions are indeterminate.
Nevertheless, Rothbard’s critics base their argument on the concept of indeterminacy.
Thus, our ambition in this paper is to meet them on their own grounds and show that
even if one accepts their problematic conceptual framework, Rothbard still comes out
victorious.
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is a highly unlikely diagnosis and an extremely uncharitable thing
to say. On the other hand, once we interpret the indeterminacy in-
volved as the weak one, no contradiction ensues and the Rothbardian
welfare theory is then unproblematically coherent. Moreover, this
interpretation tallies better with both what we argue is the proper
Rothbardian understanding of Pareto-Superiority and with his overall
anti-governmental anarcho-capitalist stance® and therefore with the
broader Austro-libertarian framework adopted by this author.*

The present paper proceeds in the following fashion. Section 2
introduces the distinction between weak and strong indeterminacy,
in terms of which the Rothbardian conception of the impact of gov-
ernmental interventions on social utility can be analyzed. Section 3
illuminates the relation between the kind of indeterminacy and the
strength of his economic criticism of the state. Section 4 argues that
the weakly indeterminate character of state interventions into economy

follows as a corollary from Rothbard’s commitment to the Paretian

3 Rothbard’s commitment to anarcho-capitalism is probably most plainly laid down in
Rothbard (2006; 2009; 2002). For an excellent exposition of the Rothbardian moral
argument for the free market, see also Jurus (2012).

4 One of the anonymous referees wondered why it is all important to revisit the debate
over the Rothardian welfare economics. First of all, we believe that we (at least to
some extent) contribute to showing that the free market—as opposed to governmental
interventions—bears positively on social utility not only ex ante but also ex post.
Granted, for libertarians, the defense of the free market is primarily of moral nature.
However, as acknowledged by Hausman and McPherson (2006, p.172), “libertarians
would like it to be the case that protecting freedom also makes people better off.” After
all, it is precisely the task of providing a purely economic argument in favor of the
free market regime that Rothbard set himself in his paper Toward a Reconstruction
of Utility and Welfare Economics. And we believe that our paper to some degree fills
in the lacuna between the free market (understood as a totality of rights-respecting
exchanges) and its beneficial economic consequences. Second, we submit that the
present paper also sheds more light on the Paretian Unanimity Rule, not only a central
tenet of the Austrian welfare economics in its Rothbardian version but also an important
device adopted in mainstream economics.
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Unanimity Rule. Section 5 addresses the challenge levelled at the
Rothbardian welfare theory to the effect that he contradicts himself
in his assessment of the effects of governmental interventions upon
social utility. Section 6 undertakes the problem of coherence of Roth-
bard’s overall theoretical system under alternative interpretations of

indeterminacy. Section 7 concludes.

2. Strong vs weak indeterminacy

It is incontrovertible that Rothbard does not say that governmental in-
terventions necessarily decrease social utility. As he himself points out
(Rothbard, 1976, p.100), “we cannot say that any action of the State
decreases social utility.” This fact is further confirmed by Salerno
(1993, p.131), who says that, contrary to his own “more radical con-
clusion” which is indeed “able to completely discount any gains, in
terms of direct utility or exchangeable goods, that accrue to the inter-
veners and their beneficiaries,” what Rothbard “has ably demonstrated
on purely scientific grounds” was only that governmental interven-
tions never “increase social welfare.” (Salerno, 1993, p.131) This is
also acknowledged by Caplan (1999, p.833) saying that Salerno’s
argument to the effect that the government does reduce social welfare
is “stronger than Rothbard’s.” Likewise, Kvasnicka’s (2008, p.49)
criticism of Herbener (1997, pp.103-104) allegedly getting it wrong
that “involuntary interaction [is] ‘Pareto-Inferior”” implies that “Roth-
bard says it correctly” when he submits that “it is only indeterminate.”
(Kvasnicka, 2008, p.49)

It seems that the fact that Rothbard does not claim that state

interventions necessarily decrease social utility prompted some of the
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above authors to make a charge against Rothbard that his economic
criticism of state interventions is anemic. Most notably, Caplan (1999,
p-834) argued that:

Rothbard could only claim the welfare effect of government
intervention upon social utility is indeterminate. This is an
important point because it shows that Rothbard’s welfare eco-
nomics provides a much weaker defense of laissez-faire than
usually assumed. In particular, Rothbard’s own theory strips
him of the ability to call any act of government inefficient. By
denying others the ability to endorse state action in the name
of efficiency, Rothbard also implicitly denies his own ability
to reject state action in the name of efficiency. His welfare cri-
terion justifies agnosticism about—not denial of—the benefits
of state.

There are other authors making a similar point. For instance,
Kvasnicka (2008, p.49) concurs with Caplan to the effect that “even
if Rothbard’s welfare theory was correct (which it is not), it would
be a very weak basis for a critique of governmental meddling with
the economy” because governmental interventions, as any involuntary
interactions, instead of being Pareto-Inferior are “only indeterminate.”
Moreover, Prychitko (1993, p.576) maintains that, according to Roth-
bard, “we must remain agnostic: we simply don’t know” what the
effects of state interventions are. All these charges find some addi-
tional support in Rothbard (2008, p.252) himself saying that “[a]s
economists, we can therefore say nothing about social utility in this
case, since some individuals have demonstrably gained and some
demonstrably lost in utility from the governmental action.”

There are, however, two ways in which the effects of governmen-
tal interventions on social utility can be indeterminate. The first way

in which they might be indeterminate is that we cannot say whether
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social utility decreases, increases or is left unaffected by governmental
interventions. This sort of indeterminacy we label strong indetermi-
nacy. Note that if the impact of governmental interventions on social
utility were strongly indeterminate, Rothbard would be right saying
that “we cannot say that any action of the State decreases social util-
ity.” Indeed, we would not be able to say that because we would not
be able to say anything, that is, whether these interventions increase,
decrease or leave social welfare unaffected.

Now the second way in which governmental interventions might
have indeterminate influence on social utility is that we cannot say
whether social utility decreases or is left unaffected even though what
we can say for sure is that it never increases as a result of such inter-
ventions. This kind of indeterminacy we label weak indeterminacy.
Note again that if the influence of governmental interventions on so-
cial utility were to be weakly indeterminate, Rothbard could neither
say “that any action of the State decreases social utility”” because he
would not be able to say whether state interventions decrease or leave
social welfare unaffected. Therefore, more specifically, even though
he would be justified in saying that state interventions never increase
social utility, he would not be able to determine whether they decrease
or leave it unaffected and so, he would not be prepared to state with

certainty that they decrease it.

3. Indeterminacy and economic criticism of the
government

As we mentioned above, Caplan and other authors criticize Rothbard
for making a very anemic economic case against the state. The reason

they cite for this criticism is that, according to Rothbard, the effects
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of governmental interventions on social welfare are indeterminate.
However, they are not specific enough about the kind of indeterminacy
involved in Rothbard’s welfare theory. After all, as we saw above,
there are two possible types of such indeterminacy and we submit that
the Rothbardian criticism of the state would indeed be anemic, as the
above-mentioned authors claim, only if the indeterminacy involved
in his theory were strong indeterminacy. By contrast, his criticism
would by no means be anemic if the indeterminacy he talks about were
weak indeterminacy. For, if the indeterminacy in question were weak,
Rothbard would indeed be able to say that governmental interventions
can never increase social utility. And that does not seem to be a weak
criticism of the state at all.

What is yet due at this point is a word of more precise explanation
of why the criticism of governmental interventions following from the
adoption of weak indeterminacy would be robust indeed. Note that if
the state were an institution which is inherently powerless to increase
social utility, there would be no welfare-related point of having it
in the first place. Additionally, it would be possible for the state to
decrease social welfare although it must be granted that one cannot say
with apodictic certainty whether the state would do so in any particular
case of its intervention. Given the fact that under this interpretation the
state could not increase social welfare and might indeed even decrease
it, the Rothbardian criticism appears to be almost as robust as it can
get. After all, if showing that a given institution is structurally unable
to ever improve social utility does not amount to a robust criticism of
it, then almost nothing does.

Now note that Caplan and those other authors do not provide
a single reason to prefer strong indeterminacy as the proper way of
interpreting the Rothbardian welfare theory. This should come as

no surprise because they do not even draw the very distinction be-
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tween strong and weak indeterminacy. Thus, even if their criticism
of Rothbard’s economic case against the government happened to be
true, it would nonetheless be unjustified as far as their argument goes.
For, as we already made clear, the anemic character of the economic
criticism of the government does not follow from the indeterminate
nature of its impact on social utility. It would only follow if the inde-
terminacy in question were to be weak—but this, however, was not
established. Moreover, we submit that there are actually four reasons
to believe that the indeterminacy in question should be construed as
weak indeterminacy. First of all, it follows from the way Rothbard
understands the Unanimity Rule, a crucial element of his welfare
economics. Second of all, it is only weak indeterminacy that would
save Rothbard from contradicting himself within the confines of one
and the same page of his seminal essay Toward a Reconstruction of
Utility and Welfare Economics. On the other hand, assuming strong
indeterminacy would enmesh him in the contradiction. Certainly, it
would be uncharitable to maintain that this author makes two mutually
exclusive claims over one and the same page, especially when there
is an interpretation available that can easily block making such an
improbable charge. Third, weak indeterminacy translates into more
robust economic criticism of the state and therefore it best aligns
with his anti-governmental ethical stance, thus rendering Rothbard’s
overall position more coherent. Finally, as already suggested while
presenting the second reason, interpreting Rothbard’s welfare eco-
nomics in terms of weak indeterminacy would abide by the principle
of charity.
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4. Rothbardian understating of the unanimity rule

We submit that the fact that Rothbard adopts the Unanimity Rule
as a criterion of welfare-enhancing exchanges provides a reason to
believe that the indeterminacy involved in his theory about the impact
of governmental interventions on social utility is weak (and hence, that
his criticism of the state is robust rather than anemic). How Rothbard

conceives of the said rule is evinced by the following lengthy quote:

This Rule runs as follows: We can only say that “social wel-
fare” (or better, “social utility”) has increased due to a change,
if no individual is worse off because of the change (and at least
one is better off). If one individual is worse off, the fact that
interpersonal utilities cannot be added or subtracted prevents
economics from saying anything about social utility. Any state-
ment about social utility would, in the absence of unanimity,
imply an ethical interpersonal comparison between the gain-
ers and the losers from a change. If X number of individuals
gain, and Y number lose, from a change, any weighting to
sum up in a “social” conclusion would necessarily imply an
ethical judgment on the relative importance of the two groups.
(Rothbard, 2008, pp.244-245)

Note that, according to Rothbard, there is only one sort of change
after the occurrence of which an increase in social utility can be
justifiably predicated and that is the situation wherein at least one
party benefits and nobody loses. By contrast, in case in which one
party gains while the other loses, that is, “in the absence of unanimity,”
we must be left with an indeterminate verdict as to the impact of such
changes on social utility. Now the question arises: is the verdict under
consideration strongly or weakly indeterminate?

We claim that the corollary of Rothbard’s contention to the effect

that “we can only say that ‘social welfare’ [...] has increased [...], if
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no individual is worse off because of the change (and at least one
is better off)” is the weak indeterminacy interpretation of the way
governmental interventions influence social utility. After all, if “we
can only say” that social welfare increases if nobody loses utility
and at least one person gains it, then in the situation wherein there
are both utility gainers and losers it must be the case—by way of
contraposition—that what we cannot say is precisely one thing only:
that social welfare was enhanced. And since we cannot say that it
was enhanced, we are justified in saying that it was not enhanced.
This in turn leaves us with indeterminacy only about two things, that
is, whether (a) social utility diminished or (b) remained at the same
level. But this is exactly the weakly indeterminate reading of the way
Rothbard conceives of governmental acts vis-a-vis social utility. For
indeed, it is the weak indeterminacy interpretation that has it that we
are warranted in being agnostic only about whether governmental
interventions decrease social utility or leave it unaffected.

To make our point even clearer, note that what Rothbard claims
is that “We can only say that social welfare increases if no one loses
in utility’ (and at least one person gains). We contend that what
it means is that only then it is true that social welfare increased.
Now by contraposition it must be the case that ‘If someone loses in
utility, then we cannot say that social welfare increases.” Again, we
submit that what it means is that it is false that social utility increases

in such a case.” However, if it is false that social utility increases,

5 But why do we claim so? Does not Rothbard say that “[i]f one individual is worse off,
the fact that interpersonal utilities cannot be added or subtracted prevents economics
from saying anything about social utility” rather than it prevents economics from saying
that social welfare increases? He does, but then he adds that we should “conclude
therefore that no government interference with exchanges can ever increase social
utility.” Thus, the point is that it is up for debate how to understand Rothbard’s stance
on what is going on when someone loses in utility. Our claim is that it is better to
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then it must be true that it does not increase. But does it mean that,
therefore, social utility decreases? This does not follow. For even
though social utility does not increase, it is still not clear whether
it decreases or stays at the same level. This, of course, means that
social utility is indeterminate but only in the weak sense, that is, only
between two possibilities of decreasing or remaining constant. As to
the third possibility, it is determined: “no act of government can ever
increase social utility.” (Rothbard, 2008, p.253) Therefore, it seems
that the weakly indeterminate character of the governmental bearing
on social utility also follows from the Rothbardian understanding and

commitment to the Unanimity Rule.

5. The contradiction problem

But why assuming strong indeterminacy would portray Rothbard as

committing simple contradiction? For on the very same page he says

understand him as saying that it is false that social utility increases in such a case than
that we cannot say absolutely anything about it. Why? For one thing, because it avoids
what Prychitko called “a careless self-contradiction” in Rothbard (see section 5 below).
Second, because opting for the agnostic reading renders Rothbard’s second welfare
theorem—that “no act of government can ever increase social utility”—disappointingly
uninformative. Of course, “no act of government can ever increase social utility” if no
act of government can ever decrease it, increase it or leave it as it is (due to impossibility
of interpersonal comparisons of utility). To be sure, then Rothbard’s second welfare
theorem follows as a matter of logic, but it follows vacuously, due to the antecedent
being false. Finally, the agnostic reading gives rise to the question of why, if we cannot
say absolutely anything about social utility in the case of governmental intervention,
Rothbard is so keen on saying that therefore “no act of government can ever increase
social utility” rather than that no act of government can ever decrease social utility?
We are equally in the dark about both of these effects. Would then honesty not require
that an economist use less prejudicial language in expressing his agnosticism about the
effects of state interventions? Our reading of Rothbard avoids these and other problems.
Or so it seems to us.
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that: “[a]s economists, we can therefore say nothing about social
utility in this case, since some individuals have demonstrably gained
and some demonstrably lost in utility from the governmental action.”
(Rothbard, 2008, p.252) And right after it, he states that: “[w]e con-
clude therefore that no government interference with exchanges can
ever increase social utility. .. Given the fact that coercion is used for
taxes, therefore, and since all government actions rest on its taxing
power, we deduce that: no act of government whatever can increase
social utility.” (Rothbard, 2008, p.252) Now if the indeterminacy were
to be strong, the latter passage would be inconsistent with the for-
mer because the former would exclude the possibility of knowing
that governmental interventions never increase social utility. After
all, strong indeterminacy implies not knowing whether social welfare
diminished, stayed unchanged or increased.

Indeed, this was perspicuously noted by Prychitko (1993, p.575),
who contends that “the additional claim Rothbard makes about social
welfare under interventionism—specifically, that no state intervention
can ever increase social utility—is a careless self-contradiction.” This
author goes on to indicate that “Rothbard argues, ‘economics can say
nothing about social utility in this case. Again. We must remain ag-
nostic: we simply don’t know.” In the very next paragraph, Prychitko
(1993, p.576) additionally notes that:

Yet his next sentence reads: “We conclude therefore that no
government interference with exchanges can ever increase
social utility.” In fact, he goes so far as to proclaim that “since
some lose by the existence of taxes, therefore, and since all
government actions rest on its taxing power, we deduce that:
no act of government whatever can increase social utility.”
Somehow Rothbard has leapt from agnosticism to certainty:
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the state definitely cannot increase social utility. His italics
suggest we take his claim seriously, as an apodictic truth. But
it’s more apoplectic than apodictic.

Granted, as we pointed out above, at least prima facie there seems
to be a tension between Rothbard’s prior assertion to the effect that
“economics can say nothing about social utility” in case of state inter-
ventions and his apparently bolder statement which has it that “no act
of government whatever can increase social utility.” Clearly, if it is
literally nothing that economics can say about the impact of govern-
mental interventions upon social welfare, then this statement warrants
greater skepticism than his more informative assertion to the effect
that it is only increases in social utility that the state cannot bring
about. In other words, Rothbard’s first assertion does not seem to rule
out any effect of governmental acts on social welfare, whereas his sub-
sequent statement explicitly rules out the possibility of governmental
interventions ever increasing social utility.

And yet, there is a neat way out of this seeming contradiction.
A solution appears to hinge on the way we interpret the Rothbar-
dian contention as to the alleged inability of economics to issue any
welfare-related verdicts concerning the impact of governmental acts
on social utility. We posit that if only we construe the first skeptical
assertion by Rothbard along the lines of weak indeterminacy, then
the contradiction between his two statements disappears. After all, if
nothing that economics can say about social utility in case of govern-
mental interventions is only weakly indeterminate nothing, then the
proposition expressed by Rothbard’s first pronouncement is identical
with the one expressed by his next sentence. But, most certainly, if the
relation between two statements is that of propositional identity, then
they cannot contradict one another by any means. Still in other words,

if the indeterminacy is interpreted as weak, then it only means that
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we cannot say whether social utility decreased or stayed unchanged,
something perfectly consistent with saying that it necessarily did not
increase. By contrast, if we were to conceive of the first Rothbardian
assertion in terms of strong indeterminacy, then the contradiction
would inevitably ensue, for Rothbard would be effectively saying
two inconsistent things at the same time, that is, (a) that we cannot
say literally anything about the way governmental acts impact social
utility and (b) that whatever the effect of state’s intervention upon
social welfare is, one thing we know for certain is that the state is
powerless to increase social utility.

Now given that it would be most uncharitable to attribute to
Rothbard self-contradiction within the space of one and the same page
of his essay; taking into consideration the fact that the hypothesis
according to which Rothbard contradicted himself over one and the
same page is highly unlikely; and, most importantly, having at one’s
disposal an alternative hypothesis that easily explains away the alleged
contradiction and coheres better with the rest of Rothbard’s theory, we
claim that the most plausible interpretation of nothing that economics
can say about the influence of state’s intervention on social welfare
is only weakly indeterminate nothing, that is, such that is indeed
informative, for it rules out the possibility of governmental acts ever

increasing social utility.

6. Coherence of Rothbard’s economic and ethical
criticisms of the state

Now Caplan and other authors suggest that there is something wrong
with a putative fact that Rothbard’s economic criticism of the gov-

ernment is anemic. If they had not thought so, they would not have
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made a charge of it in the first place. Allegedly, it has something to
do with his overall anti-governmental stance, for, on the one hand, he
is an adamant enemy of the state as far as ethics is concerned while
he is presumably only a weak critic of the government on economic
grounds on the other. Besides this fact suggesting that the Rothbardian
system might be incoherent across these two branches, it also does
not tally well with what Rothbard says about ““a fortunate utilitarian
result of the free market”, which is “by far the most productive form
of economy known to man”.® (Rothbard, 2006, p.48)

However, we contend that the apparent incoherence cited above
would be attenuated or would disappear completely if the indeter-
minacy of state’s interventions were to be interpreted as weak. The
reason is that then Rothbard’s economic criticism would be more
robust, proving that state’s interventions cannot ever increase social

utility and thus calling into question the very economic raison d’étre

6 It is well-worth stressing that, according to Rothbard, it is not only ex ante but also
ex post that the free market is economically more efficient than interventionism. Says
Rothbard (2009, p.891): “[T]he free market has a smooth, efficient mechanism to
bring anticipated, ex ante utility into the realization and fruition of ex post. The free
market always maximizes ex ante social utility; it always tends to maximize ex post
social utility as well.” More, he goes on saying that “the divergence in ex post results
between free market and intervention is even greater than in ex ante, anticipated utility.”
Upon saying it, Rothbard brilliantly illustrates how the state’s interventions prove to
be counter-productive. For example, the imposition of a maximum price set below
a market-clearing price (i.e. one of the two types of effective price control) inevitably
leads to the creation of an artificial shortage. Hence, however benevolently motivated
and however beneficial in expectation, price control policies fail spectacularly ex post.
By contrast, as demonstrated by Rothbard, free market is a self-correcting system. It is
losses that allow for weeding out those entrepreneurs that do not serve their customers
well and it is continual profits that constitute a signal that given entrepreneurs do
increase the consumers’ utility ex post. Granted, there is no guarantee that each
market exchange is going to be mutually beneficial ex post. However, as perspicuously
observed by Rothbard (2009, p.885), “[p]rofits and losses spur rapid adjustment to
consumer demands”. All in all, as far as the ex post welfare goes, the market still
performs better than interventionism.
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of the state. After all, then the state would transpire to be at least
redundant since it would be economically indifferent at best and harm-
ful at worst. This, of course, would tally much better with Rothbard’s
otherwise well-known vehement criticism of the state and with his
overall anarcho-capitalist stance.

It should be clear that coherence is a virtue of any theoretical
system. So, whenever possible, we should strive for it either via
theoretical revisions or reinterpretations that allow us to achieve it.
Because our distinction between weak and strong indeterminacy, and
especially the appeal to the former, bolsters coherence within the
Rothbardian system whereas its critics’ indiscriminate idea of indeter-
minacy threatens it, this very fact speaks in favor of supporting our
reading of Rothbard’s welfare economics. Besides, interpreting his
utility theory in a way that suggests incoherence in his overall system
would run against the principle of charity, particularly when there is
an alternative interpretation easily avoiding it. Finally, because Caplan
and other critics believe, as we pointed out above, that the alleged
weakness of Rothbard’s economic case against the state and the inco-
herence it engenders constitute a vice in his general theoretical system,
these authors too should conceive of our distinction as preferable to
their own indiscriminate idea of indeterminacy, for it would enable

them to get rid of what they themselves consider a vice.

7. Conclusion

The aim of this paper was to argue that—contrary to what some critics
maintain—the Rothbardian theory of social utility under interven-
tionism is by no means anemic. That is, the verdicts it reaches are

more informative, and therefore less indeterminate, than its critics be-



314 Igor Wysocki, tukasz Dominiak

lieve them to be. Specifically, we posit that Rothbard’s welfare theory
should be indeed construed as saying that there is one thing that we
can say for certain; namely, that governmental acts are powerless to
increase social utility.

The reasons we provided for the above contention are four-fold.
First of all, in his welfare economics, Rothbard explicitly adopts the
Paretian Unanimity Rule as the determinant of welfare-enhancing ex-
changes. What clearly follows as a corollary from the way Rothbard
interprets the said rule is only weakly rather than strongly indeter-
minate character of state interventions into economy. This in turn
means that the best the government can do is to leave social utility
unaffected, which calls into question this very institution at least as far
social welfare is concerned. It should be noted that such a conclusion
reached by the Rothbardian welfare theory does not even remotely
resemble supposedly agnostic conclusions attributed to it by its critics.
Second of all, we argued that unless we construed the concept of inde-
terminacy in the weak way, we would have to conclude that Rothbard
contradicts himself over one and the same page of his famous paper
Toward a Reconstruction of Utility and Welfare Economics. On the
other hand, if we interpret the indeterminacy involved as the weak
one, no contradiction ensues and the Rothbardian welfare theory is
then rendered consistent. Third, it is only under weak indeterminacy
interpretation that Rothbard’s overall theoretical system achieves co-
herence. And fourth, we pointed to the principle of charity, which
would be obeyed only if we stick to our fine-grained distinction be-
tween weak and strong indeterminacy. All these reasons operating via
the discrimination between weak and strong indeterminacy support
the final conclusion that Rothbard’s economic criticism of the state is

much more radical than his critics believe it to be.
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The law of diminishing marginal
utility as law of mental order-ness”
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Abstract
Nozick (1977) formulated a challenge to Austrians related to the
application of the Law of diminishing marginal utility in the context of
notion of indifference. To be able to claim that the value or attributed
utility of the subsequent units of goods decreases, we must compare
comparables, even if deliberate choice means that we have chosen
a particular as being value-different. This causes a logical paradox.
One cannot be indifferent and demonstrate a particular preference at
the same time. It is mutually exclusive.
The paper discusses a critique of Wysocki (2021), who proposes
a solution to the paradox in terms of a counterfactual perception of the
Law. The critique points to the essence of why neo-Misesians cannot
resolve the paradox, which lies in the interpretation of the origin of
valuation within the particular value scale.
The paper offers an alternative solution based on Hayek’s concept
of mental order-ness with the implication of the general applicability

of the Law to any order in reality.
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1. Introduction

his paper is partly a reply to Wysocki (2021), but my intention
Tis much broader. Wysocki follows the discussion related to Noz-
ick’s (1977) challenge to Austrians about the concepts of indifference,
choice, homogeneity, and the law of diminishing marginal utility
(henceforth the law). Austrians generally don’t regard the concept of
indifference as a relevant insight into the economic description of re-
ality. This is due to the fact that related action is always choice-based.
There is simply no way to demonstrate, or reveal, indifference that
supposedly occurs during economic activity.

However, Nozick (1977) correctly claims that the validity of the
law requires the concept of indifference. This condition is a significant
problem in the interpretation of economic phenomena for Austrians
in particular. The reason is simple. The choice associated with an
agent’s economic action implies that the agent chooses goods in
a strictly value-heterogeneous way, i.e., a given good or action is
chosen because it is strictly preferred to something else. What is
chosen cannot be value-homogeneous but heterogeneous, otherwise
what we choose wouldn’t be preferred to something else. But the law
must be applied to something which is homogeneous (so far there
has been an effort to define homogenous class of goods), otherwise
we couldn’t make the assumption of diminishing marginal utility
associated with an additional unit of a goods.

Consider the following. Smith drinks one beer after another. The
first beer “Pilsner Urquell” is good A, the second beer “Pilsner Urquell”
is good B, and the third one is good C, given that the choice is always
specific. However, from the point of view of the law, it is necessary to
view the beers in question as homogeneous (e.g., as a value class of

goods or apply the law to something that the homogeneity element
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contains), otherwise it couldn’t be argued that the second and third
beers in the order confer a continually lower utility. From the stand-
point of choice, we look at the action in question as three distinct
goods: e.g., Beer 1, Beer 2, Beer 3. The reader should be warned that
physical sameness or similarity doesn’t play much of a role in the
interpretation since in economics we are concerned with the views of
agents as to values.

Thus, it doesn’t matter whether we are speculating about the
sequence of first to third beer or a sequence of a pear, an apple, and
a lemon. The law and choice view both as valid for human action.
This constitutes an apparent logical paradox. The paradox attracts
what Block (1980) calls one of the greatest challenges to the Austrian
school of thought.!

It won’t be the purpose of this paper to describe the entire de-
bate in question. Rather, I begin with a critical response to Wysocki
(2021). While this author consistently interprets the problem in the
neo-Misesian tradition, the conclusions of his paper lead to a method-
ological problem in the form of a shift in the perception of the law to
the counterfactual domain (Wysocki, 2021, pp.41-42). I argue that
Wysocki (2021) provides (unconsciously, as can be seen from the
context of his work) evidence of interpretive limits of the tradition.
As the reader will see, these interpretive limits are primarily related
to today’s view of the neo-Misesian interpretation of the value scale.

At the same time, I maintain that it is possible to explain the
logical paradox mentioned above using a different, equally Austrian
interpretation. This is based on the work of F. A. Hayek (post-1937

! The reader can follow the debate as a starting point of Rothbard (1997) and then
through Nozick (1977), Block (1980; 2009; 2012), Block and Barnett (2010), Hoppe
to (2005; 2009), Hudik (2011), Machaj (2007), O’Neill (2010), Wysocki (2016; 2021),
Wysocki and Block (2018; 2019).
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research) and his efforts to explain economic phenomena in terms of
order-ness (see e.g., Caldwell, 2014; Lewis and Lewin, 2015). The
use of this interpretative tool applied to the valuation process will
make it possible to explain the above-mentioned paradox and to show
that the law is also compatible with the Austrian view of action, such
as preferring and setting aside, not indifference.

I proceed as follows. In section II, an analysis and critique of the
solution provided by Wysocki (2021) is offered. Section III names the
main problem why neo-Misesians cannot answer Nozick’s challenge,
suggesting interpretive limits to their approach. In section IV the
focus is on a sketch of the solution based on the Hayek’s Model-
Map analogy of mind. The conclusion of the thesis will constitute
new challenges to explore the problem of the unit of utility (util)
and application of the law more generally as one of the laws of any

order-ness.

2. Wysocki’s (2021) proposal and its criticism

Wysocki starts his analysis by recognizing that the law requires some
kind of homogeneity; simply put, we must compare “apples to apples”
in the context of the law. He also realizes that basing homogeneity on
the physical similarity of goods is economically improper. Economics
deals with the attribution of valuation and not with the physical nature
of goods. The economic actor is the master of valuation and its attri-
bution. Wysocki’s interpretation implies that one can, theoretically,
subjectively view the Panzer tank, the apple, and the song as econom-
ically homogenous goods from the perspective of human evaluation
process. He writes (Wysocki, 2021, p.14):
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[...] economists are concerned with only this subset of things,
which are economic goods. And for a thing to constitute an
economic good, what it takes is at least one economic actor
that believes (falsely or not) that the physical object in question
is able to satisfy at least one of his actual needs. Incidentally,
note that given Austrian extreme subjectivism, no case can
be made for any entailment between physical sameness and
indifference (economic sameness).

This is a combination of radical subjectivism and relativism and I,
mildly so far, disagree with radicalism.”> However, what is important
is that Wysocki recognizes the absolute necessity of a value-centered
interpretation and, within this view, of defining indifference as such
(see also Machaj, 2007).

Wysocki follows with the definition of the concept of sameness
of goods (Wysocki, 2021, pp.16, 20-21). He shows that Austrians

2 This radical subjectivism is possible in terms of interpretation, but man is also con-
strained by the structural character of reality. A Panzer tank, an apple, and a song
may be regarded as the same class of goods, but their physical properties also “pre-
determine” them in the context of how we deal with them in terms of value, which
in turn leads to whether we evaluate our actions as erroneous or successful. Simply
put, a panzer tank cannot be crunched by hand like an apple and isn’t a sonata. They
can be combined to satisfy some defined need but if it were true that classes of goods
can be composed subjectively anyway, there would be no concept of economic error
(see Posvanc, 2021a). The human Spirit would fall into a relativistic self-satisfaction
delusion, which would be determined by the fact that every subjectively-motivated
decision is correct from the individual’s point of view. The concept of error would be
non-existent, which equally implies the impossibility of learning from mistakes and
non-existence of rational economic development. At the same time, this isn’t a denial
of subjectivism. In other words, even the belief in the satisfaction of individual needs
has its regularities and is based on human knowledge, when the purpose of knowledge
is to eliminate the false belief in any value-economic causality, when, at the same time,
radical subjectivism is still valid in the sense that man has the right to be mistaken
in his beliefs. As one reviewer correctly points out, this is a modus tollens argument.
By the argument I implicate that the radical Austrian position of subjectivity and
decision-making has its limits.
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consider a homogeneous group of goods to be such to which the
law can be applied®, which causes a logical problem because the law
cannot by applied to other than homogenous units of goods; in other
words, we define value-homogenous units of goods based on the law
and the law is based on the notion of value-homogenous units of
goods. He argues that unless we independently define the notion of
homogeneity of goods, the law would be a pure tautology.

Next, he focuses on a critique of Block’s solution to the problem
of indifference and choice, which Block (1980) describes using the
example of a vendor selling the 72" unit of butter out of a stock of
100 ounces. Block (2009) claims that 100 ounces of butter should be
considered psychologically (apart from human action, as a thymo-
logical concept within the psychological-historical realm) unless we
actually engage in choosing. That is to say, before an actual choice
is made the owner of this stock of butter is indifferent to all of them.
However, once he picks one of these ounces to sell, he can no longer
be indifferent among them all.

According to Wysocki, Block (1980) can be interpreted in two
ways. (1) Block’s solution can be viewed as the choice of the 72" unit
being the breaking point between a value-homogenized view of some
class of goods (100 ounces) and the subsequent division of that (thy-
mologically) perceived class into two parts—the singleton, the chosen
unit in question (72"), and the remainder of the class (99 units),
which becomes heterogenous with the previous set. Using choice as
the criterion for the determination of the definition of a good, however,

Block is still faced with the question of why the vendor selected the

3 Austrians also proceed in the same way in the case of the application of time pref-
erence; the time preferences are applied to a value-homogeneous group of goods to
ensure a comparison of value over time. The time preferences issue is interconnected
with the problem of interest; a critique of the concept of interest and time preferences
see in Posvanc (2019).
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72" unit when he previously perceived the given class of goods as
homogenized, implying the impossibility of choice. And if Block is
claiming that it is the given 72" ounce which somehow exactly fits
one’s preference by virtue of an extensively defined particular state of
affairs, then he can’t talk about the concept of the same commodity
needed for the application of the law. (2) If we view Block in terms
of the claim that we have chosen any unit of the good because they
can all serve a given end equally, we fall into the tautological view of
the problem mentioned above. So, Wysocki rejects Block’s solution
entirely.

He then turns to Hoppe (2005), who applies indifference to a dif-
ferent domain. Hoppe can be interpreted as saying that when we act,
we choose strictly, being indifferent to something or everything else
(the example of T-shirts and sweaters). Wysocki goes on to remind
the reader that indifference has to do with how we interpret what is
happening and how we interpret the action itself, which he argues
is no ad-hoc defense against Nozick’s challenge (Wysocki, 2021,
see footnote 27). Wysocki argues that we have no way of avoiding
Block’s having chosen the 72" unit while at the same time perceiving
the given class of butter as homogeneous; once realized, the choice
apodictically implies, the absence of indifference.

The following is a description of Hoppe’s example of drowning
children, only one of whom is saved by their mother. Wysocki main-
tains that the context is the proper way to view the act in question.
That is, in choosing to save Peter not Paul, the mother doesn’t strictly
prefer saving Peter over Paul. Rather, she prefers saving child without
preferring Peter over Paul. Indeed, the mother’s choice to save Peter
as a strict preference over Paul was the position of Block. This would
imply that the mother was not indifferent between Peter and Paul. It

cannot be denied that she loves both children and she made a choice
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to save one of them, not the other, as a matter of the fact. However,
Wysocki opines that the act can be interpreted as a non-intentional
choice, where the mother was merely authorizing the rescue of Peter
when she acted in terms of her maxims (which could be, e.g., morally
based). He implies the existence of a maxim, which is part of agency,
where we don’t intentionally decide a given act but automatically

carry it out. Wysocki (2021, emphasis his):

[...] whether A or B is employed cannot make a difference to
the actual maxim we are acting on. If our maxim (preferred
description of an action) is to save a child, it simply follows
that any child would do equally well. The mother cannot be
rendered worse off when Peter (or Paul for that matter) is
saved simply because both of these scenarios count as the
satisfaction of the very same policy of ours. And that is the
reason these two (only seemingly distinct) goods are actually
the same economic good and it is precisely for the very same
reason that we don’t choose between them.

Wysocki concludes that choice under indifference is absolutely
impossible, and, to face Nozick’s challenge, all the Austrians have fo
do is to use the concept of indifference in conceptualizing the supply
of the same goods in a way that two units of the same commodity
(Wysocki, 2021, p.37): “shall never figure in a description of one and
the same action. In other words, once any two items represent the
same economic good, there is no choice between them.”

To sum it up: Wysocki claims that the Hoppean position is un-
scathed once we put action and law based on a homogenous supply
of goods against each other. This is because Hoppe claims that once
we act, we choose a particular good over the other, so it cannot be
a part of the homogenous supply, and we are, therefore, by definition,

indifferent to something else.
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It follows that, while it could seem to the vendor and consumer
before action that the chosen good is a part of the same supply of
goods (e.g., 1 ounce of butter which was before a choice in the stock
of 100 ounces), it isn’t; it is a part of a different supply for the actor
(1 ounce of butter and 99 ounces of butter) because the choice of the
chooser informs us about this difference.

Peter and Paul are the same “economic good.” However, the
mother has also some independent notion of “children” (so to speak).
The mother loves/values Peter and Paul equally and she can imagine
protecting them as Peter and Paul, but once they were drowning
coincidentally at the same time, she jumped to save a child (e.g.,
Peter) and she didn’t choose him particularly as Peter but universally
as her child (not as Peter) because she did it based on the maxim to
save a child.

According to him, Block’s position is untenable because Block
would force us to claim that mother saved Peter as a particular child.
Wysocki considers this inappropriate because the mother was indif-
ferent to both Peter and Paul (but not to the action of saving a child)
before she jumped to water to save her child (Peter).

It sounds quite strange once we subscribe to the Hoppean account
of choice/action but, let’s say, so far so good and let’s look at the
solution provided by Wysocki.

Wysocki introduces the notion of double-time indexation; this
focuses on the fact that time elapses between conceptual consideration
of some supply of a homogenized units/class of goods and an actual
choice thereupon made. It means that (Wysocki, 2021, p.39): “the
actor believes that he can swap these units at any time in the future
without any loss of utility”, at least when he thinks about the units
of goods in question. He gives the example of three eggs which we

perceive as suitable for fulfilling different ends (e.g., throwing them at
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an enemy’s window, or eating them hard- or soft-boiled). The passage
of time allows one to define a homogenized supply of a good (eggs),
where one can speculatively apply the law in terms of what one can
do with a good (eggs) as a homogenized supply, of course providing
that the man acts.

However, in principle, this is again just Block’s solution (to con-
sider before the action ounces of butter to be homogenized units
of goods usable for different purposes), of a more vital nature, since
Wysocki is working directly with a mental environment*, which Block
implies in his solution. However, at the end of the process, Wysocki
arrives at a choice anyway, which is a turning point, exactly the same
as in Block’s interpretation, only in the mental environment. The dif-
ference, compared to Block, is that the choice in Wysocki’s solution
could be, following the Hoppean account, anything; meaning here
that either it could be something contextual to what we were thinking
about (e.g., eggs), or literally anything else. However, I see no good
reason why Wysocki shouldn’t apply the same criticism he applied to
Block to his own solution; he has, as well as Block, first a notion of
indifference, then a choice.

