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1 INTRODUCTION

Bruce Cadwdl has written athoughtful and provocetive critique of “selected aspects’
of what he deems my “recent revisonist discusson of the history of the Austrian school”
(Cdawdl 2002, p. 1). | will refrain from quibbling with Cadwell’ s characterization of my
account of the development of the Austrian school as “revisonis.” | will note, however, that
nowhere else does there exist an explicit and fully integrated interpretation of the doctrina
evolution of the Mengerian tradition through the first four generations of Austrian economists
such as| attempted to delineate in my article, and the target of Cadwel’s critique, “ The Place
of Human Action in the Development of Modern Economic Thought.” (Salerno 1999) The
account that Cadwel implicitly relies on and defends in his dissent from my interpretation is
derived from the works of Isradl Kirzner. Although Kirzner does offer areasonably
comprehensive story of how the Austrian school evolved from Menger to Hayek, he does not
giveit anintegrated and detailed presentation in any one place. Elements of the Story are
scattered and repeated with varying degrees of emphasis throughout his numerous writings on
economic theory aswell asin his occasiond foraysinto doctrina history.*

This method of presentation as well as Kirzner's characteritic reticence in claming
origindity for his own views gives the impresson that his singular perspective on the
development of Austrian economics somehow reflects a prevailing consensus on its
intellectud evolution, a consensus that has been firmly established in the give and take of past

doctrind controversy. Immersion in the Kirznerian paradigm thus unwittingly equips onewith a



veary definite view of thelines of doctrind filiation linking Menger with the three succeeding
generations of the Austrian school. While thisis certainly atribute to the enormous influence
Kirzner has had in shaping the ideas of many contemporary Austrian economidts, it has served
to place this view beyond the reach of critical examination. So my account is not o much a
revisonist chdlenge to along-established orthodoxy but a nascent attempt to join debate on this
crucid issue. Assuch, | redize that it inevitably contains gaps and flaws and more than afew
lapses from clarity of expresson. Thisiswhy | welcome Cadwdl’ s critique and the opportunity
to respond to it.

Cddwell advances four fundamentd objections againgt my interpretation that | shall
enumerate a the outset of my response:

1. My specific clam that Hayek aways consdered himsdlf an adherent of the Wieser

tradition is based on *an dmost willful misreading of the text” (Caldwell 2002, p. 17).

2. Thereisvery little evidence to support my clam that Wieser was “actudly an

advocate of generd equilibrium theory” (Caldwell 2002, p. 4)

3. Menger, Béhm-Bawerk, and Mises do not present a“seamless front” on any

fundamentd issue that substantialy differentiates them as agroup or “camp” from the

Wieser- Schumpeter-Hayek camp. My clam to the contrary “offers ahighly sdective

reading of hisgtory” (Cadwell 2002, p.13)

4. Hayek’s “ early fascination with generd equilibrium theory” evident in histrade cycle

writings was not attributable in the least to the influence of Wieser or Schumpeter, but

! See especidly Israel M. Kirzner 1992, pp. 57-85, 100-136; Kirzner 2000, pp. 151-79; and Kirzner 2001, pp. 34-
68.



was part and parcel of his effort to persuade contemporary German cycle theorigts of
the correctness of a monetary theory of the trade cycle that was not built on the
foundations of the crude quantity theory, which they rgjected. (Cadwel 2002, p. 23)
In the compass of this paper | will only be able to fully address the first, second and
fourth of Cadwel’s objections, dthough | will briefly indicate in the conclusion the lines dong
which, in my past research, | have traced the development of a unified perspective on market
processes from Menger to Mises that congtitutes a response to Caldwell’ s third contention.
The paper is organized in the following manner. In section 2, | adduce what | believeis
compelling evidence that Hayek clearly consdered himsdlf to be an adherent of aWieserian
tradition that he aso believed to be separate and digtinct from the Bohm-Bawerkian tradition
that shaped Mises sintellectud development. | also argue that the difference of opinion
between Cadwell and mysdlf on thisissue cannot ultimately be resolved with reference to
doctrina evidence. Indeed such evidenceis at best of secondary importance because centrd to
the Kirznerian interpretation adopted by Cadwdll is the explicit contention that the separate
Misesan and Hayekian adumbrations of the market process must be seen as complementary in
order for Austrian economics to be meaningful, whether or not the two men themselves ever
understood and assented to such a view. Section 3 seeks to demondtrate that Wieser’s
concept of “naturd value” and his later aboration of it into the theoretica congtruction of a
communigtic “ample economy,” which he used both as a normative benchmark for gppraising
the efficiency of the market economy and atool of postive economic andyss, isinfact a
generd equilibrium congtruction. In section 4, | present evidence that a key feature of Wieser's

smple economy—the attribution of quotas of vaue to the factors of production in the absence



of exchange and money prices—was seen by Hayek as an absolutely necessary step in the
formulation of the solution of the problem of factor pricing. Thus| maintain that Hayek’s
initiation into the modes of thought of the generd equilibrium theorist began with his attempt as a
young economist to resolve the puzzle of imputation posed by Wiesar’ s exchange-less smple
economy, which preceded by afew years his concern with problems of money and the business

cycle.