The whole interpretation of how we apply the law in terms of
considering eventualities, or a kind of preparatory phase before ac-
tion, or as a decision is being made, then leads Wysocki to a crucial
problematic proposition (Wysocki, 2021, pp.41-42): “we claim that
the law of diminishing marginal utility (in a truly Austrian spirit)
doesn’t depend on the actual employment of our eggs. Rather, the
law should be conceived of counterfactually.” This is a consistent

conclusion in the context of a neo-Misesian interpretation of action.

4 Via speculation on how to use eggs based on our preferences, motives or needs.
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At the same time, however, this reasoning leads us to a problematic
conclusion. The law should be viewed only counterfactually. Why is
this a fundamental methodological problem?

Every law is regular, repeats itself, and can be interpreted both fac-
tually and counterfactually. There are two basic interpretive traditions
explaining the relationship between cause and effect which constitute
law or regularity. One finding the forces behind causation (e.g., some
mechanism?); the other—counterfactual—focused on what causes the
fundamental difference that determines the nature of the cause. loanni-
dis and Psillos (2018, p.144) write on behalf of contrafactual account®:
“... acausal claim of the form ‘A caused B’ would be understood as
implying: if A hadn’t happened, B wouldn’t have happened either.
It is in this sense that A actually makes a difference for B.” This is
the principle that is always the case (except for a once-existing or
irregular mechanism, see Ioannidis and Psillos, 2018, p.153). This
conclusion implies the very concept of regularity which is based on it
being a recurrent phenomenon. If Wysocki then claims that the law of
diminishing marginal utility can be perceived only counterfactually,
then it isn’t true that it is a law or regularity; by definition.

To put it in other words, any regularity in its factual form (as
a regularity) can also be interpreted counterfactually. Applying it to
Wysocki, he argues that one of the most important economic laws
should only be perceived counterfactually, while the factual aspect
(the regularity per se) is logically just the action itself, within which,
as we have seen above, he states that we must follow strict choice.

Applying this to his example of speculation about what is possible to

5 Protagonists in this field are, e.g, Glennan (1996), Machamer, Darden and Craver
(2000), Bechtel and Abrahamsen (2005) and many others.

6 Joannidis and Psillos don’t deal with the topic of indifference. Using them is a method-
ological attack on Wysocki.
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do with 3 eggs and 3 ends provides us, according to Wysocki, with 9
possible scenarios where we are indifferent concerning the supply of
3 eggs. The factual part of the law is either non-existent or could be
literally anything, e.g., saving Peter. The mother could days and nights
think about protection of her children but once they are drowning,
she can start to play with eggs and we, following this interpretation,
must consider that as a correct interpretation of action. Based on this
we would use the law for quite a deep thinking and preparation to
make a decision, but once the “action or preference demonstration
comes on the scene”, we put everything behind. This cannot hold as
an explanation of a decision-making process.

Nozick’s claim related to the law is correct. We need to compare
the comparable over time, even when it comes to valuation. Block
(1980; 2009) vitally replies that indifference is related to the percep-
tion of indifference before the action, and action is already particular.
Hoppe (2005) disagrees and argues that we cannot be indifferent to
a supply of goods and then choose one unit of it; it doesn’t make
sense. Thus, both agree that choice is specific and both work with
indifference. Block, however, sees indifference before action as some
historical (enduring) fact and Hoppe understands it as being indifferent
to something else. Wysocki (2021), while following Hoppe, slides, in
my opinion, into a similar solution as Block, and falls into a method-
ological trap. It seems to me that it is a limit of the neo-Misesian
interpretation. They cannot overcome the limit without a change of
interpretation because the law is correct.
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3. The crux of the problem

As Wysocki (2021, footnote 30) correctly writes, the crux of the prob-
lem is in the interpretation of the action (see also Hudik, 2011). I argue
that the problem lies in the characterization of the valuation process
via a scale, i.e., the process that takes place before we perform the
act—whether intentional or automatic. The present interpretation is
based on Rothbard, (2009, pp.5-6) who ranks needs that are satis-
fied by goods. The valuation is a trilateral relation between the most
important need, contrafactual needs, and the human subject (Bil'o,
2004). It means that we rank needs and the most valued one is then
the subject of action. Immediately thereafter, the “whole scale is
discarded” and built anew in a new economic context; this state of
a completely praxeologically perceived beginning isn’t uncommon
within the neo-Misesian interpretation, where it is argued that, praxe-
ologically speaking, we are a completely different person after each
action.

The nature of this interpretation must inevitably lead to the Noz-
ick’s paradox. We have to have a new scale after each action, which
prevents universal continuity and brings only particularity. This is
why Nozick’s challenge is still present. In other words, it is because
we interpret action based on the one-time-existing, very particular
value scale, and we didn’t elaborate the notion of an enduring in-
difference concept which is necessary for the application of the law
as an integral part of the decision-making process. It could be said
that interpretation of the decision-making process is based too much
on “particulars” (non-applicable over time) without relying on the

description of “universals” (applicable over time).
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In order to resolve the paradox, we need an interpretation that
allows us to preserve something at the moment of strict choice’;
something that persists and something that is only actualized into
a new state by the choice in question. But, at the same time, this
should have the same (formal-logical) character, i.e., remains the
same over time, in order to be able to apply the law to it. All that
remains, then, is to change the interpretation, to make it conditional
to the law.

As usual in science, it isn’t so easy. To provide a solution, first,
I have to mention one, barely recognized, problem of the neo-Misesian
interpretation. Menger (2007, p.52) teaches us that things become
goods if there is: a) existence of a need, b) existence of properties that
render the thing capable of being brought into a causal connection
with the satisfaction of this need, ¢) human knowledge of this causal
connection and d) the ability to control goods. Humans attribute value
based on the importance of goods in question. Value as a subjectively
assigned importance is described by Mises (2014, p.160) as a value
scale based on the ranking of goods. Mises (1998, pp.94-95) describes
that a person chooses between alternatives and chooses the most useful
one; the value scale is only implied by action. Rothbard changed the
focus on scaling of needs as the source of value. But Mises (1998,
p-92) states that “the thinking man sees the serviceableness of things,
i.e., their ability to minister to his ends, and acting man makes them
means.” It follows that within ranking of needs we must already
presume its satisfaction by means and only then we choose some
things from reality to make them goods. This is also supported by
Wysocki and Block (2019) who point out that it makes a difference

whether a need, e.g., N1 is defined as going to some cinema, with

7 This is already implicit in (Block, 1980; 2009).
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some wife, and some way, or whether a need, e.g., N2 is defined
as going to a particular cinema, with a particular wife, and using
a particular way.

In other words, it isn’t enough for the interpretation to claim that
a man ranks needs and then he chooses goods to eliminate the most
anticipated uneasiness.? It is necessary to implicate, already when
thinking of needs, the knowledge of means which man has as the
ability to use/combine means to satisfy more and more new/novel
combinations of needs. The ranking process, therefore, should be
based on the rank of needs already interconnected with means. This
is correct because there is no mental need that we can conceive of
without having a mental mean for its satisfaction - this causal link is
a dichotomy and it is unbreakable.’

This leads us to creating a kind of ladder-like character of the
(mental) valuation scale, where left side of the “ladder” are needs,
the right are means, and between them there is a kind of rung that

connects them, thus creating a value scale (ladder). However, this

8 It is anticipated uneasiness because for already present-felt uneasiness it would be
too late to eliminate it by action (Shackle, 1992; Bil’'o, 2004).

9 Possible opposition to the claim about the dichotomy of needs and means is provided
by Hiilsmann (2002 pp. 86-87) who, between needs and means looks for a concept
of interest. He claims that if we had the possibility to choose only the satisfaction
of ends, we would do it. He writes (the emphasis is mine): “Here it is all-important
to stress the somewhat trivial point that the purpose of employing a means can only
be to attain an end. The end is what really counts for the acting person, whereas the
means is merely the thing or the action that is in between his present state of affairs
and the state of affairs in which his end is realized. .. For it follows from this fact that,
by their very nature, ends have, in the eyes of the acting person, a higher value than
the corresponding means. Clearly, if an acting person could choose between either
having his end realized or having the means to attain it, he would choose the end.” This
assumption is, however, incorrect, because once means aren’t needed, we wouldn’t
think about needs because we wouldn’t have them; they would be already satisfied
with absence of the process of satisfaction. For different criticism of Hiilsmann (2002),
see Bil'o (2004).
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Illustration 1: Consistent neo-Misesian value scale.

(I claim consistent neo-Misesian) interpretation would lead us to
a petitio principii error which would be present within this kind of
modified interpretation (but a correct one as I explain above). Let’s
say that this is a very simple way to draw the scale of needs and
associated means:

The illustration 1 describes the connection of the need N1 with
the means M1 and it is this connection which is ranked on the scale.
Once man (mentally) decides about the most valuable one, he decides
accordingly to choose some things in reality and make them economic
goods. We cannot have only a scale of needs on the left side of the
“value ladder” and non-connected means on the right side.!° The scal-
ing of an N-M interconnection is necessary. It is important to repeat
that it is different if the N1 is defined as going to some cinema, with
some wife, and some way, or whether the N2 is defined as going to

a particular cinema, with a particular wife, and using a particular way.

107t is Bil'o (2004) who tried at least to divide the evaluation process into ex-ante
evaluation of ends and then in-action evaluation when we select the most appropriate
state of affairs. For a critique of this approach, see (Posvanc, 2019).
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The interconnection in question, so to speak, defines the need and cor-
responding means. This isn’t a purely empirical, somehow objectively
given, interconnection. It is derived from the agent’s knowledge. It is
mentally constructed by him to compare his factual and contrafactual
value possibilities to determine the most important one. However, this
would cause a circularity in the argumentation. The neo-Misesian
interpretation namely claims that the value is derived from ranking,
but the rank of Ns-Ms already implies a value link.

The consistent neo-Misesian interpretation of value emergence
based on the value scale would be, therefore, problematic, and its
circularity lies already in our interpretative language. Consider when
we say that something is valued more relative to something that is
also valued, but just less. We rank within the same class in question
(value class) to be able to compare something as more or less valuable.
Similarly, in terms of the definition of the concept of cost, we speak
of the sacrificed opportunity as the second most valuable alternative
(or “the next most urgent want” Mises, 2003, p.174), which implies
that the second alternative is already valued before the scale creation
and it is put as second in the order. Neo-Misesians basically describe
a ranking of attribution of use value to means/goods to define the
most valuable one, which manifests itself precisely in particular action.
However, the process of arriving at a given decision and the question
of value essence is clearly more complicated (see also O’Driscoll
and Rizzo, 1996, pp.45-46; Grassl, 2017).

4. Proposal to resolve a paradox

To resolve the paradox, we need a new interpretative paradigm of the

decision-making process behind valuation and choice. I claim that we
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mustn’t apply the law to goods per se (which are always particularly
chosen), but to the mental order concerning our state of well-being
and its marginal changes. This isn’t just a practical solution to avoid
particularity of goods. The decision-making process is phenomenal
in its nature. The human mind interprets surrounding reality only
phenomenally.!!

We should start with PoSvanc’s (2021b) attempt to deal with the
paradox which provides background for here-presented interpretation.
Posvanc addresses Nozick’s challenge by accepting the impossibility
of indifference associated with particular choice defended by Austri-
ans. Every action is particularistic and hence so is the value attributed
to chosen goods! However, PoSvanc claims that we act in the context
of some desired state of ordering of things (portfolio), which provides
us with an (admittedly dynamic but still referential) state of indiffer-
ence. Basically, man would love to have such a combination of goods
which provides him such a state of affairs that he wouldn’t be forced,
by felt uneasiness, to intervene by action.

Each choice aimed at acquiring a good is particularistic and
changes the structuring of the portfolio of goods, while the homog-
enized enduring element of interpretation is the portfolio itself (the
whole) and its marginal changes. The more the portfolio is structured
in such a way that we are better able to react with it to the potential
removal of the anticipated uneasiness, the more satisfied we are and
vice versa. The perceived decrease in the utility of an additional unit
of X is derived from how appropriately/inappropriately the addition of
unit of X in question changes the structuring of the portfolio; basically,

11 Although the interpretation conducted here is based on Hayek (1952), in my view,
there is a quite vital possibility to connect it to the phenomenological branch of the
value theory related to mental states developed by authors such as Brentano, Ehrenfels,
Marty, Meinong, Witasek, and others (see Smith, 1994; Grassl, 2017).
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the second and third unit of X causes less and less relevant changes
compared to changes made by the first unit of X. At the same time,
the disposal of already possessed Y from a portfolio as a good needed
to acquire the X, not necessarily as part of the exchange of X and Y,
is part of the interpretation.

It is clear that the portfolio is a thought construction. Any group-
ing of goods that we can call a portfolio would be just a bunch of
things as parts of reality without the agent’s mind and his view. It is
the agent that ascribes meaning and context to a given structuration.
A portfolio is thus a reflection of the agent’s Idea of economic orien-
tation where the Idea is the essence of the portfolio, which manifests
itself in the concrete combination of real goods, which we can call
the substance-based structuring of reality according to the agent’s
insight.

The interpretation in Po§vanc (2021b) is only substance-based in
its character. It is an interpreted consequence, but not the cause of the
phenomena in question. Some mental-phenomenological-level inter-
pretation must be implied. This is where Hayek (1952) and especially
his analogy of the Map and the Model can serve as an inspiration.
One of the reviewers of this paper has rightly wondered whether it
is possible to link the analogy in the context of the problem we are
addressing. Before I provide the link, let us briefly look at Hayek’s

analogy.

Map and Model

Hayek (1952), in attempting a conceptual account of the human mind,
in my view, applies a strategy of multi-order-ness: the interrelation-
ships of the neuronal and sensory orders and many layers of mental
orders are interpreted as a new order (new order-whole), which we call

the conscious mind. The principles of classification of information
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(the many-layers-ness of mental order) that result from the interre-
lation of neuronal and sensory orders cause the mind to reflect in
a somewhat identical, but not fully identical way, the order of things
in reality; the mind interprets reality and through this process differen-
tiates itself from reality, causing the mind to perceive itself; basically,
free will arises as some layer from previous lower-level mental layers
and develops itself into a unique personality.

For the purposes of this paper, the analogy between the Map
and the Model, which Hayek (1952) describes primarily in sections
5.17 to 5.91, is important to us.'? The Map is described as a mental,
topological, not topographical, model of the mind (or any organism)
of the surrounding reality (like a subway map), where the various
neuronal patterns that organism acquires through experience serve
as the “hardware” that evokes the Map. The Map is not an accurate
picture of reality. Rather, it serves for orientation of the organism in
the environment and is created in the context of the environment in
which the organism has lived. Although what it has experienced has
had a particularized form, and the associated patterns of stimuli must
have been particular, the Map is universal in its character; it implies
the possibility of combination and associativity of the various “knowl-

edge” of a given organism about its environment, which, according to

12 The reader should, in my view, be warned to read Hayek contextually when describ-
ing this analogy. For sometimes he describes the Map and the Model in the context of
any organism and sometimes in the context of the mental order of man. In doing so,
he tries to link the mental level with the physically constituted neuronal and sensory
order-ness that are driven by naturally defined laws. At the same time, he does not
hesitate to remind us from time to time that the emergence of the Map and the Model
is subject to the historical evolution of organisms. In other words, he suggests that
the proto-origins of the Map and the Model, as well as of mentality as such, are to
be sought in the evolutionary development of organisms. So, it is difficult to follow
but once a reader accept that all is deeply dynamic in the description, it should make
sense.
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Hayek’s theory, is possible on the basis of the classification of stimuli
in terms of an order/group/class. This allows to create some (mental)
universals because any order/group/class implies that some phenom-
ena are classified based on some similarities; and yes, it implies that
any organisms create their own universals to interpret reality. This in
turn, meaning creating universals based on the classification, allows
for the association of past experience with similar, but particularly
novel, circumstances through which the organism grasps the reality.
The Map is constructed on the basis of experience in a gradual man-
ner, where the later stimuli must be incorporated into the Map in the
context of earlier ones; and also, many different maps of organisms
evolve as species does. Hayek goes so far as to say that the analogy
of the Map fades away gradually (Hayek, 1952, sec.5.30), and this is
because what we are describing creates more and more new layers of
classification.

The Model “grows” over the Map. It is predictive. In the context
of less evolved organisms, Hayek describes a Model as based on
associativity of neuronal activity, which allows for the application
of a combination of patterns to new anticipated events, where the
Model prepares the organism for various contingencies that may
come based on cues from reality. Hayek writes (1952, sec.5.87):
“Whenever the classifying mechanism treats as alike, or as alike in
certain circumstances, any group of events, it will be able to transfer
any experience with any one of them to all of them.” The Model is
therefore more robust and richer compared to Map. The reason for this
is the universality of classification, where, on the basis of universals
arising as (spontaneous'?) products of classification, the Model allows

for the construction of broader circumstances that the Map doesn’t

13 Interesting in the context of spontaneously arising thoughts is the research on the
influence of the REM phase of sleep on people’s mental states, which is manifested in
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and cannot contain. But at the same time, the Map and the Model
influence each other. Changes in the Map affect changes in the Model
and vice versa. These are thus semi-permanent dynamic structures
(Hayek, 1952, sec.5.43). This means that if the Map did not contain
some universals before, the influence of the Model causes the Map
to develop in that direction. This results in the Model being able to
combine and model new eventualities more robustly.

Although Hayek highlights the influence of the past on the con-
struction of the Map-Model, it should be noted that the context of the
Map-Model’s continued operation is not tainted by the influence of the
past. The past provides stimuli that are classified universally, which
in turn allows for associativity, new forms of combinations in the
classification of stimuli, or the predictability of the Model. Although
the Map (Hayek, 1952, sec.5.42) represents a picture of the past in
which the organism lived, it does not in itself provide information
about the current state. Thus, the past is relevant only in the sense
that it provided the stimuli for the construction of the universal Map,
but the whole mechanism of the Map-Model is oriented towards the
future. And this, according to Hayek, is true for all kinds of organisms
(Hayek, 1952, sec.5.61), not just humans.

From the human point of view, the basic characteristics of the
Map and the Model are already incorporated (evolutionarily) in the
genetic equipment of man in the form of various kinds of automatisms
(mechanical, instinctive behavior), which are subsequently developed
into the abstract-mental form of the conceptual and conscious mind.
However, many operations of the brain and mind remain at the level

of automatisms, and only a minor part of the phenomena remains

the context of the brain seeming to integrate some cognition on its own without the
deliberate action of consciousness (the so-called Eureka effect); see, e.g., Pstruzina
(1994).
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in the attention of the conscious mind. The mind does not classify
objective reality as it is (as a thing-in-itself), but only in the context of
a pre-existing classification by classes of other objects of reality when
conceptual knowledge is formed as the formation of abstract concepts
at higher levels of the informational and mental order. In the sense
of the conscious mind, this permanent classification and reification
according to Hayek (1952, sec.6.47) comes crashing down on us,
because this classification is still only an inaccurate representation of

reality.

Map-Model and the Idea of economic orientation
(portfolio)

Having briefly introduced the analogy, we can, mutatis mutandis, pro-
ceed to realize the link between the analogy and the above-mentioned
Idea of economic orientation.'* The Idea of economic orientation
transpired into the portfolio concept is not the whole Map—Model
dynamics, but it is possible to consider it as some mental sub-order.
The Idea, as a sub-order, has all the characteristics of the Map—Model
analogy: 1) The portfolio of actually owned (acquired-spent) goods
is nothing else than the result of the person’s past economic ideas
and experiences. It thus reflects a coherent universal Idea of a per-
son’s economic experience within his or her environment. 2) Some
future—oriented state of affairs constructed as a picture of desires

and needs transpired into the desired portfolio has an anticipatory

14 As a supportive argument to the here-presented attempt, we could use Horwitz
(2010), who followed a similar approach to deal with an organizational learning
problem using Map and Model as an explanation of Balance Sheets and Budgets. The
Map and Model are essential phenomena to mental structuration of Balance Sheets and
Budgets while Balance Sheets and Budgets reflect or represent a real structuration of
the historic activity (Balance Sheets/Map based) and planned activity (Budgets/Model
based) of the firm within a reality.
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(Model-based) character. It expresses what we would like to have in
order to be able to face an uncertain future.'> 3) There is also a poten-
tial state of affairs which expresses what we can realistically achieve
as kind of combination of the Map and Model universal knowledge.

The interpretation should start with our idea of how something
ought to be (Model-based Idea). This normatively defined Idea is
as if some “picture” about the desired state of well-being which is
confronted with how something is and how we are able to (based on
the knowledge) achieve the state in question (Map-based Idea). It is
a flexible—dynamic mental structure of desires and needs present as
some future picture of state of affairs'® to which flexible—dynamic
mental structure of combination of means of their fulfillment is formed
(the Idea of a desired portfolio).

The Map part of the structure consists of an actual and a potential
idea of the portfolio. The reason to think about them in the area of
Map is twofold: a) the Map structure has its correspondence/reflection

into the real world as a substance-based portfolio of real goods.!” It

15 As Pogvanc (2021a) shows, we do not prepare for future precisely, as if in all possible
details. On the contrary, the predictiveness is based on relativizing the meaning of the
particular state of future through the combination of means and diverse features of them
with each other, reshaping and combining physical properties of things in a way so that
a given different combinations of needs to be fulfilled are “embedded” in things/goods
(e.g. steel is transformed into a knife in such a way that it can be used to cut meat, but
also as a weapon or a tool for carving toys), as well as the evolutionary discovery of the
universal characteristics of individual needs and the associated features of means (area
of entrepreneurship), and last but not least, the construction of various economic tools
through which we communicate this knowledge to each other, such as, e.g., money, or
the price system providing information about bid-ask spreads, but also various social
institutions guaranteeing universals for our orientation in reality in the form of, e.g.,
property rights or law enforcement we can rely on in the time continuum.

16 This image is made up of both real and unreal ideas.

177 think that this is also the way how free will (as pure phenomenon) exerts causal
influence on the noumenal world (thing-in-itself); by correspondence or by reflection
of this correspondence.
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informs us about existing combination of means; what we really have
as the existing portfolio in ty, b) the Idea of the potential portfolio
always happens to be the actual one in t; and the change must happen
in reality as well.

However, the knowledge of what we can attain as some potential
portfolio in some defined t; is as part of the Map (universal knowledge
based on experiences) as well as of the Model (prediction—based
knowledge). The mental decision to change existing combination of
means and our “problematic” particular subsequent choice of a real
good is merely a boundary state by which we change our overall
portfolio in the reality, which subsequently causes actualization of the
Idea of the portfolio within a mental Map structure.

The interpretation has also led us to the wanted homogenous
element which provides a reference to indifference. It is the Idea
how a combination of needs could be fulfilled by a combination
of means (portfolio); or the Idea of economic orientation'®. Due to
the Model-Map analogy the Idea is triadic: as the Idea of desired—
actual—potential portfolio; This mental structure persists, although
it is still different, which is caused by different interconnections and
combinations throughout time; if we use Hegelian expressions, what
is achieved, as a potential portfolio, sublates (German aufgehoben)
over what was desired and what was actual.!®

We can imagine it as the very simplified illustration 2: I have
illustrated separately the Map and the Model in order to illustrate the

differences, but a given Idea is the one coherent mental whole, where

18 1t is not purely Kantian subjective kind of Idea. The Idea is also influenced by
naturally given automatisms of men (e.g., instincts) and the socio-cultural intersub-
jective context and could be, therefore, interpreted better as part of Hegelian evolving
Absolute Idea (see interpretation of Hegelian logic by Harris, 1983).

19 For the explanation of the logic behind the Triad; see Maybee (2020) or deeper
analysis e.g., in Harris (1983).
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Illustration 2: Man’s idea of economic orientation.

the desired and potential states are only imagined and compared to the
actual state in reality based on the combination of knowledge of how
to achieve the states of affairs in question; the illustration 2 can also be
imagined in such a way that the given geometrical objects lie on top
of each other as layers, which would equally illustrate the differences
and at the same time they would be one dynamic geometric figure.

I illustrated mental structures also consisting of some partial states
(Ps)—these states are like puzzle—parts of the whole picture of man’s

Idea, and they could represent personal ideas about anything, e.g., my
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idea about accommodation, food, work, leisure, holiday, socializing,
etc. Basically, partial ideas of what different aspects of a person’s life
should be like.

We can see illustrations of a Model-based Idea (top left) and
a Map-based Idea (top right). Below the line are real goods (as circles)
composed into the real existing and the potential portfolio; existing
one would be changed into the potential one based on action; desired
one is unreachable as a kind of ideal state.

A Model-based Idea as a future—oriented mental state is
a dynamic—reference—state of affairs. It is composed of partial
states. The Model models our ideas in the form of needs and puts
them together with some ideal combinations of means (some ideal
portfolio). It is illustrated by the correspondence of Desired state of
affairs (as needs and desires) and Desired portfolio of means. This
thinking could be about real or imagined connections between needs
and means (Menger, 2007), e.g., as part of the whole structural picture
of all my needs, there could be some structural partial-need-state in
the form of an idea of my ideal house connected to some idea of
a beach house with a swimming pool and surfing possibilities. But the
model can also produce totally imaginary partial needs, such as the
desire to be able to do magic interconnected with the idea of a magical
wand in the context of the whole picture of man.

A Map-based Idea of Portfolio (as a mental state) is actually an
idea of how something is at time ty (represented as what we already
have as an existing portfolio of means, e.g., I don’t have the dream-
house but I have a car) and what it is possible to achieve at time
t;, e.g., I can have some kind of knowledge of how to achieve my
dream-house or just to make some kind of compromise, e.g., I’ll just
settle for a holiday in a house like that. A Map-based Idea of Portfolio
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is changed based on the knowledge transformed into the plan about
how to combine existing and new means implemented as action from
time t to t;.

The change is illustrated by the difference between the structure
of the existing portfolio and the potential portfolio (a new partial state,
P8, is illustrated and constructed, and the shape-line of P2 and P3 was
changed to better represent the correspondence to the desired portfolio
caused by a new kind of combination of means). Basically, the point
of the illustration 2 is to show that the existing portfolio structure is
more different than potential portfolio, and the non-correspondence is
the motivation to act and improve the state of affairs.

The real portfolio is what I have as real things, e.g., parts of my
real accommodation, what I eat, where I work, what kind of leisure
I enjoy, where I go on holiday, who my friends are, etc., and potential
portfolio represents what I am able to achieve. The potential portfolio
is constructed by action and is always more similar to the desired
portfolio we ideally want to have. So, to improve my state I have to
act, for example, by buying some accommodation to have my house
to be more similar to my ideal. The potential portfolio represents
our ability of what we can achieve under the constrains of individual
knowledge, meaning that I can desire Iron Man house-style on the
beach, but my knowledge is inadequate for achieving this desire, so
I have what I can afford.

The movement from an existing to a potential portfolio is there-
fore both a mental process as well as a real act; a (action/choice)
selection of real things is indicated using arrows—goods, which we
combine and group/compose into a new portfolio that will change its
character within reality and thus in the mental area of the Map.

It follows that man senses the range of the uneasiness by how

much the desired portfolio doesn’t correspond to the real portfolio,
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[lustration 3: Subjective value.

and he removes the uneasiness by action (compare to Hayek, 1952,
sec.5.69 and 5.70). The value is derived from the range of the non/-
correspondence between the Model and the Map-based Idea of cor-
respondence of mental states. If we choose a real good and add it to
the portfolio, it improves the map-model correspondence, and so we
assign a value to that good or a bunch of goods in question.

The value then depends on what and how something improves
the spread among the Idea of desired—actual—potential portfolio:

So, when we implement a plan, we try to implement it in the way
that the Map Idea of Portfolio corresponds as closely as possible to
the Model Idea of Portfolio, and it happens based on what kind of
goods we add to the real portfolio; more suitable (valuable) the goods,
the higher the correspondence. It has to be stated that these are also
dynamic phenomena:

just as the Model changes the Idea, so do the requirements for
the changes/alterations to Idea within the Map (as an endogenous

change), as well as the real combinations of goods in reality. The

19 In fact, in the thus-presented context, we can also speculate about more enduring
sub-states of the mental structure, which are created intersubjectively (beauty, love,
traditions, .. .), but also of an individual nature (individual habits, stereotypes).
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changes happening in reality outside of one’s purview have the same
consequence on the whole dynamism (which is an exogenous change,
however, still mentally grasped).

Response to the Nozick’s challenge

The triadic Idea of “desired—existing—potential portfolio” is a men-
tal construct that is on the one hand a homogenized whole, and on
the other hand, it is (constantly) changing in its particular form with
respect to the strictly directed action being performed. Here lies, there-
fore, also the proposed solution.

We act particularly while striving to achieve a state of satisfaction
(as some homogenized whole), where, in the case of a coincidence
between the combination of needs (as a mental state) with the com-
binations of means to satisfy them (as a mental state) and the real
perception of the achievement of the combination of goods (as real
things), the agent is indifferent to further action; his mental state of
satisfaction is achieved precisely through the achieved combination
of goods in reality. He would be in an economic rest.

The homogenized element necessary for the application of the law
isn’t, therefore, some value-homogenized class of goods. It is instead
the perceived mental order between the Model and the Map—based
Idea of portfolio and its correspondence with the state of affairs (goods
composed into the portfolio) in reality. The correspondence doesn’t
have to be achieved because of the dynamism of both, but it is possible
(at least in some moments of man’s life, as we will see below). If
the correspondence is reached, it is a state where we would be in
the maximal mode of indifference or a personal equilibrium and so
without having any interest in any new action.

As noted by one reviewer: Can we just rephrase Nozick in the

way that “the homogenized element is not some homogenized class
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of goods but instead the mental state of indifference against those
goods”?. Possibly, but we must add a necessary condition. The mental
state of indifference against those goods is determined on the basis of
internally perceived relative relationship of goods in question to other
goods already perceived within the actual portfolio.?® What is relevant
here is not only the frequency and interrelations of goods, but also the
significance they acquire in their relative positions to each other in the
context of Needs satisfaction. If we use the geometrical illustration 2
to show this point, what is also important is the mereological structural
arrangement, determined by subjective details the agent intentionally
thinks about or which the agent implicitly follows based on some
wider socio—cultural context.?!

There could be, therefore, a partial and a maximal indifference.
The partial one is concerned with some sub—partial-Idea of the state
of portfolio. Maximal (theoretical) indifference is actually zero uneasi-
ness, or a state of rest, or total economic peace (as described by Mises,
1998) where we have no tendency to consciously act; just automati-
cally repeat reached success and enjoy satisfaction.?? Po§vanc (2021a,
pp-203-211) doesn’t describe this theoretical maximal state as a state

of human-to—robot change, as Knight’s or Mises’s interpretations

20 Cf. with Wysocki’s (2021, pp.26-27) critique of Block where he made an important
point about “a particular state of affairs (as specified in extensional terms)” and “a
content of the actor’s intention”.

21 This context used by the agent is embedded in linguistic structures, structures of
social institutions, or is part of various automatisms created by the Nature in the form
of instinctive human reactions or intentionally in the form of, e.g., product design
or the provision of contractual services. This context is quite interesting because it
is defined for a subjective decision making in extensional terms. Cf. also with the
footnote No.3 about radical subjectivism and Wysocki’s (2021, pp.26-27) critique of
Block.

22 Mises describing these states within his concept of ERE was probably inspired here
by Knight’s notes about uncertainty or action under certainty and perfect knowledge;
see Knight (1964; 1964, pp.201, 268, 294).
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might imply, but as a state of individual satisfaction when we seek to
rely on pre—set—automatisms, e.g., contracts or automated provision
of services and goods. We would feel full satisfaction or satisfaction
at some (very theoretical) maximum.?3

While we may never achieve it from a praxeological point of
view, we need to know it in order to get this information by differen-
tiating between what is (existing), what we can achieve (potential)
and what we desire (ideal) in some subjective state of ours. Acting
causes a lessening of the uneasiness that comes from the Model-based
Idea of portfolio not corresponding to the Map—based Idea of port-
folio. In fact, by not conforming to the Map Idea, the Model Idea
is actually providing us with information that we need to change
something in order to achieve the normatively determined state we
want. The application of the law, based on the indifference within the
decision—making process which leads into the particular action, can
then be illustrated as follows:

The illustration 4 shows that we act in a time continuum. We
are trying to reach some desired state of affairs where we would be
indifferent to any new action. But we are able to achieve only possible
state of affairs. Choice by choice we change the perception of what
we can achieve. Each choice contributes to some marginal change
in the possible perceived state, and each choice directs us to make
the difference between the desired and potential states as small as
possible (acting is intended as if to narrow the space between the
desired and possible state of affairs in the illustration 4). Given that
both states are dynamic phenomena and constantly changing, the

given isn’t attainable (but theoretically possible).

23 The reader should be aware that as Mises / Rothbard did, so here-presented descrip-
tion of a state of rest is used as some kind of theoretical mental construct.
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[lustration 4: Law of diminishing marginal utility and indifference.

One of the reviewers expressed an interesting critical doubt about
the proposed solution; he writes: “the mental state is reached after the
choice is made and needs are satisfied, while according to Nozick,
it is the state before the choice which indicates the sameness of the
goods.” It could look like I have shifted the meaning of the crucial
term. It is a fair point.

However, this is not a changing of order of events—explanation
but a different level of description; I modified the interpretation in
a two-level way. The homogenized whole (as if the utility denomina-
tor or the ever—present reference state) is the triadic Idea of a portfolio
(or mutatis mutandis a sub—state of a portfolio) and each choice within
which subjective cost—gains are included just carries particular infor-
mation about the utility change®*.

24 Whether it is possible to define a unit of utility (util) as some kind of nominator is
a topic that requires separate attention and I reserve it for a different paper.
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A definition of the indifference concept within this new context is,
therefore, a measure of order—ness of the order (system) in question;
in the case of a human being—range of economic order—ness or
peace. Indifference is thus anchored in a time continuum, always
prior to action, but, at the same time, continuously perceived. It is
like a referential maximal state that we never reach, but perceive. We,
therefore, act particularly, but always in the context of the law; each
action increases our marginal state of satisfaction, or ex post we find
out that some action was erroneous. We know this based on the spread
between desired and potential state of affairs we want to achieve. Once
the spread is depressed, we marginally increase satisfaction and vice
versa. It is also evident that choice is always a limit state by which we
change the structure of a potentially attainable state, and the range of
indifference is a measure of our mental satisfaction.

That is why it seems to us that it is the addition of each additional
unit of some good whose utility decreases while our total utility
increases. This is derived from the fact that each unit of the good
(each action/choice) causes our potential state of satisfaction (defined
by the Map-based Idea of portfolio) to converge closer to the desired
state of satisfaction (defined by the Model-based Idea of portfolio)
and vice versa.

Let us apply this solution to the examples mentioned above.

Sequences of 1-2-3... beers

Suppose the desired state of our current satisfaction is defined as,
for example, sitting with friends over a beer and music in a pub. If
we are not sitting in a pub having a beer with friends, but we are
still at work, we feel uneasiness; the desired state doesn’t correspond
with the existing one. We change this by action; going to the pub and
having our desired beers. The first beer shifts the state of satisfaction



The law of diminishing marginal utility as law of mental order-ness 351

closer to the desired state, the second and third shift that state a little
less, given that we are already experiencing what we wanted (spread
is depressing), and, at the same time, the desired state itself changes,
because when we have, e.g., a fourth, fifth or sixth beer, we know that
there will be trouble at home, as our beloved wife is waiting for us. Of
course, if we still have our fourth, fifth... and tenth beer, and arrive
late and tipsy, the desired state of peace doesn’t subsequently occur,
and the next day we assess that we have made a mistake, whether in
terms of family politics (defined as some partial state of our whole
satisfaction which causes an enlarging of spread between states) or

the state of our body and mind.

72" unit of butter

Why did we exchange 72" ounce of butter for money? It doesn’t
exactly matter whether it was 72" or 31° ounce. We preferred an
ounce of butter to money. What matters is whether a given 72" piece
of butter satisfies our needs in a way that narrows the spread between
the desired state of satisfaction and the potential state of satisfaction,
defined in this case, for example, as using butter on the toast. However,
suppose the vendor isn’t very honest. And although he declares that
he sold us an ounce of butter, we find out at home that it’s only % of
an ounce. We know he deceived us. We know we made an economic
error. Why? Because the spread between the desired state and the
potential state isn’t filled as we wanted; it is wider.?> What does this

mean for our interpretation? By buying an ounce of butter (it doesn’t

25 The problem of economic ignorance can also be noted here. Economically, we
would probably ignore whether a vendor sells us 99.999% of an ounce of butter or
1.001% of an ounce. The given difference wouldn’t cause a marked difference in the
spread between the desired and potential state. And yes, some individuals may not be
indifferent to even such a difference; this is subjective.
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matter which one) we expect a physical kind of standardization of
that product. So, it isn’t important to us whether it was the 72" ounce,
but whether it is an ounce of butter of some declared quality. At
the same time, we exchanged it against money on a particularistic
basis as exactly that 72" because the vendor doesn’t care either since
his spread is depressed once he has money instead of some butter.
However, as is seen, we act in the context of the law because the

marginal state of satisfaction of the vendor, as well as ours, changes.

Peter and Paul

Did the mother save Peter or her child? The mother saved Peter, her
child. She lost Paul. Was she acting within the context of the law?
Her potential state is certainly far from her desired state, but closer to
her desired state if she had lost also Peter. Did she act on the basis of
her instinctive or social-moral maxims? Probably yes, since she saved
at least one child—Peter. However, if some subsequent investigation
found that her potential state of satisfaction would suggest to others in
a society that she acted in some nefarious way (e.g., she profits from
the death), our view of her situation could change.