2. HAYEK’SRELATIONSHIP TO THE WIESERIAN TRADITION

Asnoted, Cadwell objectsto my characterization of Hayek as an adherent of the
Wieserian tradition, attributing my clam to “an dmogt willful misreading of thetext.” He then
proceeds to quote a Single sentence from one of the three citations to Hayek’ s work that |
provide in support of my thess (Cadwel 2002, p. 17). He infers from this quotation only that
“Hayek is amply pointing out that while Mises was Bohm-Bawerk’ s sudent, he had himsdlf
been astudent of Wieser's” And Cddwell is absolutely right—that is about al that can
reasonably be concluded from this sentence taken inisolation. Had Cadwell bothered to follow
my citation further to the middle of the next page, however, he would have found this statement

by Hayek (1983, p. 18):

Although | do owe [Mises] adecisve simulus a acrucid point of my
intelectud development, and continuous inspiration through a decade, | perhaps most
profited from his teaching because | was not initidly his student a the university, an

innocent young man who took hisword for gospel, but came to him as a trained



economist, trained in a parallel branch of Austrian economics from which he
gradually, but never completely won me over. Though | learned that he was usudly
right in hisconclusons, | was not always satisfied by his arguments, and retained to
the end a certain critical attitude which sometimes forced me to build different
constructions, which however, to my great pleasure, usudly led to the same

conclusons. [Emphases are mine]

Now what we can plainly infer from this passage is that Hayek himsdf percelved a
dichotomy between the Wieserian and Bohm-Bawerkian traditions, was trained in the former
tradition, never completely abandoned that tradition, and, consequently, disagreed with some of
Mises sandytica arguments to such an extent that he was stimulated to formulate dterndtive
theoretical congtructions that presumably were derived from or inspired by the tradition in which
he himsdlf recaived his training as an economigt.

If Cddwell followed my citations further till to a second source, then he would have
discovered Hayek (1992, p. 157) as late as 1977 reporting somewhat ruefully that the Bohm-
Bawerkian tradition had eclipsed the Wieserian tradition yet holding out hope that the latter

tradition would be revived and bear the fruit of itsinitid promise:

In today’ s world Mises and his students are regarded as the representatives of
the Audtrian school, and judtifiably so, dthough he represents only one of the branches
into which Menger’ s theories had dready been divided by his students, the close

persond friends Eugen von Béhm-Bawerk and Friedrich von Wieser. | only admit this



with some hesitation because | had expected much of the Wieser tradition that Wieser's
successor Hans Mayer attempted to advance. These expectations have not yet been
fulfilled, even though that tradition may yet prove more fruitful thet it has been so far.
Today’s active Audtrian school, dmost exclusvely in the United States, isredly the
followers of Mises, basad on the tradition of Bohm-Bawerk, while the man in whom
Wieser had set such great hopes and who had succeeded him in his chair has never

redly fulfilled his promise.

What makes this expression of regret and hope a more meaningful indication of Hayek’s
doctrind afiliation isthe fact that this passage was published origindly in Hayek’ s Introduction
to the German-language edition of Ludwig von Mises s Notes and Recollections (Mises 1978,
pp. xi-xvi). Recdl that it wasin these memoirs that Mises had summarily dismissed Wieser as
having misunderstood “the gist of the idea of Subjectiviam in the Austrian Schoal of Thought”
and as someone whose “ideas on vaue cdculation judtify the concluson” that he “was a
member of the Lausanne School” (Mises 1978, p. 36). In this context, Hayek’s remarks can
be seen as defending the reputation and legacy of his master againgt the dights of amember of a
rivel tradition.

One more remark on this passageisin order, regarding Hayek’ s reference to Hans
Mayer. Although he registered his disgppointment in Mayer’s ultimate intelectud Seility,
Hayek reveded in afootnote to “ Economics and Knowledge’ that one source of hisingpiration
for the semind article was the works of Mayer and hiscircle. Accordingly Hayek (1937, p. 47

fn. 3) wrote: “It istrue that Professor Mayer has held out before us the prospect of another,



‘causal-genetic’ approach, but it can hardly be denied that thisis il largdy apromise. It
should, however, be mentioned here, that some of the most stimulating suggestions on the

»n2

problems closely related to those tregted here have come from thiscircle” Hayek goesonin
the footnote to cite works of Mayer and his student P.N. Rosenstein-Rodan. Given that Hayek
(1994, p. 72) later told us that this article was an attempt to demondtrate to Mises himsdlf that
Mises sa priori gpproach to economic theory was wrong, thisis additiona evidence that Hayek
was intdlectualy molded in an dterndive tradition.

My third citation, dso ignored by Cadwell, was to Hayek’s 17-page eulogy of Wieser
written in 1926. Written a least a hdf a decade after Hayek began working closely with Mises
and four years after the publication of Socialism (Mises 1981), the book that Hayek averred
affected him so profoundly, the article reveals Hayek as dtill a passonately devoted disciple of
Wieser whose system of thought he had fully absorbed even if he did not agree with it in every

detail. Indeed the introduction to the article goes beyond respectful eulogy to unrestrained

dithyramb as Hayek (1992, pp. 108-109) wrote:

But naither the unrivaled depth of hisindght into socid development, asfindly reveded
to awider audience by hislast great work, nor even his contributions as a statesman
and patriot can adequately explain how great an inspiration this man was for those who
knew him persondly. It was his Sngular human greatness and universdity, which

transpires from al hisworks, that dicited the boundless respect and admiration of all

2 Thisfootnote was excised when “Economics and Knowledge” was reprinted in Hayek’s collection of
essays, Individualism and Economic Order (Hayek 1972, pp. 33-56).



those who came into contact with this magnetic persondity. To those who never knew
Wieser persondly however, his greatness can be made comprehensible only by
reviewing his entire life swork, not merely his professond accomplishments. | would
fal short of the difficult task that | have assumed, namely, to portray my revered
teacher, and would be greatly remissif | limited myself to an account of his scholarly

career and to his contributions as an economist.