Why did she choose Peter and not Paul? The reason could have
been anything. Peter could have been a worse swimmer, Paul could
have been too far away given her strength, or her mental model could
have (instinctively) assessed that the probability of rescuing Paul may
have been lower. However, based on our interpretation, we know that
the spread between the desired— actual and potential state of affairs
was narrower in the case of Peter than that of Paul, and wider, as if
they had both drowned. However, the mother’s mind evaluated the
realization of Peter’s rescue as the better alternative.

By this example we can set up also another point. Suppose she had
saved Peter first and then Paul. It doesn’t matter how she saved them
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both. What would happen assuming she loved them both equally? She
would have achieved her desired state, a state of utmost contentment,
because nothing but her sons would matter to her at that moment.
A given particularistic state (saving her sons or both Peter and Paul)
would push all other partial states of her mental perception of the
world into the counterfactual realm as unimportant. And that is why
she would probably experience for the very moment only a happy
feeling of ultimate satisfaction without any action. However, as I have
shown above, the state in question is dynamic. As time would pass on
(perhaps in just a few seconds or minute) she would again care about
other things as well, she would again act in a particularistic way to

improve her subjective state of satisfaction.

5. Conclusion

I claim that the work presented is a solution to the Nozick’s challenge.
An interpretation conducted in this way gives us the necessary space
to apply choice and the homogenized indifferent element within the
evaluation process and in the action in which the evaluation results.
The above apodictic assertions are preserved; action is always defini-
tive and the decision-making process is based on the indifference and
the law in time continuum.

In this way, the Law is linked to the real action. We have an
ongoing element in time, as already suggested by Block (1980; 2009).
Choice is not an absolute breaking point, but only relative in the
sense of particular changes in the state of affairs under consideration,
which has been criticized by Wysocki (2021). If we reached a state of
individual equilibrium, we would indeed be indifferent to everything

else (Hoppe, 2005), or we are indifferent to some pre—set automatisms
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(e.g., a contract or a robotic service/product) that benefit our well-
being up to the point where the automatism in question does not
fulfill pre—set goals or they need to be subordinated to the new ones.
Thus, I have shown the vitality of the approach of Block (1980) and
eliminated problems of Hoppe—Wysocki attempts.

Given that this interpretation concerns one of the most fundamen-
tal economic laws, it has many implications. However, from the point
of view of this paper, I would like to draw attention to two directly
related ones: a) the issues of a utility unit (util) and b) the application
of the Law to any order—system.

Concerning the unit, it has to be pointed that goods aren’t a unit
of utility. Utility has an intrinsic character resulting from the corre-
spondence of the Model and Map—based Idea of portfolio. This state
is necessarily future—oriented”. This implies that the unit of the utility
should be some unit of knowledge put into the plan whose step-by-step
realization has a progressively decreasing utility rate in the context of
achieving some state of the portfolio. However, this is very open for
further investigation.

Concerning the application of the law in a more general way is
a quite speculative philosophical question. I apply the law only to
some mental structured system, a part of the mental order in Hayek’s
sense. But I speculate that this interpretation can (arguably) be gener-
alized to any order. Although I enter a very speculative ground, it has
its logical basis in the argument that if we apply the law to the mental
order, why not apply it to any structured order that exists in reality.
The difference, of course, would be that we cannot use “free will” to
define a normative notion of a desirable and possibly attainable state.

But cannot “free will” be replaced by the nature-given regularities

26 The past is lost and the present is already happening; see Mises (2014), and Shackle
(1992).
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(laws) of the system in question to which those regularities pertain?
Can’t these very laws (as essences) determine the desired and poten-
tially attainable state of the system (as substances) and of course in
the context of the limitations implied by the absence of free will?

Of course, whether the above interpretation can be modified to
any order must already be the subject of other philosophical specula-
tions and arguments, but the interpretation is open to these and many
associated investigations. I consider this also a good argument that
the here-presented solution is vital because it is interconnectible to

different spheres of knowledge.
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Abstract
Hans-Hermann Hoppe famously argued that monarchy is superior
to democracy insofar as property rights protection is concerned. The
present paper calls this claim into question, with much of the heavy
lifting being done by methodological ponderings. More specifically, it
is demonstrated that instead of a priori, praxeological truths, Hoppe’s
monarchy theory offers an ideal type of the politician bestowed with
an inheritable title to the throne. Against this background, the ideal
type in question is shown to be faulty in that it treats monarchs as
capitalist landowners of sorts, thereby overlooking strictly political
incentives they face, which can predictably push them in directions
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1. Introduction

he topic of this paper is the well-known economic analy-
Tsis of monarchy laid out by the anarcho-capitalist philoso-
pher and economist Hans-Hermann Hoppe in his best-selling book
Democracy—the God that Failed (2007a). In a nutshell, Hoppe ar-
gued that of two opposite political systems, monarchy and democracy,
the former is superior to the latter with respect to property rights
protection. Hence, although any state is economically unviable (and
ethically repugnant), “if one must have a state, defined as an agency
that exercises a compulsory territorial monopoly of ultimate decision-
making (jurisdiction) and of taxation, then it is economically and
ethically advantageous to choose monarchy over democracy (2007a,
p-xx).” This is said to be the case by virtue of an elementary distinc-
tion: monarchy, so the argument goes, represents “private government
ownership,” while democracy amounts to “public government own-
ership.” Now, given that private property doubtlessly fosters efficient
management, and that honoring property rights is a crucial element of
managing a country efficiently, it is monarchy that can be expected
to fare better in protecting (or at least not violating) property rights.
The key variable in this regard is time preference: private ownership
lowers it, while public ownership results in its increase. It is precisely
thanks to the longer planning horizon that monarchs are more likely
to make good managers of their countries. All this, holds Hoppe
(2007a, p.xix), can be demonstrated “in accordance with elementary
theoretical insights regarding the nature of private property and own-
ership versus ‘public’ property and administration.” Put differently,
our author seems to consider his contentions a simple application
of Austrian economics to the workings of political systems (Hoppe,
2007a, p.xxii).
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The task of the present inquiry is to furnish a critical account of
the above argument. Specifically, while taking no issue with Hoppe’s
staunchly critical position on democracy, this paper contends that
his relative appreciation of monarchy is undue. This shall be proven
largely in methodological terms. First, it will be shown that Hoppe’s
monarchy theory is best interpreted as a sociological exercise in We-
berian ideal-typological modeling rather than a rendition of pure
praxeology.! Second, it will be demonstrated how Hoppe’s ideal type
of monarchy conflates the catallactic (praxeological) categories of
capitalist and landowner with the political (sociological) one of the
ruler with a permanent title to his office. This, in turn, will allow for
identifying some particular limitations of Hoppe’s monarchy theory
insofar as its very substance is concerned. In effect, the model will
be presented as unjustifiably one-sided, albeit not entirely faulty. In
other words, it is contended here that while the Hoppean perspective
succeeds in elucidating the commendable facets of the monarchical

system, it simultaneously fails to capture the no less significant un-

!'To avoid any misunderstandings, let us note that nowhere does Hoppe explicitly
ascribe to his theses on democracy and monarchy the status of a priori propositions.
Yet, as Gordon (2017, pp.98-99) points out, such an impression is created by a lengthy
defense of a priori knowledge in the introduction to Democracy... (Hoppe, 2007a,
pp-xv—xix), followed immediately by the exposition of the book’s central claims
(Hoppe, 2007a, pp.xix—xxi). All in all, if a method is not brought to bear in a study,
then why defend it in the introduction? Nonetheless, elsewhere Hoppe (2006, p.33;
2015, p.16) correctly asserts that, e.g., investigations into the nature and the growth of
the state or the essence of class struggle—incontrovertibly akin to the investigations
offered in Democracy. . ., let us add—properly belong in the field of sociology, which
lacks the apodictic validity that characterizes purely praxeological judgments (see
section 3 of the present paper). More important than Hoppe’s own intentions, however,
is the inherent logic of his theory. And as will be shown, the entire case for monarchy
that Hoppe is making presupposes treating monarchy as an instantiation of a catallactic,
i.e., a priori category (more on this in section 4).
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desirable ones. Hence, the question of which form of government,
monarchy or democracy, is preferable in terms of property rights
protection remains undecided.

Surprisingly enough, little attention has thus far been paid to
Hoppe’s claims in the literature. Moreover, some critics (Sierpinski,
2016) and sympathizers (DiLorenzo, 2009) alike focused exclusively
on the substance of the theory at hand, not on its method.? Other
commentators simply took Hoppe’s declarations of apriorism at face
value (Crovelli, 2007, p.116; Gabis, 2005; Machaj, 2009, pp.113-114).
Doubts have been raised by David Gordon (2017, p.99), who in his
otherwise highly favorable review of Democracy. .. queried whether
considerations presented in the book can really be regarded as a priori
truths of praxeology. He nonetheless did not develop his doubts into
a full-fledged criticism. The proposition to view Hoppe’s analyses as
ideal type-based sociology has in turn been hinted at by Gerald Rad-
nitzki (2003, p.161), yet he did not provide an in-depth treatment of the
problem either. Another author paying attention to the methodological
issues is Pawetl Nowakowski (2010, p.273), who astutely noticed that
the comparison of monarchy and democracy transcends praxeology by
attributing definite motives to the rulers. Still, he did not go on to show
how this impinges on the validity mode (a priori or a posteriori) of
Hoppe’s theory. Finally, Walter Block, William Barnett II, and Joseph
Salerno (2006) argued pace Rothbard and Hoppe that time preference
decreasing with the increment in wealth or income is not an apodictic
law but rather an empirical generalization. Here, I extend their criti-

cism to Hoppe’s thesis that time preference is also necessarily lowered

2 However, DiLorenzo (2009, p.274) tellingly asserts that Hoppe “merely applies logic
and economic reasoning to a comparison of monarchy [...].” As will be demonstrated,
this is not quite the case, since in order for Hoppe’s monarchy theory to proceed as it in
fact does, auxiliary—and highly contentious—motivational assumptions are needed.
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by private ownership. In a word, the present essay elaborates on the
insights of all the mentioned authors and complements the existing
literature by demonstrating how a flawed application of the Austrian
social science methodology derailed Hoppe’s case for monarchy by
imparting to it unnecessary lopsidedness.

The paper represents an immanent critique of Hoppe’s theory.
That is, the purpose is to beat it on its own (stated) methodological
ground. Hence, all distinct features of Austrian school methodology
in the Misesian tradition, particularly the account of praxeology as an
a priori social science (see Mises, 1962; 1998; 2007), are accepted
here for the sake of argument. The method of the study is so-called
rational reconstruction. That is to say, the burden of the article lies
in exploring the internal logic and inconsistencies of Hoppe’s views
rather than in hermeneutic-interpretative work (Linsbichler, 2017).

The paper proceeds in the following order: section 2 succinctly
recounts Hoppe’s defense of monarchy. Section 3 supplies arguments
for reading that theory as predicated upon a sociological ideal type
rather than on a set of a priori propositions, with an eye on the question
of time preference. Section 4, in turn, submits that the original error
of Hoppe’s analysis consists in blurring the distinction between ideal
types and catallactic functions and the confusion of political means,
characteristic of monarchy as a political system, and economic means,
epitomized by undertakings of capitalists or landowners. In section 5,
this fallacy is shown to result in further problems. To remedy these,
several amendments to Hoppe’s ideal type of monarch are proposed.

They are intended to help explain certain widely known facts (e.g., the
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suppression of free speech in absolute monarchies or the incidence of
war between them at least equaling that of democratic regimes) left
on the cutting-room floor in Hoppe.? The last section concludes.

2. The Hoppean rehabilitation of monarchy: a brief
reconstruction

Hoppe’s typology of political systems is based on the criterion of
ownership rights in the state. Thus, there are only two basic forms
of government: monarchy and democracy.* In the former system, the
ruler (a king or a prince) is conceived of as the private owner of
a state. In democracy, on the other hand, rulers are merely temporary

caretakers of the government, which—in accordance with the popu-

3 This essay is a theoretical exercise, so the factual references it brings up are, because
of space limitations, rather illustrative than exhaustive. Hopefully, future researchers
will test the usefulness of my points in explaining more comprehensive sets of historical
data.

4 Stated more precisely, as pure types, democracy and monarchy represent two ex-
tremes of a continuum that comprises various intermediate forms. Medieval feudal
monarchies do not fall within the theory’s scope at all, since in the absence of sovereign
powers on the monarch’s part, they represent a form of pre-state aristocracy, with the
king acting as a primus inter pares. Instead, pure monarchy is exemplified most fully by
European absolute monarchies of the XVII and XVIII century. Classic constitutional
monarchies such as those of 1791 and 1830 in France, in turn, whereby sovereignty
was divided between the monarch and the people, are situated in the middle of the scale.
Contemporary parliamentary monarchies, where the monarch’s standing is largely
ceremonial, are monarchies in name only, actually constituting democracies (Hoppe,
2007a, £.19; 2015, pp.108-112). Consequently, the totalitarian dictatorships of com-
munism, Nazism, or fascism are classified as likewise democratic. For neither Hitler or
Stalin, nor other such leaders (perhaps except the Kim family) are considered private
owners of their governments. Rather, they are at the helm of mass democratic parties,
and the ideologies that provide legitimation for their claims to power present them as
mere agents of the Volk, the revolutionary proletariat, or some other large group of
people thought of as the sovereign (Hoppe, 1987, p.179).
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lar sovereignty doctrine—represents public property. The kernel of
the Hoppean argument for monarchy boils down to the superiority
of private over public ownership. The most significant facet here is
that private property fosters low time preference. Private proprietors
are—ceteris paribus—more willing to operate in a far-sighted manner,
for it is they who will reap future benefits. By contrast, public prop-
erty is invariably characterized by the following defect: every user of
a common good is incentivized to exploit it shortsightedly lest others
consume it before him. Thus, a monarch, viewing himself and his suc-
cessors as private owners of the government, will consider his realm
a capital good the productive output of which shall serve him until the
rest of his days, later to be passed down to future generations of the
dynasty. On the other hand, democratic politicians, given the temporal
constraints of their term, will see the government they control solely
as a consumption good. Hence, they will be inclined to relentlessly
exploit it regardless of long-term repercussions. Put differently, while
the monarch possesses the title to the capital value of the country,
democratic caretakers are entitled exclusively to the current use of it
(Hoppe, 2007a, pp.45—46). As a result, democracy “promotes capital
consumption” (Hoppe, 2015, p.119). “A private government owner
will tend to have a systematically longer planning horizon, i.e., his
degree of time preference will be lower, and accordingly, his degree of
economic exploitation will tend to be less than that of a government
caretaker”’—concludes Hoppe (2007a, p.46).

The ramifications of this systemic difference are far-reaching.
Firstly, taking into account the capital value that his realm presents
to him and his descendants, the monarch will refrain from pursuing
policies that have detrimental impact on the economy: high taxation,
overregulation, or indebtedness. Secondly, the class of tax-consumers

will be comparatively small, limited to the reigning dynasty and
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a narrow circle of state apparatus members. Thirdly, private ownership
in government will induce the ruler to abide by private law. Although
he will indeed embark on production and expansion of legislation,
he will remain more of an arbitrator than a law-maker. Fourthly, the
impact of the monarchical system on the incidence and conduct of
war will be moderating. Since armed conflicts will take place at the
ruler’s own expense and in order to appropriate new territories to his
own benefit, he will be motivated to keep wars short and restrained.
Moreover, the monarch can also try to acquire new lands in a peaceful
manner, by means of arranged marriages or trade, thereby avoiding
unnecessary belligerence (Hoppe, 2007a, pp.19-23, 46-50). All this
is supposed to explain why the rapid aggrandizement of the welfare-
warfare state in the XX century coincides with the downfall of Western
monarchies and the subsequent shift to democracy (Hoppe, 2007a,
pp-50-74).

3. Aprioristic praxeology or a sociological ideal
type?

As has been mentioned in the introduction, Hoppe seems to imply
that his analysis belongs in the domain of praxeology—a system of
aprioristic, i.e., apodictically, non-experientially valid claims. It is,
however, doubtful whether judgments like “monarchies conduct wars
in a less destructive manner than democracies” or “kings and princes
exploit less than presidents and prime ministers” could actually be
considered on a par with classic—and invoked by Hoppe (2007a,
p-xvi) himself—instances of the synthetic a priori such as “No two
objects can occupy the same space” or “Whatever object is colored is

also extended,” or even the Misesian “Man acts.” As regards this last
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proposition, it is also difficult to see how they could be deduced from
it. Gordon (2017, p.99) suggests, then, that Hoppe’s analysis should
be construed as logically related to certain apodictic propositions
(e.g., those describing the impact of taxation on the economy) rather
than as constituting such judgments themselves. It is worth noting
that hints to this effect can also be found in Hoppe, though scattered
in texts other than Democracy. .. For example, when explaining the
method of his historical reconstructions from Short History of Man,
Hoppe (2015, p.16) states: “The events in human history that I want to
explain are not necessary and predetermined, but contingent empirical
events, and my studies then are not exercises in economic or libertarian
theory.” In the same vein, while exploring the nature of the state as an
“expropriating property protector”’, whose members take advantage
of the apparatus of power to satisfy their own power and money lust,
Hoppe (2006, p.33) points out:

Why is there taxation; and why is there always more of it?
Answering such questions is not the task of economic theory
but of praxeologically informed and constrained sociological
or historical interpretations and reconstructions, and from the
very outset much more room for speculation in this field of
intellectual inquiry exists.

Note that there is one thing all those fields—historical reconstruc-
tions of momentous events such as the industrial revolution, theory of
the state, and class analysis—have in common. To wit, they attribute
to agents certain explicit assumptions regarding their preferences
that cannot be traced back to a priori axioms. For instance, in or-
der to argue that members of the state apparatus exhibit a constant
tendency to seek expansion of their power, it must be assumed—non-
apodictically—that their minds harbor such a preference to begin

with. Hoppe (2007a, p.15) admits this implicitly as he writes: “Under
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the assumption of self-interest [italics added], every government will
use this monopoly of expropriation to its own advantage—in order
to maximize its wealth and income.” The same applies to the com-
parative analysis of monarchy and democracy: in the former system,
“assuming no more than self-interest, the ruler tries to maximize his
total wealth, i.e., the present value of his estate and his current income
(Hoppe, 2007a, p.18).” On the other hand, “once again assuming no
more than self-interest. .. democratic rulers tend to maximize current
income (Hoppe, 2007a, p.144).”

But to posit this is to transcend the purview of pure praxeology.
Let us briefly recount what, according to Mises, constitutes the differ-
ence between praxeology and history. Namely, praxeology, as a purely
formal discipline, explicates the form of action, i.e., studies deduc-
tively the logical consequences of the fact that persons act. History,
on the other hand, deals with the substance of action, which com-
prises goals actually pursued by agents (Mises, 2007, p.271). Hoppe’s
harnessing the assumption of politicians’ interestedness unambigu-
ously positions his considerations in the realm of Misesian history.
Furthermore, as should be clear from the foregoing summary of his
claims, in his monarchy theory, Hoppe construes this assumption
along reductionist lines. As Nowakowski (2010, p.272) aptly notes,
Hoppe reduces the complex motivations behind the actions of people
in power to the motive of pecuniary gain.> Concomitantly, he employs
a conception of rationality narrower than that characterizing Mises’s

praxeology and more akin to that of neoclassical economics (see Long,

3 In all honesty, in the only explicit formulation I have found in Democracy. .., Hoppe
(2007a, p.144) defines self-interest more broadly as “maximizing monetary and psychic
income: money and power.” As will be seen, however, his theory effectively throws the
power motive overboard. Otherwise, the oversights pinpointed in the next two sections
of this essay would have been avoided. The preponderance of the “wealth and income”
talk is also visible in the quotes adduced above.



Monarchy as private property government... 369

2006; Rizzo, 2015). For if it is assumed that members of the state—or,
for that matter, monarchical or democratic heads thereof—are predis-
posed to do this-and-that on a more or less permanent basis because
their value scales are such-and-such, it must first be assumed (a) that
those value scales are such-and-such and that (b) they are at least
fairly fixed. Were this not the case, Hoppe’s monarchy theory could
not claim any predictive validity, as it does in asserting that “it is
economically and ethically advantageous to choose [italics added]
monarchy over democracy” (Hoppe, 2007a, p.xx).°

As has already been discussed, the cornerstone of Hoppe’s theory
of political systems is the notion of time preference. Despite certain
technical controversies, those followers of Mises who concur that
“the actor always prefers satisfaction sooner rather than later” are
unanimous in deeming this statement an apodictic theorem (Herbener,
2011; Mises, 1998, pp.480-485; Rothbard, 2009, p.15). Perhaps it is
owing to the deployment of this conception that the monarchy theory
may still claim an aprioristic status at least in part, as proposed by
Gordon? Not really. For even if it can be known a priori that one’s
time preference must always be positive, it does not entail that the
factors shaping the degree of time preference can also be discovered
that way (Block, Barnett and Salerno, 2006). Hoppe, recall, holds that

one such factor is ownership, with private property fostering lower

6 One may add that in adopting the assumption of narrow self-interest, Hoppe not
only goes beyond praxeology but also comes closer to political economy in the public
choice tradition, which explicitly disposes of the notion of benevolence on the part of
politicians. By contrast, Misesian economics sticks to praxeological “formalism” by
declaring agnosticism with regard to motives and focusing on the absence of market
process in political decision-making (Boettke and Lépez, 2002). However, what is
presupposed by Hoppe’s monarchy theory is in fact a very narrow self-interest, that
is, one reducible to pecuniary profit. This resembles the classic 19" century model of
economic man much more than its contemporary incarnations, those used by public
choice theorists included.
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time preference, and public property inducing higher time preference.
Realistic as this may sound, it is demonstrably short of an a priori
proposition. To exemplify, imagine a fellow, let us call him Paul,
who seems to be a man of contradictions. On the one hand, he is
a veritable spendthrift: in a small accounting proprietorship that he
owns, Paul always tries to work as little as possible, and all income
he derives disappears within a week, spent on whiskey, drugs, and
women. Needless to say, no savings at all are made. On the other
hand, Paul simultaneously happens to be a card-carrying communist.
As a party member, he is anything but unreliable: he serves as the
party’s treasurer, and in this capacity he proves as pennywise as it
gets. In actuality, Paul’s attitude is not so contradictory: he simply
resents capitalism so much that saving money earned as a wicked
petty bourgeois is the last thing he is interested in doing. When the
longed-for revolution finally comes, Paul starts working himself to the
bone for his recently collectivized company, and his years of drinking
and womanizing are gone. Currently, Paul is saving half his pay so
that the Party may one day inherit it.

What Paul’s example evinces is, first, that it might indeed be the
case that public ownership will lower one’s time preference while pri-
vate ownership will increase it, and second, that the direction in which
one’s time preference changes in response to a change in ownership
arrangements is contingent upon one’s goals. Paul is a communist
altruist, so to him the time discount on the same good is higher when
it is owned by himself and lower when it belongs to a communist
state. In contrast, Hoppe’s politicians are rational egoists. Their time
preference goes down when goods are theirs and up when they are

owned publicly not because any praxeological law so dictates, but
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because they are self-interested. Once again, then, Hoppe’s argument
could not get off the ground if certain assumptions regarding human
preferences were not made.

With that in mind, we are poised to demonstrate why Hoppe’s
conceptualizations of political systems should be viewed not as prax-
eological theories but as Weberian ideal types. Mises, who adopted
this tool as well, insisted, however, that the use of the ideal type be
restricted exclusively to the domain of history (Mises, 1998, pp.59-64;
2007, pp.315-322). Now there are various divergent positions in the
literature on the nature and functions of ideal types (see Kuninski,
1980, pp.35-119). What is nevertheless not up for the debate is that
ideal types are built upon “the one-sided accentuation of one or more
points of view and by the synthesis of a great many diffuse, discrete,
more or less present and occasionally absent concrete individual phe-
nomena” (Weber, 1949, p.90; see also Mises, 2007, pp.315-320). The
role of this procedure is, among other things, to help the researcher
make sense of the infinitely complex reality of human action (Mises,
2007, p.320). A good example of how the ideal type works might
be Weber’s (2001) famous model of the Protestant, who, hoping that
earthly success will prove evidential of his being predestined for sal-
vation, is driven by the stringent precepts of labor ethics. Thus, of
all urges that could possibly influence the Protestant’s actions only
one is picked and brought to the extreme. The same goes for Hoppe’s
model of monarch, which predicts that the ruler will act solely and
consistently on the motive of personal enrichment. The way Hoppe
makes use of the ideal type is nonetheless different from how their
role was viewed by Mises. It is then worthwhile to take a closer look
at where those thinkers part company so as to better appreciate the

specificity of Hoppe’s position.
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Crucially, Mises did not attribute to the ideal type nomothetic
qualities, let alone the standing of an incontestable a priori truth. He
chided Weber for his treatment of the laws of economics as ideal-
typological simplifications, which shows that Mises regarded prax-
eological theories and ideal types as two distinct methodological
categories (Mises, 2003, pp.79-98). Moreover, based on his dichoto-
mous division between theory and history, Mises unequivocally saw
the ideal type as an instrument of the latter. Hence the requirement
that ideal types be historically concrete, so as to capture the workings
of a given historical situation (Mises, 1998, p.62).

Unlike Mises, Hoppe is not consistent in dividing social science
knowledge exhaustively into “generalizing” theory (praxeology) and
“individualizing” history. In his early, German-language methodologi-
cal treatise, between these two groups of disciplines, there emerges
a third field: sociology, which encompasses “generalizing” (although
not a priori) explanations of historical facts in the form of articu-
lated theories, both middle-range and grand. While informed and
constrained by praxeology, sociological investigations contain the
element of looser, non-apodictic speculations, a part of which comes
down to the explicit employment of fallible, substantive assumptions
with respect to the goals or preferences of agents (Hoppe, 1983,
pp-33-38). In brief, inquiries of this kind differ from Mises’s history
in that they operate at a higher level of generality, and therefore do not
pay heed to the postulate of historical concreteness. A general, com-
parative analysis of monarchy and democracy could then be classified

as belonging in this intermediary realm.’

7 That is exactly how Hoppe designates his intellectual project in Democracy. .. How-
ever, the meaning he attaches to the term is somewhat different this time. Hoppe writes:
“I wish to promote and contribute to the tradition of grand social theory, encompassing
political economy, political philosophy and history and including normative as well
as positive questions. An appropriate term for this sort of intellectual endeavor would
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As will be seen, the limitations of Hoppe’s theory of monarchy
stem in no small part exactly from the excessive tendency toward
simplification, or stated more precisely: from the mentioned overem-
phasis placed on monetary gain in explaining the actions of monarchs.
For although, as Kenneth Waltz (1979, chap. 1) keenly observes, to
theorize is essentially to simplify, it does not follow from this premise
that simplifying is always justified to the point of trimming a theory to
a single explanatory variable. Praxeology is arguably capable of doing
so without incurring any cognitive loss thanks to commencing with
a single yet unassailable axiom stating that humans act, coupled with
a few uncontroversial, auxiliary assumptions such as the disutility of
labor (Rothbard, 2009, chap. 1). An ideal type, on the other hand,
lacks this sort of ultimate grounding, so the choice of but one action
motive as a starting point always runs the risk of throwing out with
the bathwater of futile minuteness the baby of adequacy.

Another upshot of classifying the Hoppean monarchy theory as
based on a sociological ideal type rather than a praxeological a priori
theorem is that as a specimen of the former, it must not be con-
fused with what Mises refers to as catallactic functions, i.e., “distinct
functions in the market operations” such as entrepreneur, capitalist,
landowner, or laborer (Mises, 1998, p.252). As will be shown below,
the understanding that underlies Hoppe’s ideal-typological model of
monarchy suffers precisely from this confusion.

seem to be sociology” (Hoppe, 2007a, p.xxiv). The terminological confusion is com-
pounded when in his other methodological piece, Hoppe (Hoppe, 2007b, p.43) adopts
Mises’ bipartite division of social science into (praxeological) theory and history
without mentioning sociology as a distinct discipline. Be that as it may, “sociology,” as
opposed to “history,” seems to be an accurate label for a theoretical and generalizing
inquiry that at the same time does not fall within the remit of praxeology (on the
standing of sociology in the Misesian tradition, see Robitaille, 2019).
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4. Politician, not capitalist landowner

Having established the ideal-typological and sociological nature of
Hoppe’s conception, we are now in a position to subject it to critical
scrutiny. First and foremost, serious suspicions are raised by the very
fact of underscoring the pursuit of pecuniary profit as the key driver
of politics. In effect, Hoppe proceeds with his argument as if the
concept of the monarch exemplifies at least in part the catallactic
functions of the capitalist or the landowner. It is only by doing so
that Hoppe can claim that “elementary theoretical insights regarding
the nature of private property and ownership versus ‘public’ property
and administration” suffice to ground his theory of monarchy. Mises
(1998, p.255) defines the said functions in the following way:

Capitalist and landowner mean acting man in regard to the
changes in value and price which, even with all the market
data remaining equal, are brought about by the mere passing
of time as a consequence of the different valuation of present
goods and of future goods.

However, as Mises (1998, p.254) makes clear, all landowners
and capitalists are at the same time entrepreneurs (i.e., actors facing
uncertainty), which in the realities of the free-market economy neces-
sitates the adjustment to the ever-changing preferences of consumers
(1998, pp.270-272). The monarch, on the other hand, is not a capi-
talist or a landowner in the sense explained by Mises. The latter two,
as catallactic functions, belong in the free market economy (Mises,
1998, pp.252-256). The free market or capitalism is, under Hoppe’s
(2016, p.20; cf. 2009, p.92; 2011, p.320) own definition, a system
based not on any old private property but precisely on titles derived

from original appropriation, contracts, and subsequent production. By
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contrast, the state, whatever its form, exists only in contradiction to
the acts of homesteading and contracting (Hoppe, 2016, pp.49-52;
Rothbard, 2009, p.877). Thus, there can be no “free market of states,”
wherein “capitalists” (kings and princes) could exchange and invest
their wealth expecting positive returns that result from consumers’
satisfaction. Such a notion constitutes a contradiction in terms on the
grounds of Hoppe’s own systematic commitments. Strictly speaking,
in Franz Oppenheimer’s (1922, p.25) sense, monarchs are not econom-
ically active at all. Rather, all their operations are of a political nature,
i.e., derive income on a coercive basis, which alters considerably the
incentive structure kings are affected by.?

Quite revealingly, elsewhere Hoppe (2016, p.192) names three
reasons capitalism—i.e., the system founded upon respect for private

property—proves more efficient than regimes of public ownership:

First, only capitalism can rationally, i.e., in terms of consumer
evaluations, allocate means of production; second, only capi-
talism can ensure that, with the quality of the people and the
allocation of resources being given, the quality of the output
produced reaches its optimal level as judged again in terms of
consumer evaluations; and third, assuming a given allocation
of production factors and quality of output, and judged again
in terms of consumer evaluations, only a market system can
guarantee that the value of production factors is efficiently
conserved over time.

8 Hoppe’s definitions are evidently embedded in the political philosophy of Rothbar-
dian libertarianism he advances. A public choice economist would employ a different
terminology, perhaps one implying no such categorical distinction between volun-
tary market actions on the one hand and coercive government undertakings on the
other. Nevertheless, despite this divergence, it is unambiguously clear for both Austro-
libertarians and public-choicers that the free market and the state generate very different
incentive structures. Which is precisely what Hoppe’s argument obfuscates.
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Observe now that these three advantages are not separate from
one another but logically interconnected. Specifically, they all have
to do with the supply side being dependent on the demand side. In
sharp contradistinction, states, monarchies included, develop con-
trary to demand, owing to taxation and monopolization (Hoppe, 2006,
pp-49-52). What makes economic calculation, resulting in the means
of production being allocated in the most effective fashion, both requi-
site and possible is the necessity of satisfying consumers’ preferences.
As brought home for us by Mises (2012), the problem is most vivid
in the socialist economy, whereby central planners are in the dark
when trying to decide what to produce and how. Nonetheless, even
public enterprises operating in a free-market environment still prove
incapable of allocating resources efficiently, for being freed from the
pressure of consumers’ caprices, they simply do not need to do so
(Mises, 1944; Rothbard, 2009, pp.952-953). By the same token, were
it not for that pressure, there would be no need for producers to seek
the highest quality of output. In a word, the source of capitalisms’
efficiency is that the producer has to serve the consumer. And because
that is not the monarch’s occupation, neither of the above factors is
at work in his case. Not surprisingly, Hoppe does not mention them
either.

Things get somewhat more complicated when it comes to the
notion of value conservation in time. Plainly, it is this element that
undergirds Hoppe’s time-preference-based monarchy theory. Indeed,
one need not be a demand-responsive entrepreneur to have a vested
interest in preserving the value of his estate, even if to say so is a well-
reasoned generalization made under the assumption of self-interest
rather than an a priori proposition. Still, since all value is subjective,
what counts as the long-term value of a resource depends on who does

the valuing. And it goes without saying that with the monarchical
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state, it is done not by the willing consumers but the ruler himself. It
is true that, as Hoppe (2007a, p.18) points out, rulers do trade their
estates between one another every now and then. They nevertheless
do so within a political, not an economic (again in Oppenheimer’s
sense) structure. The factors that might add to the value of an area in
the eyes of monarchs are therefore likewise political. What matters is
not only the economic capacity but also strategic localization, signifi-
cance for dynastic alignments, fortifications, manpower available for
the military, and the like. The quality of the economy is certainly of
paramount importance, yet it is only one among other relevant vari-
ables. This also explains why monarchs trading their estates is a rather
rare occurrence. After all, other monarchs—the potential buyers—are
politicians as well, so they can use the purchase against the seller up
to the point of wiping his kingdom or duchy off the face of the earth.

This, of course, does not invalidate Hoppe’s analysis completely
as long as one takes it to be what it really is, i.e., as an exploration
of the consequences of the lower time preference of monarchs as
compared to democratic leaders that comes with the hereditary claim
to power. Needless to say, there is no need to remove the economy
from the calculations of kings and princes. At the end of the day, the
economic capacity of their country is one of the things all statesmen
should care about, not least because it contributes predominantly— as
an element of so-called latent power—to the military and diplomatic
potential of the state (Mearsheimer, 2001, chap. 3). The point is to see
things in the right proportions, neither ignoring nor overemphasizing

the role of the pecuniary profit factor in politicians’ calculations.
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5. Applications: power and war

With the epistemological status of Hoppe’s monarchy theory ex-
plained, let me spend the remainder of this essay trying to improve on
his approach in a fashion avoiding the one-sidedness Hoppe himself
fell prey to. What shall be done below is a humble attempt at outlining
an ideal type of monarch that, first, takes seriously the motive of
power-seeking and, second, acknowledges those implications of the
monarchical private ownership in government which, overlooked in
Hoppe’s original analysis, make monarchy not as benign as advertised.
To start with, whatever the importance of the economy, it is safe
to assume that the lust for power for its own sake can rank as a motive
for political activity at least as strong as financial gain (Nowakowski,
2010, p.272). In fact, that is precisely what Austro-libertarians, Hoppe
included, normally posit when investigating the nature of the state
in the context of class analysis (Hoppe, 2006, pp.117-138; Roth-
bard, 2000, pp.55-88). As Sierpiniski (2016, p.557) pointedly argues,
whether supporting the prosperity of his people is actually desirable
for the maintenance of the king’s power is far from obvious. That
the opposite will turn out to be the case is particularly likely in eco-
nomically backward monarchies. For as Tocqueville (1955) famously
noted, governments face the highest risk of revolution not when they
are the most repressive, but when they begin to reform.
Furthermore, even a monarch driven chiefly by financial aspira-
tions can largely satisfy his craving regardless of the nation’s eco-
nomic condition. Examples of breathtakingly opulent dictators ruling
more or less underdeveloped, and sometimes downright devastated
countries abound, with the contemporary cases of Idi Amin, Mobutu
Sese Seko, Vladimir Putin, or Kim Jong Un readily springing to mind.

This is due to the already mentioned fact that the monarch, not being
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a capitalist landowner but a politician, can extract income from his
property irrespective of the evaluation of his services on the part of
his subjects.

Moreover, what matters are not only the motives of politicians
but also institutions. Modern democracy, to invoke the well-known
definition by Joseph Schumpeter (2006, p.269), is “that institutional
arrangement for arriving at political decisions in which individuals
acquire the power to decide by means of a competitive struggle for
the people’s vote.” If “competitive” is to denote open entry, as it in
fact does in contemporary democratic theory, it entails logically (even
if not necessarily in practice) the guarantee of certain political free-
doms (and related property rights) such as freedom of association or
freedom of speech (Dahl, 1989; Tilly, 2007, pp.13-14).° The oppo-
site is true of monarchy. Indeed, maintaining the monopoly of power

requires diminishing this exact freedom. It is then no coincidence

9 Since the job of the present section is ideal-typological modeling, it is plain that such
purely analytic truths about democracy and monarchy must be taken into account. It
is, of course, another question whether those truths—and the ideal types built upon
them—are successful in elucidating real-world facts and processes, that is, whether
existing democracies live up to the ideals enshrined in their definition. As mentioned,
to give a full empirical account of the applicability of my suggestions would require
a separate study. Still, it is worth noting that unlike most absolute monarchies past and
present, democracies (at least the Schumpeterian ones, consisting in free elections and
universal suffrage) do refrain from instituting censorship. Although more subtle means
of free speech suppression are deployed here and there, e.g., through the pressure
exerted on Big Tech, and certain views considered extreme or totalitarian (particularly
Nazism and fascism, though not necessarily communism) tend to be outlawed, the
restrictions are always short of full-fledged, institutionalized censorship, which remains
an anathema. Note that what I am referring to is the type of democracy described
by Schumpeter and Hoppe himself, at least when the latter author talks about the
deleterious ramifications of popular voting. In Hoppe, one can also discern a broader
notion of democracy, which encompasses any system of public property in government
whether free and fair elections take place or not (Nowakowski, 2010). Of course, there
are regimes that satisfy this definition (most notably Nazism and communism) to
which neither Schumpeter’s definition nor my argument applies.
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that absolute monarchies, historical and contemporary alike, often
impose some kind of censorship.!” The same applies to the question
of checks and balances. However imperfect the mechanisms built in
the constitutional systems of modern democracies might be, they at
least exist. Whereas absolute monarchy, by assumption, seeks to do
away with all such institutions altogether. The tacit conclusions of
Hoppe’s monarchy theory, on the other hand, turn the tenets of classi-
cal liberalism on their heads: if monarchy is better than democracy
because it represents private property government, then—as Hoppe
(2007a, £.9) himself asserts— absolute monarchy is monarchy at its
finest. Therefore, it proves preferable not only to democracy but also
to any form of monarchy or mixed government that does implement
checks and balances, since to do so is, by definition, to abridge the
ownership rights of the monarch. That is to say, no constraints at all is
allegedly better than weak constraints. Again, that Hoppe overlooks
this objection may be explained by the absence of a specifically po-
litical analysis in his theory. No one needs free speech guaranties,

separation of powers, or checks and balances on a ranch.!!