It is possible to go on multiplying examples of Hayek’ s salf-conscious adherence to the
Wieserian tradition, but | am afraid that this would not resolve the point at issue between
Cddwell and mysdf—because the issue at bottom is not primarily doctrina for those who
adopt a Kirznerian perspective on Austrian economics. That the respective visions of the
market process of Mises and Hayek are only meaningful and complete when brought into
communion with one ancther isaview that is embedded deeply in the Kirznerian paradigm.
Thus any doctrina evidence that is at odds with this position—including the direct testimony of
Mises and Hayek themsalves—istrivid and beside the point. The evolution of Audtrian
economics can and must be explained in away tha renders intelligible the emergence of the
asserted Mises-Hayek synthesis. Once dlow the Misesan and Hayekian paradigms to be pried
gpart and a dangerous intdllectud confusion isloosed upon the school and the profession-at-
large that threstens the very future of Austrian economics,

This appears to be the attitude that Kirzner (2000, p. 162) himself expresses when he

writes:
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Whatever the differences between a Hayekian articulation of the market processand a
Misesan articulation, the centrdity of the notion of the corrective process for both, is
the crucidly important circumstance. It isthis that should convince usthat any tak of a
Hayekian ‘paradigm’ which differs fundamentally from the Misesan paradigm should
be dismissed as not only reflecting a mistaken doctrinal judgment, but as
reflecting a mistaken judgment with potentially catastrophic implications for the
future of Austrian economics.

Audtrians are a beleaguered minority in the economics profession today. One
of the core doctrind issues separating Austrian economics from the mainstream is that
Augtrians understand the entrepreneuria character of the market process. We learned
thisfrom Mises. From Hayek we learned additiona, complementary indghts. 1f we
wish to preserve and build upon the Misesian legacy, we must not generate
confusion (both among Austrians and their opponents) by exaggerating per ceived
differences between Mises and Hayek, to the point where the centrally shared

insights of both are dangerously obscured. [Emphases are mine]

With al due respect to Professors Kirzner and Cadwell, their position that the work of
Ludwig von Mises taken on its own merits cannot provide a foundation for the future
development of Austrian economics has never been eaborated and defended. If thisis indeed
what they believe, then thisissue should be addressed head on and the specific shortcomings
marring the unadulterated Misesian vison of the market process explicitly identified. The more

important point, however, isthat the doctrind development of Austrian economics must be
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investigated fredy and on its own terms and without the congtraint of establishing apre-
reconciliation of the views of Mises and Hayek. Any deviation from this method of open and
unbounded inquiry is dangeroudy obscurantist and undermines the scientific integrity of Audrian

€conomics.

3. WIESER AS A GENERAL EQUILIBRIUM THEORIST

Having established that Wieser was one of Hayek’ s most important influences asan
economigt, | now turn to Caldwell’s claim that there is a dearth of textual evidence supporting
my thesisthat Wieser was averba generd equilibrium theorist. By focusng on Wieser's
magnum opus, Social Economics (Wieser 1967), the case can be made in afairly brief and
graightforward manner.

Wieser carefully explicates his comprehensve generd- equilibrium vison of the economy
inthe firgt part of his quadripartite treatise under the heading of “The Theory of the Smple
Economy.” Under the admittedly highly “idedlized assumptions’ of this economy Wieser sought
to precisdy define in verba form the conditions under which resources would aways be
alocated so as to secure “the redization of the greatest possible totd utility (Wieser 1967, pp.
9, 51). The smple economy therefore was to serve as the normative benchmark to assess the
efficiency of the red-world market economy.® As such, Wieser (1967, p. 10) believed that all
the problems and difficulties that were involved in the theory of the Smple economy “are

cagpable of ultimate solution” and “in the near future ... will be scientificdly settled.” Even more

% As Robert Ekelund (1970, p. 183) notes, “Utility calculation and maximization was the heart of the matter
and value as it resulted in the simple economy was to stand as the model against which all real economic
societies were to be measured.”



sanguindy, Wieser (1967, p. 10) expected the theory to “lead the way for a doctrine destined
to be common property of al future economic schools”

The smple economy deals with “an ided economic subject,” namely, mankind “treated
asaunit” and “ contrasted with nature,” so that questions of conflicting interests and economic
judtice are asirrdevant to the smple economy as they are to the economy of Robinson Crusoe.
However, the idedized smple economy is far from the “scant economy of an isolated
householder” and * has the breadth of a national economy with dl its wedth, technica
knowledge and problems of economic caculus’ (Wieser, pp. 10, 19). Findly, the ample

economy

... Isguided by asnglemind. It answersits purpose in an unimpeachable manner
because a systematic and penetrating mind guidesit. This director foresees ends,
welghs them without error or passion and maintains a discipline which ensuresthat dl
directions are executed with the utmost precision and skill and without loss of energy.
We shdl further assume that dl requiste individua forces are placed at the disposd of
this socid management as chearfully as though enlisted in their individud interest (Wieser

pp. 19-20).

So Wiesr’ssmple economy s, in effect, acommunist economy in which scarce
resources are alocated by an omnipresent and benevolent centra planner who possesses direct
and accurate indgght into the intengties of want satisfactions experienced by individua members

of society, dl of whom possess exactly the same tastes and utility scales and receive the same
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income. Moreover, his directions are followed without question or stint by awholly compliant
labor force. Needless to say, exchange and money are completely absent from this economy.
Although the smple economy thus “is completely detached from exchange’ and “therefore
lacks the connecting medium, money,” it is“unified in the labor of the producer” (Wieser, 1967,
p. 49). In other words, labor, particularly unskilled labor, is economicaly dlocated by the
infallible centrd planner across dl production processes and therefore condtitutes the ultimate
“slem” that unifies dl “branches of production” of the economy (Wieser 1967, p. 50).

Now, it is at this point that Wieser introduced assumptions that he explicitly recognized
as digtinguishing his own generd-equilibrium (henceforth, GE for short) syslem from the
mathematicd versions of Walras and Pareto that attempt “to exalt economic theory into an
economic statics’ (Wieser, p. 51). Unfortunately, Cadwell (2002, pp. 11-12) misconstrues
Wieser’ s critique of mathematical economics as a critique of GE theory in generd, rather than as
an attempt to differentiate and defend his own idiosyncratic brand of the theory. One of the
mogt serious problems with economic gatics, according to Wieser, is that its assumptions
“dlow the deduction of a condition of perfect equilibrium [which] contradicts the facts of
experience’ (Wieser, p. 51). For Wieser (1967, pp. 51-53, 100-102, 110), the theory of the
smple economy must incorporate into its assumptions three festures of the real world that are
ignored in economic gatics: 1. discontinuities existing in the aggregated socid “scae of needs’
for different consumer goods that result in varying rates of satiation of different needs; 2.
differences in the degrees of scarcity of various natural resources that are specific to particular
production processes, and 3. indivishility of certain products. These assumptionsresultin a

date of equilibrium in the smple economy in which the (cardind) margind utility for certain
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goods per unit of nongpecific labor input exceeds the generd “margind utility of the margind
product” of labor.* Thus, for example, indivisible products such as bridges, products like gold
jewdry that embody an especidly scarce natura input, and products whose utility declines
rapidly after acertain point like food staples would al be subject to a“narrower margin of use”
in production and a“narrower margin of utility” in consumption than the goods whose
production establish the margina utility of the margind product.

To put it another way, the dlocation of what Wieser cdls the “ cost- productive means’
or “cost-means,” i.e., labor and other relatively nonspecific resources, in amanner that
equdizesthe margind utility per unit of the cost-means across dl branches of production in the
ample economy is constrained, on the supply Sde, by the unequd availabilities of the * specific-
productive-means’ like minera deposdits or urban land stes, and, on the demand side, both by
the differing structures of the scale of needs associated with individua concrete products and by
the differing degrees of divishility of these products.

It is because discontinuities and indivisibilities are not tractable to mathematical
reasoning, not primarily because of any dynamic consderations as Caddwdl clams, that Wieser
(p. 51) concludes, contra economic gtatics, “No adjustment is ever effected which tends to
establish acondition of grict equilibrium, a perfect level.” Nor is Wieser's system “focused on
the constant marginal adjustments made by agents’ (Cadwell 2002, p. 12) To the contrary,
Wieser purports to present “amore accurate formulation of the economic principle of the

greatest possible utility” than that of the mathematical GE theorists. Wieser’s principle

* Wesley Clair Mitchell (1999, p. 252) describes Wieser’s rejection of the static-equilibrium construct of the
mathematical economistsin similar terms.
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purportedly takes account of the “actua occurrence’ of economic goods and “the rdative
intengties of the dependent needs,” i.e., the disparate natural resource scarcities, discontinuities
and indivighilities absent from the Wdras-Pareto moddl. Thus, Wieser (1967, p. 53) summed
up the principle of optimd alocation characterizing his GE smple economy in the following

terms,

The generd margin of utilization isto be established so that it shall include the greatest
possible number of degrees of utility. Complete satiety is to be obtained for al more
narrowly bounded needs. Buit, furthermore, the narrower margins of use of scarcity
values, as well as those of abundance, are to be indicated so asto alow for the most
extengve grdification possble. The maximum totd of satisfaction is the decisive factor
in every individud ingance. Each economic means of satisfaction isto be digposed of in
such amanner aswill add the greatest utility to the otherwise assured total. No useisto
be countenanced as long as some dternative disposition would result in amore

beneficid effect.