10 Admittedly, as noted by Henshall (2013, pp.114—117), censorship in early-modern
absolute monarchies was not as stringent as the commonplace narrative has it. Some of
Rousseau’s subversive books or Diderot’s and d’ Alembert’s Encyclopédie got through
in France, while England was keeping in force libel and sedition laws that heavily
diminished freedom of press long after the Glorious Revolution of 1688. On the other
hand, in the wake of the post-Vienna Congress restauration, censorship took hold of
most European nations (Henshall, 2013, p.208), which suggests that monarchs are
inclined to impose it when they fear that their position might be threatened. Given
the power of today’s media and the level of social pluralism, that would presumably
be their policy in contemporary Europe as long as the prince’s authority were to be
safeguarded. Not surprisingly, present-day monarchies outside the West also maintain
pretty strict censorship.

I The complete neglect of the free speech question in Hoppe’s (2007a, pp.50-62)
comparison of the historical achievements of monarchies and democracies is indeed
quite startling. Are taxes and inflation really everything that matters for a libertarian?
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This criticism seems even more formidable than the ones previ-
ously raised. For what those arguments testified to were only certain
limitations of Hoppe’s claim that monarchy means a longer planning
horizon, which in turn means a lower level of property rights viola-
tions. They did not undermine this contention per se, if only down
to the importance of economic development for the relative strength
of a state in its relations with other states. In short, the reasoning
so far has shown why a monarch can rob and enslave despite being
a monarch. What the argument from political freedoms and separation
of powers demonstrates is, on the other hand, that in some respects
a monarch is indeed more dangerous than a democratic caretaker
precisely because he is a monarch (as Hoppe portrays him). It entails,
moreover, that monarchs can be expected to infringe upon private
property rights in departments such as the suppression of free speech
to the greater extent, the longer their planning horizon is and the more
conscientious owners they are. A king diverted from the pursuit of his
dynasty’s interests by sheer naivete or sincere devotion to libertarian
principles can allow for free competition between political ideas, in-
cluding those calling for his own overthrow; one preoccupied solely
with the prosperity of his family business cannot.

The private character of monarchical ownership may incentivize
rulers to engage in aggressive behavior in yet another way, to wit, by
aggravating conflicts over power. True, in democracies, politicians
do kill one another or, worse still, wage civil wars when incapable of
seizing power in the wake of an election. However, such hostilities
are usually fueled not by the narrow self-interest of politicians but
rather by ethnic, religious, or ideological tensions (Megger, 2018).
For monarchs, violent games of thrones all too often become part and
parcel of their profession. The reason is simple: the bigger the reward,

the greater the lengths one is willing to go to in order to get it. He
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who recoils at the idea of slaughtering his rival (who may at the same
time happen to be his friend or brother) for four or five years term in
a democratic office need not be that much appalled by the prospect of
doing the same should that mean winning a vast estate to be enjoyed
by him and his posterity for centuries to come.

Relatedly, private ownership in government generates incentives
for interstate bellicosity. True enough, the prospect of drawing income
from the conquered economy should prevent the ruler from wrecking it
in the course of military actions, and the lack of democratic-nationalist
legitimation of power weakens the case for conscription. On the
other hand, those very same factors increase the likelihood of waging
war in the first place. First off, building empires or creating and
protecting zones of influence are typically long-term projects that
require relatively low time preference. Their time horizon usually
exceeds the term of the democratic politician. Hence, the king is
more likely to pursue such policies than the president. On top of
that, newly captured lands offer an opportunity for additional profit
for the monarch and his kin, which again makes him more likely
to seek territorial acquisitions than his democratic counterpart, who
has no business fighting for spoils that will come about when his
term has long been over (Mises, 1985, p.121). It is for a reason that
Austro-libertarians standardly invoke the interests of the deep state
when explaining imperialism of democratic nations such as the USA
(Rothbard, 2011; Hoppe, 2006, pp.77-116). After all, bankers and
industrial-military complex people are private owners with the right
to bequeath, so their time preference can accordingly be expected to
be comparatively low, just as that of kings. Furthermore, the ideology
of the democratic nation-state mitigates imperialism in that it imposes
non-negligible limits on the policies of conquest: the size of the

state ought to be congruent with the borders of a nation’s settlement
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(Gellner, 1993, p.1; Mises, 1985, p.118). By contrast, monarchy, as
a regime whose cosmopolitanism stems from legitimation coming
from the ruler’s rightful claim rather than from popular (national)
approval, faces no such constraints. The monarch, uninterested in who
it is that he is going to reign over, can in principle seize whatever
territory he finds attractive. Yet again, that Hoppe disregards this stems
from his overemphasizing the economic value-conservation factor,

while downplaying the political value-destruction factor.'?

6. Conclusion

Hoppe’s comparative analysis of monarchy and democracy undoubt-
edly furnishes a number of original, intriguing, and thought-provoking
vistas. Moreover, the very attempt to apply Austrian economics to
problems typically penetrated by political scientists and public choice
scholars is in and of itself worth the price of admission. It transpires,
however, that the theory ultimately falls short of substantiating one
of its central claims, namely, that monarchy, although beset by all
sorts of evils inherent for all states, is after all a preferable politi-
cal setting insofar as property rights protection is concerned. The
foregoing investigations have challenged this thesis chiefly from the
methodological angle. More specifically, it has been demonstrated

121n the literature, one may find far more arguments to the effect that democracy
produces peaceability rather than belligerence, known under the umbrella name of
democratic peace theory. Many of those claims are highly debatable, though (see
a plausible critique by Hoppe (2021, pp.232-237) as well as a recent realist discussion
of democratic peace theories in (2018)). The empirical record does not seem conclusive
either. Although earlier research (Pinker, 2012; Rummel, 1983) seemed to support
theories of democratic peace, Cirillo and Taleb recently (2015) argued that no such
regularities might really be observed. At any rate, Hoppe’s anti-democratic and pro-
monarchical conclusions do not find confirmation.
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that rather than a body of a priori, praxeological truths, Hoppe’s
monarchy theory contains an ideal type of the politician driven by
self-interest and bestowed with an inheritable title to the throne. Yet,
the analysis under criticism proceeds as though it did fall within the
scope of praxeology, or even catallactics, which it does in mistakenly
depicting monarchy as a capitalist landowning enterprise of sorts.
This article, on the other hand, argued that as a sociological endeavor,
explorations of political regimes have to take account of a broader set
of preferences ascribable to monarchs—i.e., a broader concept of their
self-interest—than bare monetary profit seeking. Furthermore, even
when strictly profit-oriented, monarchs can still be inclined to pursue
policies of aggression and parasitism. First, as statesmen and not capi-
talist landowners, they operate within a legal framework that allows
them to derive profit on a coercive basis, which undermines the causal
relation between the quality of the economy and the wealth of the
king himself. More important still, the hereditary nature of their claim
incentivizes monarchs to take greater pains—as compared to demo-
cratic politicians—in striving for power, which also involves more
extensive use of political means. This does not mean that Hoppe’s the-
ory offers no benefits for our understanding of political systems and
historical processes brought about by their succession. All in all, one
takeaway from our inquiry is that it does matter whether a politician
can expect a lifetime sitting on the throne for him and his descendants,
or just a few untransferable terms in office. However, an adequate
analysis of political systems needs to grasp far more ramifications of
this fact than Hoppe’s own work does. Moreover, those ramifications,
when judged from the liberal-libertarian vantage point, turn out to be
ambiguous: some are conducive to property rights and free markets,

some are not. Consequently, one is not warranted in concluding that
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monarchy surpasses democracy in preserving institutions cherished
by free-marketeers as keys to freedom and prosperity. What we are

left with is a much more nuanced picture.
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Abstract
This paper is an attempt to clarify the concept of demonstrated prefer-
ence in the economic analysis of the Austrian School of Economics.
It considers several interpretations of this concept: (1) as a thymolog-
ical concept which matters in empirical interpretations of concrete
human actions; (2) as a preference expressed in voluntary actions;
(3) as the only existing preference; (4) as the only preference which
matters in economics; (5) as the only preference which matters in
the economy. It is argued that despite the Austrian insistence on (4),
the only interpretation resistant to criticism is (5). Unfortunately, it
is not sufficient to draw or reinforce the conclusions that Murray N.
Rothbard and his followers reach in their considerations on welfare
economics, monopoly theory, public goods theory, and game theory.
A number of additional clarifications are also made (e.g., the concepts

of “voluntariness” and “psychologizing” in economics).
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1. Introduction

he concept of demonstrated preference (henceforth: DP), named
Tand formulated in 1956 by Murray Newton Rothbard in his
essay Toward a Reconstruction of Utility and Welfare Economics
(Rothbard, 2011a), had a significant impact on the later research
practice of some representatives of the Austrian School of Economics
(henceforth: ASE). It allowed Rothbard to draw radical conclusions
in welfare economics, monopoly theory, or public goods theory (cf.
Rothbard, 2009a,b; 2011a). Rothbard’s arguments in these areas were
adopted by other Austrians (e.g., Block, 1983; Herbener, 2008; Hoppe,
1989; 2006; Wisniewski, 2018). Roughly speaking, it can be said
that according to DP, in economics only those preferences that are
demonstrated in the actions of individuals matter. Criticism of the
concept (e.g. Nozick, 1977; Caplan, 1999; Kvasnicka, 2008), and the
need for its subsequent defence (e.g., Block, 1999; Wysocki, Block
and Dominiak, 2019; Gordon, 2022), however, suggest that there are
some ambiguities related to DP.

The research problem I take up in this article is: what does it mean
that in economics only those preferences that are being demonstrated
in actions matter? My goal is to present a systematic interpretation of
DP. This will allow me to fill the research gap in the indicated area and
solve an important problem regarding the research practice of some
contemporary representatives of ASE. I will try to solve the problem
by using the principle of charity, which involves critiquing certain
ideas in their strongest possible variants. In the course of my research,
I will primarily resort to logical analysis and hermeneutics. I will try

to account for the thesis that the most convincing interpretation of DP
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is not sufficient to draw the conclusions reached by Rothbard and his
followers in the field of welfare economics, monopoly theory, public
goods theory, or game theory.

In section 2, I illuminate the Rothbardian understanding of DP, as
laid out by Rothbard. In section 3, I present DP as a thymological con-
cept and argue for rejecting this interpretation. In section 4, I consider
whether preferences can be demonstrated in coerced actions and show
the consequences of an affirmative and a negative answer to this ques-
tion. In section 5, I turn to an interpretation of DP that seems to best
fit the intentions of the Austrians (that only demonstrated preferences
matter in economics). I consider this in two variants: strong, easily
exposed to criticism (5.1), and weak, more resistant to criticism (5.2).
However, I submit that both interpretations have similar practical
consequences and it is difficult to find a convincing argument for their
acceptance. In section 6, I present what I think is the most appealing
understanding of DP (that only demonstrated preferences influence

the social processes). Section 7 briefly concludes.

2. Demonstrated preference—an outline of the
concept

Rothbard sees traces of DP in the writings of William Stanley Jevons,
Irving Fisher, Frank Fetter, and Ludwig von Mises (Rothbard, 2011a,
p-290). Since my considerations are not of a historical nature, I will
make Rothbard’s formulation the starting point for further analysis.
The reason for this is that it is his formulation that is at the core of his
and his followers’ research practice.

Rothbard’s motivation for formulating DP is the belief that eco-

nomics is a science dealing with human action. Human action, in turn,
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is a purposeful behaviour, or a conscious pursuit of chosen goals by
definite means. The main idea behind DP for Rothbard is the belief
that action expresses the preferences of the person undertaking it.
Or, in his words: “The concept of demonstrated preference is simply
this: that actual choice reveals, or demonstrates, a man’s preferences;
that is, that his preferences are deducible from what he has chosen in
action” (Rothbard, 2011a, p.290).

Later in his article, Rothbard rejects Paul A. Samuelson’s concept
of revealed preferences because, he argues, it inevitably smuggles
in the erroneous assumption of the constancy of preferences over
time, while, in accordance with the ASE methodology, preferences
of economic actors can be constantly changing (Rothbard, 2011a,
p-294).

Rothbard also rejects two extreme approaches to human action,
which he calls psychologizing and behaviourism, respectively. Psy-
chologizing is supposed to consist of (a) speculating about preferences
not demonstrated in actions and (b) dealing with psychology’s char-
acteristic consideration of why people have certain preferences and
how they are formed (as I will try to show later, (a) and (b) are not
the same, so it is difficult to understand why Rothbard writes about
these ideas in the same breath). Behaviourism!, on the other hand,
consists in completely ignoring the mental dimension of human ac-
tion (goals, preferences, beliefs) and focusing only on its physical

dimension. Contrary to behaviourists, Rothbard points out that mental

! More specifically, we could distinguish between methodological and ontological
behaviourism. While the former underlies that referring to mental states (such as
preferences) does not constitute scientific explanations, the latter says that mental states
(such as beliefs and desires) do not exist at all. Although methodological behaviourists
need not subscribe to ontological behaviourism, the latter must be recognized as
a sound basis for the former. Rothbard (2011a, p.297) seems to be criticizing both of
them. However, he does not make the distinction between them explicitly.
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states (preferences) matter in scientific explanations of human actions.
However, contrary to “psychologists”, he argues that in economics,
only those preferences that economic actors demonstrate in actions
are relevant. Consequently, in practice, he recognizes that the concept
of preference makes no sense apart from the actual action. According
to DP: “economics deals only with preference as demonstrated by
real action” (Rothbard, 2011a, p.333).

Before proceeding, one further clarification might be regarded as
important. More specifically, and as it happens to be unclear in the
Austrian literature, it is worth asking what the concept of preference
means? Most of all, we need to note that preference is not a simple
intention or desire. Rather, it expresses a relation between at least two
competing wants. In other words, preference assumes the existence of
at least two alternatives, one of which is valued more highly than the
other. It looks consistent with the following quote from Rothbard: “If
a man chooses to spend an hour at a concert rather than a movie, we
deduce that the former was preferred, or ranked higher on his value
scale. Similarly, if a man spends five dollars on a shirt we deduce
that he preferred purchasing the shirt to any other uses he could have
found for the money” (Rothbard, 2011a, p.290).

It seems that based on the last sentence, we can infer that ac-
cording to Rothbard, it is not necessary to know what the second-best
alternative is. He simply assumes that there was one. Given actual con-
straints, an agent chooses the course of action that appears to him best
available. A probable implicit premise in this reasoning is that human
action is based on some kind of deliberation over different possible
scenarios. Still, what is important in light of DP is not the content of
the second-best alternative but that human action (conscious pursuit

of ends) presupposes a choice between alternatives, and that the first
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alternative is of particular interest to the sciences of human action.
As David Gordon (2022) put it, DP “means that choice reveals the
chooser’s highest preference”.

3. Demonstrated preference as a thymological
concept

It is sometimes said that Samuelson’s concept of revealed preference
was intended to give economic theories empirical significance. By
observing consumer behaviour, the assumptions and conclusions of
economic theory could be confirmed or falsified. For example, if one
of the assumptions of the rational choice theory is that the preferences
of economic actors are transitive (someone who prefers A over B and
B over C must prefer A over C) and if empirical research has shown
that sometimes their preferences are intransitive, then the assumption
of transitivity could be considered falsified (this type of research is
often conducted within the framework of so-called behavioural eco-
nomics). The question is then: is DP also supposed to give economic
theories empirical significance? At this point, I will try to present the
consequences of both possible answers to this question.

Let me begin by recalling the radical division between theory
and history introduced by Mises and adapted by Rothbard. According
to Mises, there are two branches of the sciences of human action:
theoretical and historical. Economics, which is a part of the theoretical
sciences of human action (praxeology), is an axiomatic-deductive
science, taking as its basis the axiom of human action as a conscious

pursuit of chosen ends. Economic theories and laws are not subject to
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empirical verification or falsification. The only way to undermine them
is to demonstrate that the said theories and laws involve fallacious
reasoning (cf. Mises, 1998, pp.30-41).

Mises refers to the science that underlies the historical sciences
of human action as thymology. The basic method of thymology is
the so-called empathic understanding (or, to use a term introduced
by Max Weber, Verstehen). The essence of this method is striving for
interpretation of the meaning that other people give to their actions
and to natural as well as social phenomena. This method requires the
assumption that other people have a mental structure similar to ours;
that they are beings who pursue their own ends by definite means;
that they are guided by certain beliefs and desires. Accordingly, if
a literary scholar wants to correctly interpret the work of a poet, he
should get to know his biography, get acquainted with the values
he held dear, and deepen his knowledge of the literature he read. If
a historian wants to understand why Henry VIII renounced obedience
to the Pope, he should understand his social situation, character traits,
and the private and political goals he could have wanted to achieve by
entering a second marriage (Mises, 2007, pp.264-284).

The method of Verstehen is also reflected in Austrian subjec-
tivism (Lachmann, 1971). The need to refer to this method in em-
pirical research results from the observation that the “data” of the
social sciences are inherently subjective (Hayek, 1952).Thymological
knowledge is never certain. No one has a direct insight into the minds
of other people. Moreover, such data cannot be verified or falsified by
any act of measuring external qualities. Thymological interpretations
can be made more reliable or plausible by deepening historical, psy-
chological, or sociological knowledge. The humanities and theoretical
social sciences can also help here. Historical (thymological) research,

however, cannot invalidate the findings of economics (praxeology).
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They play a different role: they help to determine when a given theory
can be applied (they can also suggest the direction of development of
the theory and be a source of empirical auxiliary assumptions, cf. e.g.,
(Wisniewski, 2014)).

Although, as Mises points out, “thymology has no special relation
to praxeology and economics” (Mises, 2007, p.271), there is no doubt
that he treats these disciplines as complementary to one another. In
order to properly interpret historical events, theoretical knowledge
derived from economics and praxeology is necessary. In order to find
out when a particular theory is applicable, it is necessary to under-
stand a specific historical (i.e., taking place in history) situation. One
discipline without the other is useless. As Roderick T. Long succinctly
puts it: “Praxeology without thymology is empty; thymology without
praxeology is blind” (Long, 2008, p.50).

At this point, we can restate the initial question: is DP a prax-
eological or thymological concept? Is it possible to conclude that,
thanks to DP, an observer gets a certain empirical knowledge about
the purposes and preferences of economic actors? By no means. As
we have seen, according to Austrians, such knowledge can never be
certain. From the mere observation of external manifestations of some-
one’s actions, it is impossible to draw conclusions about their goals,
beliefs, or preferences. As, Hans-Hermann Hoppe (2005), Rothbard’s
follower, observes, citing John Searle (1984, pp.57-58), human action
has two aspects: external (physical, behavioural) and internal (mental,
psychological). There is no doubt that only the physical movements of
bodies can be observed, not human goals and preferences. Therefore,
in order to fully understand someone’s actions, it is also necessary
to grasp the mental aspect, i.e., the intentions, beliefs, and desires of

a given person.
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Consider the example of a child being baptized in a church. The
goal of both the priest and the parents of this child is to blot out its
original sin and include it in the community of the Church. To an out-
side observer, who has no knowledge of Christianity, however, it will
only be an incomprehensible pouring of water onto the child’s head
and making the sign of the cross on its forehead. Observation of the
mere physical movements of bodies, characteristic of behaviourism,
does not allow for a full description of this event. In order to grasp
the essence of social situations, it is necessary to understand the goals
and beliefs of the people involved in them. Both Mises and Rothbard
reject the behaviourist approach (cf. Mises, 2007; Rothbard, 2011a).

Nevertheless, there is no shortage of accusations in the literature
that Rothbard’s DP is essentially behaviourist (e.g., Prychitko, 1993,
p-574). Bryan Caplan argues in a similar vein, noting that external
manifestations of actions do not allow us to draw conclusions about

the mental states of the individuals undertaking them:

Indeed, Rothbard could have taken this principle further. When
two people sign a contract, do they actually demonstrate their
preference for the terms of the contract? Perhaps they merely
demonstrate their preference for writing their name on the
piece of paper in front of them. There is no ironclad proof that
putting one’s name on a piece of paper is not a joke or an effort
to improve one’s penmanship. (Caplan, 1999, p.833)

Therefore, it seems that DP cannot be regarded as a method of inter-
preting human actions in empirical reality. Thymological knowledge
consists of the proper interpretation of concrete actions. It is based
on the method of Verstehen. DP does not develop or change anything
in this procedure. Accordingly, this concept seems unnecessary at
best and misleading at worst in this context. Thus, it seems that the

thymological interpretation of DP is also to be rejected.
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Furthermore, Rothbard’s objection to “psychologizing” with re-
gard to “speculating about preferences not being demonstrated in
actions” also does not seem well-grounded. Rothbard states that non-
demonstrated preferences should not be of interest to economics
because the assumption of their existence or their specific scale is
based on uncertain conjectures (Rothbard, 2011a, pp.296-298). But if
thymological knowledge can never be certain, does it not mean that
the charge of psychologizing can be applied to both “demonstrated”
and “non-demonstrated” preferences? Of course, to say that a person
has a certain preference, based on the fact that he has undertaken
a definite action, is much better justified than to say that this person
has a preference for something he has never pursued in action (or
at least no one has observed it). No external observer, however, can
ever say with absolute certainty that the person has demonstrated
a preference for something particular because there is no direct insight
into that person’s mind (not even that person’s self-declaration settles
anything—he could simply lie, after all). Knowledge of mental states
is not verifiable. Only an acting individual, through introspection,
knows with certainty their own intentions and beliefs.

The considerations presented further in the article are based on
the assumption that DP is an analytic tool of economic theory (prax-
eology), not thymology. Acting individuals demonstrate their goals
to themselves or, in an imaginary world invented for didactic pur-
poses, to an economic theorist. An economist who wants to explain
an economic phenomenon or explain an economic theory can, after
all, describe a scenario in which he assumes that an economic actor
has certain preferences (to the economist, both demonstrated and
non-demonstrated preferences can be known with certainty). This
is what Rothbard himself does, explaining, for example, the law of
diminishing marginal utility (Rothbard, 2009a, pp.21-33).
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Summarizing the above considerations, it is worth emphasiz-
ing the following relationship; if DP were a thymological concept, it
would have no direct theoretical consequences. However, if it is a prax-
eological concept, then it has no direct empirical consequences (it
does not “improve” thymological interpretations of observed actions

of individuals).

4. Demonstrated preference as a preference
expressed in voluntary actions

Another interpretation of DP worth considering is the suggestion that
individuals demonstrate their preferences only in voluntary actions.
According to this interpretation, if someone undertakes an action
under coercion, then it cannot be said that he is demonstrating his
preference. For example, if a robber assaults someone and says: “Give
me your money or [ will kill you”, and as a result, the victim gives
up his money, it cannot be said that the victim has demonstrated
a preference for giving the money to the robber.

At first glance, this interpretation is quite appealing. There is no
shortage of suggestions in the literature that it is appropriate. Mateusz
Machaj (2014), for example, agrees with it, stressing that, according
to Rothbard, “voluntary trade relations within the free market increase
the welfare of both parties to the transaction” (Machaj, 2014, own

transl.), and then in a footnote he adds:

The shortcomings in Rothbard’s theory stem from the fact that
the concept of “demonstrated preference” implicitly implies
that it is a demonstrated preference with respect to personal
property and what the individual owns. And if so, Rothbard’s
approach is also not “value free” because it presupposes some



402 Dawid Megger

version of “justly acquired” property, which is already a nor-
mative concept. For example, a tax clerk and a private building
administrator, both of whom apply to someone for a fee, are
praxeologically no different from each other until we introduce
additional assumptions about the nature of existing property
titles. (Machaj, 2014, own transl.)

As Machaj suggests above, and as other authors also note (e.g.,
Cordato, 1992), by voluntary actions Rothbard and his followers
mean such actions in which the property rights of the individuals
who undertake them are not violated, whereas the concept of “justly
acquired” property would be inextricably tied with the libertarian
theory of justice. This, in turn, would contradict the value freedom
postulate (Wertfreitheit)> accepted by the Austrians (e.g., Mises, 1998;
Rothbard, 2011b; Kirzner, 1994; Block, 2005). According to Machaj,
however, this interpretation of DP is necessary to defend Rothbardian
welfare economics. Without it, his theory would lose its grounds.

The fact that, in their research practice, Rothbard and his follow-
ers, before proceeding with economic analysis, assume the concept of
ownership, was expressed by them explicitly.? It is worth noting that,
as a consequence, they treat property rights as exogenous to economic
theory and nolens volens reject the area of research called economic
analysis of law (see: Machaj, 2014).

That the Rothbardians assume the libertarian theory of justice in
the concept of voluntariness is especially visible in the considerations
of Walter E. Block and David Gordon (1985). According to these

2 In the economic literature, the normative entanglement of the concept of voluntariness
was noticed, e.g., in (High, 1985; Hausman and McPherson, 2006).

3 The words of Rothbard himself are especially meaningful here: “an economist cannot
fully analyze the exchange structure of the free market without setting forth the theory
of property rights, of justice in property, that would have to obtain in a free-market
society” (Block, 1995; 2000; Hiilsmann, 2004; Rothbard, 2009b, p.1047,a).
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scholars, the proposition “Give up your money or I will destroy your
reputation” would not be a coercive threat. As absurd as it may seem,
it would be a plain offer, categorically not different from the proposal
“If you give me $2, I will give you bread”.

Let us compare the types of offers and threats presented so far.

(1) “Give me your money or I will kill you”.
(2) “Give me your money or I will destroy your reputation”.
(3) “If you give me $2, I will give you bread”.

In light of the concept of voluntariness adopted by Rothbard and
his successors, it should be said that (according to the interpretation
of DP considered in this point) an economic actor who, in the case
of (1) gives money to the speaker, does not demonstrate a preference
because he acts under a coercive threat. However, in both cases (2)
and (3), he demonstrates his preferences. In both cases, he gives up
his money voluntarily.

However counterintuitive case (2) may seem, there is no room
for a thorough analysis of the libertarian theory of justice and the
related concept of voluntariness (a thorough analysis of this concept is
presented by Igor Wysocki (2021)). However, it is worth considering
one more possibility. More specifically, it is possible that by property
Austrians understand not so much the right to property as the physical
control over a resource. The distinction between these concepts was
presented by Mises (1962, pp.37-39). He distinguishes between the
legal concept of property (property right) and the physical control over
a resource (“natural ownership” or “possession’). Then, the concept
of voluntariness adopted by them would not violate the postulate
of Wertfreiheit. This interpretation is suggested by Jeffrey Herbener
(1997, p.99).
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Unfortunately, it seems to be inconsistent with Austrian subjec-
tivism. In accordance with this principle, economics does not deal
with the physical world, but rather with the mental states of the acting
individuals. This has been emphasized not only by Mises (1998, p.92),
but also by Hayek (1952) and Rothbard (1995, p.289).

Moreover, predictions resulting from the concept of voluntariness
based on physical control over a resource would differ significantly
from those resulting from the concept of voluntariness based on the
libertarian theory of justice. It is true that both of these concepts would
consider giving money in cases (2) and (3) as voluntary actions (since
you cannot have physical control over your reputation, and the seller
of bread does not violate either the natural ownership or the property

right of the buyer). However, let us consider two more cases:

(4) A lends B a bike. When A asks B to give the bike back, B says,
“Give me $10 or I will destroy the bike”.
(5) A steals B’s wallet. B says to A: “Give my wallet back or I will hit

’

you”.

Would A give B the money or wallet voluntarily? In the light
of the concept of voluntariness based on the libertarian theory of
justice, in case (4) certainly not—after all, B violates A’s property
right (because by lending the bike, A did not renounce the property
title to it, and did not agree to its destruction). In light of the concept
of voluntariness based on physical control, however, it should be said
that A gives money to B voluntarily. Though he did not relinquish
his property right to the bike, he lost physical control over it. In
accordance with this concept, a “threat” of destroying something over
which one has no physical control cannot be a coercive threat! Note,
however, that in case (5), it is to the contrary. The heretofore provided

examples can be summarized as follows:
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Is this Is this
coercion, coercion,
based on the based on the
Proposal criterion of criterion of
physical property
possession rights
violation? violation?
(1) B comes to A and says:
“Give your money or I will Yes Yes
kill you”.
(2) B comes to A and says:
“Give your money or I will No No
destroy your reputation”.
(3) B comes to A and says:
“If you give me $2, T will No No
give you bread”.
(4) A lends B a bike. When
A asks B to give the bike
back, B says: “Give me No Yes
$10 or I will destroy your
bike”.
(5) A steals B’s wallet. B
says to A: “Give my wallet Yes No
back or I will hit you”.

Table 1: Coercive threats and non-coercive propositions.

As I have tried to show, the concept of voluntariness, which is
adopted by the cited representatives of the ASE, poses serious difficul-
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ties for their methodology. To deal with this problem, representatives
of the ASE would have to present such a concept that would be
consistent with their methodology. Since it is usually believed that
a sufficient condition for the involuntary nature of an action is to
undertake it under coercion, it would be worthwhile to begin such
research with a study of the rich philosophical literature on coercion
(a review of the concepts formulated so far can be found in (Anderson,
2021); an attempt at finding a concept of coercion fitting the Austrian
methodology can be found in (Megger and Wysocki, 2023)).
However, even after finding appropriate concepts of coercion and
voluntariness, one might still think that linking DP to voluntariness
is unjustified. From the perspective of Austrian praxeology, in fact,
every action is driven by some preference (Mises, 1998, pp.13-14,
92-98). It, therefore, seems quite convincing to say that if a victim
takes an action aimed at giving money to the robber, he demonstrates
his preference for the preservation of life over the preservation of
money. It is difficult to formulate a serious objection against such
an interpretation of DP. For this reason, it is worth taking a closer
look at the belief found among Rothbard and his followers that in eco-
nomics only demonstrated preferences matter, and non-demonstrated

preferences should not have any theoretical consequences.

5. “Only demonstrated preferences matter in
economics”

At this point, I will present two possible interpretations of the assump-
tion that in economics, only demonstrated preferences matter. To the
best of my knowledge, these interpretations were presented for the

first time by Michal Kvasnicka, who writes:



Demonstrated preference in the Austrian economic analysis 407

Rothbard rejects from analysis everything which is not demon-
strated in an actual action, i.e. what goes beyond the scope of
the demonstrated preference, as a vain psychology. We can
read this in two ways: 1) we can know nothing that was not
demonstrated in an action, or 2) there is nothing more than
what was demonstrated in an action. While Rothbard might
have the first in mind, he spoke as if he believed the second.
(Kvasnicka, 2008, p.44)

As I will try to prove, the strong version of DP (2) is contrary
to common sense and has been effectively challenged by critics of
Rothbardian methodology. Next, I will try to show that a weaker,
more common-sense and criticism-resistant version of DP (1) avoids
some accusations but does not have sufficient grounds. I will also try
to prove that both of these versions have similar theoretical conse-

quences.

5.1 Are there only demonstrated preferences?
The strong version of DP could be defined as follows:

SVDP (Strong Version of Demonstrated Preference): There are only
those preferences that are demonstrated in the actions of individuals

(or: those that determine their actions).

The rationale for such an interpretation of DP can be found in
Rothbard’s critique of so-called psychologizing (Rothbard, 2011a,
pp-296-298). Additionally, according to Kvasnic¢ka (2008), it is indi-
cated primarily by some of Rothbard’s arguments.

First, let us deal with the problem of psychologizing. When Roth-
bard criticizes Samuelson’s concept of revealed preference for its
implicit assumption of the constancy of preferences over time, he

writes:
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The revealed-preference doctrine is one example of what we
may call the fallacy of “psychologizing,” the treatment of
preference scales as if they existed as separate entities apart
from real action. Psychologizing is a common error in utility
analysis. It is based on the assumption that utility analysis is
a kind of “psychology,” and that, therefore, economics must
enter into psychological analysis in laying the foundations of
its theoretical structure. (Rothbard, 2011a, p.296)

Here, Rothbard seems to be casting doubt upon the existence
of preferences apart from real actions. However, it is difficult to un-
derstand why the assumption of the existence of given preferences
apart from actions Rothbard calls psychologizing since according
to him psychology deals with the reasons why people have certain

preferences and how the preferences are formed:

Psychology analyzes the how and the why of people forming
values. It treats the concrete content of ends and values. Eco-
nomics, on the other hand, rests simply on the assumption of
the existence of ends, and then deduces its valid theory from
such a general assumption. (Rothbard, 2011a, pp.296-297)

One who assumes that people have preferences not demonstrated
in actions does not have to deal with the reasons why people have
these preferences and how these preferences are formed. Therefore,
it does not seem that “psychologizing” is a sufficient reason to reject
the assumption of the existence of preferences apart from actions.

To understand why Rothbard’s research practice seems to be
based on the assumption that there are no preferences other than those
demonstrated in the actions of individuals, it is worth considering
at least two examples of the economist’s conduct: indifference and
externalities. As can be seen, DP serves Rothbard to eliminate from

economic theory the concept of indifference (and the indifference
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curves known in mainstream economics), supposedly based on “psy-
chologizing”. As Rothbard states, “indifference” may be an important
concept in psychology, but not in economics (praxeology). This is
because indifference cannot be demonstrated in action. Each action
necessarily demonstrates a strict preference for a particular state of
affairs, whereas: “Indifference classes are assumed to exist somewhere
underlying and apart from action” (Rothbard, 2011a, pp.304-305).

However, as Nozick (1977) noted in his famous critique, the Aus-
trians need the concept of indifference to define even such elementary
concepts as the supply of goods or the law of diminishing marginal
utility, because an economic actor must be indifferent to the units of
the same good (each unit of a particular good must be valued identi-
cally by him). Even if we cannot determine who perceives what things
as units of the same good, in the economic analysis, we must assume
that such a phenomenon as indifference exists.*

Rothbard does the same for externalities.’ In his essay, he cites
the example of an envious man who could be worse off due to other
people’s voluntary actions, and unequivocally rejects this possibility

because the envious man cannot demonstrate his preferences:

But what about Reder’s bogey: the envious man who hates
the benefits of others? To the extent that he himself has par-
ticipated in the market, to that extent he reveals that he likes
and benefits from the market. And we are not interested in his
opinions about the exchanges made by others, since his prefer-
ences are not demonstrated through action and are therefore

4 Nozick’s paper launched a long-lasting debate on indifference within the Austrian
camp (see e.g., Block, 1980; 2009; Block and Barnett 11, 2010; Hoppe, 2005; 2009;
Machaj, 2007; Wysocki, 2016; 2017). For a review of the debate on indifference and
a defence of this concept in ASE, see (Wysocki, 2021).

5 The only negative externalities that Rothbard allows are those that violate someone’s
property rights.
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irrelevant. How do we know that this hypothetical envious one
loses in utility because of the exchanges of others? Consulting
his verbal opinions does not suffice, for his proclaimed envy
might be a joke or a literary game or a deliberate lie. (Rothbard,
2011a, p.320)

According to Kvasnicka (2008), the examples of indifference
and externalities show the fact that Rothbard in practice treats non-
demonstrated preferences as if they did not exist at all (even if he
declares that they are simply unknown). However, as Kvasnicka ar-
gues, it is one thing to say that indifference cannot be demonstrated,
and another thing that indifference does not exist (Kvasnicka, 2008,
p.44)°. Next, he notes that SVDP suffers from serious drawbacks
such as, say, that an individual cannot demonstrate his preferences
passively and, therefore, he cannot demonstrate his losses of welfare
(frustration of preferences). If, therefore, one gets passively robbed,
then (based on the SVDP) it cannot be said that his preferences have
been thwarted (Kvasnicka, 2008, pp.45-46). According to Kvasnicka,
such an understanding of DP is not only contrary to common sense
but also to the principle of Pareto-efficiency accepted by Rothbard
and the research practice of this economist.

Nozick comes to a similar interpretation of DP when he argues
that one of the Austrians’ theses on preferences states that: “The
notion of preference makes no sense apart from an actual choice made”
(Nozick, 1977, p.370). Nozick observes, however, that Austrians

6 As he writes: “The inability to demonstrate indifference is no proof there is no indif-
ference but only that an outside observer cannot observe it, which is quite a different
thing. [...] The indifference curves just describe the agent’s inner world, in which
Rothbard takes no interest, or rather denies its existence altogether.” (Kvasnicka, 2008,
p.44)
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must assume the existence of preferences that are not demonstrated
in actions because otherwise they could not define even such an

elementary concept as cost (or perhaps: opportunity cost):

If we are to speak of the cost of A, when there is more than
one other alternative rejected, it must make sense to speak
of preference apart from an actual choice or doing of the
preferred alternative. If that doesn’t make sense, then neither
does the notion of the cost of the action which was actually
chosen. (Nozick, 1977, p.373)

Caplan argues that Rothbard’s refusal to acknowledge unobserved
preferences is not only extreme behaviourism but also contrary to
common sense. The introspective experience of the existence of pref-
erences that are not demonstrated in actions is common. So, even if
knowing someone else’s mental states is more difficult, it is hard to
deny that they exist (Caplan, 1999, p.834).