Now dthough Wieser never used the term “naturd value’ in Social Economics, it is
evident from the definition he gaveit in his earlier work Natural Value (1971) that the concept
refersto the pattern of margind utilities that would emerge in the GE smple economy, which he
worked out in such painstaking detail over the course of 130 pages in the former work.  Thus
Wieser (1971, p. 60, 62) defines“Natural Vaue® as “that vaue which arises from the socidl

relation between amount of goods and utility, or vaue asit would exist in the communist date.”
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There is no doubt that Wieser construed natura value as a GE concept, having written: “[W]e
shdl think of the communigtic Sate as the perfect date. Everything will be ordered in the best
possibleway. . . . no error or any other kind of friction will ever occur. Natura vaue shdl be
that which would be recognized by acompletdly rationd and united commonwedth.” When
goods have atained their naturd vaue, “tota utility vaue’—defined as the margind utility per
unit of agood multiplied by its quantity and summed over dl consumer goods present and
future—is at its maximum.®

Wiesr’s embrace of GE theory isdso evident in his attempted solution of the
imputation problem, or what he calls “the problem of the attribution of yidds’ (1967, p. 111).
Regecting Menger’ s correct approach toward a solution, which is based on the operation of the
law of cause and effect in the physical world, Wieser (1967, pp. 117-118) characterizesthe

solution as purely “a computation of utility.”®

Such acomputation may take place just as easly
in the priceless, communistic Smple economy as in the market economy, because “thereis no
doubt” that “equations may be found” relating the variety of nonspecific cost-means combined
in different proportionsin different production processes to quantities of utility represented by

the products of these processes.” Such equations will be sufficient in number to permit the

® According to Wieser (1967, pp. 124-26), “ The fundamental law of the computation of utility states that a
divisible stock of goods isto be considered economically as a sum of units each of which is computed by
the margina utility. The units of mass are at the same time units of utility; when massis computed thereisa
simultaneous computation of utility. . . . When each cost-productive-means and cost-product is set down as
the sum of the units of utility which it contains, one obtains the arithmetic foundation for a plan of

production and management. This plan may be closely drawn for it determines the limits of productive
activity aswell as of consumption. The dedication to a particular type of use of even the smallest part of the
total supply isincluded.”

® On the crucial role of the law of cause and effect in Menger’s economics, see Salerno 1999b, pp. 71-100,
especially pp. 88-90 on hisimputation theory.

" Because Wieser assumed fixed input coefficients in any given production process, Blaug (1985, p. 431)

noted, “Without realizing it, Wieser had in fact stated a typical linear programming problem defined as that
of maximizing alinear relationship subject to anumber of linear constraints.”
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amultaneous system of equations to be solved and a definite yidd of utility to be attributed to
each and every individua cost-means, with specific-productive-means being ascribed the
resdud in any process. Of course this must be a GE solution because “the entire yield redized
as expected under the [utility-maximizing] scheme of operations must be atributed without a
remainder in the measure of the productive contribution” (Wieser 1967, p. 119). Moreover,
the entrepreneurial market process is not needed to arrive a such a solution, because “just as
we are able to make these theoretica cdculations, the [smple economy] producer has abasis
on which he may find the solution of his particular problem through trid and error” (Wieser
1967, p. 120).

Asthis discusson of Wieser’s imputation theory indicates quite clearly, then, Wieser
was as concerned as Walras with demondrating that the number of equationsin his system
matched the number of unknowns. Itistrue, as Cadwell (2002, p. 12) states that Wieser did
not go beyond this to “ask about the existence, or determinateness or uniqueness of
equilibrium,” but to be sure neither did Walras or Pareto?  Cadwell (2002, p. 12) concludes

his case by gating:

Wieser on my reading is best described as a systematic marginaist, one who

8 As Ingrao and Israel (1990, pp. 111-12) state “the Walrasian project was left unfinished in another crucial
sense: none of the analytical theses the theory undertook to demonstrate were, in fact, clearly demonstrated
in the Eléments. Walras stated hisintention of demonstrating that the equations of general equilibrium have
a determinate solution but confined himself to indicating the condition of equality between the number of
equations and the number of unknowns. . . . Walras passed it on to Pareto, who continued to repeat it
despite his more substantial mathematical training. . . . In conclusion, none of the three analytical problems
raised by general economic equilibrium theory—existence, uniqueness, and stability—received either
solution or clear definition in the Eléments.”
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understood about generd economic interdependence but who thought that a focus on
the multi-market equilibrium was not the best way to explore the nature of the system. |

would not describe him as a generd equilibrium theorist of any stripe.

Although | would not presume to describe Cadwel’ s conclusion as based on an
“dmost awillful misreading of thetext,” in view of the evidence adduced above, | am forced to
characterize it as at best reflecting an uncomprehending reading.

Now, it istrue that for Wieser, the optima dlocation of resourcesthat yiddsthe
maximum utility and is reflected in the naturd values of products in the Smple economy is
inevitably distorted in the socid economy by the unequd digtribution of wealth and income that
results from exchange. Thisinequdity givesrise to economic power, which, in turn, pervades
and deforms most exchange relaionships. Thus naturd vaue “simply depends upon utility,”
whereas “exchange vaue measures a combination of utility and purchasing power” (Wieser
1971, p. 57). Asaconsequence of the impact of unequd wedth and income on purchasing

power, production guided by exchange value

is ordered not only according to smple want, but also according to wedlth. Instead of
things which would have the greatest utility those things will be produced for which the
mogt will be paid. . . . It istherefore the ditribution of wealth which decides how
production is set to work, and induces consumption of the most uneconomic kind: a
consumption which wastes upon unnecessary and culpable enjoyment what might have

served to hedl the wounds of poverty (Wieser 1971, p. 58).
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In addition to its direct effect in distorting production and consumption, wealth and
income inequdities arising from the exchange process will also generate power on the demand
and supply sides of the market. On the demand Sde, there will arise a*“ sratification of prices,”
with the price of “mass-commodities” such as bread determined by the margind demand among
the lowest-income stratum, while their demands will have absolutdy no influence whatever in
determining the prices of ether “luxuries’ such as diamonds or “intermediate goods.” The
prices of the latter two types of goods will be determined by the margind demanders among the
higher-income and middle-income dtrata, respectively. Thus price in an exchange economy is
not determined by “margind utility as such,” thet is the natural vaue of the smple economy, but
a“dratified margind utility” (Wieser 1967, pp. 186-89). Moreover, both “the beggar and the
millionaire’ pay the same price for bread, which is established according to its margina
vauation or “the measure of the [beggar’s| hunger” (Wieser 1971, p. 58). The enormous
consumer’ s surplus regped by the rich in the purchase of such mass-commodities then enables
them to compete among themselves for luxuries whose prices are bid up near the maximum of
their persond vauations of such items. Accordingly, “the more the purchasing power of therich
is spared in the purchasing of necessaries, the greater are the means that they have over,
wherewith to extend and increase the prices they offer for luxuries, and the more defective isthe
impulse given by consumption to production” (Wieser 1971, pp. 59). In the extreme,
“members of the higher and highest income strata who are bent on excluding the competition of

al other rivas’ for luxuries possess the economic power to create a Situation in which agood of



lower margind utility attains a price thet is higher than agood of grester margind utility asthese
margind utilities would emerge in the Smple economy (Wieser 1967, p. 187).

On the supply side, what Wieser (1967, pp. 220-28) cdls*“monopoloid ingtitutions,”
especidly the cartels and trusts that inevitably arise from the competitive process in decreasing
cogt indudtries, would intensfy the stratification of prices and fragmentation of margina utilities
by exercisng their power to artificidly restrict supply and raise price. This means that the prices
of even more goods are determined according to the “ Sratified margind utility” of more affluent
drata of the population and that economic calculation using these stratified prices causes the
interconnected patterns of resource alocation, income distribution, and consumption to become
further deformed in comparison with the ided patterns that would be cdculated using the naturd
vaues generated in the Smple economy.

Wieser, however, did not use the smple economy congtruct exclusively as a normative
benchmark for assessing the efficiency of the historical market economy. He quite clearly
employed it dso as an andyticd tool for ducidating the underlying factors that determined redl

market outcomes. In Natural Value, for instance, Wieser (1971, p. 62-63) wrote:

The fact that natura vaue forms an dement in the formation of exchange vaue puts our
investigation in touch with redlity, and givesit its empirica importance.... It will be of
interest to investigate closely to what extent the phenomena of exchange vaue are of
naturd origin, and how grest, accordingly, isthe formative power of naturd vauein
exiging conditions of society. | bdieve the sequel will show that it is enormoudy grester

than is usually supposed. . . . On this account the examination of naturd vaue will be



21

useful, aswell for those who wish to understand the economy of the present, asfor

those who wish to evolve a new [socididtic] one.

In hislater Social Economics, Wieser (1967, pp. 235-236) portrayed the law of
naturd vaue operative in the Smple economy as the primordia and dominant force shaping the
actud congelation of prices generated by the socid economy despite the distortions introduced

by the existence of economic power.

But whatever new elements we have had to introduce into our investigetion [of the
socid economy] have not brought with them any new forces. Even the new demernt,
money, is merely an instrument to effect the exchange movement of naturd values.
When the socid resultants of prices are analyzed into their component parts we arive a
the persona vauations of the interested parties. Each such vauation obeysthe law of
the ample economy. The diverdty of power is evidenced only in the strength with
which this persord interest may be displayed. . . . Thelaw of priceis derived from the

law of vaue of the Smple economy.



4, HAYEK AS (WIESERIAN) GENERAL EQUILIBRIUM THEORIST

Hayek reveded himsdf to be a close follower of his master in defending and employing
the ample economy as an indigpensable andyticd congruct. In an early article, first published in
1926, Hayek (1984, p. 34) argued, “the solution of the problem of imputation hasto be
attempted without recourse to exchange. . . . hasto be based on the assumptions of an
economy based on auniform will.” Hayek sought to justify the static Wieserian procedure of
directly imputing subjective vaues to individua producer goods as a step logicdly anterior to the
operation of the dynamic market process. Defending Wieser’ s “direct imputation of vaue’

theory againgt the margina productivity theory of factor pricing, Hayek (1984 p. 47) argued:

[T]o demongtrate the sgnificance of the doctrine of margind productivity asa
theory of imputation, i.e., as aderivation by the individud of the subjective vaue of
producer goods, which can serve as abasis for the explanation of the formation of the
prices of these goods, this doctrine must be extracted from the mar ket-economy
guisein which it is usually presented. . . . Only then does the margind productivity
doctrine become immediately suitable for the explanation of income digtribution without
the intermediate step of price formation. Aslong as the objective phenomena of
vaue are regarded as the result of individua vauations, it islogicaly necessary to be
able to explain the latter first without reference to exchange. [l have supplied the

emphasesin this passage]



Now this passage is extremdy important for what it reveas about Hayek’ s thought, not
only doctrindly but dso subgtantively. It demongrates that despite having been, by hisown
admisson, greetly influenced by Mises s Socialism, Hayek missed or disagreed with the centra
argument of the book. For Mises argued that in an industrid economy with a complex structure
of heterogeneous capital goods, producer goods cannot be subjectively vaued by direct
imputation, they can only be objectively “agppraised’ in terms of cardina prices generated by the
entrepreneurial market process.’