Finally, it is necessary to emphasize one thing related to pref-
erences and preference scales. In this context, it is worth quoting

Mises’s remarks, reminiscent of SVDP:

one must not forget that the scale of values or wants manifests
itself only in the reality of action. These scales have no inde-
pendent existence apart from the actual behavior of individuals.
The only source from which our knowledge concerning these
scales is derived is the observation of a man’s actions. Every
action is always in perfect agreement with the scale of values
or wants because these scales are nothing but an instrument
for the interpretation of a man’s acting. (Mises, 1998, p.95)

Of course, in the face of the above quote, it cannot be precluded
that Mises would also subscribe to SVDP, which, I argue, should be

rejected. However, one more possibility may need to be considered.
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When Mises speaks of “scales of values or needs”, he may mean
fixed and perfectly ordered preferences of acting individuals (as in
the rational choice theory). Undoubtedly, such a phenomenon does
not occur in reality, because human preferences can be constantly
changing and, due to the actors’ false beliefs, they can be contradictory
(for example, one may simultaneously prefer socialism over capitalism
and productive allocation of resources over waste, without recognizing
that these preferences are mutually exclusive). So, even if speculation
about “fixed and ordered preference scales” apart from the actions of
individuals may be meaningless, preferences as such must exist.

Since common-sense realism can be considered an important
element of economic theory in general (Miki, 2008), and Austrians
in their concepts and theories necessarily refer to preferences existing
apart from actions, there is no doubt that SVDP should be rejected.
There is no reason to maintain such a strong ontological claim that
leads to the conclusion that so-called dispositional mental states (that
can exist apart from actual awareness, e.g., memories) do not exist at
all.

5.2 Only demonstrated preferences should be taken into
account

The weak version of DP could be defined as follows:

WYVDP (Weak Version of Demonstrated Preference): Only those pref-
erences that are demonstrated in actions (or: those that determine

individuals’ actions) can serve as the basis for economic theories.

This interpretation of DP seems more common-sensical, more
benevolent, and most likely corresponds to Rothbard’s intentions. It
seems to be exposed in Walter E. Block’s reply to Caplan:
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Rothbard’s argument is that only demonstrated preferences are
“genuine” for economic theory, i.e., related to action. Pie in the
sky “wishes” that a person has (e.g., to buy ice cream without
money, or to purchase it “later”) are not preferences at all in
the technical sense. Preference is defined, in this technical
sense, as the ranking of ends upon which an action is based.
This is what makes Caplan’s claims about acting on the basis
of indifference incorrect. (Block, 1999, p.23)

Block recognizes the preferences demonstrated in actions as the
only preferences “in the technical sense”, as only these preferences
can lead individuals to actions. Preferences that do not lead to actions
are supposed to be irrelevant in economics. Only those preferences
that lead to actions are to be of economic importance.

But what is the reason for making such an assumption? The argu-
ment used by Rothbard and Block is apparently as follows: “Because
only demonstrated preferences are known with certainty”. Rothbard
rejects taking into account non-demonstrated preferences in economic
theory because he considers it to be on a par with “psychologizing”,
something illegitimate in economics. WVDP rejects such “hypotheti-

cal imaginings”:

Demonstrated preference, as we remember, eliminates hypo-
thetical imaginings about individual value scales. Welfare eco-
nomics has until now always considered values as hypothetical
valuations of hypothetical “social states.” But demonstrated
preference only treats values as revealed through chosen action.
(Rothbard, 2011a, p.320)

Block writes in turn: “as far as technical economics is concerned,
we cannot take cognizance of those of Caplan’s wishes which are
not objectively revealed or demonstrated in action. How can we, as
economists, even know they exist?” (Block, 1999, p.23).
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The question that arises in the face of the above remarks is: in what
sense do we know demonstrated preferences “objectively” or “with
certainty”’? Certainly not in such a way that they are known to us in
empirical reality since the knowledge of the mental states of others is
based on thymology and can never be certain. In addition, thymology
also seems to allow other people to have preferences apart from actions
(since we recognize this phenomenon introspectively, we can—as part
of Verstehen—ascribe it to other people). Thymologically speaking,
knowledge of both demonstrated and non-demonstrated preferences
cannot be absolutely certain (see point 2). Since, as I have tried to
show above, the assumption that preferences exist apart from actions
is well founded on the basis of common sense and is indispensable in
the theories and concepts used in ASE, the presented argument does
not seem sufficient to accept WVDP.

There is no doubt, however, that WVDP (in this context SVDP
works as well as WVDP) is the foundation of the economic theory of
Rothbard and his followers. For example, one of the reasons Rothbard
rejects the standard monopoly theory, which allows monopoly prices
to occur in the free market (see: Mises, 1998), is that: “In praxeology
we are interested only in preferences that result in, and are therefore
demonstrated by, real choices, not in the preferences themselves”
(Rothbard, 2009a, p.701). The concept of the supply of an economic
good, which is the necessary basis for the theory of monopoly prices,
is problematic because: “A good cannot be independently established
as such apart from consumer preference on the market” (ibid.)’.

The Austrian critique of public goods theory also seems implicitly
based on WVDP (in this context SVDP works as well as WVDP).
According to Rothbard, Block, and Hoppe, any voluntary, free-market

7 Rothbard also raises other objections, based on the principle of subjectivism. These
seem stronger and are not the subject of the presented critique.
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(i.e., not resulting from coercion or violence) situation is optimal
from the point of view of consumers. And since—according to the
WYVDP—economic actors demonstrate their preferences only in ac-
tions, preferences for something they do not pursue in actions are
irrelevant in economic theory. For example, all members of a com-
munity would rather breathe clean air and would be willing to heat
their houses with slightly more expensive, but more ecological meth-
ods. However, they burn garbage only because they are convinced
that other members of this community would not change their be-
haviour, and the expected cost of encouraging them to do so exceeds
the expected benefits. According to the WVDP, there is no problem of
market failure and, consequently, of public goods: apparently, clean
air is not a sufficiently valued good for members of this commu-
nity to strive for its acquisition (Block, 1983; Hoppe, 1989; 2006;
Wisniewski, 2018).

Mark R. Crovelli proceeds in a similar way, rejecting game theory,
or more precisely, its paradigmatic concept of the prisoner’s dilemma.
As this scholar argues, even if we can imagine a hypothetical scenario
in which possible choices of given individuals create a prisoner’s
dilemma, we can never say with certainty that any prisoner’s dilemma
ever existed. As Crovelli argues, citing Rothbard and DP, only real ac-
tions provide absolutely certain knowledge about human preferences
(Crovelli, 2006).

Although Crovelli’s argument seems inaccurate in the face of the
considerations presented here, it helps us to formulate an important
argument against the supporters of WVDP. To paraphrase Kvasnicka’s
argument, it is one thing to say that we can never know with certainty
whether and when such situations (monopoly prices, public goods,
prisoner’s dilemmas) occur, it is another thing to say that such situa-

tions never occur and cannot occur. Undoubtedly, in reality, it can be
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difficult to determine when such situations occur. It should be noted,
however, that this is a thymological, not a praxeological, issue, and is
valid for all economic theories, not just welfare economics, monopoly
theory, public goods theory, or prisoner’s dilemmas.

As can be seen, although WVDP protects Austrian methodology
from the objection of a lack of common sense, it leads to similar
practical consequences. In addition, as I have tried to show, Austrians
give a dubious argument in favour of WVDP. Thus, rejecting from
economic theory any considerations of preferences existing apart from
actions seems unconvincing. In the next section, I will try to present
an interpretation of DP that is the only one that does not suffer from

any serious objections.

6. Only demonstrated preferences affect the social
processes

Even if it is difficult to assume that only demonstrated preferences
matter in economics, perhaps it can be said that only demonstrated
preferences matter in the economy. Undoubtedly, only those prefer-
ences that lead economic actors into actions have an impact on the
market process. Since the analysis of the market process (as opposed
to the analysis of economic equilibrium) is one of the fundamen-
tal distinctive features of ASE (Rothbard, 2011a; Martin, 2015), it
seems that the suggested interpretation fits well with the Austrian
methodology.

The emphasis on the market process rather than on economic
equilibrium dates back to the very beginnings of ASE. It can already
be found in Carl Menger. Later, this is clearly visible in the works
of Hayek (1945), Mises (1998), and Israel M. Kirzner (1973). Aus-
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trians agree that equilibrium analyses do not correspond to the rich
and dynamic complexity of market processes. They also reject some
assumptions found in neoclassical economic models such as, say, that
market participants have complete information. Instead, they show
how individuals, entangled in a specific context of time and place,
take actions with incomplete knowledge and subjective, constantly
changing preferences, and as a result, influence other people’s actions.

There is no doubt that preferences that do not determine people’s
actions do not affect the empirical reality and, therefore, cannot affect
social processes. The real demand for specific goods arises when
a certain quantity of goods is purchased. Market prices are shaped
by concrete transactions. Spontaneous order is an unintended result
of human actions, not unrevealed preferences. It seems impossible
to deny these statements. Therefore, if DP is to find an important
place in ASE, it should mean just that: only actions (in contrast to
dispositional mental states alone) are causally relevant for the social

and economic processes.

7. Conclusion

In this article, my goal was to present a systematic interpretation of
DP based on the available literature on the subject. As I have argued,
the thymological interpretation of DP should be rejected (because it
does not develop the method of Verstehen). The interpretation linking
DP to the condition of voluntariness seems problematic (due to the
very concept of voluntariness) and insufficiently well-justified (due
to the fact that involuntary actions also express preferences). Then,
I proceeded to an analysis of two variants of the assumption that, in

economics, only demonstrated preferences matter. As I have tried to
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show, SVDP is contrary to common sense and the research practice
of the Austrians, and WVDP does not seem justified well enough.
As a result, I conclude that the only interpretation of DP that is not
exposed to serious objections is as follows: only actions affect the
social and economic processes (that is to say, only actions are causally
relevant). This interpretation, however, is not sufficient to draw some
of the conclusions that Rothbard and his successors reach in the
field of welfare economics, monopoly theory, public goods theory,
or social dilemmas known from game theory. Other implications of

these conclusions remain a matter of further research.
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Abstract
The present paper aims to study the issue of the value of life in
Murray N. Rothbard’s work, and to examine his argument for the
contention that “life should be an objective ultimate value” and that
“the preservation and furtherance of one’s life takes on the stature of
an incontestable axiom.” Rothbard’s assumptions and presuppositions
are investigated and critically assessed. Using conceptual and logical
analysis rooted mostly in the praxeological method of economics (as
developed by Mises and Rothbard himself) and the theory of value
(Schefiler, Raz, Elzenberg), it is demonstrated that Rothbard’s account
is fallacious both on its own as well as on broader theoretical grounds.
It is argued that what Rothbard could—under his specific assumptions
about valuing—correctly claim is only that an actor values life o
some extent, rather than that life has an objective ultimate value or
preservation and furtherance of one’s life has an axiomatic status.
The theoretical argument is supported by empirical illustration from
suicide terrorism. The paper submits that Rothbard’s position on the
value of life is unsound, and that using his argumentation as it stands
cannot succeed.
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1. Introduction

n this paper, I investigate the issue of the value of life in the work
Iof Murray N. Rothbard, an economist representative of the Aus-
trian school of economics and one of the leading figures in modern
libertarianism, understood as a radical free-market current in the con-
temporary political philosophy, built upon two pillars: self-ownership
and strong property rights (see Rothbard, 2006; 2009) (and this is
also how I understand libertarianism herein). I aim to assess the va-
lidity of Rothbard’s (1998, pp.32-33) argument for the assertion that
“life should be an objective ultimate value” and that “the preservation
and furtherance of one’s life takes on the stature of an incontestable
axiom.”

It might appear the value of life is of rather secondary importance
for libertarianism since it rests not so much on a value-based discourse
as on the rights-based one.! In other words, when libertarians claim it
is impermissible to kill innocent people, they thereby argue that killing
is impermissible not because it directly runs counter to the value of
life but for this reason that it violates a person’s property right to his
or her body, i.e., a fundamental or natural right of a person—self-
ownership. Nonetheless, some scholars maintain that the assumption
of the value of life is relevant to the derivation of libertarian rights,
if only as far as some variants of libertarianism are concerned (see
Harris, 2002, p.115; Hoppe, 1998, pp.xxxiv—xxxv; Mack, 2022, p.14;
Meng, 2002; Osterfeld, 1983; 1986, pp.60—-61; Rasmussen, 1980;

!'n this paper, I make use of the distinction between axiology and ethics. I refer
to axiology as a philosophical discipline centered around values which covers such
problems as, for example, the concept of value, types of values and the way values exist.
On the other hand, ethics (excluding metaethics) is primarily aimed at guiding our
actions and is concentrated on norms, rights and duties. Thus, the discourse of rights is
typically ethical (and legal), while the discourse of values is primarily axiological.
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Share, 2012, p.134ff; Slenzok, 2018, p.29; Thrasher, 2018, p.217;
Wissenburg, 2019, p.294). What is more, Rothbard’s attempt to prove
the axiomatic nature of the claim of the objective ultimate value of life
is approvingly shared or even employed further by other libertarian
authors (see Hoppe, 1988; 1998, pp.xxxiv—xxxv; Meng, 2002; Ras-
mussen, 1980). Hoppe (1988, p.66) not only approves his argument
but also maintains that its structure is the same as the one of Hoppe’s
argumentation ethics, which is his philosophical attempt to justify
libertarianism. Also Meng (2002) approves and broadly applies Roth-
bard’s position on the value of life in the former’s attempt to ground
the principle of original appropriation. Therefore, the investigation of
Rothbard’s reasoning seems vindicated not only in terms of scrutiniz-
ing his argument itself, but also regarding its implication for deriving
and justifying libertarian rights. It becomes even more evident when
one considers that Rothbard is the only libertarian author who has
delved into the value of life in some more detail.

In the present article, I make use of the praxeological methodol-
ogy employed by Rothbard and characteristic of the Austrian school
of economics in Ludwig von Mises’ variation. Rothbard’s ontological,
epistemological, and methodological standpoints, which are substan-
tial for his argument on the value of life, are the following: real-
ism, foundationalism, cognitivism, apriorism, deduction, the law of
non-contradiction, methodological individualism, the concept of hu-
man action as a goal-oriented behavior using the means available
thereto under the condition of the scarcity of resources, verbal logic as
a medium of reasoning, and the theory of time preference. I adopt that
research approach for the sake of analyzing Rothbard’s considerations
with respect to the validity of his premises, deductive moves, and
reached conclusions. Additionally, I make use of a conceptual frame-
work of the theory of value, particularly as regards the distinction

between intrinsic value and instrumental value, and valuing.
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As a consequence, Rothbard’s argumentation is subject to an

analysis which leads to the following theses:

1) Rothbard’s argumentation does not provide a proof of the ob-
jective ultimate value of life or the proof of the axiomatic status
of preservation and furtherance of one’s life.

2) Under his assumptions about valuing, Rothbard could claim

only that an actor values life to some extent.

The paper contributes to the ongoing debate by taking heed of
the flawed nature of Rothbard’s argumentation for the ultimate value
of life, and by the indication that using his reasoning for advancing
libertarianism cannot succeed.

In the following section, I shall present Rothbard’s position on
value and value judgements through contrasting his conception with
the theory of value, as conceived of by Mises. In the subsequent two
sections, I shall present Rothbard’s argument for his proposition on
the value of life and proffer my interpretation of his approach, in-
cluding the issue of his presuppositions about valuing. Then, I shall
analytically refute Rothbard’s argument. The critique of his reason-
ing shall be additionally strengthened in the next part of the article.
Furthermore, the theoretical analysis shall be illustrated by a case of

a suicide terrorist. Eventually, in the last section I shall conclude.

2. Rothbard’s position on value and value
judgement

As far as an economic theory of value goes, Rothbard favored a defi-

nitely subjectivist approach, thus following Mises?, who stated that

2 On the differences in value theory between Mises and the founding father of the
Austrian school of economics, Carl Menger, and another luminary thereof which
was Eugen von Bohm-Bawerk, see Grassl (2017, pp.531-559), and Hiilsmann (2007,
pp-388-391).
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“value is not intrinsic” and instead defined it as the “importance that
acting man attaches to ultimate ends.” A secondary value he attributed
also to the means employed for the sake of achieving an end. Accord-
ing to Mises (2008, p.121), what determines the value one ascribes to
a good is its utility, relative to the actor in question. Rothbard (2009,
pp-103) reasoned very much alike, positing that “value exists in the
valuing minds of individuals [...]”, and, more specifically, that “the
original source of value is the ranking of ends by human actors, who
then impute value to consumers’ goods, and so on to the orders of pro-
ducers’ goods, in accordance with their expected ability to contribute
toward serving the various ends.”

However, Mises and Rothbard differed as to their respective views
on the status of value judgements. Mises (see, e.g. 2008, p.10) be-
lieved that in no science there is room for value judgements, that is for
putting forward normative claims. Being a proponent of a free-market
capitalism, he believed that the arguments in favor of it are provided
by value-free economics and sociology, which were supposed to prove
that it is only a regime based on private property in the means of pro-
duction that may function efficiently (Mises, 2010, p.86). Moreover,
he did not conceal his subjective, and thus unscientific, adherence
to a liberal political system, which was supposed to ensure the most
congenial conditions to peace, prosperity, health, wealth, that is to the
realization of the values which—as he stressed—he shared with the
majority of society (see Rothbard, 1997, pp.93-94).

By contrast, Rothbard thought that values might be studied in
their both positive and normative aspects. That is why, his position
on value presented above should be rather done justice to by quot-
ing the following excerpt from his Ethics of Liberty: “Value in the
sense of valuation or utility is purely subjective, and decided by each
individual” (Rothbard, 1998, italics added). This sense of valuation



430 Pawet Nowakowski

is pertinent precisely to economics since when it comes to ethics,
Rothbard (1997, p.78; 1998, p.12) claimed that there exist objective
and rational criteria of an ethical assessment of value judgements as
well as objective values derived from the natural law. Hence, in this
respect he dissociated himself from Mises and subjected the latter’s
rational-utilitarian ethical approach to profound criticism based on
a consistent praxeological analysis (see Rothbard, 1997, pp.90-99;
1998, pp.201-214). However, strictly axiological considerations, that
is the ones concerning a philosophical theory of value, are in Roth-
bard’s output rather cursory. And when it comes to explicitly norma-
tive statements, these are confined to the issue of the value of human
life, which is the subject matter scrutinized herein. This state of affairs
was owing to the fact that Rothbard’s normative reflection was mainly
centered around natural rights that he deduced from the modified John
Locke’s statements on self-ownership and the principle of original

appropriation.

3. Rothbard’s argument on the value of life

In order to prove the axiomatic character of his claim, Rothbard
(1951, p.946; see also 2009, ch. 1-2) resorted to “the theory of the
isolated individual,” which is representative of the Austrian school of
economics, with the theory being also known as “Crusoe economics”
(see Nozick, 1977, pp.353-392). To serve philosophical purposes, he
adopted the theory in the form of the methodological tool labeled as “a
Crusoe social philosophy” (see Rothbard, 1998, pp.29-34), in which
he introduced a second person in order to found his considerations

upon an interpersonal relation.
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In the hypothetical situation as depicted by Rothbard (1998, p.32),
the other inhabitant of the island warns Crusoe not to eat poisonous
mushrooms growing there. Consequently, Robinson abandons the idea
of consuming them, picking up berries instead. Rothbard claimed this
situation evidences a very strong conviction on the part of both of
them that poison is detrimental to humans—the condition so strong
that it is not even explicitly mentioned. So, it is in this manner that they
both recognize that human life and health have value, unlike suffering
and death. And that is the way in which the cognizing of ethical
foundations proceeds, with the said ethical foundations reflecting the
nature of things and the laws of nature pertaining to human beings.

Furthermore—argued Rothbard (1998, pp.32-33)—if Crusoe had
consumed—despite warnings—the poisonous mushrooms, this would
constitute an act running counter to his life and health, which would
be “objectively immoral.” His actual motives would be irrelevant then:
whether it was high time preference or the need to get intoxicated that
would constitute underlying motives. Let us cite Rothbard’s (1998,

pp-32-33) argument in extenso:

It may well be asked why life should be an objective ultimate
value, why man should opt for life (in duration and quality).
In reply, we may note that a proposition rises to the status of
an axiom when he who denies it may be shown to be using
it in the very course of the supposed refutation. Now, any
person participating in any sort of discussion, including one
on values, is, by virtue of so participating, alive and affirming
life. For if he were really opposed to life, he would have
no business in such a discussion, indeed he would have no
business continuing to be alive. Hence, the supposed opponent
of life is really affirming it in the very process of his discussion,
and hence the preservation and furtherance of one’s life takes
on the stature of an incontestable axiom [footnotes deleted].
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Before I embark on a critique of Rothbard’s argumentation, let us
make some interpretative comments. Rothbard pointed out that recog-
nizing life as an ultimate value implies that man should “opt for life
(in duration and quality).” Based on this assertion as well as on the ex-
press statement that action running counter to one’s life is, irrespective
of the motives underlying it, objectively immoral, one may venture
an interpretation of the concept of “ultimate value,” as employed by
Rothbard, from an axiological point of view. Hence, it seems clear
that “ultimate value,” as conceived of by him, is something over and
above what Hoffe (1991, pp.26-27) calls “transcendental interests,”
i.e., “logically higher-order interests,” comprising the capability of
action and thus requiring “the integrity of one’s health and life,” as
well as something beyond a value considered as a condition of attach-
ing values to something. The latter approach would be incomplete,
anyway, since life is a precondition of both good and bad things (Raz,
2001, p.8), and what is more, even when something is a precondition
of good, it does not make that precondition necessarily valuable. As
Nozick (1971, p.252) demonstrated, recovery from cancer is a value
the precondition of which is getting cancer, but it would be implau-
sible to argue that getting cancer is a value as being a condition of
the value of curing cancer. For Rothbard, the value of life must have
meant a value sensu proprio et stricto because he formulated on its
basis a norm of requirement: “man should opt for life (in duration and
quality);” and an implicit norm of prohibition by describing action
running counter to one’s life as objectively immoral. Owing to its pur-
portedly objective character, it could not be a value in the utilitarian or
instrumental sense, that is a relative value allowing for the realization
of interests (including needs, desired, wants), the realization of which
is valuable to one person but may be not valuable to another (see
Elzenberg, 1990, p.21; Raz, 2001, p.77). The value that Rothbard
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labels as “objective ultimate value” bears the closest resemblance to
an intrinsic or perfective value, that is—as opposed to a utilitarian
or instrumental value’—to a value of unconditional character, which
means that is not a value for somebody but precisely an objective value
(see Elzenberg, 1990, p.211f; Raz, 2001, p.77; Schroeder, 2021; Zim-
merman and Bradley, 2019). That said, philosophers distinguish two
ways of understanding the term of intrinsic value. In the first sense,
what is meant is an ultimate or non-instrumental value, whereas in
the second, what is meant is an objective value in the ontological
sense, which implies that the value in question exists independently of
an actor (see Frey and Morris, 1993, p.8). Rothbard’s argumentation
is clearly related to the first sense because he attempts to prove the
objectivity of the ultimate value of life based on an analysis of an in-
dividual action, which by necessity applies to each acting man. Thus,
the conclusion on the objective value of life derives from an aggregate
of subjective actions analyzed using the principle of performative
non-contradiction.

For the sake of clarity, it is also worthwhile to elucidate the word
“affirm,” which was used twice in the above-scrutinized fragment.
The dictionary definitions are as follows: “to state something as true”
(Cambridge Dictionary); “to publicly show your support for an opin-
ion or idea” (Cambridge Dictionary); “to assert (something, such as
a judgment or decree) as valid or confirmed” (Merriam-Webster); “to
show or express a strong belief in or dedication to (something, such
as an important idea)” (Merriam-Webster). Since in the above-quoted
passage Rothbard ascribed affirming life to a hypothetical denier of

the value of life, affirming refers to showing or expressing (nonver-

3 Elzenberg (1990, pp.28-29) distinguishes between an instrumental and utilitarian
value. The former leads to a perfective value, whereas the latter to the satisfaction of
a need.
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bally) rather than stating or asserting. Further, the word “affirm,” as
used by Rothbard, seems to have the same meaning as the word
“approval,” used in the context of a perfective value by Elzenberg*
(however, “affirmation” is a word of more unambiguously positive
character). “Each value judgement—states Elzenberg (1990, p.25)—is
an approval. An approval is the very value judgement: an approval
exhausts itself in a value judgment and so does a value judgement in
an approval.”

On the basis of the above interpretations, it seems clear that when
Rothbard used the phrase “affirmation of life,” what he thereby meant
was an action demonstrating the recognition of life as being endowed
with a value in this sense which he tried to prove, which is the one of

an intrinsic, perfective, ultimate value.

4. Rothbard’s presuppositions about valuing

The foregoing findings are instrumental in identifying presuppositions
which Rothbard held about valuing. Thus, from his words that “the
supposed opponent of life is really affirming it in the very process of
his discussion,” we may contend that Rothbard took it for granted that
it is possible to value something without being aware of valuing it,
a contention that comes from economics and is based on the concept of
“demonstrated preference” (cf. Osterfeld, 1986, p.61). In his seminal
paper, Rothbard (2011, p.289) explained:

Action is the result of choice among alternatives, and choice
reflects values, that is, individual preferences among these al-
ternatives. [...] The concept of demonstrated preference is sim-
ply this: that actual choice reveals, or demonstrates, a man’s

4 On Elzenberg’s contribution to axiology see, e.g. (Porgbski, 2019, pp.73-86).
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preferences; that is, that his preferences are deducible from
what he has chosen in action. Thus, if a man chooses to spend
an hour at a concert rather than a movie, we deduce that the
former was preferred, or ranked higher on his value scale.

It has been pointed out above that Rothbard, unlike Mises, main-
tained that objective ethics is possible and that economic and ethical
approaches to the study of value differ in that economics does not
engage in value judgments, whereas ethics does. Having enabled
Rothbard to engage in developing the political philosophy of mod-
ern libertarianism, that dissociation from Mises, however, was not
pertinent to conceptual foundations. Accordingly, Rothbard’s under-
standing of the concepts of value and valuing in the realm of ethics was
rooted in economics or, more broadly, in praxeology, i.e., “a general
theory of human action” (Mises, 2008, p.7). Hence, in both economics
and ethics, he regarded value as inextricably linked to valuing, and
valuing as, by definition, linked to a concrete action which he believed
to reveal a value professed by an acting person. When considering
the value of life, Rothbard also kept the assumption, taken from his
economic writing, that value is just a synonym for preference which is
clearly presented in the above quotation, e.g., in the phrase “choice re-
flects values, that is, individual preferences among these alternatives.”
This excerpt informs us of yet another of Rothbard’s presuppositions,
namely that each human action involves choosing between alternative
values, so that an action cannot help but realize a value professed
by an acting being. Why didn’t Rothbard abandon this conceptual
background characteristic of the Austrian school of economics, when
he was concentrating on libertarianism, e.g., in his Ethics of liberty?
A probable answer is because, as a student of Mises, he regarded prax-

eology as a paradigmatic framework not merely for economics but for
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the whole edifice of the science of human action, ethics included. At
the very beginning of Human Action, Mises (2008, p.3) set forth the
boundaries of praxeology:

The general theory of choice and preference [praxeology]
goes far beyond the horizon which encompassed the scope of
economic problems [...]. It is much more than merely a the-
ory of the ‘economic side’ of human endeavors and of man’s
striving for commodities and an improvement in his mate-
rial well-being. It is the science of every kind of human ac-
tion. Choosing determines all human decisions. In making his
choice man chooses not only between various material things
and services. All human values are offered for option. All ends
and all means, both material and ideal issues, the sublime and
the base, the noble and the ignoble, are ranged in a single row
and subjected to a decision which picks out one thing and sets
aside another.

Mises conceived of praxeology very broadly indeed, and im-
portantly, he made it clear that the praxeological analysis of values
extends to “all human values” and “ideal issues,” thereby encom-
passing the problems typical for, among others, ethics and political
philosophy. Rothbard himself emphasized that praxeology, although
useful in analyzing ethical propositions, does not formulate ethical
norms or public policies, and he stressed its positive (descriptive)
character as opposed to normative (prescriptive) nature of ethics and
political philosophy (see, e.g., Rothbard, 2009, p.12971f). But on the
other hand, when addressing value and valuing from the ethical point
of view, particularly the value of human life, he presupposed the prax-
eological conceptual framework, which partly determined the way he
attempted to justify the value of life as objective and ultimate.

As far as ethics or axiology is concerned, equating preference,

as conceived of in the Austrian economics, with value is fallacious



A praxeology of the value of life... 437

because while the former reduces to a simple fact of choice between
available options, the latter is a more complex and comprehensive
category. For instance, Scheffler (2011, p.24) regards as peculiar using
the term “valuing” when considering trivial desires, such as looking
through a newspaper at a waiting room. In more detail, philosophers
argue (see discussion in Scheffler, 2011) that it is possible that a person
desires something (and, by extension, demonstrates her preference
for it), but she does not value it because she considers it harmful or
sinful—as it is possible in the case of desiring drugs by an addict
or desiring to engage in disapproved sexual activity—and she would
much prefer not to desire it (and, by extension, not to prefer it or
not to demonstrate such a preference). The reverse is also possible
since valuing something may be not accompanied by a desire for it
or a motivation to realize it, which might be the case when a person

suffers from mental disorders such as depression.

5. Refuting Rothbard’s argument directly

In the following steps, I shall reconstruct and refute the Rothbard’s
argument apparently bolstering the proposition that “life should be an
objective ultimate value” and that “the preservation and furtherance
of one’s life takes on the stature of an incontestable axiom.”

There are two parts of the argument (which was quoted in full
above). To avoid any possible misinterpretations, let us quote the

particular parts once again:

1) “[A]ny person participating in any sort of discussion, includ-
ing one on values, is, by virtue of so participating, alive and

affirming life.”
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2) “[IIf he were really opposed to life, he would have no busi-
ness in such a discussion, indeed he would have no business
continuing to be alive.”

3) “Hence, the supposed opponent of life is really affirming it
in the very process of his discussion, and hence the preserva-
tion and furtherance of one’s life takes on the stature of an

incontestable axiom.”

Based on the foregoing, I suggest the following reconstruction of

Rothbard’s syllogism:

(D If A is really against life, he does not have a reason to argue
about values or stay alive (based on point 2 above).
(II) If A argues, he is alive (based on point 1).
(III) If A stays alive, A affirms life (based on points 1 and 3).

Therefore,

(IV) A is not really against life, and the objective and ultimate value
of life is an axiom (based on point 3 and Rothbard’s main thesis

presented in the previous sections of the present paper).

Now, although Rothbard’s reasoning is not as precise as it might
seem at first sight, his argument resembles a logical principle modus
tollens—[(p=>q)A—q]=—p. When applied to his argument, the rea-
soning is as follows: If A were really against life (p), then A would
not have a reason to stay alive and would terminate his life (g), but
A is staying alive, arguing, and is not killing himself (—g), therefore
A is not really against life (—p). However, Rothbard’s reasoning is
erroneous since the assumed implication: if p, then g, is false and so

is his finding (—p), which will be demonstrated below by scrutinizing
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parts (I) and (III) of the above syllogism. For the sake of clarity, I shall
start with (III), and proceed to (I), which is actually the order in which
Rothbard presented his argument.

5. (1) If A stays alive, A affirms life (“any person
participating in any sort of discussion, including one
on values, is, by virtue of so participating, alive and
affirming life”)

Suppose Crusoe decides to consume poisonous mushrooms in the
hope of dying afterwards. After the “meal,” while he would be ex-
pecting the consequences of his act, he would receive a visitor with
whom he would engage in a discussion over the value of life. In line
with his previous act aimed against his life and health, he would try to
convince his interlocutor that life is not (an ultimate) value, and it is
bad and not good.

Would it be justified then to say that this man awaiting death
affirms life? Certainly, he is alive and still benefits from living; yet
he does not preserve nor further his life. It cannot be argued that if
he were really opposed to life, he would commit suicide instead of
debating life with his visitor. After all, he already took an action aimed
at terminating his life. And now, while awaiting expected death, he is
trying to convince his interlocutor that life is bad. Thus, while keeping
on living and discussing, he does not affirm life since he is using it
merely as a means of his argumentation against life (which means life
can have only an instrumental value for him) rather than recognizes
its objective ultimate value (perfective, intrinsic, unconditional value).

And so, (IIT) gets refuted (apart from the trivial implication from
the quoted part of the argument that if a person argues, he or she is

alive).
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5.2 (1) If A is really against life, he does not have a reason
to argue about values or stay alive (“if he were really
opposed to life, he would have no business in such

a discussion, indeed he would have no business
continuing to be alive”)

It does not appear improbable—and what is even more important,
it would be logically valid—if Crusoe were opposed not only to his
life but also to life in general and that is why he would wish that his
interlocutor also committed suicide. At this point, he might refer to,
say, Kant’s categorical imperative—deciding to terminate his life, he
would consciously recognize that it is the act that he could wish that
it become universal and that all the others also do so. In other words,
Crusoe hated life and therefore he committed suicide. And since he
hated life so much that his guiding principle became “the greatest
possible number of suicides,” then while awaiting death he made use
of an opportunity to convince somebody else of the justifiability of
his view.

However, why didn’t Crusoe, as a hypothetical opponent of life,
simply kill his interlocutor, and instead tried to persuade him to com-
mit suicide? The answer seems fairly obvious: it is for the same reason
for which people do not try (if they do not try) to force others to act
according to the former’s fundamental principles—because while the
former recognize certain values as the most important, they also rec-
ognize individual rights, among which personal inviolability is one of
the most fundamental ones.

As aresult, (I) is also fallacious.
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6. Further discussion

To unfold the above critique of Rothbard’s arguments, let us analyze
the fact that there are numerous examples of people who sacrificed
their lives for the sake of their values or other people. In case one
person gives up her life so that another person or a group of people
could survive, one may claim that the thesis of the affirmation of life
(as the ultimate value) remains unscathed. After all, by sacrificing
one’s life, one consciously sustains the life of another or of a group
of people. She thereby terminates her life in the name of the value of
life (maybe even the objective ultimate one). What is more (see Raz,
2017, p.1; Weiss, 1949, p.76), the very notion of sacrifice presupposes
that one can sacrifice something only provided that one ascribes to it
some value.

It seems that Rothbard’s position is easily reconcilable with the
recognition that such a sacrifice, even when materialized by commit-
ting suicide, is not at odds with the affirmation of life. As a reminder,
his thesis is that the ultimate moral value of life is objective and shared
by all the living persons. However, in this context, it is again problem-
atic to justify Rothbard’s thesis. It is because, somewhat paradoxically,
it transpires that:

(1) One may keep on living without recognizing the ultimate value
of life.

(2) One may commit suicide, when recognizing the ultimate value
of life.

Although proposition (2) has already been stated, it might be
supported by the indirect case from Scheffler. His definition of valuing
is as follows: “To value X is normally both to believe that X is valu-
able and to be emotionally vulnerable to X (Schefller, 2011, p.31).



442 Pawet Nowakowski

Scheffler (2011, pp.26-27) presses the point that one can regard some
activities or things as valuable without valuing them oneself. At first
glance, it might sound curious, but Schefller indeed has a point. He
submits that he indeed finds many activities valuable without valuing
them himself, including folk dancing or studying Bulgarian history.
He points out, though, that he usually does not engage in the activities
he considers valuable without valuing them himself, which leads to
the supposition that one values an activity when one finds it both
valuable and engages in it. But Scheffler (2011, p.27) easily rejects
this option by arguing in the following way: “I may, for example,
go to the opera from time to time, and I may regard operagoing as
a valuable activity, and yet I may still not value it myself. Even though
I participate in the activity and believe that it is a valuable activity,
operagoing may leave me cold.”

How does it translate into the value of life problem? It is possible
to believe that life (resp. living) is valuable, but not to value it oneself,
even though we cannot help but be alive or, so to speak, participate in
our own living when arguing. Hence, when we know that our family
member or our best friend values life, whereas we do not, yet we do
find it valuable, then terminating our life (even through suicide) to
save them would be in accordance with the contention that we may
commit suicide while recognizing the value of life, that is to regard
life as valuable while not to value it ourselves. The question remains
whether this argument also applies to the situation when the ultimate
value of life is the case, that is to (2). This question seems challeng-
ing as a psychological empirical rather than the conceptual one. In
the conceptual sense, it is not self-contradictory or self-defeating to
assert that life is ultimately objectively valuable, while not to value
one’s own life, which runs counter to Rothbard’s contention about the

axiomatic character of the ultimate objective value of life. While it is
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true that this finding is based on a specific, though compelling, defini-
tion of valuing proffered by Schefller, it is also true that Rothbard’s
conceptualization of valuing as demonstrating one’s preference is not
universally binding, as was previously argued.

Let us now deal with the proposition (1). Let us pose the following
question: How is it possible to sustain one’s life when one does
not affirm it so that one should not commit a logical fallacy, which
Rothbard warns us against?

To obtain a correct answer to the above poser, it is enough to em-
ploy the praxeological reasoning of the Austrian school of economics;
or, strictly speaking, its distinctive theory of time preference and the
insights on ends and means, which Rothbard omitted when studying
the problem of the value of life. By arguing that if a particular living
person were opposed to life, then—instead of merely declaring it—he
would kill himself, Rothbard erred because in reality sustaining one’s
life while not affirming it is logically possible precisely due to recog-
nizing the validity of knowledge on human action. He believed that
a person who is opposed to life should—not in a normative sense, but
rather as a logical consequence—commit suicide instead of speaking
of it at all. “Instead of” has two meanings here. The first is simply
about choosing a different conduct, more conducive to the realization
of an adopted end. The second meaning is in turn related to time—it
implies that the time dedicated to formulating one’s position should
(then again, only in a logical sense and not in a normative one) be
used for suicide.

On the basis of the science of human action, Rothbard’s reasoning
may be called into question in two mutually related areas (incidentally,

what also applies here is the above-mentioned argumentation based
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upon getting deliberately poisoned by mushrooms and engaging in
a conversation while awaiting death). The first of these rests on the
theory of time preference.

The time preference principle is that an actor decides to give up
a present good in preference for a future good only if she perceives in
the latter a possibility of greater satisfaction than the one she could
have obtained if she had chosen the former. Individuals differ in their
respective time preference rates (when it comes to the same individual,
it may also vary over time), which stems from the estimation of satis-
faction derivable from the present consumption as compared to the
future one. Hence, one is warranted in speaking of both high and low
time preference, which means, respectively, weaker or stronger ten-
dency to prefer goods attainable later and providing more satisfaction
over the ones attainable earlier but ensuring lesser satisfaction. For the
individuals with high time preference, what counts is the present and
whatever happens right afterwards. They expect immediate effects of
their actions, allowing only for small delays. On the other hand, the
individuals characterized by low time preference are oriented at future
and that is why they appreciate the immediate consumption much less
(see Hoppe, 2007, pp.1-6; Mises, 2008, pp.478, 481).

In his analysis, Rothbard fails to consider this—crucial to the
Austrian school—temporal aspect of action and its implications. In
his reasoning with respect to the problem of the value of life he either
presupposes very high time preference of an actor or ignores the
principle of time preference altogether. In consequence, Rothbard
does not heed the difference in the rate of time preference both across
individuals and within the same individual but over time. Any lower
than the highest possible rate of time preference (i.e., looking for an
immediate satisfaction) is not even considered by Rothbard—as if no

human could possibly instantiate it. To elucidate this mistake, let us
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assume that an individual who fails to see the ultimate value of life
actually prefers death to life. In this sense, death in his view becomes
a good, quite as in the previously considered situations. Just for the
sake of clarity, it does not imply the acceptance, at least for the sake of
argument, of relativism, which would be incompatible with Rothbard’s
ethical absolutism (see Rothbard, 2008). However, an actor might go
astray, subjectively perceiving death as a value (cf. Nozick, 1971,
p-252). In this scenario, Rothbard’s argumentation may be accepted
only when immediate suicide would be the most preferred by the
proponent of death analyzed herein. Then, there would be indeed
no point in postponing one’s suicidal act because, ceteris paribus,
committing it in the future would not bring any additional benefits as
the optimal solution would be at hand—here and now.

However, interpreting life and death of an actor exclusively in
terms of highest, standing-alone and ultimate values is invalid. Again,
based on Mises’ (2008, pp.92-96, 216) praxeology, we can point out
that each good, including life and health, may, depending on an actor
and situation, serve either as an end or as a means to realize one’s end.
Rothbard’s reasoning applies to the first of these variations, whereas
in reality denying the ultimate value of life does not necessarily nullify
some value of life. By the same token, denying the ultimate value of
death does not necessarily nullify some value of death’. Hence, for
an individual who lives and sustains his life (and thus does not kill
himself), life may (but does not have to) be only a means to some
end. In that case life constitutes a good but only as a means and thus

it would not be endowed with the objective ultimate value. Its value

5 Raz (2001, p.97) presented an interesting example of a possible balance between
the two. “If, as I suspect—he mentions—some people will take the option of dying
younger, but not yet, it follows that some people value not dying soon even at a cost to
their longevity.”



446 Pawet Nowakowski

in this case is instrumental or utilitarian—Ilife is worth as much as it
leads to a given end. This would probably not be convincing for Raz
(1999, p.191; 2001, pp.8, 77-78), who claimed life is a precondition
of both good and bad, thereby not recognizing life as such, as of value,
however the foregoing findings bears some resemblance to the tran-
scendental approach represented by Hoffe (1991; 1992), except that
he avoids the language of values, and only refers to interests. Hence,
Hoffe (1992, p.131) asserts that, by necessity, life is an elemental or
transcendental interest of a human being because it makes possible
to desire something and to pursue it. Anyway, it is a far cry from
a demonstration that life is a perfective or intrinsic value.

That is why, Rothbard failed to prove the objective ultimate value
of life. Rather, instead of proving the affirmation of life (as an ultimate
value) on the part of a given actor, he only proved—specifically under
his praxeologically driven assumptions about valuing—an actor’s
appreciating life to some extent.® This in turn may imply an individual
ascribing to life the highest as well as not the highest value. Moreover,
this evaluation may vary over time. Therefore, Rothbard was right
believing that a person engaging in a discussion recognizes the value
of life; and yet he was wrong maintaining that based on the fact
of participation in a discussion, he managed to prove the axiomatic
character of the proposition that “life should be an objective ultimate

value.”

6 For a similar evaluation of Nathaniel Branden’s and Irfan Khawaja’s positions de-
fending the claim on the existence of the ultimate value of live on the grounds of the
objectivist philosophy (see Moen, 2012, pp.97-98). However, because the dispute over
Ayn Rand’s thesis is marked with other foundations and is rooted in the assumptions
of objectivism, it is not compatible with the considerations herein and that is why it
is of no interest to us here. See more in (Nozick, 1971; Rasmussen, 2002, pp.69-86;
Hartford, 2017, pp.54-67).
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7. lllustration from suicide terrorism

In this section, I will present an explicit illustration of the above
considerations, that is an example of a suicide terrorist, in order to
support my claims by reference to empirical observations.

A suicide terrorist does not believe that his life is divested of value
but treats it as a means to the end which is killing other people by dint
of suicide terrorism. On the other hand, when it comes to jihadists,
mere suicide is prohibited in Islam and that is why suicide terrorism
is interpreted as a heroic act of martyrdom, which is later rewarded
with salvation (see Bruce, 2013, pp.27-33; Roy, 2016, pp.15-24).
Moreover, according to jihadism, martyrdom is not the end of life;
rather, it is the assurance of eternal life in paradise (Kruglanski et al.,
2009, p.336). Kruglanski et al. (2009, p.336) note that “paradoxically,
the willingness to die in an act of suicidal terrorism may be motivated
by the desire to live forever,” however this excerpt deals with life
after death, whereas the present paper concerns earthly lives, which
are effectively terminated by suicide. That is why, at least from the
vantage point of my analysis, the former position is not a paradox.
Amongst other motives for the terrorist’s choice of an end in the form
of suicidal terrorism, one normally enumerates such values as honor,
dedication to the leader, social status, personal significance, feminism,
restoration of the glory of Islam, moral obligation, money and support
for one’s family as well as other motives: pain and personal loss, group
pressure, humiliation and injustice, vengeance, need to belong (cited
in Kruglanski et al., 2009, p.332). Furthermore, a terrorist normally
does not make his assault in an accidental place at accidental time
because what matters to him is effectiveness. Alakoc (2017, p.1) finds
on the basis of statistical data that the popularity of suicide terrorism

stems from its “effective strategy for terrorizing by killing” (see also
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Hutchins, 2017, pp.7-11; Sheehan, 2014, pp.81—92).7 It would be
unjustifiable to generalize, but there are cases in which the suicide ter-
rorist’s utility is higher when more, rather than fewer, people die (see
Asthappan, 2010, p.25; BBC, 2019). Crabtree (2006, p.577) explains:
“Terrorist homicidal bombs are designed and detonated in a manner
that will maximize destructiveness against persons rather than against
property. They are detonated in areas that are known to be occupied
and often crowded and commonly are engineered to release metallic
fragments for the purpose of increasing injury severity.” In a similar
vein, states Alakoc (2017, p.6): “Partial success occurs when a suicide
bomber detonates a bomb earlier than originally planned but still
causes civilian deaths and injuries.” These as well as the other obser-
vations endorse the assumption that normally terrorist attacks are not
spontaneous. Quite the contrary, terrorists prepare organizationally
and logistically for an attack to maximize its expected effectiveness;
although, when it comes to a jihadist suicide, one must make a caveat
that in line with his ideology, even the minimum expected effective-
ness is supposed to ensure him eternal life in heaven.

Based on the research conducted on lone-actor terrorists divided
into two groups: the individuals closely connected with the radical
groups—Autonomous (N=23), and the ones being unpredictable, im-
pulsive and being more loosely connected with the radical groups—
Volatiles (N=10), Lindekilde, O’ Connor and Schuurman (2019, p.126)
conclude that preparation periods for attacks in the case of Au-
tonomous fluctuate around 48 months before a scheduled attack on
average; whereas in the case of Volatiles—on average four months

before an attack. On the other hand, the time of planning an attack is,

7 The statement that suicide terrorist attacks allow for killing a greater number of people
is undermined by Mroszczyk (2019). However, he defends the crucial premise on the
weight of the effectiveness of a terrorist attack (see Mroszczyk, 2019, pp.346-366).
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respectively, ten and four months. Furthermore, based on empirical
research findings, Faria (2003) argues that “the number of terrorist
activities decreases with terrorists’ rate of time preference. That is,
higher terrorist impatience leads to less successful terrorist activities.”

To conclude, this short illustration from suicide terrorism points to
the consistency between the above theoretical analyses and the results

of empirical studies on the phenomenon of contemporary terrorism.

8. Conclusions

In the present paper, I have demonstrated that Rothbard’s argumen-
tation for the objective ultimate value of life is fallacious, which is
mainly due to his failing to take into account the knowledge on indi-
vidual value scales and the theory of time preference, as elaborated by
the Austrian school of economics. This conclusion poses a challenge
for those libertarians who have adopted Rothbard’s position, and par-
ticularly for those who recognize it as an argument for libertarian
rights. However, although some scholars cited in the introduction to
the present paper emphasize the relevance of the thesis of the value of
life for the libertarian political philosophy, the general framework of
libertarianism is not necessarily challenged by the conclusion of the
present article because the libertarian rights-based discourse might
be independent of the axiological one. It becomes clear when one
bears it in mind that libertarian authors, including Rothbard, argue
that the basic libertarian right, i.e., self-ownership, is an axiom and, as
such, an adequate safeguarding measure ensuring a conflict-avoiding
and just social order (see, e.g., Child, 1994, p.736; Eabrasu, 2013;
Kinsella, 2009, pp.184—-186; Rothbard, 1998, p.60; 2006, pp.47—48;
see also liberal account of Waldron, 1988, pp.399—400).
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One could possibly reach other conclusions if one were to regard
as precise Hoppe’s (1998, p.xxxiv) following claim in which he com-
ments upon the weight of Rothbard’s argumentation for the axiomatic

nature of the value of life:

Rothbard’s distinct contribution to the natural-rights tradi-
tion is his reconstruction of the principles of self-ownership
and original appropriation as the praxeological precondition—
Bedingung der Moeglichkeit—of argumentation, and his recog-
nition that whatever must be presupposed as valid in order
to make argumentation possible in the first place cannot in
turn be argumentatively disputed without thereby falling into
a practical self-contradiction.

However, in reality, it was only Hoppe himself who made wider
use of the principle of performative non-contradiction to justify the
libertarian property rights (see Hoppe, 1988; 1989, ch. 7), whereas
Rothbard’s argumentation, scrutinized herein, does not transcend a dis-
cussion over values; and that is why its rejection does not have to pose
general challenges to the libertarian political philosophy, which is
primarily based upon self-ownership and the principle of original ap-
propriation. Having said that, any attempt, as the one by Meng (2002),
to develop the libertarian political philosophy based on Rothbard’s
argument rejected in the present study must be unsuccessful.

Acknowledgments. I would like to thank Jakub Wozinski, Norbert
Slenzok, Stanistaw Wajtowicz, Arkadiusz Sieron, Mateusz Zielinski,
Przemystaw Hankus, David Gordon, and Tate Fegley for their com-

ments on earlier drafts.



A praxeology of the value of life... 451

Bibliography

Alakoc, B.P., 2017. When suicide kills: an empirical analysis of the lethality of
suicide terrorism. International Journal of Conflict and Violence (1JCV),
pp.1-15. https://doi.org/10.4119/1JCV-3089.

Asthappan, J., 2010. The effectiveness of suicide terrorism. Business and
Public Administration Studies, 5(2), pp.16—16. Available at: <https:
//www .bpastudies.org/index.php/bpastudies/article/view/126>.

BBC, 2019. German police arrest 10 people on suspicion of planning islamist
attack. Available at: <https://www .bbc.com/news/world- europe -
47677657>.

Bruce, G., 2013. Intrinsic and external factors and influences on the motiva-
tion of suicide attackers. Journal of Military and Veterans’ Health, 21(3),
pp-27-33. Available at: <https://jmvh.org/article/motivation-of-suicide-
attackers/>.

Child, J.W., 1994. Can libertarianism sustain a fraud standard? Ethics, 104(4),
pp.722-738. https://doi.org/10.1086/293652.

Crabtree, J., 2006. Terrorist homicide bombings: a primer for preparation:
Journal of Burn Care & Research, 27(5), pp.576-588. https://doi.org/10.
1097/01.BCR.0000235459.60000.A5.

Eabrasu, M., 2013. Rothbard’s and Hoppe’s justifications of libertarianism:
A critique. Politics, Philosophy & Economics, 12(3), pp.288-307. https:
//doi.org/10.1177/1470594X12460645.

Elzenberg, H., 1990. Warto$¢ i powinnos¢. Etyka, 25, pp.17-45. https://doi.
org/10.14394/etyka.739.

Faria, J.R., 2003. Terror cycles. Studies in Nonlinear Dynamics & Economet-
rics, 7(1), pp.1-11. https://doi.org/10.2202/1558-3708.1102.

Frey, R.G. and Morris, C.W., 1993. Value, welfare, and morality. In:
C.W. Morris and R.G. Frey, eds. Value, welfare, and morality. Cam-
bridge: Cambridge University Press, pp.1-12. Available at: <https://
www.cambridge.org/core/books/value- welfare- and- morality/value-
welfare-and-morality/87F93FB666353C21DCO6E1B5757A3B04>.


https://doi.org/10.4119/IJCV-3089
https://www.bpastudies.org/index.php/bpastudies/article/view/126
https://www.bpastudies.org/index.php/bpastudies/article/view/126
https://www.bbc.com/news/world-europe-47677657
https://www.bbc.com/news/world-europe-47677657
https://jmvh.org/article/motivation-of-suicide-attackers/
https://jmvh.org/article/motivation-of-suicide-attackers/
https://doi.org/10.1086/293652
https://doi.org/10.1097/01.BCR.0000235459.60000.A5
https://doi.org/10.1097/01.BCR.0000235459.60000.A5
https://doi.org/10.1177/1470594X12460645
https://doi.org/10.1177/1470594X12460645
https://doi.org/10.14394/etyka.739
https://doi.org/10.14394/etyka.739
https://doi.org/10.2202/1558-3708.1102
https://www.cambridge.org/core/books/value-welfare-and-morality/value-welfare-and-morality/87F93FB666353C21DC06E1B5757A3B04
https://www.cambridge.org/core/books/value-welfare-and-morality/value-welfare-and-morality/87F93FB666353C21DC06E1B5757A3B04
https://www.cambridge.org/core/books/value-welfare-and-morality/value-welfare-and-morality/87F93FB666353C21DC06E1B5757A3B04

452 Pawet Nowakowski

Grassl, W., 2017. Toward a unified theory of value: from Austrian economics
to Austrian philosophy. Axiomathes, 27(5), pp.531-559. https://doi.org/
10.1007/s10516-017-9348-0.

Harris, J.W., 2002. Rights and resources—Ilibertarians and the right to life.
Ratio Juris, 15(2), pp.109-121. https://doi.org/10.1111/1467-9337.
00200.

Hartford, R., 2017. Ultimate value: self-contradictory. The Journal of Ayn
Rand Studies, 17(1), pp.54—67. https://doi.org/10.5325/jaynrandstud.17.
1.0054.

Hoffe, O., 1991. Gerechtigkeit als tausch? zum politischen projekt der mod-
erne. 1st ed., Wiirzburger Vortrdge zur Rechtsphilosophie, Rechtstheorie
und Rechtssoziologie. Baden-Baden: Nomos-Verl.-Ges.

Hoffe, O., 1992. ‘Even a nation of devils needs the state’: the dilemma of
natural justice. In: H.L. Williams, ed. Essays on Kant’s Political Philoso-
phy. Chicago, IL: University of Chicago Press, pp.120-142. Available
at: <https://press.uchicago.edu/ucp/books/book/chicago/E/bo3622618.
html>.

Hoppe, H.-H., 1988. From the economics of laissez faire to libertarian ethics.
In: W. Block and L.H. Rockwell, eds. The free market reader: essays
in the economics of liberty. Auburn AL: Ludwig von Mises Institute,
pp-56-76.

Hoppe, H.-H., 1989. A theory of socialism and capitalism: economics, pol-
itics, and ethics, The Ludwig von Mises Institute’s studies in Austrian
economics. Boston: Kluwer Academic Publishers.

Hoppe, H.-H., 1998. Introduction. The ethics of liberty. New York: New York
Univ. Press, pp.xi—xliii.

Hoppe, H.-H., 2007. Democracy - the god that failed: the economics and
politics of monarchy, democracy and natural order. New Brunswick, NJ:
Transaction Publishers.

Hiilsmann, J.G., 2007. Mises: the last knight of liberalism. Auburn AL:
Ludwig von Mises Institute.

Hutchins, R., 2017. Islam and suicide terrorism: separating fact from fiction.
Counter Terrorist Trends and Analyses, 9(11), pp.7-11. Available at:
<https://www.jstor.org/stable/26351566>.


https://doi.org/10.1007/s10516-017-9348-0
https://doi.org/10.1007/s10516-017-9348-0
https://doi.org/10.1111/1467-9337.00200
https://doi.org/10.1111/1467-9337.00200
https://doi.org/10.5325/jaynrandstud.17.1.0054
https://doi.org/10.5325/jaynrandstud.17.1.0054
https://press.uchicago.edu/ucp/books/book/chicago/E/bo3622618.html
https://press.uchicago.edu/ucp/books/book/chicago/E/bo3622618.html
https://www.jstor.org/stable/26351566

A praxeology of the value of life... 453

Kinsella, S., 2009. What libertarianism is. In: J.G. Hiillsmann and S. Kinsella,
eds. Property, Freedom, & Society: Essays in Honor of Hans-Hermann
Hoppe. Auburn, AL: Ludwig von Mises Institute, pp.179-196. Available
at: <https://mises.org/library/property-freedom-and- society-essays-
honor-hans-hermann-hoppe>.

Kruglanski, A.W. et al., 2009. Fully committed: suicide bombers’ motivation
and the quest for personal significance. Political Psychology, 30(3),
pp.331-357. https://doi.org/10.1111/j.1467-9221.2009.00698 .x.

Lindekilde, L., O’Connor, F. and Schuurman, B., 2019. Radicalization pat-
terns and modes of attack planning and preparation among lone-actor
terrorists: an exploratory analysis. Behavioral Sciences of Terrorism
and Political Aggression, 11(2), pp.113-133. https://doi.org/10.1080/
19434472.2017.1407814.

Mack, E., 2022. Natural rights. In: M. Zwolinski and B. Ferguson, eds.
The Routledge Companion to Libertarianism, Routledge International
Handbooks. Abingdon, Oxon; New York, NY: Routledge, pp.13-27.

Meng, J.C.S., 2002. Hopp(e)ing onto new ground: a Rothbardian proposal
for Thomistic natural law as the basis for Hans-Hermann Hoppe’s praxe-
ological defense of private property.

Mises, v.L., 2008. Human action: a treatise on economics. Auburn AL:
Ludwig von Mises Institute.

Mises, v.L., 2010. Liberalism. Ed. by A. Goddard. Auburn, AL: Ludwig von
Mises Institute.

Moen, O., 2012. Is life the ultimate value?: a reassessment of Ayn Rand’s
ethics. Reason Papers, 34(2), pp.84-116.

Mroszczyk, J., 2019. To die or to kill? an analysis of suicide attack lethality.
Terrorism and Political Violence, 31(2), pp.346-366. https://doi.org/10.
1080/09546553.2016.1228632.

Nozick, R., 1971. On the Randian argument. The Personalist, 52(2), pp.282—
304. https://doi.org/10.1111/j.1468-0114.1971.tb08926.x.

Nozick, R., 1977. On Austrian methodology. Synthese, 36(3), pp.353-392.
https://doi.org/10.1007/bf00486025.

Osterfeld, D., 1983. The natural rights debate: a comment on a reply. Journal
of Libertarian Studies, 7(1), pp.101-113.


https://mises.org/library/property-freedom-and-society-essays-honor-hans-hermann-hoppe
https://mises.org/library/property-freedom-and-society-essays-honor-hans-hermann-hoppe
https://doi.org/10.1111/j.1467-9221.2009.00698.x
https://doi.org/10.1080/19434472.2017.1407814
https://doi.org/10.1080/19434472.2017.1407814
https://doi.org/10.1080/09546553.2016.1228632
https://doi.org/10.1080/09546553.2016.1228632
https://doi.org/10.1111/j.1468-0114.1971.tb08926.x
https://doi.org/10.1007/bf00486025

454 Pawet Nowakowski

Osterfeld, D., 1986. Freedom, society, and the state: an investigation into the
possibility of society without government. San Francisco, CA: Cobden
Press.

Porebski, C., 2019. Elzenberg: an unfinished system of axiology. Lectures
on polish value theory. Leiden: Brill, pp.73-86. Available at: <https:
//brill.com/view/title/54133>.

Rasmussen, D.B., 1980. A groundwork for rights: man’s natural end. Journal
of Libertarian Studies, 4(1), pp.65-76.

Rasmussen, D.B., 2002. Rand on obligation and value. The Journal of Ayn
Rand Studies, 4(1), pp.69-86. Available at: <https://www.jstor.org/
stable/41560204>.

Raz, J., 1999. Mixing values. Engaging reason: on the theory of value and
action. New York, NY: Oxford Univ. Press, pp.182-201.

Raz, J., 2001. Value, respect, and attachment. 1st ed. Cambridge: Cam-
bridge University Press. Available at: <https://doi.org/10.1017/
CB09780511612732>.

Raz, J., 2017. On the moral significance of sacrifice. King’s College London
Dickson Poon School of Law Legal Studies Research Paper No. 2017-38;
Oxford Legal Studies Research Paper No. 55/2017; Columbia Public
Law Research Paper No. 14-559. Available at: <https://scholarship.law.
columbia.edu/faculty_scholarship/2051>.

Rothbard, M., 1951. Praxeology: Reply to Mr. Schuller. The American Eco-
nomic Review, 41(5), pp.943-946. Available at: <https://www.jstor.org/
stable/1809097>.

Rothbard, M., 1997. Praxeology, value judgements, and public policy. The
logic of action one: method, money, and the austrian school. Cheltenham:
Edward Elgar, pp.78-99. Available at: <https://oll-resources.s3.us-east-
2.amazonaws.com/oll3/store/titles/104/0724_Bk_Sm.pdf>.

Rothbard, M., 1998. The ethics of liberty. New York: New York University
Press.

Rothbard, M., 2006. For a new liberty: the libertarian manifesto. Auburn AL:
Ludwig von Mises Institute.


https://brill.com/view/title/54133
https://brill.com/view/title/54133
https://www.jstor.org/stable/41560204
https://www.jstor.org/stable/41560204
https://doi.org/10.1017/CBO9780511612732
https://doi.org/10.1017/CBO9780511612732
https://scholarship.law.columbia.edu/faculty_scholarship/2051
https://scholarship.law.columbia.edu/faculty_scholarship/2051
https://www.jstor.org/stable/1809097
https://www.jstor.org/stable/1809097
https://oll-resources.s3.us-east-2.amazonaws.com/oll3/store/titles/104/0724_Bk_Sm.pdf
https://oll-resources.s3.us-east-2.amazonaws.com/oll3/store/titles/104/0724_Bk_Sm.pdf

A praxeology of the value of life... 455

Rothbard, M., 2008. Toward a reconstruction of utility and welfare economics.
In: M. Sennholz, ed. On freedom and free enterprise. Auburn AL: Ludwig
von Mises Institute, pp.224-262.

Rothbard, M., 2009. Man, economy, and state: a treatise on economic prin-
ciples; with power and market: government and the economy. 2nd ed.
Auburn AL: Ludwig von Mises Institute.

Rothbard, M., 2011. Economic controversies. Auburn AL: Ludwig von Mises
Institute.

Roy, O., 2016. Can we understand the motives of jihadists? Pouvoirs, 158(3),
pp-15-24. Available at: <https://www.cairn-int.info/article.php?ID_
ARTICLE=E_POUV_158_0015>.

Scheffler, S., 2011. Valuing. In: R.J. Wallace, R. Kumar and S. Freeman, eds.
Reasons and Recognition: Essays on the Philosophy of T.M. Scanlon.
Oxford: Oxford University Press, pp.23—42. Available at: <https://doi.
org/10.1093/acprof:0s0/9780199753673.003.0002>.

Schroeder, M., 2021. Value theory. In: E.N. Zalta, ed. The stanford encyclope-
dia of philosophy. Fall 2021. Stanford, CA: Metaphysics Research Lab,
Stanford University. Available at: <https://plato.stanford.edu/archives/
fall2021/entries/value-theory/>.

Share, C., 2012. A defense of Rothbardian ethics via a mediation of Hoppe
and Rand. The Journal of Ayn Rand Studies, 12(1), pp.117-150. https:
//doi.org/10.2307/41607996.

Sheehan, 1.S., 2014. Are suicide terrorists suicidal? a critical assessment of
the evidence. Innovations in Clinical Neuroscience, 11(9-10), pp.81-92.

Slenzok, N., 2018. Dwa argumenty na rzecz libertarianizmu w teorii prawa
naturalnego Murraya Rothbarda. Dialogi Polityczne, (22), p.23. https:
//doi.org/10.12775/DP.2017.002.

Thrasher, J., 2018. Social contractarianism. In: B. Van der Vossen,
D. Schmidtz and J. Brennan, eds. The Routledge Handbook of Liber-
tarianism, Routledge handbooks in philosophy. New York: Routledge,
pp.212-224.

Waldron, J., 1988. The right to private property. Oxford; New York: Oxford
Univ. Press.


https://www.cairn-int.info/article.php?ID_ARTICLE=E_POUV_158_0015
https://www.cairn-int.info/article.php?ID_ARTICLE=E_POUV_158_0015
https://doi.org/10.1093/acprof:oso/9780199753673.003.0002
https://doi.org/10.1093/acprof:oso/9780199753673.003.0002
https://plato.stanford.edu/archives/fall2021/entries/value-theory/
https://plato.stanford.edu/archives/fall2021/entries/value-theory/
https://doi.org/10.2307/41607996
https://doi.org/10.2307/41607996
https://doi.org/10.12775/DP.2017.002
https://doi.org/10.12775/DP.2017.002

456 Pawet Nowakowski

Weiss, P., 1949. Sacrifice and self-sacrifice: their warrant and limits. The
Review of Metaphysics, 2(7), pp.76-98. Available at: <https://www jstor.
org/stable/20123135>.

Wissenburg, M., 2019. The concept of nature in libertarianism. Ethics, Policy
& Environment, 22(3), pp.287-302. https://doi.org/10.1080/21550085.
2019.1652313.

Zimmerman, M.J. and Bradley, B., 2019. Intrinsic vs. extrinsic value. In:
E.N. Zalta, ed. The stanford encyclopedia of philosophy. Spring 2019.
Stanford, CA: Metaphysics Research Lab, Stanford University. Available
at: <https://plato.stanford.edu/archives/spr2019/entries/value-intrinsic-
extrinsic/>.


https://www.jstor.org/stable/20123135
https://www.jstor.org/stable/20123135
https://doi.org/10.1080/21550085.2019.1652313
https://doi.org/10.1080/21550085.2019.1652313
https://plato.stanford.edu/archives/spr2019/entries/value-intrinsic-extrinsic/
https://plato.stanford.edu/archives/spr2019/entries/value-intrinsic-extrinsic/

Discussions and polemics

Dyskusje i polemiki






Rejoinder to Block on indifference’

Igor Wysocki

Nicolaus Copernicus University in Torun

Abstract
This paper is a rejoinder to Block’s (2022) response to Wysocki’s
(Wysocki, 2021) essay on Nozick’s challenge leveled at Austrian
economics. Instead of merely reiterating Wysocki’s (Wysocki, 2021)
position, we try to highlight that the Blockean account of indifference
and preference entails the views which are otherwise unwelcome,
given his unyielding commitment to Austrian economics at large. To
wit, we argue that Block’s theory still fails to make sense of the law
of diminishing marginal utility. Moreover, his extreme idea of choice,
sadly, appears to jettison characteristically Austrian subjectivism and
thus perilously verges on behaviourism. We conclude that, given all
these predicaments the Blockean account is caught in, Block him-
self (qua Austrian) has a reason to embrace the Hoppean theory of
preference and indifference.

Keywords
choice, indifference, preference, Hans-Hermann Hoppe, Walter Block.

* This research was funded in whole or in part by the National Science Centre, Poland,
grant number 2020/39/B/HS5/00610. For the purpose of Open Access, the author has
applied a CC-BY public copyright licence to any Author Accepted Manuscript (AAM)
version arising from this submission.

Philosophical Problems in Science (Zagadnienia Filozoficzne w Nauce)

No 76 (2024), pp. 459-479 ® CC-BY-NC-ND 40 RI83



460 Igor Wysocki

1. Introduction: the points of agreement

efore we embark on criticizing Block’s account of preference
B and indifference, it is vital to underline the points of agreement
between us and our intellectual adversary. This is important as it will
allow us to all the more sharply capture the real bone of contention.
What we, most crucially, share with Block is the view that indifference
cannot be demonstrated in action (see e.g., Block, 2009; Rothbard,
1997). Indeed, the very idea of action presupposes some preference.
That is, as Mises (1998, p.97) put it:

Action is an attempt to substitute a more satisfactory state
of affairs for a less satisfactory one... A less desirable con-
dition is bartered for a more desirable. What gratifies less is
abandoned in order to attain something that pleases more.

Granted, it is due to the fact that individuals judge a state of affairs
that would obtain in the absence of their respective actions to be less
preferable to the one that they believe would be brought about by
these actions that they engage in acting in the first place. Or in other
words, if an economic actor believed that her action would render her
no better off than if she were not to act at all, she would refrain from
acting. It is in this sense that action at the very minimum presupposes
some preference. Sweeping indifference would result in no action
whatsoever—no disagreement with Block just yet.

What we also concur on with Block is the relation between the
concepts of choice, preference and indifference. We, quite much in
the Blockean spirit, conceive of the relation between the impossibility
of choice and indifference as that of logical equivalence. That is,

formally, for all S’s, S an economic agent, S is indifferent between x
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and y! if and only if S cannot choose between x and y. On the other
hand, it takes S’s preferring x to y for S to choose x over y. Technically,
the fact that S chooses x over y implies that S (strictly) prefers x to y.
And Block (2022, p.47) concurs, which is manifested in the passage
wherein Block invites us to consider the case of a grocer endowed
with a stock of one-pound packages of butter who “must choose one of
these one-pound packages, to give to the thief/customer.” The grocer
then, we are supposed to imagine, “‘chooses the first one.” Block’s
conclusion is that “he is no longer indifferent.”

Clearly then, we are on the same page with Block as far as the
view of choice as preference-implying is concerned. Furthermore, we
take no issue with the characteristically Austrian contention to the
effect that it is some preference rather than indifference that manifests
itself in action. However, the devil is in the details. And so there
are indeed subtle points of disagreement between our account and

Block’s, the points to which we are now turning.

2. The real bone of contention

Although, as mentioned above, we side with Block as far as the
thesis that choice implies preference goes, our more nuanced position
concerning individuating alternatives subject to choice finally makes

it the case that our account of indifference and preference diverges

! The variables x and y are best treated as mere place holders, for they may stand
for such various entities as states of affairs, physical objects, actions. After all, an
individual may well be indifferent between (or have a preference for) particular states
of affairs (e.g. whether it is raining or not), physical objects (e.g. tea of coffee) and
between specific actions (e.g. whether to start playing tennis with the left or right
hand—see Hausman’s (2011, p.27) “final preferences” defined as “preferences among
the immediate objects of choice”).
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from Block’s dramatically. Just to remind the reader, our view is
that if one is indifferent between x and y, then one cannot logically
choose between them. Or still in other words, if one cannot choose
between x and y, then x and y do not constitute economically distinct
alternatives.? To illustrate our point, if an actor S values watching
football most and he values going for a walk equally highly, whereas
he values playing a game of chess less, while valuing having a nap
just as much as a game of chess, we can represent his choices on the

following value scale:

Vi
(1) Watching football or going for a walk

(2) Playing a game of chess or having a nap

As can be seen, there are only two economically distinct choices
instead of four of them. And again, the reason is that since the stipu-
lated actor S is indifferent between watching football and going for
a walk as well as between playing a game of chess and having a nap,
he cannot choose between watching football and going for a walk.
Neither can he choose between playing a game of chess and having
a nap. In conclusion, he chooses only between (1) and (2).

Equipped with this conceptual apparatus, we are now in a position
to spell out a relevant difference between our account of choice and

Block’s. At this point, it is crucial to note that the individual’s given

2 This sort of insight—with a slight modification—is also present in the mainstream
theory of action. Says Broome (1991, p.103): “Outcomes should be distinguished as
different if and only if they differ in a way that makes it rational to have a preference
between them.” Hoppe (2005) advances a similar thesis. This author has it that al-
ternatives subject to choice should be considered distinct if and only if they differ
in a way that an actor does actually have a preference over them. And hence, if any
two “alternatives” do not differ in any economically relevant sense according to the
economic actor, then the two alternatives are not really alternatives. There is no choice
between them.
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behaviour underdetermines a value scale on which she has acted. Or,
to put this point more technically, there is a one-to-many relation be-
tween a certain act-token and an underlying value (preference) scale.
Still in other words, a given behaviour might be evidential of many
value scales. That is, (infinitely) many value scales may manifest them-
selves in any particular act. For example, suppose we know nothing
yet of how our stipulated actor S actually ranks the four “alternatives”
stated above. Further imagine that S ends up watching football. We
posit that from this fact alone we cannot infer a specific value scale
guiding S’s action. For, S might as well have been indifferent be-
tween watching football and going for a walk. Alternatively, he might
have (strictly) preferred watching football to anything else he saw as

a possibility. If so, then his value scale might be the following:

Va

(1) Watching football

(2) Going for a walk

(3) Having a nap

(4) Playing a game of chess

And this is precisely where our account diverges from Block’s. For, it
seems that according to Block action is a manifestation of preference
all across the board. At this point, we cannot do better than quote
Block at length. Says our author about the Buridan’s ass example:

Wysocki misconstrues Buridan’s ass in the same manner. This
beast, let us say, chooses the bale of hay to the right. The
correct interpretation of this is two fold: one, this creature
preferred life to death, and, two, he favored the hay on the
right to the hay on the left. In Wysocki’s correct interpretation
of Hoppe, and his own, only the first is true. The second,
amazingly, is not. But, but, but, the donkey moved to his right,
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not his left! If this is not evidence that he preferred the right to
the left bale, there can be no such thing as evidence, at least
not in cases like this. (Block, 2022, pp.51-52)

First thing to note here is that Block is clearly strawmanning
against Hoppe (2005) and Wysocki (2021). Neither of these authors
claim that it is impossible for the Buridan’s ass to prefer the right
bale to the left. Rather, Hoppe’s and Wysocki’s point is that the fact
that the donkey moves to his right is in and of itself insufficient to
establish whether the donkey does prefer the right bale to the left one.
For, the donkey might as well be indifferent between the two. In that
case, the donkey would not be choosing between the two bales but
indeed between something else—most plausibly, between eating or
starving. Certainly, it is possible for the donkey to choose between the
bales. But in that case, the donkey must have a preference for one over
the other. All in all, how many choices the actor faces depends on the
Hoppean (2005) correct description of action (or action under inten-
tional description) and not on the actor’s behaviour as extensionally
described. Whereas the fact that the donkey moves to the right is, for
Block, a decisive reason to conclude that the donkey prefers the right
bale to the left one, we submit that this fact alone does not suffice to
establish what the donkey prefers over what as it takes an intentional
description of his action to be able to determine his preferences. Re-
member, we agree on one thing. The donkey’s action most definitely
is a manifestation of some preference, for otherwise the donkey would
not engage in action at all. However, the donkey’s particular behaviour
underdetermines the value scale guiding his action. To summarize,
the donkey’s behavior being fixed (i.e. the animal moves to the right
bale of hay and eats it), we contend that it is evidential of (at least)
the following two value scales.
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V3

(1) Eat from a right bale of hay
(2) Eat from a left bale of hay
(3) Starve

V4
(1) Eat from either a right or a left bale of hay
(2) Starve

By contrast, Block avers that the donkey’s behaviour unambigu-
ously points to V3 as an underlying value scale, which we can al-
legedly infer from the very fact that the animal moved to the right
rather than to the left.

Having, hopefully, spelled out the difference between the Hop-
pean (and Wysocki’s) and Block’s account of preference of indiffer-
ence, let us move now to consider why the Blockean theory leads to

unwelcome consequences.

3. Block’s ad hoc after-action/before-action
distinction

It is precisely Block’s distinction between the time before an action
and after it that constitutes the crux of his response. Block’s (2022,
p-52) discussion of his famous thought experiment involving a seller
endowed with 100 units of butter shall serve as a good illustration of
our intellectual adversary’s viewpoint. Block appears to be relegating
indifference entirely outside the realm of action as he believes that
the said butter seller is indifferent between the units of his stock only
before some action involving those units is taken. Says our author:

“At time t;, before any choice was made, yes, all units of butter were
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‘equally serviceable.” Their owner was indifferent between all of them.
They were homogeneous as far as he was concerned.” However, when
at t the seller encounters a customer who is willing to buy one unit
of the commodity supplied by the former, and the seller gives up
72™ ynit, then this very fact, according to Block, establishes that he
indeed disprefers this (i.e. 72") unit to any other. Or, in Block’s words,
“[if] this does not establish that he valued this particular one, the 72"
unit, less than the others, then there is no such thing as choice, utility,
economic theory, common sense.”