Hisintimate familiarity with Mises' s cdculation argument notwithstanding, Hayek (1984,
p. 42) afirmed Wieser's recourse to “the arithmetic form of utility” as necessary to devise a
timeless, Smultaneous equation system capable of resolving the imputation problem.® Insuch a

system, according to Hayek (1984, p. 40):

The equdity in the value of a producer good in different uses dso enables usto
represent in equation form the reciproca relationship between the values of products
produced by the same factors as well astheir relationship to the value of the factors of

production. On the one side of these equations the same factors of production recur as

° Admittedly, Mises did not fully elaborate his view of the market economy as a social appraisement process
until 1940 in National 6konomie, the German-language predecessor of Human Action. However, Mises
(2981, pp. 100-101) certainly emphasized the indispensability of the market’s pricing process for economic
calculation in Socialism, arguing, “money calculation . . . enables us to extend judgments of value which
apply directly only to consumption goods—or at best only to production goods of the lowest order—to all
goods of higher orders.” On Mises's vision of the market as a dynamic appraisement process, see Mises
1998, pp. 324-336; Salerno 1990a; and Salerno 1990b, pp. 36-49

% Interestingly, as Blaug (1986, p. 280) perceptively noted, given that Wieser maintained that natural values
could be employed for economic calculation in socialist economies, “it was thus Wieser that Ludwig von
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equal vaue quantities so that there exists mutua dependence between them.
Substituting concrete vaues either for products or for producer goods enables usto

cdculate the other dements.

Hayek (1984, p. 42) maintained that only by solving the imputation problem in this way
could we definitively answer the question, “what share is to be imputed to the individud factors
of production in agtable individud economy,” which in turn is*a precondition for the rationd
organization of production in an economy without exchange.” Thus Hayek (1984, pp. 52-53)
rgjected as theoreticdly “meaningless’ the dynamic causa-redigtic margind productivity
solution proposed by Menger and worked out in fuller detail by Bohm-Bawerk as a* one-sided
derivation of the vaue of producer goods from that of the product” and argued that the values
of products and producer goods are smultaneoudy and mutudly determined. He dso
conceded, moreover, “the mathematica school, following Waras, has successfully attempted to
solve smilar problems [dthough] they have not succeeded in doing justice to the problem of
imputation” (Hayek 1984, p. 53).

Granting that the foregoing reflects his early views on economic theory, which matured
subgtantidly during the 1930s, Hayek remained a proponent of GE theory throughout the
decade while abandoning some eements of the specifically Wieserian variant of the theory.
Thus, in his 1937 review of E.H. Phelps Brown's primer on generd equilibrium theory, The

Framework of the Pricing System, Hayek (1937, p. 94) approvingly commented: “Itisa

Mises . . . sought to refute when he developed the argument that rational economic calculations are
impossible under socialism.”
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pleasant reflection that the development of economics has now for once reached a stage when
one expects that in such an expostion of the dementary groundwork of economic theory by a
competent economist one will find nothing of substance to disagree with.”** Since Hayek
(1937, p. 95) found himsdlf in subgtantial agreement with the Brown on analytical grounds, he
restricted his critical comments to problems of exposition, one of which was “the extraordinarily
little use of graphs’ made by the author. In particular Hayek (1937, p. 95) was concerned with
the book’s lack of “ether indifference curves or equiproduct curves,” conjecturing that
Brown's dterndtive expositiond device would be mistaken by students for “a utility functionin
the old sense’ based on “absolute utility concepts.” Hayek ended by commending the book as
one that “will fill an important place in awd|-devised course of reading” for the beginner,
athough he lamented the fact that it |eft the reader “without any guidance on further reading.”
So by 1937 it is evident that Hayek had abandoned some central concepts of Wieser's
theory such as cardind utility and had become more open to the Lausanne school’ s approach to
GE theory that was beginning to catch on among Anglophone economists. Nonethdess, in
1941, Hayek (1952, pp. 95-244) till employed Wieser’s concept of a static communist
economy to congtruct the intertemporal- equilibrium foundations of his pure capitad theory, which
he elaborated over the course of 150 pagesin The Pure Theory of Capital, even retaining
Wieser’ s designation of the “ssmple economy.”  Ironicaly, nowhere was Wieser’ s profound
influence on Hayek more in evidence than in Hayek’ s efforts to breek away from GE theory in

his renowned 1945 article on “ The Use of Knowledge in Society.” At the end of that famed

| am indebted to William Butos for bringing this book review to my attention. This acknowledgement
does not imply his agreement with the doctrinal inference | have drawn fromiit.
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aticle, in acritique of Schumpeter, whose theoretical constructions were aso influenced by
Wieser, Hayek renounced his adherence to Wieser’ simputation theory that he had struggled so
mightily to perfect and defend as ayoung economist.*? But Hayek rejected the theorem of the
direct imputation of vaue on Wieserian and not Misesian grounds. That is, he did not deny that
agnglemind, eg.., the director of the ample economy, possessing dl the relevant datawould
be able to rationally attribute quotas of vaue to the factors of production on the grounds that
there could be no objective unit of economic calculation where there were no markets and
prices. Rather he rgected socidism as a practica impossibility because a red-world centra
planner would never be able to marshd dl the facts required to discover the optima solution
arived a the by the dl-knowing director of Wieser’s smple economy. Wrote Hayek (1972,

pp. 90-91):