We, by contrast, contend that the inference from the fact of giving
up a particular unit to the conclusion that this very unit must have
been dispreferred to any other is rather, if anything, a travesty of
common sense. After all, why should it be the case that the seller
indeed chooses to give up the 72" unit? Why does Block draw this
conclusion? Merely because the extensional description of the seller’s
action is that he gives up this very unit? Fair enough. As far as the
extensional description goes, it is a rather accurate one. However, it is
still a far cry from establishing the seller’s action under intentional
description, for we do not know from this action alone between what
the seller was choosing. Just to resort to value scales, the seller’s
action might have been guided by (at least) these two distinct value

scales.

Vs
(1) To earn money by giving up the 72" unit of butter
(2) To earn money by giving any other unit?

3 This value scale and the following one—unlike others invoked in the present paper—
apart from the actor’s ends include also the means. However, this illustrates the point
that the actor—as in Block’s example—might clearly have a preference for particular
means, with his end being fixed. After all, Block’s point is precisely that, the seller’s
end being equal, she prefers to give up the 72" unit of butter to giving up any other.
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or indeed by V¢
(1) To earn money by giving up any unit of butter

(2) To preserve all the units and earn no money

Then again, our position is that the seller’s action underdetermines
a value scale guiding it. That is, for example, it might be V4 or Vs
that make sense of the seller’s behaviour. By contrast, according to
Block, the fact that the seller gave up (as extensionally described) the
72" unit exclusively points to V4 as the scale guiding his action. But
why should that be a correct description of the seller’s action? We
claim that the actor in question might as well be indifferent between
all the units of butter involved. Granted, when it came to the seller’s
action, he must have been guided by some preference but this fact by
itself cannot establish that he was guided—among other things—by
the dispreference for the 72™ ynit of butter. And, we submit, it is all
the more natural to assume that the seller was guided by the preference
for some money over any particular unit of butter. And this preference
will do for classifying the seller’s behaviour as action. There is no
need at all to claim that the actor also dispreffered the actual unit
given up to any other.

Now, it is crucial to note that it is precisely Block’s contention
that from the act of giving up a particular unit we can infer a dis-
preference for that very unit that leads him to the weird eponymous
after-action/before-action distinction. Remember, Block believes that
the seller starts with indifference among all the units of butter. How-
ever, since he believes that the actor’s act of giving up a particular unit
implies a dispreference for that unit, he must now posit that the actor
is no longer indifferent among all the units of his commodity. Sadly,
Block never explains why there is this sudden change in the actor’s

mental state. By contrast, the Hoppean account does not need to resort
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to the before-action/after-action distinction at all to explain the seller’s
act. If, by assumption, the actor is indifferent among all the units of
butter, then his act does not (and cannot) demonstrate dispreference
for the actual unit given up. But this does not prevent us from making
sense of the actor’s act. If the actor is genuinely indifferent among
all the units of butter, his action might be still conceived of in terms
of—among other possible explanations—the preference of giving
up a unit of butter rather over preserving all of them but earning no
money (see: Vs). That is, in the Hoppean account, it is, most naturally,
the actor’s preference guiding the actor’s action: if the actor prefers
x to y, he chooses x over y, whereas if he is indifferent between a and
b, he does not choose between a and b. More concretely, if he is
indifferent between particular units of butter, then he does not choose
between them. If he prefers some money to any unit of butter, then
he chooses to give up a unit of butter for some money. There is no
need to postulate any arbitrary change in the actor’s state of mind to
understand his resultant behaviour. Block, by contrast, is powerless
to explain the actor’s choice, for how can he choose to give up the
72" unit if the actor was ex hypothesi indifferent between all of them.
For Block to conclude that the said economic agent chose to give up
that very unit, it must be assumed that he was not indifferent between
that unit and any other one; viz., that he dispreferred precisely the
72 ynit. But if Block were to embrace this assumption, he could not
in turn make sense of the supply of the same economic good. Thus,
Block seems to be caught in an unenviable dilemma. On the one hand,
if he wants to stick to his idea of action as demonstrating preference
all across the board, he has to compromise the notion of the supply

of the same good. Alternatively, if wants to keep the robust notion of
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the supply of the same commodity, he would need to make a major
concession to Hoppe. To wit, he would have to concede that the seller
does not disprefer the 72" of butter when he gives it up.

To illustrate further the dilemma the Blockean framework faces,
let us test how it fares when given the task of capturing the law of
diminishing marginal utility. Suppose, Block starts out with a stock of
three apples (A, Az, A3), which he finds equally serviceable. Further,
Block envisages exactly three ends that he believes each apple can

satisfy. The ends are (in the descending order of importance):

1. Eating an apple
2. Giving it to a friend

3. Throwing it for distance

Now, in Block’s preferred vernacular, here is Block “before ac-
tion”, equipped with three units of the same commodity. He finds
them all “equally serviceable” and thus he is indifferent between all
of them. Now it is time for Block to satisfy his consecutive ends by
means of the apples. Naturally, Block eats his first apple, which satis-
fies his most pressing end. Say, he eats A,. This, however, according
to Block already implies that in fact A, was not equally serviceable
as the remaining two apples. Nay, A, was dispreferred to the two
apples remaining. So, it magically turns out that Block’s act of eating
one apple demonstrates that he was dealing not with a homogeneous
set of apples but with two distinct classes of economic goods: (1)
with the dispreferred apple he actually ate and (2) a homogeneous set
of two remaining equally serviceable apples. Secondly, Block quite
reasonably gives one apple to his friend. Say, he gets rid of A3 for
that purpose. Now, since Block indeed gave up Aj, this means that he
dispreferred it to the remaining apple (i.e. Aj). So, in the end, contrary

to the original assumption, Block’s subsequent actions demonstrate
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that in fact the three apples were not economically homogeneous.
More, Block’s inference is that they were all heterogeneous. However,
remember, the three apples were, by assumption, homogeneous. After
all, we were after illustrating the law of diminishing marginal utility
using Block’s preferred framework. As can be seen, Block’s account
of preference and indifference completely fails. In the above scenario
of employing three apples, Block’s theory predicts that there is only
one preferred way to economize them over time; that is, the one that
actually obtained; viz, first A;, second Az, and finally A,. However,
as demonstrated by Wysocki (2021, p.41), we should expect 3! (which
is six) ways to economize those three apples. After all, since they are
assumed to be equally serviceable, then it would be—by assumption—
equally good for Block to, say, first employ A, then A, and finally As.
The same applies to any permutation of the said three apples. How
can it be otherwise when they are assumed to be equally serviceable?
Finally, it is well-worth noting that the Hoppean account does not run
into the same sort of problem, for, according to Hoppe, since the agent
would be indifferent between three apples he would not choose among
them. Still, he would choose between different ends each apple can
satisfy. That is, as in the scenario above, the actor would first eat an(y)
apple, then give any other of the two remaining apples to a friend, and
finally throw the remaining apple for distance. Hence, the actor would
be throughout the process indifferent between the apples (means em-
ployed), while at the same time demonstrating some preference (i.e.
satisfying more pressing needs sooner later than later). Therefore, it
is the Hoppean account and not Block’s that does justice to both the
fact that the agent was acting (i.e. there is some preference getting
demonstrated) and to the law of diminishing marginal utility (i.e. the
apples are deemed equally serviceable through the whole sequence
of actions). Concluding, given the fact that Block qua Austrian fully
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subscribes to the law of diminishing marginal utility, he would do
better to drop his before-action/after-action distinction as it seems to
jeopardize the said law, clearly too high a price to pay. Needless to say,
the Hoppean account suffers from no such defects and so Block has
all the reason to embrace it. Having said that, it is time to elucidate

other problems the Blockean theory suffers from.

4. Agency is not all about strict preference

Another problem haunting Block’s response is not taking heed of the
distinction between agency and what the actor does under an inten-
tional description.* What motivates this distinction is that apparently
an extensional description of the agent’s action does not necessarily
coincide with its intentional description. To wit, not every single
aspect of the agent’s external behaviour (at some level of descrip-
tion) is such that she intends it. To briefly illustrate the distinction
yet again, let us analyse a rather typical script of entering a café to
order coffee. So, as extensionally described, the customer normally
enters a café with a particular foot (either left or right one is the
first to enter the desired area). However, it certainly does not follow
that once the agent enters the café with her left foot, she thereby
demonstrates her preference for entering with this particular foot to
entering with the other one. For, the content of the agent’s intentional
state (i.e. of what the agent intends to do) might be simply to enter
the café with the ways of entering it being left unspecified. Similar
remarks apply to the agent’s ordering a coffee. Suppose, the waiter
approaches our economic actor and the latter says: “I will have a large

cappuccino.” It definitely does not follow that the actor had some

4 The distinction being brilliantly illuminated by Davidson (2001).
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preference for this particular wording of her order over any other.
That is to say, as long as any wording constitutes a speech act of
ordering a coffee, the actor might be perfectly indifferent between
alternative ways of ordering the desired drink. Moreover, at still some
finer-grained level of description, our actor’s pronouncing her order
necessarily has a suprasegmental property of having a definite pitch.
For the actor might order a coffee by pronouncing her order at, say,
a very high pitch. But then again, why should that follow that the
agent did indeed intend to place an order at a high pitch. She might
as well simply wanted to place an order (with the pitch remaining
unspecified in her intentional state). But if so, then there is no reason
to assume that the fact that the actor’s order was delivered at a high
pitch demonstrates her preference for that pitch over any other. By
contrast, Block’s position seems to predict that since the agent does
indeed enters with, say, the right foot, this ipso facto is evidentiary of
her preference for this particular way of entering the café. By the same
token, the fact that the agent orders a cappuccino at a high pitch is, for
Block, indicative of the agent’s (strict) preference for that pitch over
any alternative one. Yet, Block’s conclusion is implausible. Clearly,
one cannot apodictically infer a (strict) preference for such minute
details of action-tokens as highly specific bodily movements or highly
specific features of our linguistic behaviour. And the reason is that
entering a café with a particular foot would not typically figure in the
content of our intentional states. Rather, the most natural description
of the actor’s practical syllogism® is the following. She desired to
drink a coffee and because she believed that by entering a (particular)
café she can satisfy her desire, she intended to enter it. Under this

description, the agent does not believe that it is only by entering a café

3 For an excellent elaboration on practical syllogism, see e.g. Moore (1993; 2020).
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with a particular foot that she can ultimately satisfy her desire for
coffee. Hence, neither does she intend to enter the place with a par-
ticular foot. She simply intends to walk in whether with her left or
right foot. And because a particular way of entering (i.e. either with
the left or right foot) is outside the content of the agent’s intentional
states (both her belief and intention), it would be far-fetched to infer
the agent’s preference for a particular way of walking in merely from
the fact that the agent in fact does enter with a particular foot.® Such
an inference would, to our mind, make a mockery of preferences. If
the economic agent strictly prefers A to B, she values A higher than B.
Why should it be apodictically true then that if our actor enters a café
with her left foot rather than with right one, this demonstrates that
she values this particular entrance (i.e. with the left foot) higher than
the alternative entrance with the right foot? It is most implausible to
claim that this particular valuation immediately follows. Surely, we
are ready to concede that some differential valuation follows from the
very fact that the agent is acting in the first place. As we insisted on
above, action implies the demonstration of some preference but that
is everything that follows with apodictic certainty from the fact that
the agent acts. Block’s conclusion is therefore illegitimate and clearly
too strong. And just as entering a café with a left foot is not normally
preferred to entering it with a right foot, so these two action-tokens
do not normally—contra Block—constitute two distinct choices. And
again, insisting that the agent does choose to enter a café with her

right foot because she actually entered it with her right foot is to make

6 Note that the Hoppean (2005) account does not prevent us from saying that the
agent described does indeed have a preference for a particular way of walking in.
However, this preference does not, for Hoppe, follow automatically from the fact that
the agent walks in with a particular foot. According to Hoppe, the ultimate test for
agent’s preference is the correct description of her action, which coincides with the
Davidsonian (2001) intentional description of an action.
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the same mistake as the one involving the inference to the actor’s
preference mentioned above. After all, the agent does not have to
conceive of these two alternative ways of walking in as relevantly
different. Either, she may well believe, will serve her end equally well.

Finally, let us have a look at Block’s (2022, pp.50-51) analysis of
the Hoppean example involving a poor mother who can rescue only
one of her sons (i.e. either Peter or Paul) as the said analysis aptly
illustrates the Blockean confusion between agency and intentional
description of an action and allows us to raise our final objection to his
theory. As expected, from the fact that the mother saves Peter Block
draws an inference to the conclusion that she “places a higher value
on Peter than Paul.” But then again, just as—as we already saw—one
cannot infer the preference for entering a café with a right foot from
the fact the agent does actually enter with that very foot, so we cannot
infer the mother’s preference for Peter over Paul from the very fact
that Peter was saved. As we reiterated throughout this essay, the fact
that the mother saves Peter (extensional description) underdetermines
the value scale guiding the mother’s action, for the mother might
equally well frame her end as saving a child rather than saving Peter.
And if the former is true, then saving Peter serves this end equally
well as saving Paul. That is why, she can remain (before and after
action) indifferent between the two of her sons. And it is precisely for
that reason that she does not (and cannot) choose between the two.
No contradiction here.

However, Block (2022, pp.50-51) protests: “She did rescue the
former, when she could have chosen differently, and selected the latter
for retrieval, did she not?” But this simply begs the question. We,
following Hoppe, contend that the mother’s action in and of itself is
not determinative of the mother’s value scale, for the mother might as

well simply prefer rescuing a child to saving none. And if the mother
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frames her ends in this way, then it logically follows that the mother
does not choose between Peter and Paul. Rather, in this scenario, the
mother is choosing between saving a child over saving none. And that
is why Block’s assertion does no more than beg the question.
Eventually, to add insult to the injury, Block (2022, p.51) adds
that even if the mother “did this with her eyes closed, and just grabbed
the nearest son”, this would still indicate that the mother chose to
save Peter. Yet, how can grabbing a certain son with one’s eyes closed
count as demonstration of preference for that son? If anything, it
seems that under that scenario the mother prefers grabbing any one
son over saving none. It appears as though the most charitable take on
the Blockean idea of choice is that the author—his protestations to the
contrary notwithstanding—embraces methodological behaviourism.’
For, if the mother were to indeed “choose” to save Peter with her eyes
closed (i.e. being completely unaware of who she is in fact saving), in
what sense is this “choice” even driven by preferences or any other
mental states for that matter. We are afraid, in none. Rather, with her
eyes closed, the mother simply happens to save Peter. It is not the
case, by stipulation, that she believed that she is saving Peter. Worse,

Block even goes to such great lengths to say that the mother does not

7 Granted, Block may not be an ontological behaviorist. That is, he clearly does not
deny the existence of mental states. Neither does he reduce them to behaviours or mere
dispositions to behaviour. However, he seems to model (or define?) preferences in terms
of the agent’s external behaviour (Block, 2022, pp.54-55). This, to our mind, looks
very much like methodological behaviourism, the view according to which positing
mental states adds nothing to understanding the individual’s external behaviour. As
we are about to see to in the forthcoming part of the text, the Blockean construal of
Peter-and-Paul scenario appears to abstract from the mother’s preferences (as genuine
mental states) completely and instead models the mother’s apparent choice solely
around her external behaviour. For an exposition of different senses of behaviourism,
see e.g. Moore (2001).
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even have to cherish an intention to save either of his sons for her
act to count as an evidence that she chose to save Peter. Says Block
(2022, pp.54-55):

we as praxeologists must note that you actually reached out

and grabbed one of them, not the other. This is the essence

of Hoppe’s error, with support from Wysocki. What might

well have been on her mind had nothing to do with Peter nor

Paul. It might well have been as Hoppe opined, she was just

preferring to save one of her sons, rather than none. Who

knows, she might have been thinking about ice cream, as far

as we praxeologists are concerned. This does not matter in

the slightest for the praxeologist. We see her grabbing Peter,

not Paul, to safety, and we are compelled by praxis logic, e.g.,

praxeology, to note that she was not indifferent between her

sons, she could not have been indifferent between them, given

that she chose the one, not the other.

But this radical view comes perilously close to methodological
behaviourism, for Block seems to dismiss the mother’s mental states
completely. Note, even if the mother were to think “about ice cream”,
she would still choose to save Peter in the event Peter would be ulti-
mately saved. But this at a stroke gives up characteristically Austrian
methodological subjectivism® and denies any role to the actor’s men-
tal states (preferences and beliefs) as determining choices. Again,
Block’s die-hard insistence on his radical idea of choice appears at
the same time to compromise what he otherwise holds dearly, that
is Austrian subjectivism with its insistence on purposeful behaviour.
Given this, we again submit that for Block to disown his account

of choice is to pay a relatively small price for saving what he qua

8 Let us not lose sight of Hayek’s (1952, p.31) famous dictum: “It is probably no
exaggeration to say that every important advance in economic theory during the last
hundred years was a further step in the consistent application of subjectivism.”
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Austrian otherwise strongly believes. In other words, we claim that
the most efficient way for Block to make his views coherent is to drop

his problematic theory of choice, preference and indifference.

5. Conclusion

As we tried to show in this rejoinder, Block’s account of choice, pref-
erence and indifference fails on three counts. First, Block’s theory—
despite his claims to the contrary notwithstanding—cannot make
sense of the law of diminishing marginal utility. For it is precisely
the Blockean radical idea of choice which predicts that allegedly
homogeneous (i.e. equally serviceable) units ultimately prove to be
heterogenous. Moreover, we demonstrated that Block’s resorting to
the before-action/after-action distinction is of no help. Not only is this
distinction ad hoc but also it fallaciously predicts that n number of
allegedly equally serviceable units can be economized in only one
optimal way, something immediately running counter to the original
assumption of the economic homogeneity of the said units.

Later on, we illuminated two more unwelcome consequences
on the Blockean theory under consideration. The first of them is
that Block’s (2022) account fails to distinguish between what is at-
tributable to the economic agent’s agency and what the agent does
intentionally. While trying to reduce Block’s not observing this distinc-
tion to absurdity, we show that this author would have to conclude that
literally any single minute detail of the actor’s act-token is preferred
(to some other minute detail) and therefore chosen. This conclusion,
in turn, is most clearly implausible, which serves to repudiate the

Blockean theory of choice via modus tollens.
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Finally, we suggested that Block’s theory dangerously verges on
methodological behaviourism, the view that this author most definitely
rejects gua Austrian. Given all these unwelcome consequences stem-
ming from Block’s insistence on his account of choice, preference and
indifference, we claim that this author has a decisive reason to simply
disown the said account. After all, as it seems, this particular theory
of his is purchased at a huge cost of jeopardizing other vital aspects
of Austrian economics, especially the law of diminishing marginal
utility and overall Austrian insistence on methodological subjectivism
rather than methodological behaviourism. Needless to say, embracing
the Hoppean (2005) account of preference and indifference would be
a right way for Block to go.
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Response to Wysocki’s Rejoinder to
Block on indifference

Walter Block

Loyola University New Orleans

Abstract
Wysocki (2024) is a critique of Block (2022). The present paper is
a response to the former. We are in effect debating the best reaction to
Nozick (1977) which criticized Austrian economics on the ground that
it makes two claims that are incompatible with one another. On the one
hand, the praxeological school is noted for its aversion to the concept
of indifference. On the other hand, the Austrian school also accepts

supply and demand curves, and diminishing marginal utility. These

three concepts imply homogeneous elements that comprise them.

But if they are truly homogeneous, people ought to be indifferent
between the different elements of them. Hence, the tension, not to say
logical contradiction, in this perspective. Block (1980) was an attempt
to respond to Nozick (1977). Hoppe (2005a,b; 2009) and Wysocki
(2016; 2017; 2021; 2024) who supports Hoppe, maintain that Block’s
refutation of Nozick (1977) was not efficacious at all, at worst, or at
best, certainly not fully successful.

Specifically, Wysocki maintains that there is a bifurcation between
choosing and preferring; for example, no one is even aware of which
foot goes first when entering a restaurant, and, yet, one has to make
a choice about it. He avers that it is entirely possible to prefer to save

either son, equally, while actually picking one, and not the other.
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Q
<
(@)
Z
)
Z
&
]
)
[ ]
[sq)
(@)
wn
I
[oe]
)
g
o
’;F
o
(@]
8
O
M~
o
=



482 Walter Block

Keywords
indifference, supply and demand, diminishing marginal utility, subjec-

tivism, behaviorism, psychologizing, preference.

1. Introduction

ysocki (2024)! is a critique of Block (2022).? The present
‘ ~ paper will defend the latter against the former. My critic al-
leges that I err with regard to indifference, subjectivism, Austrian
economics in general, the law of diminishing marginal utility, and
embraces the fallacy of behaviorism. I shall be quoting sections of
his 2024 paper, and responding to them, seriatim, in much the same
order as he presents his critiques. This author urges me in my cri-
tique of Nozick (Block, 1980) to embrace, instead, the defense of the
praxeological school adumbrated by Hoppe (2005a,b; 2009).3
In section II of this paper, we discuss my overlap with the views
of Wysocki. Section III is given over to exploring the bones of con-
tention between the two of us. The burden of section IV is to counter
Wysocki’s rejection of my time series claim: the after-action/before-
action distinction. In section V we discuss agency and strict prefer-
ence; we conclude in section VI.

! Unless otherwise indicated, all cites to Wysocki will be to this one article.

2 And, also critique of (Barnett, 2003; Block, 1980, and Block; 2009a,b; 2012; 2019).
3 For a more complete list of Austrian concerns about indifference, see (Barnett, 2003;
Block, 1980; 1999; 2003; Block, 2007; Block, 2009a,b; 2012; 2019; Block and Barnett
II, 2010; Block, 2012; Sotelo and Block, 2014; Caplan, 1999; 2001; 2003; 2008;
Hoppe, 2005b,a; 2009; Hiilsmann, 1999; Machaj, 2007; Nozick, 1977; O’Neill, 2010;
Sotelo and Block, 2014; Wysocki, 2016; 2017; 2021; 2024).
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2. Agreement

Wysocki begins his paper by setting out the large areas of agreement.
He states this fairly, even eloquently. I have no criticism. However,
I would go further than he along these lines. He limits himself, not
unreasonably to the narrow points at issue in this particular paper.
I would like to place it on the record that he and I probably agree
on 99% of all issues in political economy. I go even further: he and
I are co-authors on several occasions, and you don’t get closer in this
game than that (Block and Wysocki, 2018; Wysocki, 2017; Wysocki
and Block, 2018; 2019; 2020; Wysocki and Block, 2022; Wysocki
and Block, 2019).

3. Bones of contention

Wysocki starts off this section of his paper with the

. view [...] that if one is indifferent between x and y, then
one cannot logically choose between them. Or still in other
words, if one cannot choose between x and y, then x and y do
not constitute economically distinct alternatives.

The word, or the concept, “indifference” occurs in ordinary lan-
guage all the time.* Before choosing, the grocer cares not one whit
which pound of butter he gives to the customer. In Wysocki’s case,

chess versus taking a nap, football vis a vis going for a walk, all is

4 Physics, too, has a technical language, which uses the same verbiage as ordinary
language. For example, in that science, “work™ = mass x distance. But if someone is
holding 20 pound barbells still, at arm’s length, he will not be doing any “work” in
the physics sense, since these weights do not travel through any distance. However, in
ordinary language, this would constitute a very heavy “work” out.
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indifferent. Now consider technical language. We as economists, are
never in a position to say anything of the sort. All we see is the person
choosing either football or a walk, or choosing either chess or a nap.
We are not in a position to aver, qua economist, any such thing as
does Wysocki. Again, if this scholar is engaging in ordinary language,
I have no quarrel with his contention. But, if he thinks he is now
speaking as an economist, which he now presumably also is doing,
then I cannot acquiesce in his statements.

Our author opines:

Equipped with this conceptual apparatus, we are now in a po-
sition to spell out a relevant difference between our account of
choice and Block’s. At this point, it is crucial to note that the
individual’s given behaviour underdetermines a value scale on
which she® has acted. Or, to put this point more technically,
there is a one-to-many relation between a certain act-token
and an underlying value (preference) scale.

My objection, is that no one can be indifferent between a walk and
football watching, and, yet, does the latter. This would appear to be
a violation of the areas of agreement that Wysocki acknowledges we
share. To wit, he states: “What we, most crucially, share with Block
is the view that indifference cannot be demonstrated in action” (see
e.g., Block, 2009a,b; Rothbard, 2011). Indeed, the very idea of action
presupposes some preference. He now seems to be taking back this
area in which we overlap.

Wysocki, nevertheless, continues down this path:

>

31 cannot let pass my extreme annoyance at Wysocki’s continual use of “inclusive’
language. “He” includes “he and she” in the English language, whereas “she” includes
only the fairer sex. However, I forgive him. English is not his native language. He
does not, then, perhaps, realize the importance of maintaining it as it was before the
untoward influence of the feminists.
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Alternatively, he might have (strictly) preferred watching foot-
ball to anything else he saw as a possibility. If so, then his
value scale might be the following:

V,

(1) Watching football

(2) Going for a walk

(3) Having a nap

(4) Playing a game of chess
And this is precisely where our account diverges from Block’s.
For, it seems that according to Block action is a manifestation
of preference all across the board.

The fact that I choose bubblegum instead of readily available
chewing gum is not insufficient , as Wysocki avers, to establish that
I prefer the former to the latter. The fact that I choose to propose mar-
riage to woman A instead of woman B is not insufficient to establish
that I prefer the former to the latter. The fact that I choose biking
instead of running is not insufficient to establish that I prefer the for-
mer to the latter. What, then, would be sufficient to demonstrate any
of these claims? Let me repeat that just to make sure I comprehend
what he is saying. He is saying, and I quote: “the fact that the donkey
moves to his right is in and of itself insufficient to establish whether
the donkey does prefer the right bale to the left one.” I find this highly
problematic.

My debating partner explains:

For, the donkey might as well be indifferent between the two.
In that case, the donkey would not be choosing between the
two bales but indeed between something else — most plausibly,
between eating or starving.

One possibility is to say that of course the animal is choosing
life over death. But he is also choosing right over left. This cannot
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be doubted, in the face of the fact the he® actually moved to the
right. I cannot for the life of me see how a movement to the right
does not demonstrate preference for a movement to the right, always
assuming of course that there was no outside interference, such as
being whipped on the left side, or anything like that. Does this also
demonstrate, as Wysocki and Hoppe would have it, that this also
reveals a preference for life over death? That is a bit of a stretch. It is
easy to avoid. Perhaps this is the burro’s way of committing suicide,
via overeating. Wysocki and Hoppe are ignoring the basic element,
a move to the right indicates a preference for a move to the right.
Instead, they are grasping at straws, maintaining that it necessarily
discloses a preference for life over death. It does no such thing, on
the assumption that asses can die from overeating. My two Austrian
colleagues focus on life and death, which is, in the best of cases
for their side of the argument, uncertain. And they ignore what is
directly in their faces: a move to the right has to indicate something.
And it could not possibly be anything else other than that the donkey
preferred the hay to the right. It is as if they are asked “why did the
chicken cross the street?” and they ignore the obvious answer: “to get
to the other side,” and, instead, speculate on all sorts of irrelevancies:
to save its life; to play chess with another chicken who lives across
the street, etc.

But Wysocki is in no mood to concede anything to the arguments
just made. Rather, he continues as follows:

Certainly, it is possible for the donkey to choose between the
bales. But in that case, the donkey must have a preference for
one over the other. All in all, how many choices the actor faces

6 Not she.
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depends on the Hoppean (2005b) correct description of action
(or action under intentional description) and not on the actor’s
behaviour as extensionally described.

I’m a behaviorist because I look to behavior to ferret out values,
preferences. But human action constitutes behavior.
Nothing loath, Wysocki repeats this erroneous interpretation:

Whereas the fact that the donkey moves to the right is, for
Block, a decisive reason to conclude that the donkey prefers
the right bale to the left one, we submit that this fact alone
does not suffice to establish what the donkey prefers. ..

My many times co-author puts his point more formally, by creat-

ing these two value scales:

V3

(1) Eat from a right bale of hay

(2) Eat from a left bale of hay

(3) Starve

\2

(1) Eat from either a right or a left bale of hay
(2) Starve

He then states:

By contrast, Block avers that the donkey’s behaviour unam-
biguously points to V3 as an underlying value scale, which we
can allegedly infer from the very fact that the animal moved
to the right rather than to the left.

But maybe the donkey is a right winger, and detests any move to
the left. If so, V4 cannot be correct. More seriously, yes, V4 is correct,
assuming away the suicide by overeating scenario. But just because
V4 is correct does not logically imply that V3 is false. Both could be

true.



488 Walter Block

4. The after-action/before-action distinction

Wysocki now uses my time series analysis (indifference can exist
before choices are made and preferences revealed, but not afterward),
as a vehicle to demonstrate my errors.

This Polish philosopher-economist again puts matters in a formal

manner:

Vs
(1) To earn money by giving up the 72" unit of butter
(2) To earn money by giving any other unit

or indeed by Vg
(1) To earn money by giving up any unit of butter
(2) To preserve all the units and earn no money

Wysocki clearly prefers V6 to V5. He states: “Granted, when
it came to the seller’s action, he must have been guided by some
preference but this fact by itself cannot establish that he was guided —
among other things — by the dispreference for the 72"¢ unit of butter.”

But this leaves open the question of why, then, did the grocer seize
upon that precise unit of butter, if that was not the one he most wanted
to get rid of, as demonstrated by his specific action of choosing that
one to sell. To be sure, V6 will suffice as an accurate depiction before
the grocer’s actual decision. But afterward, it is difficult to maintain
V6, vis a vis V5, given that only V5 is based on all the facts in this
case; that is, not only did he want to sell a unit, any unit, of butter to
the customer, but, also, in the event, he selected that 72" unit, and
not any other. In contrast, V6 leaves out this fact. Again, as in V3 and
V4, this author is wrongly concluding from the fact that V6 is correct
that V5 is false. Both could be truthful.

Wysocki is not finished with his analysis, not by a long shot:
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Granted, when it came to the seller’s action, he must have
been guided by some preference but this fact by itself cannot
establish that he was guided — among other things — by the
dispreference for the 72" unit of butter. And, we submit, it is
all the more natural to assume that the seller was guided by the
preference for some money over any particular unit of butter.

I am trying to defend Austrian economics against Nozick’s (1977)
critique of it. This eminent philosopher claims that if Austrians want to
make use of supply and demand curves, diminishing marginal utility,
we must, kicking and screaming if need be, acknowledge indifference
as a technical matter. I go part way along in the direction Nozick lays
out: yes, there is such a thing as indifference, but it only applies before
human action occurs; before the grocer chooses a pound of butter to
sell. Afterwards, this can no longer be the case, for the grocer, must,
of necessity, chose a specific one pound of butter to rid himself of. He
cannot, logically cannot, select a non-specific unit of butter of which
to rid himself. If that is to not disprefer it, then there simply is no
such thing as preference and dispreference, which there certainly is,
whenever we engage in human action. So, yes, I accept V6; but I also
insist not only that V5, too, is correct, but that there is a great “need”
to maintain its truth.

According to Wysocki:

Now, it is crucial to note that it is precisely Block’s contention
that from the act of giving up a particular unit we can infer
a dispreference for that very unit that leads him to the weird
eponymous after-action/before-action distinction. Remember,
Block believes that the seller starts with indifference among
all the units of butter. However, since he believes that the
actor’s act of giving up a particular unit implies a dispreference
for that unit, he most now posit that the actor is no longer



490 Walter Block

indifferent among all the units of his commodity. Sadly, Block
never explains why there is this sudden change in the actor’s
mental state.

I did exactly that in Block (1980; 2009a,b; 2012; 2019; 2022) but
let me take up Wysocki’s present invitation to do so once again. In
my view, before the customer came into the store, the grocer was not
thinking about which of his 100 packages of butter he liked most or
least. If he would have asked himself at that time about his assessment
of his butter stock, he would have told himself he was indifferent
between them. So far no human action. Then, the customer arrives
and asks for one package of butter. The grocer grabs the 72" one.
We as Austrian economists have not one but two things to account
for. First, there is the fact that he grabbed any unit of butter. The
answer is obvious: he preferred the money to this product. So far,
Hoppe and Wysocki go along with me on this. But, second, we have
to account for the fact that he selected this particular element of his
stock. Here, these economists steadfastly refuse to answer. They say it
is not necessary to respond. They maintain that the first question is all
that “needs” to be answered. I cannot budge them from this position.
But it seems clear to me that both questions are on the table, and that
we are remiss if we refuse to answer both, decline even to contemplate
each of them. Wysocki states, “the Hoppean account does not need to
resort to the before-action/after-action distinction at all to explain the
seller’s act.” This account explains why the grocer prefers the money
to any pound of butter, but not why this particular unit was chosen.

Continues Wysocki:

If, by assumption, the actor is indifferent among all the units

of butter, then his act’ does not (and cannot) demonstrate
dispreference for the actual unit given up.

7 Of selecting a unit to sell.



Response to Wysocki’s Rejoinder to Block on indifference 491

My response is that the human actor is not indifferent at the point
of sale; rather, he was indifferent beforehand, but, now, that he is
called upon to select a particular unit of butter, it would be logically
impossible for him to remain indifferent.

According to Professor Wysocki, I am logically hoist by my own

petard unless I embrace:

the Hoppean account, (where) it is, most naturally, the actor’s
preference guiding the actor’s action: if the actor prefers x to y,
he chooses x over y, whereas if he is indifferent between a and
b, he does not choose between a and b. More concretely, if he
is indifferent between particular units if butter, then he does
not choose between them. If he prefers some money to any unit
of butter, then he chooses to give up a unit of butter for some
money. There is no need to postulate any arbitrary change in
the actor’s state of mind to understand his resultant behaviour.
Block, by contrast, is powerless to explain the actor’s choice,
for how can he choose to give up the 72" unit if the actor was
ex hypothesi indifferent between all of them.

However, Wysocki overlooks the fact that there are two time
periods, and that the grocer does not engage in human action in the
first of these, hence indifference may prevail, but in the second, he
most certainly does engage in human action, he selects one specific
unit of butter to sell, not any other unit. Here, indifference must be
banished. Thus, on this account, “the robust notion of the supply of the
same commodity” may remain adhered to, and so may I be allowed to
“capture. .. the law of diminishing marginal utility” where, again, we
are dealing with homogeneous elements of a given stock. I shall have
no more to say about Wysocki’s intriguing apple example except for

the fact that he goes astray there, again, in the same manner.
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5. Agency and strict preference

Here is Wysocki’s next critique:

...1t certainly does not follow that once the agent enters the
café with her left foot, she thereby demonstrates her preference
for entering with this particular foot to entering with the other
one. For, the content of the agent’s intentional state (i.e. of
what the agent intends to do) might be simply to enter the café
with the ways of entering it being left unspecified.

This is a brilliant attempt to undermine my thesis. I full well
recognize its power, and I salute Wysocki for coming up with it.
It is a really good try, but no cigar shall be awarded. Here is my
response: human action is purposeful behavior. If you were to ask
the person which foot he (sic!) entered into the restaurant with, he
would undoubtedly be unable to answer correctly. He would have
been totally unaware of this choice. He could guess, but would have
no more than a 50% chance of coming up with the correct answer.
In sharp contrast, if you asked the grocer which package of butter
he was offering his customer, it would appear reasonable for me to
ascribe to him the statement: “Why that one, over there, the one in the
customer’s basket.” So I reject this attempted refutation of Wysocki’s
while acknowledging its creativity.

Here is another response to this brilliant riposte of Wysocki’s.
I am logically obligated to give only one instance of reconciling sup-
ply, demand and ordinal utility with indifference. I do not have to
explain all instances of human action on the basis of this analysis of
mine. Nozick’s criticism of the Austrians is that unless there is any
indifference, we cannot maintain supply and demand of homogeneous

objects, nor marginal utility. So, all we Austrians have to demonstrate
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is that in at least one case, there is no indifference, and, yet, homo-
geneity. This I have done with the case of butter, with my before and
after scenario. Wysocki is trying to paint me into a corner, and in
effect demanding that this analysis need apply to all sorts of other
examples: when you walk into a restaurant, which foot steps into its
premises first; the exact verbiage with which you order coffee; the
pitch of your voice when you order coffee. I need do no such thing.
Indeed, I am unable to do any such thing. Further, the examples he
chooses are not cases of purposeful human action. Wysocki calls the
coffee drinker “an economic agent.” He certainly qualifies for that
rubric regarding the coffee, but not at all concerning which foot is
forward when entering the restaurant.

Here is yet another of our author’s criticisms:

... from the fact that the mother saves Peter Block draws an
inference to the conclusion that she ‘places a higher value on
Peter than Paul.” But then again, just as — as we already saw —
one cannot infer the preference for entering a café with a right
foot from the fact the agent does actually enter with that very
foot, so we cannot infer the mother’s preference for Peter over
Paul from the very fact that Peter was saved.

Let us posit that the poor mother grabs Peter to save him. From
this, Wysocki and Hoppe posit that she preferred to save one son,
rather than none. But they offer no evidence for this claim. It is
entirely possible that she really didn’t care which son to save, wanted
to save both of course but for some reason could only save one. But,
in the event, she grabbed onto Peter and pulled him to safety. I find
it difficult to go along with Hoppe and Wysocki and say she was

indifferent to which son she saved, in the face of the fact that she
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grabbed ahold of Peter, and did not let him go even though she could
have done so at no risk, let us assume, and saved Paul instead. But
she did no such thing.

Let me try again. Person A does act X. I say that this demonstrates
that person A preferred to do act X to any other act he could have
undertaken. Wysocki and Hoppe maintain, instead, without a scintilla
of evidence for this claim, that person A was indifferent between
X and act Y, and preferred either X or Y to doing nothing. They are
making this up out of the whole cloth. It simply does not logically
follow from the fact that person A does act X that he does not prefer
X to anything else. It is simply fallacious to deduce from the fact that
person A does act X that he really preferred X or Y to all alternatives.
Yet, this is precisely the logic of their argument in all of these cases:
the butter, the mother and sons, left foot right foot, Buridan’s Ass, etc.

States Wysocki:

... the fact that the mother saves Peter (extensional description)
underdetermines the value scale guiding the mother’s action,
for the mother might equally well frame her end as saving
a child rather than saving Peter. And if the former is true, then
saving Peter serves this end equally well as saving Paul. That
is why, she can remain (before and after action) indifferent
between the two of her sons. . .

But Wysocki cannot justify his claim that the mother is indifferent
between saving either of her son’s lives, or the other. He certainly can-
not deduce this from the fact that she saved Peter. There is no specific
human action, moreover, that could unequivocally demonstrate that
she was indifferent between saving the lives of her two sons. There is

no act could she perform that would unambiguously reveal this. I have
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asked my two friends to demonstrate this many times in our previous
debates, and have never seen any answer to it, let alone a satisfactory
one.

In Wysocki’s view:

However, Block (2022, pp.50-51) protests: Wysocki quotes
me [(Block, 2022, pp.50-51)] as stating: “She did rescue the
former, when she could have chosen differently, and selected
the latter for retrieval, did she not?” Our author’s response:
“But this simply begs the question. We, following Hoppe, con-
tend that the mother’s action in and of itself is not determina-
tive of the mother’s value scale, for the mother might as well
simply prefer rescuing a child to saving none.

“Might” have had this preference will not suffice. If I say you
might have eaten an apple when you are not now eating an apple, it is
incumbent upon me to at least be able to draw a picture of you eating
an apple. If I say you might have been sitting, similarly, I should
be able to draw a picture of you doing just that.® If I say that the
fact that you purchased a shirt for $30 indicates that ex ante you
valued something about that purchase more than the money you spent
on it, I cannot draw a picture of that, but I can appeal to people’s
understanding of the English language to not only know what I am
talking about, but to enthusiastically acquiesce in agreement with my
contention.

Wysocki and Hoppe do not fare very well in this test. They cer-
tainly cannot draw any picture of a human action which clearly and

unmistakably depicts indifference. Nor can they even verbally de-

8 I don’t like to brag, but my stick figure artistry is capable of so doing. Move over,
Picasso.
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scribe what such a situation could be. All they can do is assert that it
has occurred in the cases under discussion. Talk about begging the
question.

Let us now consider a very powerful criticism that Wysocki

launches against my analysis of indifference:

Eventually, to add insult to the injury, Block (2022, p.51)
adds that even if the mother ‘did this with her eyes closed,
and just grabbed the nearest son’ this would still indicate
that the mother chose to save Peter. Yet, how can grabbing
a certain son with one’s eyes closed count as demonstration of
preference for that son? If anything, it seems that under that
scenario the mother prefers grabbing any one son over saving
none. It appears as though the most charitable take on the
Blockean idea of choice is that the author — his protestations
to the contrary notwithstanding — embraces methodological
behaviourism.

Let us make a few stipulations about this “eyes closed” scenario.
There are only two people who are drowning, or otherwise in danger:
her sons, Peter and Paul. Without knowing whom she is grabbing,
she latches onto Peter. She knows, moreover, that it is “only one to
a customer”’: she cannot possibly save both children, by stipulation.
Now, to be sure, Wysocki is correct in asserting that she prefers to
save either of her sons, rather than none.® But the fact of the matter is
that she is now clutching Peter’s hand, let us say, not Paul’s. From this
I deduce that she prefers to save Peter, rather than Paul. It cannot be
denied that, at this point, she does not know who she is in the midst

of saving. But, still, she does not let go of this son’s hand, and grab

9 This is an ordinary language statement, not one of technical economics. As far as the
latter is concerned, we are not entitled to deduce any such thing from the fact that she
saved Peter.
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onto the hand of the other son. Let us stipulate, also, that she could
do that if she wished without any danger of losing both sons.!? I thus
conclude that based on this behavior of hers, she prefers to save the
son whose hand she is now gripping. True, she will not know his name
until and unless she opens her eyes, but, still, it is a true statement to
say, contrary to Wysocki, that she prefers to save Peter, vis a vis Paul.
Just because she is unaware of the identity of the person whose hand
she is now grasping cannot gainsay this primordial fact.
Wysocki’s next criticism is that my view

...comes perilously close to methodological behaviourism, for
Block seems to dismiss the mother’s mental states completely.
Note, even if the mother were to think ‘about ice cream’, she
would still choose to save Peter in the event Peter would be
ultimately saved. But this at a stroke gives up characteristi-
cally Austrian methodological subjectivism and denies any
role to the actor’s mental states (preferences and beliefs) as
determining choices.

Wysocki and I, both strong advocates of subjectivism, and
adamant opponents of behaviorism, have sharply different views as to
what this concept signifies. In my view, we as praxeologists simply
have no insight as to what this eyes-closed mother was thinking about
when she grabbed Peter’s hand. Presumably, she was thinking along
the lines of “I love both my sons, I wish I could save them both but
I can’t, so I’ll at least save this one here, whoever he is.”!! Yet, for

all we know, qua praxeologists, she could have been thinking about

10 Hey, I need all the help I can get here. Wysocki is on my trail, and he is a worthy
opponent.

' This is a guess on my part. It does not logically follow, inexorably, from her actions.
This is not praxeological truth, as is the case of inferring when one purchases a shirt
for $30, that he at time valued something about that article of apparel more than that
amount of money.
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anything else under the sun, yes, certainly including ice cream. We
are not psychics; we are not ESPers; we are not psychologists; we are
not mind readers; we are not magicians. We are none of these things.
We have to be modest about our abilities. We are merely praxeologists.
Our scope is limited to deducing from behavior not from thoughts that
are inevitably and necessarily hidden from us. All we know, all we
can know from her behavior, is that she unknowingly grabbed Peter’s
hand. We have no option, while still remaining true to praxeology, to
deduce anything other than that she preferred to save Peter to Paul.'?
Behaviorism will not pass muster. Here is what Rothbard (2011)

had to say about that concept:

The behaviorist wishes to expunge ‘subjectivism, that is, mo-

tivated action, completely from economics, since he believes

that any trace of subjectivism is unscientific. His ideal is the

method of physics in treating observed movements of unmo-

tivated, inorganic matter. In adopting this method, he throws

away the subjective knowledge of action upon which eco-

nomic science is founded; indeed, he is making any scientific

investigation of human beings impossible.

I can see why Wysocki launches this charge against me. I do
indeed base my interpretation on the behavior of the choosing indi-

vidual, or the human actor, be he a grocer, a person seeking coffee

12 In my view, Wysocki is guilty of the fallacy of *psychologizing,” the treatment of
preference scales as if they existed as separate entities apart from real action. Psy-
chologizing is a common error in utility analysis. It is based on the assumption that
utility analysis is a kind of ‘psychology,” and that, therefore, economics must enter
into psychological analysis in laying the foundations of its theoretical structure. “Prax-
eology, the basis of economic theory, differs from psychology, however. Psychology
analyzes the how and the why of people forming values. It treats the concrete content
of ends and values. Economics, on the other hand, rests simply on the assumption of
the existence of ends, and then deduces its valid theory from such a general assumption.
It therefore has nothing to do with the content of ends or with the internal operations
of the mind of the acting man. (Rothbard, 2011)
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in a restaurant or a mother trying to save life. But I plead innocence.
I am not, as is Prof. Little, rejecting “demonstrated preference theory.”
Rather, I am adhering to it, through thick and thin, despite the crit-
icisms of Wysocki and Hoppe to the effect, in my interpretation of
them, that I am sticking too closely to it. [ am exulting in it. I am in-
sisting that there is no way that indifference can be logically deduced
from any human action, any behavior. I am insisting that demonstrated
preference, the foundation here of Rothbardianism, is human behavior,

and that this is not the behaviorism against which Rothbard warns.

6. Conclusion

I am very grateful to Wysocki for this critical essay of his. He has
forced me, in my response, to dig far deeper into these issues than
ever I would have otherwise contemplated; than ever I would have
been able to do on my own, without his splendid challenges. We all
learn from each other, and I am greatly in the debt of this author for
in effect compelling me to learn from him. I hope and trust this is at

least partially reciprocal.
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1. Introduction

ne of the most controversial domains in economics is welfare

(growth) economics, which encompasses both applied and the-
oretical aspects. Given the normative character of the deliberations
conducted within this branch, it is unsurprising that a number of is-
sues that cut across positive economics, sociology, ethics, philosophy,
or political science intersect in a vast array of possible conclusions
(Blaug, 1998).

Supporters of a free-market economy typically point out that both
sides of transactions always benefit from voluntary market exchanges.
One can venture even stronger assertions to the effect that volun-
tary exchanges enhance overall social well-being. Murray Rothbard,
one of the most recognised representatives of the Austrian School
of Economics (ASE), was the strongest advocate of this view (Roth-
bard, 1998; 2008; 2009). To put it succinctly, Rothbard argues that
it is unfeasible to establish a universally applicable measure that is

based on rigorous scientific principles and can gauge the utility of
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individuals. Utility rankings ordinally reflect the corresponding im-
portance of subjectively ordered ends rather than assign cardinal
numbers representing levels of qualitative arising from the fulfilment
of the said ends. These statements stand in contrast to mainstream
economics, which involves optimisation, measurement, comparison,
and utility calculation (Samuelson, 1971, pp. 173-183, 203-256). As
a result, Rothbard’s contribution cannot be overestimated, as ASE
related scholars like Gordon (1993), Herbener (1997), and Hoppe
(2006) readily acknowledge. Furthermore, Rothbard developed his
own welfare theory, which was heavily based on the Pareto efficiency
rule, also referred to as “unanimity rule”, and the doctrine of demon-
strated preference (Rothbard, 2008).! The main idea is that, without
drawing any moral (normative) conclusions, we can determine, using

the Unanimity Rule and the concept of demonstrated preference, that:

1. Free-market (voluntary) transactions always improve society’s
welfare.

2. Government interference can never raise social welfare.

Even if the Rothbardian theorems were regarded by ASE rep-
resentatives as untroubled for many years, some voices inside the
Austro-Libertarian community present critical views on that matter,
e.g. (Prychitko, 1993; Gunning, 2005; Kvasnicka, 2008; Wysocki
and Dominiak, 2023). Dawid Megger joined a group of opponents of
Rothbard’s classical approach a few years ago in his book Justice in
Welfare Economics. Libertarianism and the Austrian School (in Polish:
Sprawiedliwos¢ w Ekonomii Dobrobytu, Liberatarianizm i Szkota Aus-
triacka), which delves deeply into welfare theory, offers constructive

' Henceforth, his theorems are called Rothbard’s Austrian Welfare Economics
(RAWE).
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criticism of RAWE, and introduces some original concepts (Megger,
2021).? This review will concentrate on the previously mentioned
work.

The review is divided into the following sections. Section 2 in-
volves a slight introduction of Megger’s scientific achievements and
career details. Section 3 presents and gradually discusses the review’s
most significant observations. Section 4 concludes the discussion.

Section 5, which contains the bibliography, concludes.

2. A few words about the author and his works

In 2023, Megger earned his doctoral degree with honours for his
dissertation, The Austrian School of Economics as a causal-realist
research program. Methodological investigations. In 2021, he pub-
lished a book entitled Justice in Welfare Economics. Libertarianism
and the Austrian School (Megger, 2021), which built on his master’s
thesis Austro-Libertarian Welfare Economics and its Aporias (Megger,
2023), defended in 2019. The master’s thesis itself was awarded in
a contest conducted within the Faculty of Economic Sciences and
Management of Nicolaus Copernicus University in Torun for the best
master’s thesis in 2019.

Despite the passage of several years since the publication of this
book and the appearance of multiple articles on Megger’s account
concerning the aforementioned issues of the welfare economics, such
as Wysocki and Megger (2019), Wysocki and Megger (2020), and

2 The original edition of the book does not contain an English translation of the title,
so the author of the review allowed himself to translate the Polish title Sprawiedliwos¢
w ekonomii dobrobytu. Libertarianizm i szkota austriacka into English literally. Subse-
quent sections of the review make reference to the book by the abbreviation Justice or
Megger’s book.
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Megger and Wysocki (2023), this review pertains exclusively to the
aforementioned book. The author’s intention is not to make a critical
cross-section of Megger’s achievement or the relationship between
the book and the articles, but rather to refer to the theses presented in
Justice. In fact, during those few years, two critics presented their argu-
ments against him and his collaborator’s statements. Both Wisniewski
(2019) and Juszczak (2021) claimed that Megger’s doubts put on the
classical RAWE misfire and are not properly methodologically justi-
fied. However, as the author of this review, my goal is not to confront
their statements with Megger’s reasoning but rather to present my

original assessment of the latter’s work.

3. Substantive assessment of the book content

This particular part of the text contains the most important remarks
that the reviewer wants to emphasise in the context of the book’s

substantial content.

3.1 Chapter one: Introduction

Let’s start with the first chapter of the book. Section 1.1, called The
Problematic (Pol: Problematyka), aims to outline the ideas and objec-
tives of the work, briefly introducing the reader to the framework and
general considerations related to welfare economics, especially from
the perspective of ASE (pp.13-17).

Next, the author decides to describe the research objectives, which
he introduces in Section 1.2 called Research Aims (Pol: Cele), pages
17-19. Megger gives the following statement: “[...] Our aim is not to
completely dismiss the Austro-Libertarian theory of wealth, but sim-

ply to demonstrate its inaccuracies and to make selected claims more
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justified. [...]”. More specifically, the author aims to demonstrate
that: 1) Rothbard’s welfare theory often relies on hidden assumptions
and circular reasoning; 2) economic effectiveness does not neces-
sarily hinge on voluntariness; and 3) the praxeological research can
incorporate game-theory based considerations and the expected utility
methodology.

The last part of the first chapter, i.e., 1.3, called Methodology (Pol:
Metoda), provides a description of the methodology that the author ap-
plied to the intended research objectives (Megger, 2021, pp.19-24). In
a way that fits with the ASE tradition, Megger stresses how necessary
and important it is to use the praxeological method, which is famil-
iar from von Mises’s writings (1997; 1998). In addition, the author
emphasises the need to carry out research using methods character-
istic of rationalist philosophical traditions, rejecting positivist-styled
empiricism or instrumentalism based on purely on measurements,
experiments, or statistical analysis. It is regrettable that at this stage
of the book, even if it is only an introduction, Megger did not outline
some general methodological aspects, referring, for example, to such
works as Robbins (1932), Mises (1962), Lachmann (1971), Machlup
(1978), Hausman (1995), Mises (1997), Mises (1998), Hoppe (2006),
and O’Driscoll and Rizzo (2014).

3.2 Chapter two: Economic efficiency and the issue of
rational social order

The second chapter makes some state-of-the-art claims and presents
some introductory issues. Section 2.1, called Wealth and Prosperity
in the History of Economic Thought (Polish: Bogactwo i dobrobyt
w historii mysli ekonomicznej), conducts a selective review of the lit-
erature focused on the evolution of welfare economics (Megger, 2021,

pp-25-34). In fact, this review should be broader and more extensive
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in terms of methodology. The aspects such as the transformation of
the neoclassical school into a mathematical one, the addition or com-
parison of preferences, and the lack of neutrality in redistributive acts
should be highlighted.

Next, the author of the book, in Section 2.2 called The Austrian
Approach: Praxeology (Polish: Stanowisko austriackie: Prakseologia),
presents some arguments in favour of the methodology characterizing
ASE (Megger, 2021, pp.34-43). The review itself is appropriate from
a substantive standpoint, and Megger’s original comments prove valu-
able. This section incorporates many of the ASE’s key points, and it
serves as a concise summary of the Austrian framework.

Section 2.3, called The Problem of Socialism (Polish: Problem
socjalizmu), describes issues related to the problem of economic cal-
culation. A special emphasis is put on extreme economic systems,
i.e., pure free-market capitalism and fully controlled socialism (Meg-
ger, 2021, pp.43-49). Even though this section has been described
flawlessly and in some way complements the considerations on the
welfare economy, I think this book would do equally well without it,
and valuable insights can be transferred to sections 2.2 and 2.4.

The last section of the second chapter, i.e., 2.4, called Liber-
tarian Solution (Polish: Rozwiqzanie libertarianiskie), addresses the
libertarian solution to the problem of establishing an efficient eco-
nomic system (Megger, 2021, pp.48—49). Megger, after introducing
Rothbard’s most important works on the libertarian order and its justi-
fication (Rothbard, 1998; 2008), elucidated the most essential doubts
associated with this theory. The author of the book refers to the issues
of finite space, body singularity, and the scarcity of resources (finite
amounts), which spells potential conflicts between people (Gordon,
1993; Herbener, 1997; Hoppe, 2006, pp.311-330; Wisniewski, 2019).

To resolve the fundamental issues in terms of property rights, RAWE
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supporters claim that a full-free market society is the ultimate so-
lution for assuring and maintaining social order, allowing efficient
economic calculation and then rightful and productive goods allo-
cation. Nevertheless, the author of the book, at the very end of the
chapter, formulates interesting statements regarding potential errors
in RAWE, which he plans to develop in the third chapter.

4. Chapter three: The issues of Austro-libertarian
welfare economics

This whole chapter (Megger, 2021, pp.59-102) presents the most
original content of the book, where Megger’s critical claims against
RAWE are presented.

4.1 Ex ante and ex post analysis

Section 3.1 is entitled Ex ante and ex post analysis. Voluntary ex-
change and mutually beneficial exchange (Polish: Analiza ex ante i ex
post. Wymiana dobrowolna a wymiana wzajemnie korzystna) refers to
an attempt to criticise the statement that any voluntary exchange is ex
ante always mutually beneficial and involuntary exchanges must be
considered unfavourable (Megger, 2021, pp.59-73). Firstly, the text
outlined the issues associated with actual physical possession vis-a-vis
property rights. Megger believes that in a voluntary exchange, so that
all parties should benefit and no one should lose, it is necessary not
so much to transfer property rights as not to violate them (Megger,
2021, p.59). As long as the “physical” transfer of goods can naturally
infringe on ownership rights, is this conclusion trivial from the point
of view of the RAWE doctrine? The thieves-case serves as an essential

example to deliver an appropriate justification. If an exchange among
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thieves enhances their psychical “utility”, what about the exchange-
related utility of those deprived of property? In their view, ex ante
transferring goods to others was not a preferred act, and subsequently,
someone stole their property.

If, according to the author of the book, “[...] this is not irrelevant
to the utility function of the people [...]” (Megger, 2021, p.60), then
how do we define the type of “utility” related to goods acquired volun-
tarily or stolen? Isn’t this sometimes an obvious violation of Pareto’s
orpimality rule, defined both as in RAWE (Rothbard, 2008) and using
the mathematical neoclassical framework (Samuelson, 1971, pp. 173—
183, 203-256 [orig. 1947])? Doesn’t this create a problem of psychol-
ogizing and comparing utility if some divergent types of “exchange*
are considered (Hausman, 1995)? What about the temporal aspect?
Specifically, does considering an extensive situation with numerous
potential outcomes violate the foundations of a “thought experiment”?
In terms of psychological investigations, there is a potential for spe-
cific research related to pragmatically done analysis and thymological
issues (Mises, 1997, pp. 264-284, 303-320 [1* ed. 1957]). However,
any significant violation of RAWE principles requires a more detailed
discussion. Perhaps we should elaborate on and justify a clear defini-
tion of coercion, contrasting it with direct property right violations.

Certainly, thieves consciously and voluntarily carry out their ac-
tions with the intention of stealing property from a person who desires
to exchange it and who does not prefer the “loss* of this property.
The very fact that a person owns and possesses a given good and does
not give up on it shows that his holding demand (reservation demand
and transactional demand) exists in the context of these goods, and he

perceives the potential uses of that good, no matter whether it is pro-

3 What does the utility function mean? Is there something in the mathematical frame-
work? If yes, is it a static (time-independent) or dynamic (time-related) construct?
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duction, consumption, or sale (Rothbard, 2009, pp.137—-142). There-
fore, if there is no mutual exchange (as defined by Bshm-Bawerk)?, it
cannot be possible to discuss and quantitatively compare the “increase”
in utility after theft among thieves and the apparent decrease in utility
among the robbed from an ex ante perspective.

Furthermore, certain aspects of exchanges between residents and
workers require specificity. All these individuals function within a spe-
cific property rights environment, which necessitates their establish-
ment prior to any exchanges. It should be remembered that both
workers and residents agree to exchange money for the completion
of a certain current or future transaction. In this sense, the successive
transfer of equipment or belongings to the owner does not interfere
in any way with the specified provisions within the context of prop-
erty rights. Rather, “exchanges” occur within the context of certain
property rights, allowing them to swap ownership between parties.
Regardless of whether such exchanges resolve, deny, or modify the
conditions of previous agreements, the utility of these individuals in-
creases. The exchange on the so-called time market (Rothbard, 2009,
pp-390—410), which refers to the temporal structure of exchange
between the suppliers of future goods and the present goods, is partic-
ularly significant.

Next, the author of the book analyses the problem of blackmail
and the productivity of exchange (Megger, 2021, pp.62—-67). In Meg-
ger’s opinion, blackmail, as a form of threat, cannot be perceived as
potentially mutually beneficial, even if it is voluntarily carried out in
order to get rid of the blackmailer. The problem is highlighted here:
such a “voluntary exchange” can lead to negative consequences and

have similar effects to actions undertaken under severe threat, i.e.,

4To be found in, e.g., Mises (1998, pp.213-232, 268-316) and Rothbard (2009,
pp-95-169).
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actions of a non-voluntary and essentially harmful, property-violating
nature. Megger gives two examples with a similar analytical structure
to illustrate some issues with RAWE applied to the threat problem
(Megger, 2021, p.63). In both cases, you have to pay $10,000 for
successively removing the unwanted influence of the blackmailer and
fulfilling the “obligation” to the tax collector. However, in the first
situation, blackmail does not have a direct and unavoidable effect
linked to violence and further state sanctions, as in the second case
of efforts undertaken by a tax collector. In a sense, the influence of
the blackmailer has a chance to affect the feelings of his victim, but
does the attempt to solve this problem not involve psychologizing or
a violation of the principle of ceteris paribus? Is this in any way linked
to the catallactic properties defined by Mises (1998, pp.233-257)?
Why is it necessary to immediately associate “negative feelings* with
the utility changes that occur during the voluntary exchange, as un-
derstood in the context of RAWE? Furthermore, what counterfactual
scenarios could we regard as possible and not subject to this type of
reasoning? While these scenarios are essentially different, the book’s
author believes that their effects on welfare are similar, necessitating
a correction of Rothbard’s considerations. Furthermore, he criticises
the attempt to explain this problem on the basis of opportunity cost
(Megger, 2021, p.64), showing that confronting these scenarios to
each other must involve a utility comparison rather than a qualitative
structural analysis. It also highlights some issues with the concept
of demonstrated preference. Here, I have to agree with Megger that
Rothbard’s theory leaves some gaps, even significant ones. I think in
this case, referring to opportunity cost and not comparing utility in the
context of invoking the two scenarios may be a bit of a double-edged
sword in terms of maintaining the coherence of the argumentation.

However, there is a sort of example where, if there is the possibility of
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experiencing “worse” consequences, people would prefer to pay taxes,
perceiving this action as unfavourable but not as bad as government
sanctions. Still, there is some preference demonstration, but not as
Rothbard would claim, and there is still a gap to be filled.

Megger proposes to solve this problem by applying the Nozickian
(Megger, 2021, pp.66—67) tripartite division of exchanges (Nozick,
1999, pp.84—87 [orig. 1974]). I think that while this methodology
presents a number of differences compared to RAWE, its application
to the theory of welfare may have interesting implications, but it
requires some additional assumptions and considerations. I agree with
Juszczak (2021) that those frameworks have some issues when it
comes to comparing utility in a psychological sense. Moreover, other
doubts include the inability to clearly define the difference between
“sharp boundary conditions associated with a given situation” that
can be involved, the development of causal links over time, and,
more importantly, deciding what productivity means, what kind of
one-sided benefits can really be claimed as advantageous, and what
psychological and social factors need to be considered. Nozick’s
theory offers numerous benefits in specific cases, but it doesn’t solve
the problem of debunking Rothbard’s theory in general.

I agree with Megger on the statements relating to the continuity
or simply conversion of preferences (Megger, 2021, pp.68—69). That
being said, Austrian economists use the value scale or the prefer-
ence list as a “model” to explain what actions are entirely about and
identify what people really desire to do. Thus, it would be wrong to
say that there is no mental connection between value scales and the
temporal evolution of actions, which involves other preference scales.
However, an explanation is necessary to understand the attachment
of specific preferences to the “behavioural” aspect of action, as well

as their appearance and disappearance. But still, preferences cannot
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exist separately from the actions, because even the acts of thinking,
reminding, deliberating, or planning are actions par excellence (Mises,
1998, pp.11-72). I believe that individuals subconsciously recall past
preferences, or entire preference scales, and then apply them during
specific action evaluations when a subjective link between them is
present. However, it does not allow for separating some preferences
from actions.

Then, the author of the book starts dealing with the ex post analy-
sis (Megger, 2021, pp.70-72). On the one hand, Megger agrees with
Rothbard’s supporters, but he also introduces some comparative as-
pects between the ex post and ex ante domains. In my opinion, the
author’s considerations are correct on the one hand, and, on the other
hand, they do not dismiss RAWE completely. While the question of
whether it is possible to find genuinely positive aspects of certain
“interactions” with the violent side is a valid one, some of the con-
clusions drawn are overly broad. Furthermore, the general scheme is
entangled in certain problems. First, the economic actor’s choice of
means is always subjective. Hence, the evaluation of the selection’s
correctness is always rational ex ante (even if it is meaningless in
strictly physical or conceptual terms)’. Second, if person A is doomed
to make a mistake but does not know it, then why does the “mecha-
nism” of the thought experiment preclude the implementation of plan
modification? Third, doesn’t the author himself fall into Rothbard’s
trap of comparing utility in a quasi-qualitative manner? Fourth, why
are the situation’s dynamics so limited? And fifth, why isn’t the actor
able to act intentionally, meaning that they are fully aware of the
potential consequences of committing a murder but still choose to

proceed? In my view, this specific reasoning holds significance in

5 See Mises (1998, pp.13-23) and (Mises, 1997, pp.264-271).
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such areas as action support systems known from computer science
and control engineering, ergonomics, or game theory concepts, yet it

is weakly related to the Rothbardian framework.

4.2 Preference and risk

Section 3.2, entitled Preference and Risk (Polish: Preferencja
a ryzyko), deals with eponymous preference and risk (Megger, 2021,
pp-73-82). First, Megger attempts to deal with the issue of the co-
herence between demonstrated preference and pure choice, which
constitute the essence of human action. He claims that “[...] the more
desirable the praxeological statement is to admit that the acting per-
son prefers not the highest valued goal but the highest valued action”
(Megger, 2021, p.74), and then turns into the theory of expected utility.
In his opinion, it is possible to make this connection by combining
the theory of action with risk assessment methodologies.

The book’s author introduces some examples (Megger, 2021,
pp-79-81) to illustrate his concept, linking risk assessment with the
concept of the time preference (Mises, 1998, pp.476—486; Rothbard,
2009, pp.13-17, 49-56). The two initial examples are almost canoni-
cal, and thus no controversy arises as far as the Austrian methodology
goes. The following cases, however, show the “Austrian theory of ex-
pected utility”, which substitutes risk assessment for time preference.
People with particular risk evaluations will always choose less risky
activities when the financial cost and revenue are the same in both
cases ceteris paribus, so risk assessment “takes the place of time.”
This is also noncontroversial in terms of the expected utility theorems.
The next situation seems to be convincing because, ceteris paribus,
$1,000 is associated with a lower risk, whereas $10,000 is associated

with a higher level of risk, and thus the risk preference is the key factor
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in selecting a particular action. Despite the subjective perception of
risk, it’s crucial to keep in mind that these assessments, which are
merely human projections or models of reality, must have a strong
connection to actual, empirical phenomena.

In fact, even with a future assessment, the conditions resulting
from a certain risk level could change, and these conditions are not
the same as those associated with changes in time preference. It’s
possible that certain factors could make the second investment less
risky. Furthermore, why is it impossible to integrate risk assessments
into the straightforward and conventional theory of choice, also known
as the Misesian theory of action? People use different methods to
accomplish different goals in different circumstances, so why do we
need to distinguish the “risk category” as another relevant factor
affecting human action? When discussing subjective assessments, we
often refer to risk. However, why not consider “pure uncertainty” or
single-case probability (Mises, 1998, pp.105-118)?

Also, what about the cases where the time preference factor would
be complementary to the risk assessment perceived in this way? How
do we quantitatively evaluate the action’s profitability? Is it necessary
to make an analytical distinction between those two factors? How can
we integrate the deductively described pure time preference into the
risk assessment framework, given the numerous tools available for
probability calculation?

I think those attempts at connecting time preference with risk
preference sound very interesting and would gain some added value,
but this description is not comprehensive and would apply only to
some narrowed aspects of the theory of action. However, the presented
reasoning, which takes into account certain specific assumptions, is

coherent and clear.
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4.3 Maximising of utility and social dilemmas

Section 3.3, entitled Maximising of utility and social dilemmas (Polish:
Maksymalizacja uzytecznosci a dylematy spoteczne), deals with the
issue of maximising utility in specific social contexts (Megger, 2021,
pp-82-94). The author of the book, at the very beginning of the chap-
ter (Megger, 2021, pp.83-86), gives an introduction to the proposal of
combining praxeology with some elements of game theory. However,
as I properly understood this concept, there is a chance of making
some particular type of game theory framework possible to be inter-
preted in terms of praxeological reasoning. Even though some ASE
representatives had doubts about how this method could be applied,
Megger says, “What distinguishes game theory from praxeology will
be the fact that it is a subcategory of the general decision-making
theory [...], whereas praxeology emphasises ‘action as such’ [...]”
(Megger, 2021, p.85). We have to agree with this because the basic
ideas of game theory allow for a formal comparison or measurement
of utility in certain specified, “constructed” and controlled scenarios
and situations. The proposed ideas suggested replacing cardinal num-
bers, which describe quantifiable utility values, with ordinal numbers
connected to the properly scheduled actions. The author presents two
typical types of games, the prisoner’s dilemma (pp. 87-88) and the
confidence dilemma (Megger, 2021, pp.89-91).

The presented praxeological analysis, in my opinion, construes
the game theory in a proper manner, enabling it to transcend cer-
tain rigid schemes. However, this interpretation still requires that the
phenomena analysed be within a fixed and persistent context, which
shows some limitations in the application of this methodology. Al-
though the explanations based on real scales of values are valuable, it

is necessary to treat the game theory as “lower in hierarchy” than the
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general claims of praxeology. Furthermore, Megger controversially
says that “[...] we will use the subjective degree of conviction that
certain events can occur to explain why people who ‘take part in
games’ will undertake certain actions” (Megger, 2021, p.92). How
do we understand subjective probability here? Game theory cannot
work unless there is a certain “top-up coordination” or a set of con-
ditions that maintain a given situation in the model frames. On the
other hand, I believe this is due to the possibility of players having
“outside” feelings about the game scheme, additional costs associated
with participating in the game, and different valuations in a strictly
axiological sense. Then there’s no controversy.

Nevertheless, the inclusion of certain aspects of game theory in the
general praxeological framework should be considered successful and
merit further development, despite some occuring issues. In particular,
the author of the book emphasises on page 90 that “compliance” in
the course of the game, which can naturally occur in the real world,
“disrupts” the game in an ontological way, i.e., its principles do not fit
the temporary model of the real situation.

Further on, Megger (2021, pp.91-93) refers to recursive problems,
where he analyses the prisoner’s dilemma for a finite number of rounds
in which players know the amount of iteration and in which they don’t.
Here too, we must agree with the author’s analysis. However, the
problem remains that the analyses presented are not as general and

important as praxeological theorems.

4.4 Intellectual property and welfare

The last subsection 3.4., called Intellectual Property and Welfare
(Polish: Wiasnos¢ Intelektualna a dobrobyt), involves aspects of in-
tellectual property rights and welfare (Megger, 2021, pp.94-101).

After providing an appropriate introduction to various positions in



Are there really any errors in the Austrian theory of welfare? 521

this field, particularly the libertarian perspective based on RAWE prin-
ciples®, the discussion shifts to the rate of development, the spread
of innovation, and the particular technical implementations. Megger
convinces us that he supports Rothbard’s claim that patents, copyright,
and other similar legislation can greatly divert the monetary streams
spent on diverse research, which greatly affects the process of “real”
innovation emergence (Megger, 2021, p.97). However, he later ex-
presses some doubts about this claim. On the one hand, it is true that
potential intellectual property protection would greatly benefit the
particular companies. These institutions, thanks to the greater profits
from monopoly rent, were able to accumulate a greater amount of
funds, which they could then dedicate to the development or expan-
sion of their production base. However, comprehending innovation
and determining which inventions or concepts to “test in practice” in
a developing economy pose challenges.

In fact, the game theory scheme presented (Megger, 2021, p.98)
is interesting, and the lessons drawn from it are informative, but such
methods or algorithms would rather support potential entrepreneurial
decisions if their mathematical structure were more extensive. Of
course, this “dilemma of innovation implementation” is correct in
certain stable and predictable conditions, but in its current form, it is
too simplistic. Perhaps some dynamical game theory tools, as well as
some estimation tools associated with risk assessment, would be more
appropriate. Furthermore, the implementation of this scheme does not
contradict any assertions about a free-market or regulated economy,

meaning that the conclusions drawn from the presented reasoning can

6 The libertarian philosophy generally opposes intellectual property rights, viewing
them as significant restrictions placed on the economy by the government. Indeed,
those regulations have a vital effect on economic development.



522 Mateusz Czyzniewski

be applied to various types of economic environments. Only when
certain conditions are satisfied in a specific manner does a framework
for decision support emerge.

However, from the ASE perspective, the introduction of technical,
organisational, and other innovations always requires the appropriate
adaptation to the current production structure, both in real, monetary
and intellectual terms. In order for the “innovation” understood in
any way to become a true development, it must be matched to an
existing combination of complementary goods closed and coordi-
nated under the given institutional circumstances—for example, in
a production company (Bylund, 2015). Moreover, the external aspect
necessitates adjustment, where the production of new or improved
goods consistently faces the pressure of profit-driven economic calcu-
lations. In a market economy, we always verify innovation for goods
that are closer to consumption within a specific production structure,
never in vacuo (Rothbard, 2009, pp.509-556 [1962]) Only the mar-
ket mechanism is able to verify real innovations in practice, not just
those on paper. Applying only some equilibrium-like scheme will not
enable a proper perception of this phenomenon, as will introducing
some static comparison between different, completely counterfactual
scenarios of dynamical nature.

Moreover, the assessment of differently estimated risk measures
is not an objective thing because it also depends on various types of
the unique and contextual information that belong to both social and
technical dimensions. Megger undoubtedly highlights crucial aspects
of running a company in a dynamic economic environment where
the need for innovation necessitates the assesment of risk. But is it
not a fundamental aspect of human action, whether or not we operate
in a market economy? Neverlethess, the book’s author, correctly in-

vokes Huerta de Soto’s, Kirzner’s, Mises’s, and Schumpeter’s claims
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about entrepreneurship and economic development (Megger, 2021,
pp-99-100). Thus, by aiming for the leading role of an entrepreneur
as an innovator, manager, and creative coordinator, it becomes clear
how to properly perceive these issues. However, when it comes to
safeguarding innovation through specific regulatory frameworks, it’s
important to acknowledge that in a free market, businesses have the
freedom to handle their intellectual inventions in any manner, such
as by securing them as a technological or organisational secret. Com-
panies can create solutions to make it impossible to “decode” their
potentially copyable products, sign appropriate contracts with work-
ers, or bind recipients and contractors by appropriate clauses. The ball
is still on the free market side.

Even if some companies copy some solutions from other “innova-
tive and advanced” firms, consumer tastes can still be associated with
different characteristics of goods or companies’ activities. It is not
a given that economic agents would view theoretically similar goods
with different purchase prices as homogeneous or even substitutable.
Keep in mind that the possibility of raising goods’ prices or restrict-
ing competition, ceteris paribus, significantly impacts the ability to
allocate a given amount of funds to alternative purposes. Remember,
expenditures for both consumption and production heavily depend on
the level of capital accumulation and its forms of release, which vary
based on time preferences and monetary demand (Rothbard, 2009,
pp-348-362, 367-420).

As a result, protection policies in one sector of the economy can
positively influence one company’s real productivity but significantly
slow down the productiveness (as well as the real value) of other
companies, which would not benefit from greater capital accumulation.
This illustrates that the argument does not target “market” innovations,

but rather the dissemination of “scientifically” perceived innovations.
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5. Summary

While the reviewed book represents an improved master thesis of
Megger’s authorship, his subsequent works present refined and ex-
tended aspects of its substantial analysis, establishing and elucidating
the content that forms the basis for qualitative research. In fact, even
though many of his claims are controversial, not exhaustively de-
scribed, and reveal some understatements, Megger presented mature
arguments against the fundamental theories of Rothbard and other
Austro-libertarians. Moreover, we must appreciate Megger’s extensive
literature review.

In fact, as a reviewer, I strongly advocate many of Rothbard’s
claims on welfare economics and, on the other hand, support various
novel arguments by Polish writers in this issue. However, my goal was
not to present my substantial position or conduct a comprehensive
survey in this field, but rather to highlight key aspects of the book
under review. I hope that the discussion in the substantial part of
the reviewed book delivers resolution to this very intense debate on
RAWE.

In conclusion, I believe that the book Justice in Welfare Eco-
nomics. Libertarianism and the Austrian School was and still is an
interesting position in welfare economics, and I think that the author
would significantly improve his statements and prepare very valuable
content on the substantial field of welfare economics.

Abstract
This text reviews David Megger’s 2021 book entitled Justice in Wel-

fare Economics. Libertarianism and the Austrian School (in Polish:
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Sprawiedliwos¢ w ekonomii dobrobytu, liberatarianizm i szkota aus-
triacka). The review takes a critical approach, highlighting the most
significant aspects of the presented considerations and emphasising
their uniqueness and complexity. I intend to extensively discuss the au-
thor’s theses concerning the modification of the fundamental claims of
Austrian school representatives about justice and welfare, highlighting

both their strengths and weaknesses.
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