Implication isalogicd rdationship which can be meaningfully asserted only of
propositions Smultaneoudly present to one and the same mind. It is evident, however,
that the vaues of the factors of production do not depend solely on the vauation of
consumers' goods but also on the conditions of supply of the various factors of
production. Only to amind to which dl these facts were smultaneoudy known would
the answer necessaxily follow from the facts given toit. The practica problem,

however, arises precisay because these facts are never so given to asingle mind, and

2 |t is suggestive that in the text that Hayek was criticizing, Schumpeter (1962, p. 173, fn. 2) explicitly
mentioned Wieser and Pareto as among the “upward of a dozen economists [who] had hinted at the
solution” of the problem of socialist calculation prior to Barone. Needless to say, this solution was based
on GE analysis.
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because, in consequence, it is necessary that in the solution of the problem knowledge

should be used that is dispersed among many people.

Earlier in the same article, Hayek dubbed the analyss of generd equilibriumin
Wieserian terms as the “ Pure Logic of Choice,” portraying its object as a smple economy
controlled by asingle mind. Here again Hayek (1972, 85) plainly accepted Wieser's
conclusion that the rationd alocation of resources could be ascertained by a purely internd,
intellectua operation without recourse to an externd, socid pricing process provided the

directing mind possessed sufficient data:

Even the single controlling mind, in possession of dl the datafor some smdl, sdf-
contained economic system, would not—every time some small adjusment in the
alocation of resources had to be made—go explicitly through dl the relations between
ends and means which might possibly be affected. It isindeed the greeat contribution of
the Pure Logic of Choice that it has demongrated conclusively that even such asingle
mind could solve this kind of problem only by congtructing and congtantly using rates of

equivaence (or ‘vaues’ or ‘margina rates of subgtitution’). . . .

5. CONCLUSION
Given the textual evidence presented above, | believe that it is eminently reasonable to
affirm anumber of pointsthat have been disouted by Caddwell. Firgt, Hayek indeed was a

student of Wieser’s and an adherent of the Wieserian tradition—and consdered himsdf to be
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such—even after he had begun working closdy with Mises, whom he explicitly recognized asa
follower of adivergent strand of Austrian economics. In fact, Hayek’s own words clearly
suggest that he retained his affinity for Wieser’ s gpproach to economic andysswell into the
1970s and that he anticipated and welcomed its future revivd.

Second, Wieser's concept of the smple economy was afully devel oped generd
equilibrium system, which he employed not only as a sandard of socid welfare but dso asthe
central andyticd tool for explaining red-world market phenomena.

Third, Hayek did not origindly adopt GE theory as a an expedient to persuade German
cycle theorists that the monetary theory of the trade cycle was not constructed on the
foundations of the crude quantity theory—which is not to deny that he may have used it for this
purpose. Rather, he learnt it from Wieser at school and then as a young economist immersed
himsdlf in the task of correcting and defending his magter’ s solution to its most difficult problem,
the direct imputation of utility to higher-order goods. Moreover, even Hayek’ s later attempt to
breek free from GE andlyss bore the impress of his Wieserian training, centering on the
demondration that the optimd factor dloceation achieved by the applying the Pure Logic of
Choice to the conditions of asmple economy could not be practicably replicated in an
economy in which knowledge was dispersed among many separate economic agents.

Findly, let me briefly ded with Cadwell’s assertion that Menger, Bohm-Bawerk, and
Mises did not present a*“seamless front” on any fundamenta issue that distinguished them asa
camp from the Wieser-Hayek camp. Firg, | never suggested that these economists
representing three successve generations of the Austrian school presented a seamless front on

any issue. To do so would be to imply that the tradition stagnated for the roughly eight decades



between the publication of Menger’s Principles and Mises' s Human Action, when in fact it
was characterized by intellectua ferment that yielded tremendous progress over this period.
Second, in anumber of my previous publications, | have attempted to show how this progress
related to the development of the view of the market asa*” socid appraisement process.” In
this process, entrepreneurs competing on factor and product markets establish a structure of
red money pricesfor dl orders of goods that enables them, in conjunction with individua
forecasts of future product prices, to caculate and implement a pattern of resource alocation
that, given prevailing and expected technica congraints, best serves anticipated consumer
demand in aworld of congantly changing data. The centra andytica focus of Menger, Béhm-
Bawerk, and Mises was therefore always the explanation of the actud prices used in monetary

caculation and never unredlizable equilibrium prices or naturd values™®®

3 For Menger’s and BéhmBawerk’s contributions to the evolution of the monetary calculation perspective
in price theory fully elaborated by Mises in Human Action, see: Salerno 1991, pp. 367-71; Salerno 1994, pp.
97-100; Salerno 1997, pp. 25-31; and Salerno 1999b, pp. 80-100.
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